EXCERPTS OF BANKS’ Q4
EARNINGS CALLS
LEVERAGED LOANS
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Leveraged ﬁnance is a very important part of our franchise. And if it's done well, it
supports economic growth. Our leveraged ﬁnance franchise does well over $1 billion. So
nothing's really changed for us. If you're going to be in this business, if you're going to be
a leader in this business as we are, you've got to be there when the market's good and
when the market's not, and we are. But we're doing it our way, s�cking to our standards.

We have very li�le CLO exposure at the company because we
don't hold that kind of risk in our investment por�olio
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We only have about $1 billion of leveraged ﬁnance, and it would not be on the very
aggressive end. It's typically long-term companies we know that might be doing an M&A
transac�on and would be bringing that leverage down pre�y quickly. So it's pre�y well
underwri�en. So it's about $1 billion... So it's less than 1% of our total loan por�olio.
We're not heavy into leverage lending. If you look at some of the underwri�ng charts, we
rank pre�y low on those underwri�ng charts, and so we feel pre�y good about where we
stand at this point.

We also have no meaningful indirect exposure to anything like
CLOs or BDC.
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We do run a leveraged lending limit and we kind of run it very �ghtly and try to get a lot
of throughput against that limit. So the goal, ul�mately, when we're doing sponsored
leveraged loans, for example, is to serve customers that we've known for a long �me, that
we have conﬁdence that they're good operators, help them ﬁnance the deals that they
want to do and then limit our hold posi�on and view that as really originate-to-distribute
kind of business and I think we've been quite successful at that.
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We speciﬁcally avoid leverage deals in the Shared Na�onal Credit market. We view
leverage lending as a middle market-based rela�onship focused ac�vity. And we would
avoid the large syndicated covenant light deals. We like to s�ck with deals with the
people we know, management teams we know, the sponsors we know. They're typically 1
in -- or 2, maybe 3 bank deals. But we speciﬁcally avoid the large syndicated market. And
we would expect that our leveraged por�olio will perform be�er than the broader
syndicated leveraged market will in a downturn... Our total leverage using the FDIC
deﬁni�on of high-risk borrowers is about 5% of our por�olio.
Our leveraged lending is actually down year-over-year. We were -- we're not a big
leverage lender, it's less than 4% of the commercial por�olio. A year ago, it's now less
than 3%. So we're fairly conserva�ve there.
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Our balance is actually down 55% over the last 3 years, and our commitments are down
46%. And as we've stated before, we took an early, I think, a very appropriate look at
reducing risk in that por�olio. Also, I'd add that our cri�cized assets in the leverage book
are down 25% over the last 3 years. Our funded exposure today is just over $3 billion.
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If you look more broadly at our risk exposure in terms of leverage lending and the like, it
remained small on rela�ve terms. If you look at our underwri�ng book, our underwri�ng
book skews heavily toward investment grade. And if you look at LBO risk, it's single digit
in terms of where it sits and appreciably lower than where it was certainly if you go back
to the ﬁnancial crisis itself. And so we feel very good about our risk. I would say that we
come into '19. And as I and others from a risk perspec�ve look at the book, we feel
comfortable at the ﬂex that we have in our underwri�ng commitments. We are pleased
at sort of the underwri�ng concessions.
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We have some exposure to leverage loans related to CLOs, and
there are limits that are imposed on the exposure. In our
Markets business, we serve as a warehouse lender and an
underwriter for CLO manager clients and we make markets for
our investor clients in the secondary market for CLOs. The
warehouse lending is subject to an aggregate $5 billion
exposure limit. First, there's some structural protec�ons that
are in place that have been enhanced since the crisis. Second
unlike the pre-crisis, our CLO primary syndicate does not retain
any residual exposure post the issuance. So as far as our
investment por�olio is concerned, the holdings are well
diversiﬁed. And those investments are limited to most senior
tranches of the CLOs that are rated AAA and we only invest in
CLOs which include performance triggers.

Our CLO exposure is small. It's in the neighborhood of about $2
billion, about half of that is funded.
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While the industry leveraged finance commitments are up, they are materially down from
before the crisis, and very different. So credit fundamentals look pretty good. We've
maintained our sort of protection in terms of flex pricing and flex protection. And as a
result, the more maturity of our bridge that has -- still got decent cushion. And that's not
to say that there's no deal that have the potential for there to be net losses after fees, but
nothing that we would consider to be significant and nothing in the fourth quarter.
Leveraged lending, we're not worried about our loan book.

CLOs are far better underwritten with more equity, more subdebt, more mezzanine and stuff like that. I think the issue there
is, for the marketplace, is going to be when you have a real
recession, the lender will not be there. So a lot of these
borrowers will be stranded. I wouldn't put it in the systemic
category. There was $1 trillion of bad mortgages that were kind
of all over the place, in CLOs, SIVs. There are no SIVs. The CLOs
are much smaller. The leveraged lending book is a much smaller
book. Capital liquidity is much higher. So it's nothing like '07.
You will have a recession, it just won't be like you had the last
time affecting the banking system. We're a little bit canaries in
the coal mines. We're not immune to what goes on in the
economy, and -- but it won't be anything like you saw last time
for most of the large banks.

KEY

We are focused exclusively on the industries in which we play. So we know exactly who
we want to do business with. In terms of that portfolio, it's about 1.8% of our assets and
it's a portfolio that has a lot of visibility and a lot of velocity. We feel really good about
that portfolio based on all the metrics and frankly, all the time we spend looking at it. So
it's a portfolio that has been flat literally since before we grew our asset base by 40%
when we bought First Niagara.
On the non-investment-grade exposure front, it's been pretty stable over the last period
of time. So I think going into the quarter, we felt very good with the book that we had or
the exposures we had. They were well priced, well structured. We weren't involved in the
deals that got pulled in the December time frame, and we feel very good about sort of
that book of business and being able to bring that to market, assuming these conditions
continue to hold.
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On the CLO front, we're an – as you know, we're an active
securitizer. We provide warehouse for that business. We like
that business. That business is dramatically different and, I
think, sometimes confused with the business of CDOs and other
things years ago. For us, the warehouse business, we've got
good equity protection, usually somewhere in the order of 20%.
The collateral is well diversified by sector. It's not all real estate,
which it was back in the day. And so we like that business. We
didn't see any credit big -- any credit negatives in that business
this quarter. We're actually in the market with a CLO currently,
hope to price it next week. A couple of deals might price next
week, so that business -- or that market is coming back as well.
So we like that business, and it was -- it's a good business for us.

We feel very good about this [leverage loan] book, it's got strong underwriting. We have a
dedicated team...that's focused on these deals. And on top of that, we stress test these
loans to ensure that they're going to perform at a downturn economy. So all-in, yes,
leverage loans are right now on top of a lot of people's minds. But we feel, again, really
good about that book. It's a really strong, good, well-performing book... [It's also] very
diverse and spread across a number of industry groups largely aligned with our
specialized industries, bankers and their expertise.
Leverage lending [is] low single digits of our portfolio...about 7-or-so percent of our C&I
and about 3%, 3.5% of our total loans. And that's about where we're comfortable at.
Typically, if we're going to leverage loans, it's an existing relationship that may have made
an acquisition, short-term related. So it's a small part of our book. A small part of our C&I
lending is in the leverage side.
Our bread-and-butter middle-market customer often gets tagged under leveraged
lending guidance as a leveraged loan, even though it doesn't exhibit the same either
leveraged characteristics or structural or governance or other characteristics of a
sponsor-owned LBO borrower. We don't have huge exposure, particularly at the end of
the year, to most recent LBO financings. I think it was mentioned, it's been noteworthy
that in the quarter, we were an arranger on one deal that ended up getting hung because
it was in the energy sector. We don't have much of a pipeline going into the fourth
quarter for that.
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We're also an investor, a CLO AAA investor, and were before
the last crisis and have been today. And we think with the way
loans are being originated, the way those deals are structured
and our understanding and stressing of them, that, that's good
risk return for Wells Fargo.

