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‘‘ ’’

hat a difference a decade can make. In 

the second quarter of 2006, during the 

waning days of the subprime mortgage 

boom, origination volume for all home 

loans reached $729 billion, according 

to the Mortgage Bankers Association 

(MBA). While this was still well off the market’s peak of 

nearly $1.2 trillion just three years earlier, it still provided 

lenders with a very nice living.

We all know what happened next. A nationwide housing 

bubble, which was created in large part by an overabun-

dance of funding and questionable loan underwriting prac-

tices, popped—sending the U.S. economy into its steepest 

decline since the Great Depression. While the home mort-

gage market has largely recovered over the last decade, it 

is a very different business today—one that is both smaller 

and more highly regulated—and this poses significant chal-

lenges for the relatively few banks and thrifts that continue 

to specialize in it. On the other hand, construction lending 

has emerged as a category of lending that has been much 

more profitable for the banks that engage in it. 

Banks that focus on a specific market or line of business 

can have a higher level of profitability because of both the 

deeper level of understanding that results from a strategy of 

specialization, which often leads to better underwriting and 

pricing decisions, as well as the scale advantages that can 

result in lower costs. It is for this reason that Bank Director 
magazine is running a series of rankings in 2016 where we 

will examine two or more categories of specialization and 

rank a subset of banks based on their profitability. The data 

population includes those institutions, both public and pri-

vate, that have at least $1 billion in assets. The metric used 

to determine this ranking was the average return on assets 

(ROA) for five trailing quarters through June 2015. The 

ranking was created by Bank Intelligence Solutions, and is 

based on data collected from bank call reports.

In the first quarter issue of this year, we looked at banks 

that do a lot of mergers and acquisitions and agricultural 

lending, two sectors that can deliver above average returns 

to those institutions that excel at both activities. 

This quarter’s ranking looks at banks that specialize in 

residential real estate lending, defined as those institutions 

where home mortgages account for 50 percent or more 

of their total loan portfolios. While many, if not all, of the 

companies also earn some fee income from the origination 

and sale of home loans, they are primarily portfolio lenders. 

We also looked at construction lending, defined as those 

lenders where construction loans account for 15 percent or 

more of their total portfolio. In sharp contrast to mortgage 

lending, where profit margins are much narrower than they 

were prior to the market’s decline in 2007, construction 

lending has generally rebounded with the economic recov-

ery, although there are now certain regulatory restrictions 

in place that didn’t exist prior to the crisis due to the asset 

category’s historical volatility.

W
BY JACK MILLIGAN

Mortgages are in fewer hands. 
Now it’s a smaller, more 
concentrated group of lenders. 
—Kevin Tweddle, president, Bank Intelligence Solutions
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Mortgage Lending Loses its 
Luster While Construction 

Lending Shines
Home mortgages are no longer a core business for many banks, while 

construction lending offers some of the industry’s better returns.
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This issue’s ranking tables include the top 25 construc-

tion lenders and top 25 residential mortgage lenders in 

each category, although we analyzed the entire group of 

some 60 mortgage-focused banks and thrifts and 39 con-

struction specialists in each category to come up with a 

median return on average assets for each group.  

There’s no question that the mortgage industry is smaller, 

and its origination costs are higher, than prior to the reces-

sion. The Consumer Financial Protection Bureau (CFPB) 

has issued new regulations intended to protect the inter-

ests of consumers, which have also driven up the cost and 

amount of time it takes to originate a mortgage loan.

Annual loan volume has settled into a more sustain-

able—but also lower—level than it had attained during the 

pre-crisis mortgage boom.

Kevin Tweddle, president of Bank Intelligence Solutions, 

says that banks have retreated from the home lending 

market. It’s not only because the market itself is so much 

smaller, but also because compliance costs have, by his 

estimate, approximately doubled because of all of the new 

regulations promulgated by the CFPB. “The cost of doing 

business has gone up so dramatically, and it has driven 

banks away from the [mortgage] model,” he explains.

But competition for loans and low interest rate spreads 

have taken their toll as well. In its Mortgage Lender 

Sentiment Survey, conducted by Fannie Mae in the fourth 

quarter of 2015, 34 percent of the survey respondents cited 

competition as the reason why their profits have declined 

over the previous two years. However, a larger number, 52 

percent, cited the higher costs of regulatory compliance as 

the primary reason why their profitability has declined. 

Large organizations—including megabanks such as Wells 

Fargo & Co. and JPMorgan Chase & Co., and nonbank 

lenders like Quicken Loans and PHH Mortgage—now 

dominate the home lending business, although many smaller 

organizations still specialize in the asset class. Overall, 

however, mortgage lending has fewer players than it did a 

decade ago. “Mortgages are in fewer hands,” says Tweddle. 

“Now it’s a smaller, more concentrated group of lenders.” 

Indeed, Bank Intelligence Solutions was able to identify 
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Top 25 Residential Real Estate Lenders Ranked by 
Total Profitability

Total Assets Avg ROA*
Rank Name State ($000) %

1 Union Savings Bank OH 2,445,592 2.28

2 NexBank Capital Inc. TX 2,275,198 2.25

3 Midland Financial Co. OK 11,717,650 2.22

4 First Western Mortgage Corp. TX 1,118,458 1.73

5 Sterling Bancorp Inc. MI 1,526,850 1.66

6 BoFI Holding Inc. CA 6,259,648 1.61

7 NASB Financial Inc. MO 1,530,635 1.52

8 Maspeth Federal Savings & Loan Assn. NY 1,748,354 1.34

9 Scotiabank de Puerto Rico PR 4,612,498 1.22

10 FirstBank Holding Co. CO 15,097,919 1.21

11 Hingham Institution for Savings MA 1,690,994 1.18

12 Institution for Savings MA 2,367,346 1.16

13 Washington Federal Inc. WA 14,568,324 1.09

14 Principal Bank IA 2,206,409 1.08

15 First Republic Bank CA  55,375,220 1.00

16 TrustCo Bank Corp. NY NY 4,729,734 0.91

17 Provident Financial Holdings Inc. CA 1,117,312 0.89

18 HomeStreet Inc. WA 4,975,636 0.85

19 Territorial Bancorp Inc. HI 1,783,512 0.84

20 Capitol Federal Financial Inc. KS 9,861,647 0.83

21 Northwest Bancshares Inc. PA 8,984,970 0.78

22 Yakima Federal Savings and Loan Assn. WA 1,779,423 0.77

23 First CO Bancorp Inc. IL 1,203,652 0.76

25 Gate City Bank ND 1,804,470 0.75

25 United Community Financial Corp. OH 1,973,916 0.75

All Residential Real Estate Lending Banks Median ROA 0.68

All Banks Greater Than $1 Billion Median ROA 0.87

Source: Bank Intelligence Solutions and regulatory filings

Notes: The ranking was limited to the 60 banks and thrifts over $1 billion in assets where residential 

real estate loans account for 50 percent or more of the institution’s total loan portfolio. Only the top 25 

are listed here.

*Five trailing quarters through September 2015
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I would tell you that the way 
we do construction lending, 
the risk is less than the risk of 
providing a permanent loan 
on the property.
—George Gleason, CEO, Bank of the Ozarks
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only 60 banks or thrifts that meet the criteria of having 50 

percent or more of their total loans in mortgages. 

Still, some smaller organizations—including the top five 

institutions in our Focused Strategy Ranking—do quite well 

at it. All five lenders are privately held thrifts, begin-ning 

with Union Savings Bank in Cincinnati, which placed first 

with an average ROA of 2.28 percent over five trailing 

quarters through the third quarter of 2015. Dallas-based 

NexBank Capital Inc. came in second with an ROA of 

2.25 percent. Placing third was Midland Financial Co. 

in Oklahoma City, Oklahoma, with an ROA of 2.22 per-

cent, followed by Fort Worth, Texas-based First Western 

Mortgage Corp. in fourth place with an ROA of 1.73 per-

cent, and Sterling Bancorp Inc. in Southfield, Michigan, 

which came in fifth with an ROA of 1.66 percent.

Although these five institutions have achieved an exem-

plary level of profitability, it’s important to note that the 

average performance of the larger group of 60 did not fare 

nearly as well when compared to the average performance 

of all banks over $1 billion in assets. The median ROA for 

the mortgage specialists was just 0.68 percent, compared 

to 0.87 percent for the all-bank group. The takeaway: 

Higher regulatory compliance costs, combined with a per-

sistent low interest rate environment that has compressed 

loan margins, have squeezed some of the profitability out 

of the mortgage lending business. Traditional savings and 

loans that still focus primarily on the mortgage market face 

a challenging future, unless they are able to adapt to the 

market’s new reality.   

“My take is that these successful banks either have more 

of a national footprint, with loan production offices strategi-

cally located across the country in the right markets, or are 

incredibly efficient with a maniacal cost control focus,” says 

Tweddle. “Some of these top performers, like First Western, 

also originate a high volume of mortgages which they sell to 

earn fee income. But most of them are extremely efficient on 

the back end and have very low noninterest expense.”    

Clearly, in a market where loan margins are very tight and 

compliance costs have risen so dramatically, mortgage lend-

ers have to be highly efficient. “I think that having a strong 

process [for underwriting loans] is critical,” says Tweddle. 

San Diego-based BofI Holding Inc., the parent company 

for BofI Federal Bank, has been able to use its low cost 

digital-only platform to build a profitable mortgage lending 

business. BofI finished sixth on the ranking with an average 

ROA of 1.61 percent. According to Andrew Micheletti, the 

company’s executive vice president and chief financial offi-

cer, mortgage origination has always been a core element 

in its business strategy since it was founded in 2000. “This 

isn’t a skill set that is newly acquired,” he says. “Our expe-

rience in single-family mortgages is pretty deep.” 

Home loans originated under the CFPB’s qualified 

mortgage rules are sold to Fannie Mae and Freddie Mac, 

which produces for BofI a steady stream of fee income. 

Approximately 30 percent of its annual production is com-

prised of nonconforming jumbo loans which it holds in 

portfolio. Micheletti says the company sources these loans 

nationwide and considers the category to be an important 

specialty. The loans have low loan-to-value (LTV) ratios rang-

ing between 40 and 50 percent, so they are relatively low 

risk; the loan amounts average between $975,000 to $1 mil-

lion; and they are mostly to high net worth individuals. 

BofI has approximately a 200 basis point cost advantage 

over most traditional mortgage originators that rely on a 

brick-and-mortar office network. Part of that advantage 

come from its digital business model, but the relatively 

large size of its average jumbo loan also has an inherent 

cost advantage, since it would cost approximately three 

times as much to originate three $333,000 conforming 

loans as it would one $1 million jumbo loan. Much of that 

cost advantage has been invested in service improvements 

rather than lower loan rates for borrowers. Micheletti says 

that many jumbo loan borrowers have complicated financial 

profiles, with much of their income coming from partner-

ships that report annual K-1 statements rather than salary, 

as reported on a W-2. BofI’s service improvements enable 

it to turn around a jumbo loan application faster than many 

of its competitors. Analyzing K-1s “is a process that other 

banks can do,” says Micheletti, “but other banks can’t do 

that as fast as we can.”

Construction lending was also hit hard by the recession, 

and many community banks failed during the financial cri-

sis, in part because they were caught with toxic concentra-

tions when the residential and commercial real estate mar-

kets crashed during the recession. And in fact, the Basel III 

capital requirements, which took effect last year, created a 

new category of acquisition, development and construction 

(ADC) loans called “high volatility commercial real estate,” 

which applies to virtually all construction loans except for 

one-to-four family and certain narrowly defined commercial 

real estate projects. All other ADC loans face a 150 percent 

capital charge under Basel III, which reduces their return 

on investment. 
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Construction lending is small compared to the overall 

commercial real estate credit sector. Banks made just 

$2.9 trillion construction loans in 2015 versus $45 trillion 

commercial real estate loans, according to data from the 

Federal Reserve. Construction loan volume peaked in the 

first quarter of 2008, at $632 billion, before dropping to a 

low of $202 billion in the first quarter of 2013. Loan vol-

ume in the third quarter of 2015 was $266 billion.  

Still, the profitability of construction lending has returned, 

thanks to the recovery of the U.S. economy and strength 

of the underlying commercial real estate market. Even at 

the relatively low threshold level of 15 percent of the total 

portfolio, which is the minimum qualifying criteria for Bank 
Director magazine’s ranking, construction lending is still an 

attractive sector for some banks. “If you manage your risk 

well, it’s a very profitable business,” says Tweddle. “You bet-

ter have a strong understanding of the local market.”

Bank Intelligence Solutions identified 39 banks where 

construction loans accounted for 15 percent or more of 

their total loan portfolio. The top ranked lender was First 

Security Bancorp in Searcy, Arkansas, with an average 

ROA of 2.15 percent. Coming in second was Weststar Bank 

Holding Co. Inc. in El Paso, Texas, with an ROA of 2.06 

percent, followed by Little Rock, Arkansas-based Bank 

of the Ozarks Inc., in third place, with an ROA of 2.03 

percent. Republic Bancorp Co. in Oak Brook, Illinois, and 

Chicago-based Lakeside Bancorp Inc., tied for fourth with 

ROAs of 1.96.

Bank of the Ozarks sources its construction loans 

through two different channels, beginning with its real 

estate specialties group headquartered in Dallas, which 

operates on a nationwide basis, and also through its com-

munity banking platform in five southern states. The bank’s 

strategy, according to Chairman and Chief Executive Officer 

George Gleason, is to focus on making low loan-to-value 

loans on solid “marquee properties” developed by experi-

enced and well financed sponsors. Ozarks offers construc-

tion financing on a full spectrum of projects including retail, 

office, industrial and raw land.

Despite the problems that many banks experienced with 

construction lending during the financial crisis, Gleason 

believes that Ozarks’ approach to the asset class greatly 

minimizes its risk. The average loan-to-value ratio for its 

construction loans in 2015 was approximately 44 percent, 

according to a recent investor presentation, and Gleason 

says overall the bank insists on “very defensive loan stan-

dards.” “I would tell you that the way we do construction 

lending, the risk is less than the risk of providing a perma-

nent loan on the property,” he says. There is also a smaller 

window of risk, since the bank’s construction loans have an 

average duration of between 24 and 36 months, while per-

manent financing can extend from 10 to 20 years.

Construction lending may never return to its heyday prior 

to the recession, but it remains a profitable niche for banks 

like Ozarks that have chosen to specialize in it. 

Jack Milligan is editor in chief of Bank Director magazine.

Top 25 Construction Lenders Ranked by 
Total Profitability

Total Assets Avg ROA*
Rank Name State ($000) %

1 First Security Bancorp AR 4,996,263 2.15

2 Weststar Bank Holding Co. Inc. TX 1,090,939 2.06

3 Bank of the Ozarks Inc. AR 8,710,435 2.03

4 Republic Bancorp Co. IL 1,713,757 1.96

4 Lakeside Bancorp Inc. IL 1,257,832 1.96

6 Inwood Bancshares Inc. TX 2,004,673 1.92

7 Amboy Bancorp. NJ 2,299,147 1.73

8 Eagle Bancorp Inc. MD 5,754,320 1.37

9 Cardinal Financial Corp. VA 3,765,274 1.32

10 Northrim BanCorp Inc. AK 1,500,331 1.31

11 Central Community Corp. TX 1,435,413 1.27

12 North American Bancshares Inc. TX 2,202,963 1.25

13 Wilson Bank Holding Co. TN 1,930,475 1.21

14 International Bancshares Corp. TX 12,074,129 1.17

14 People’s Utah Bancorp UT 1,488,859 1.17

14 Monarch Financial Holdings Inc. VA 1,170,675 1.17

17 The Bank of Princeton NJ 1,020,899 1.05

18 Southeastern Bank Financial Corp. GA 1,795,584 1.01

19 State Bank Financial Corp. GA 3,300,308 0.96

20 Adam Bank Group Inc. TX 1,100,287 0.95

21 First Texas BHC Inc. TX 1,643,025 0.85

22 CBFH Inc. TX 2,838,938 0.84

23 Franklin Financial Network Inc. TN 1,766,957 0.83

24 Banorte USA Corp. NY 1,922,512 0.79

24 Green Bancorp Inc. TX 2,409,273 0.79

25 WashingtonFirst Bancshares Inc. VA 1,524,471 0.78

All Construction Lenders Median ROA 0.95

All Banks Greater Than $1 Billion Median ROA 0.88

Source: Bank Intelligence Solutions and regulatory filings

Notes: The ranking was limited to the 39 banks and thrifts over $1 billion in assets 

where construction loans account for 15 percent or more of the institution’s total loan 

portfolio. Only 25 of the most profitable are listed here. 

*Five trailing quarters through September 2015




