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Illinois

Illinois’ economic conditions are slowly improving.

Job losses in Illinois have stabilized, as nonfarm
employment in Illinois was flat in the second quarter
2004, compared with one year ago (See Chart 1).

Despite robust manufacturing orders and shipments,
[llinois continued to lose manufacturing jobs; however,
the pace of loss slowed during the quarter and was in-line
with national trends. Strong productivity gains continued
to impede an upturn in factory employment.

[llinois’ leisure and hospitality sector continued to be a
major source of job growth (See Chart 2), largely in the
food services sector.

Local government employment was hardest hit in the
Chicago MSA. Nearly 7,700 jobs were lost year-over-year
through second quarter 2004; 36 percent of those jobs
were in the local government education sector.

Sales of new and existing home sales remained robust
despite the current rising rate environment, a situation
perhaps motivated by consumers rushing to purchase
homes before rates increase further. Single-family housing
permits slowed as home price appreciation continued to
rise moderately.

Commercial real estate (CRE) markets softened.

Office vacancy rates edged down slightly in the Chicago
metro area. Downtown office vacancy rates continued to
soften from negative net absorption, although they were
in better shape than suburban vacancy rates (See Chart

3).

CRE loan concentrations, as measured by median CRE
loans to Tier 1 capital, for Illinois and Chicago MSA
insured institutions increased to 140 percent and 304
percent, respectively, in the second quarter 2004, up from
125 percent and 292 percent, a year earlier.

Despite weak fundamentals, median past-due rates for
CRE loans held by Illinois and Chicago MSA institutions
declined and remain stable.

Chart 1: lllinois’ Employment Growth Has
Stabilized, But Continues to Lag National Trends
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Chart 2: Employment Gains Offset Job Losses

000s of Jobs, Q2-2004 relative to Q2-2003
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Chart 3: Chicago Office Vacancy Rates
Have Moderated
Office Vacancy Rates (%)

25 4 Suburban
20 - Chicago MSA
15 4
Downtown
10 4
5
0 . . . .
1Q-00 1Q-01 1Q-02 1Q-03 1Q-04

Source: Torto Wheaton Research

FeperatL DEPOSIT INSURANCE CORPORATION

FaiL 2004



State Profile

Profitability is mixed at Illinois insured institutions.

Profitability faltered at Illinois’ community institutions’
in the second quarter 2004 from one year ago, as declines
in net interest income and noninterest income outpaced
lower noninterest expense (See Table 1).

Noninterest income at community institutions fell largely
from lower gains on sales of loans and leases and other
assets, excluding securities, perhaps reflecting slower
mortgage loan activity as interest rates rose.

Large institutions reported higher profitability mainly
from declines in provision expense and noninterest
expense and an increase in noninterest income.

Asset quality continued to improve.

Credit quality trends continue to improve. Net chargeoffs
remain low and overall delinquencies trended down for
five consecutive quarters.

Past-due rates at Illinois community institutions declined
for all loan categories except multifamily real estate loans

(See Chart 4).

Multifamily past-due rates increased because of higher
noncurrent loans. Noncurrent multifamily loans as a
percentage of total loans increased to 1.28 percent in the
second quarter 2004, up 53 basis points from a year ago,
perhaps reflecting higher vacancies and lower rental rates
in the apartment market.

Growth in home equity lines, CRE, and construction and
development loans produced most of the year-over-year
loan growth in the second quarter 2004. Commercial and
industrial loans picked up slightly at community
institutions yet declined at large institutions.

Growth in loans to small businesses has been moderate
over the past year at 6.30% and slightly above growth for

the U.S. as a whole.?

Rising interest rates could pose challenges for Illinois
community institutions.

Rising interest rates reduced the fair market value of
securities, contributing to the decline in gains on securities
sales, and resulted in securities portfolio depreciation at
Illinois community commercial banks (See Chart 5).
Mortgage-backed securities holders may face extension
risk when prepayments fall from rising rates as the
expected life of the investment increases.

1Communi‘fy institutions are insured institutions with less than $1 billion in assets, excluding new
(less than three years old) and specialty banks.
2Large institutions are insured institutions with more than $1 billion in assets, excluding new
(less than three years old) and specialty banks.

Small business loans as reported each June in Schedule RC-C Part I1. Loans to Small Businesses.

¢ [nsured institutions with higher concentrations of
long-term assets and shorter-term funding sources may
face additional margin compression, asset depreciation,
and extension in asset duration in a rising rate
environment.

Table 1: Earnings Performance Drops at llinois
Community Banks and Thrifts

Income statement contribution (as a percentage of average assets)

3 months ended June 30 Percentage Point
2003 2004 Change
Net Interest Income 3.35 3.32 -0.03
Noninterest Income 0.92 0.75 -0.17
Noninterest Expense -2.62 -2.55 0.07
Provision Expense -0.22 -0.22 0.00
Security Gains & Losses 0.08 0.02 -0.06
Income Taxes -0.37 -0.31 0.06
Net Income (ROA) 1.14 1.01 -0.13

Source: FDIC

Chart 4: Past-Due Rates Improved
Across Most Loan Categories
Percent of Loans Past Due, June 30, 2004
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Chart 5: Rising Interest Rates Result in
Securities Portfolio Depreciation
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Illinois at a Glance

General Information Jun-04 Jun-03 Jun-02 Jun-01 Jun-00
Institutions (#) 760 780 798 819 839
Total Assefs (in thousands) 573,227,558 543,702,948 503,050,265 443,957,257 392,526,492
New Institutions (# < 3 years) 8 12 31 43 41
New Institutions (# < 9 years) 72 7 79 84 80
Capital Jun-04 Jun-03 Jun-02 Jun-01 Jun-00
Tier 1 Leverage (median) 9.10 8.92 9.03 9.08 9.37
Asset Quality Jun-04 Jun-03 Jun-02 Jun-01 Jun-00
Past-Due and Nonaccrual (median %) 161% 1.99% 1.96% 2.07% 1.75%
Past-Due and Nonaccrual >= 5% 7 99 103 104 76
ALLL/Total Loans (median %) 1.15% 1.17% 1.11% 1.09% 1.07%
ALLL/Noncurrent Loans (median mulfiple) 1.59 1.40 1.41 1.46 1.49
Net Loan Losses/Loans (aggregate) 0.25% 0.61% 0.84% 0.79% 0.34%
Earnings Jun-04 Jun-03 Jun-02 Jun-01 Jun-00
Unprofitable Institutions (#) 42 37 38 72 64
Percent Unprofitable 5.53% 4.74% 4.76% 8.79% 7.63%
Refurn on Assets (median %) 0.96 1.00 1.02 0.89 0.99
25th Percentile 0.62 0.66 0.67 0.55 0.65
Net Interest Margin (median %) 3.68% 3.64% 3.82% 3.59% 3.85%
Yield on Earning Assets (median) 5.27% 5.71% 6.53% 7.64% 7.67%
Cost of Funding Earning Assets (median) 1.61% 2.05% 2.13% 4.07% 3.87%
Provisions to Avg. Assets (median) 0.08% 0.10% 0.12% 0.10% 0.09%
Noninterest Income to Avg. Assets (median) 0.51% 0.56% 0.50% 0.51% 0.46%
Overhead to Avg. Assets (median) 2.58% 2.57% 2.59% 2.63% 2.62%
Liquidity/Sensitivity Jun-04 Jun-03 Jun-02 Jun-01 Jun-00
Loans to Deposits (median %) 72.39% 71.22% 72.61% 72.36% 7241%
Loans to Assets (median %) 61.36% 59.89% 61.61% 61.96% 61.35%
Brokered Deposits (# of Institutions) 195 m 148 125 102
Bro. Deps./Assets (median for above inst.) 3.96% 3.71% 4.05% 3.76% 3.44%
Noncore Funding to Assets (median) 15.92% 15.67% 15.38% 15.52% 14.98%
Core Funding to Assets (median) 72.91% 72.83% 72.80% 72.92% 73.91%
Bank Class Jun-04 Jun-03 Jun-02 Jun-01 Jun-00
State Nonmember 419 426 433 446 457
National 165 m 177 187 200
State Member T 75 76 70 64
S&lL 21 21 28 29 31
Savings Bank 29 kX 3% 31 3%
Stock and Mutual SB 49 8 50 50 1
MSA Distribution # of Inst. Assets % Inst. % Assets
No MSA 342 31,936,823 45.00% 5.57%
Chicago IL PMSA m 501,342,436 35.66% 87.46%
St Louis MO-IL 30 5,116,900 3.95% 0.89%
Peoria-Pekin IL 2% 4,403,003 3.16% 0.77%
Springfield IL 16 3,439,162 211% 0.60%
Rockford IL 16 6,889,874 211% 1.20%
Davenport-Moline-Rock Island 1A-IL 16 2,176,845 211% 0.38%
Champaign-Urbana IL 16 3911917 211% 0.68%
Decatur IL 1 1,828,813 1.45% 0.32%
Kankakee IL PMSA 9 1,816,348 1.18% 0.32%
Bloomington-Normal IL 9 10,365,437 1.18% 1.81%
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