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Client: In the first quarter of 2019, Abelian Partners collaborated with the executive leadership
of a southeastern community bank to prepare a stress test of the bank’s overall loan book. The
test was performed under guidance from OCC Bulletin 2012-33 “Community Bank Stress
Testing: Supervisory Guidance,” which provides specific advice on the potential structure for
stress tests at banks less than $10 billion in assets.
Engagement Scope: Using the bank’s FYE 2018 balance sheet, Abelian performed the stress
test using the “Adverse” and “Severe Adverse” scenarios released from the large bank 2019
Comprehensive Capital Analysis and Review (CCAR) exercise. The stress test included 2 pieces: a
“top-down” stress on the overall book and the “bottom-up” stress for loans in a particular
industry concentration. The “top-down” test projected losses on a portfolio basis (segmented
by call-report category), whereas the “bottom-up” test projected losses at the loan level.
Overall forecast loan losses were then combined with projected losses on other balance sheet
categories (securities, BOLI, REO) and with projected Pre-Provision Net Revenue (“PPNR”)
under each scenario to forecast capital levels.
Loan Stress Methodology: Abelian has developed a statistical model based on macroeconomic
variables versus historical bank charge-off data. For the top-down test, this statistical model
was applied to the bank’s base case capital plan, which projects losses by call report category
based on 3-year historical average rates, to forecast losses under each the Adverse and Severe
Adverse scenario. For the bottom-up stress on the loans within the industry concentration,
Abelian assigned a Probability of Default (“PD”) to each risk rating category in the loan book as
well as a Loss Given Default (“LGD”) to each collateral category in the loan book. With this
mapping, base case expected losses were projected at the loan level and then stressed under
the Adverse and Severe Adverse scenarios using the same statistical model already developed.
Results: The stress test showed viable capital levels under both stress scenarios, suggesting that
the bank was sufficiently capitalized to withstand such dramatic industry downturns.
Additionally, the test showed significant losses were likely in the industry concentration when
tested at the loan level, supporting the bank’s enhanced risk management strategy for this
segment of the loan book. Finally, the test revealed an additional industry that could show
significant losses from market volatility under stress, suggesting the need for further enhanced
risk management and portfolio management activities going forward.
Takeaways: Sophisticated analytics are no longer reserved for only larger banks and financial
institutions. While no amount of modeling replaces key bankers and client relationships,
analytic exercises such as stress testing can benefit smaller banking institutions. When used to
put a framework around a portfolio or to highlight a specific risk issue, analytics such as stress
testing can enable a community bank to further its mission of serving clients in a safe and sound
manner.
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ABOUT ABELIAN
Abelian Partners is a practitioner-based consulting firm that specializes in commercial credit,
technology and capital markets for Financial Institutions. The firm was founded by former bank
executives in order to provide practical solutions into the rapidly changing landscape of today’s
financial institutions marketplace. Abelian grew out of experience in commercial credit and
capital markets across the last 30 years of banking, and now embraces the fast paced industry
change occurring with developing FinTech solutions.
Abelian’s vision is one of practitioner expertise delivered by a network of seasoned consultants
through a continuous-development project management architecture:
Practitioner Expertise: Abelian consultants have “sat in the chair” and made the tough
decisions that clients make every day. Abelian’s specialized consulting teams are highly
effective because of this prior industry experience.
Network of Featured Consultants: Abelian is connected to a strong network of
independent contract professionals with deep practitioner experience. Built from this
network, Abelian teams bring the best skill set to each project.
Continuous Development Project Orientation: Abelian follows a project management
logic based on short “sprint” cycles and continuous feedback, focusing on both strategy
and implementation simultaneously.
Abelian Partners builds its teams with unique consultants, each with a specific role and
expertise. However, teams are managed from a very “flat” management style emphasizing the
equivalency of members. Abelian teams communicate well and empower members to work
cross-functionally and creatively. As such, partners, team consultants and clients become
empowered as fully implementable solutions are developed.
Abelian strives to find efficient solutions as a trusted advisor to its clients. Overall the firm
brings expertise to everyday problems and embraces the pace of change that is part of today’s
industry landscape.

STRENGTH IN EXPERIENCE
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For further information contact:
CHARLES RIERSON
1447 Peachtree St NW Suite 700 • Atlanta, GA 30309
(404) 480-5001 (direct)
(678) 458-0868 (mobile)
(404) 480-5203 (fax)
charles.rierson@abelianpartners.com
www.abelianpartners.com
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