
     

 

Risk Mana gement  Associat ion  

The Northern Ohio Chapter is one of the hottest and fastest grow-
ing professional associations in the region.  Our Chapter continues 
to offer exciting program luncheons and member-requested educa-
tional courses at a very affordable cost.  Programming events featur-
ing renowned authors, bank presidents, economists, and other in-
dustry professionals continue to draw sell-out crowds.  While our 
events bring us together, we always stay a little longer for the net-
working.  The Northern Ohio RMA Chapter has established a solid 
network of risk professionals in the region, and our growth in mem-

bership has been recognized at the national level.  Under the direction of our Membership 
Chairman, Andy Lamb, our membership has grown over 10% this year, to a record-level of 
250.  But we have room for more!  If you or one of your associates would like to join the 
Northern Ohio RMA Chapter, please contact Andy or another member of our leadership 
team.   

Attention CRC’s – Joe Davis has introduced an exciting program to promote the CRC desig-
nation and to ensure that our Chapter is proactively serving the educational needs of our 
CRC’s.  Through this initiative, the CRC will receive pre-certification of CPE credits when 
attending a qualified Chapter event, personal email notifications of upcoming events, and a 
CRC column within our Northern Ohio News.  For more information on this initiative, or 
becoming a CRC, see the enclosed column by Joe Davis and contact information.   

The Annual Risk Management Conference will be held in Washington DC on October 26-
28 at the Washington Marriott Wardman Park Hotel and conference center.  Bankers from 
large, regional, and community banks attend this conference, which features recognized 
speakers and specialized tracks that offer the latest information on risk management, special-
ized lending and regulatory issues.  Several of the Northern Ohio Chapter Officers will be 
attending the conference, and we hope that you will be able to join us.  Conference infor-
mation and registration are available on the RMA headquarters website.   

The Northern Ohio RMA Chapter annual officer elections, committee appointments and 
strategic planning meeting will be held on August 7th.  During this meeting, the group out-
lines the 2015 calendar of events, educational courses and programming luncheons, based 
on membership feedback received during 2014.  The team also discusses attendance at na-
tional RMA events, membership recruitment, and professional networking activities for the 
year.  If you’re interested in joining this Gold Star leadership team, please see the contact 
information enclosed for one of our current board members or attend our annual meeting 
on August 7th.  The annual meeting is open to all members. 

 
Thank you for your membership in the Northern Ohio RMA Chapter.  For additional Chap-
ter information and event registration, please visit our website at: 
www.community.rmahq.org/NorthernOhio.   
 
We look forward to seeing you at an event soon. 

 

Rick 

Richard A. Wilson, President 
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VICE PRESIDENT 
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2ND VICE PRESIDENT 
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BOARD MEMBER 
Mark Meder 
Federal Reserve Bank 
Mark.S.Meder@clev.frb.org 
 
CHAPTER ADMINISTRATOR 
Linda Russell 
KeyBank 
Linda_A_Russell@keybank.com 
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New Institutional Member:      Farmers National Bank of Canfield 
 
 
* Stacie Salyard, Farmers National Bank of Canfield 
* Dale Sturdevant, Farmers National Bank of Canfield 
* John Daprano, FirstMerit Bank NA 
* William McClintic, FirstMerit Bank NA 
* Brook Belluardo, KeyBank 
* Kevin Hurtuk, KeyBank 
* Alexander Johnson, KeyBank 
* Scott Stokes, KeyBank 
* Maria Teresa Tejada, KeyBank 
* Sandra Miller, Middlefield Banking Company 

* Lindsay Alton, Park National Bank 

* Jason Painley, Park National Bank 

* Elizabeth Rambacher, PNC Bank 

WELCOME TO OUR NEW MEMBERS! 

EDU C ATIONAL C LASSES  
R EGIS TER  N OW!  

 

 

The following educational classes are scheduled to be hosted by the Northern 

Ohio Chapter.   Registration information is posted on our website:   

http://community.rmahq.org/NorthernOhio/Home 

 

RMA is celebrating their 100th anniversary and is passing on savings to its mem-

bers.   This is a member-only discount (professional members and anyone who 

works at a member institution qualify).   Associate members will still be able to 

receive the Associate discount in addition to the $100 promotional discount. 

 
Those interested in registering can call Customer Care at 1-800-677-7621 and 
mention the special code to receive the discount using the special promotional 
code:  RMA100.   You will receive $100 off your registration fee. 

 
 
  

  Global Cash Flow   Advanced Real Estate Cash Flow 
  Event #336514-14   and Valuation (Event #307707-14) 
  May 7, 2014 — Cleveland, OH May 19, 2014 — Akron, OH 
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My name is Joe Davis and I’m  Credit Risk Certified.  I’ll admit it, at first I was just 
excited about the prospect of putting letters behind my name.   But Credit Risk Certifica-
tion is so much more than that! 
 
 
The CRC designation is a validation of my experience, skills, and expertise.  I’m currently 
a Senior Credit Officer and find my work very rewarding! 
 

 
My eyes were opened to areas of Commercial Lending during the CRC test-preparation and study of the “Body 
of Knowledge”.   Previously, I didn’t have very much experience in it.  The CRC test is very comprehensive.  It 
covers everything from Credit nuts and bolts, to collateral considerations, to documentation and liquidation. 

 
To maintain their designation, CRCs are required to complete Continuing Education.  This is a great opportunity 
for me to continually advance and hone my Credit and Risk skills.  The Northern Ohio RMA Chapter does a 
great job of offering an array of training and development opportunities.  I participate in as many of these events 
as possible and I’m always impressed. 

 
I really enjoy networking and sharing ideas with fellow CRCs.   I have met many outstanding Credit and Lending 
professionals with CRC designations.  Bouncing ideas off each other and sharing best practices have been very 
fulfilling. 

 
Contact:   joseph_davis@keybank.com or call 216-813-3859. 

 

 
Your Name: Joe Dowling 
        
City you live in:  North Olmsted 
 
Employer: Peoples Bank 
 
 

Top 2 or 3 Risks You Focus On:    Continued cash flow viability, collateral value recoverability, guarantor 
stability and liquidity. 
 
Why are you an RMA Member:   Training opportunities, career enhancement and topical industry infor-
mation. 
 
What is the best career advice you received:   It’s not the events and changes in life that matter or define us; 
its how we react to them that matters.   That, and just keep the right attitude. 
 
What is the best book you read lately:  Your Three-Year Old:  Friend or Enemy?  By Dr. Louise Bates 
Ames.  That, and lots of Dr. Seuss books. 
 
Contact Information:   joseph.dowling@peoplesbancorp.com or joseph.dowling@pebo.com 

 

MEMBER SPOTLIGHT  
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SAVE THE DATE — JULY 14, 2014 
 

SUMMER LUNCHEON 

REGULATORY OUTLOOK 

Guest speaker: Loretta Mester, President 

Cleveland Federal Reserve Bank  

The City Club 

Co-Hosted by CABE, CFA and RMA 

Details coming soon!! 

 

RECAP 
Author, Richard Parsons 

NORMA Spring Luncheon 

Cleveland, OH 

March 6, 2014 
 
 
 
   
    
 
 
 
 
 
 
 
 
 
 
 

 
Northern Ohio RMA Chapter hosted Richard Parsons, author of Broke:  America’s Banking System on  
March 6th at The Club at the Marriott in downtown Cleveland.   The event was generously sponsored by  
KeyBank and well attended by local professionals. 

 
 

Future RMA members? 
 
Congratulations to NORMA Program Chair Kristyn McGlynn on the birth of their new daughter Abigail. 
Congratulations to Bill Bartok, RMA Member, on the birth of their new son William. 
 
Looking forward to seeing you both at the next RMA event. 



     

 

The Birth of  RMA 
 

 The Risk Management Association is marking the 100th year of serving its members.  The official observance, beginning at this year’s 

Annual Risk Management Conference in Philadelphia (November 17-19), will continue through and beyond the 100th anniversary 

date—June 25, 2014.   Throughout the celebration, The RMA Journal is highlighting key moments in RMA history . 

1946  —  RMA Wrote the Book on Credit Best Practices  

In 1946, the banking magazine The Burroughs Clearing House published an article on The Credit Department: A 
Training Ground for the Bank Loan Officer. It described the book from the Robert Morris Club (now known as 
RMA) as being “concerned with giving the junior credit man a better understanding of the techniques in his work. 
But a second objective is to present him with a clear and adequate perspective of his job—its importance and the 
opportunities which it presents.”  

It turned out that many found The Credit Department, which bankers of that era simply called “The Blue Book,” 
quite valuable. Over the next 15 years or so it was reprinted 10 times, with nearly 50,000 copies distributed.  

Like RMA itself, the association’s publishing efforts have long been focused on providing value to bankers and 
banks, whether it’s a training tome like The Credit Department or a big-picture look at improving the entire indus-
try, such as Broke: America’s Banking System, Common Sense Ideas to Fix Banking in America.  

 

Published in 2013, Broke, written by former Bank of America executive Rick Parsons, has prescriptions for regula-
tors, boards of directors, and bank management. Not incidentally, its historical and even pop culture references 
make it a lively as well as an informative and important read. “More than 2,500 years ago,” Parsons writes, 
“Herodotus, known as the ‘father of history,’ is reported to have said, ‘Circumstances rule men, men do not rule 
circumstances’”.  

RMA’s publishing history doesn’t go back quite that far, but it does stretch back almost to the start of the organiza-
tion itself, which launched in 1914 as a way for lenders to share credit information and reduce the risk of being 
saddled with nonperforming loans. In 1928, the group published Ratio Analysis of Financial Statements by Raymond 
Duning and RMA cofounder Alexander Wall. Wall’s work, including the Annual Statement Studies series that RMA 
launched in 1925 (it continues to be one of its most popular products), helped set the standard for credit analysis, 
not to mention RMA’s proud publishing tradition. 

 Other books through the years have included Basic Financial Statement Analysis, also by Wall (1942), How to Analyze 
Your Bank’s Credit Culture, by John E. McKinley (1990), and Operational Risk: The Next Frontier, by RMA, the British 
Bankers’ Association, ISDA, and PricewaterhouseCoopers (1999). 

The publishing tradition also includes the magazine you are reading at this moment, which debuted in 1918 as Con-
fidential Bulletin. The RMA Journal’s title has changed over the years, and the subject matter has evolved. Its earlier 
focus on commercial lending has broadened to include all types of bank risk—credit, operational, market, and reg-
ulatory—under an enterprise risk management umbrella. Meanwhile, the Journal is now available online and 
through an app that was launched last year.  

While RMA’s publications have strived to keep members up-to-date on the latest in best practices, technology, and 
the regulatory and other challenges facing them, some themes have endured. 

 

 In 2011, the RMA book Realism in Lending by Henry Mueller and William Sihler compared a sound credit culture 
to an anchor that keeps a boat from drifting, regardless of how conditions are changing. Don’t ignore quality in 
favor of quantity, it said, and don’t focus so much on marketing to the extent that credit management is 
shortchanged. That was good advice when RMA began, and it’s good advice 100 years later. 
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CAN A LENDER OBTAIN A COGNOVIT JUDGMENT FOR 
FORECLOSURE OF A MORTGAGE? 

By:   Donald E. Miehls, Esq.     Walter Haverfield LLP 

 

Introduction 

 Nearly every promissory note for a commercial banking loan, or a commercial real estate loan, to an Ohio bor-
rower includes a “warrant of attorney” authorizing an attorney to confess a judgment against the borrower without prior 
notice to the borrower.  The warrant of attorney is similar to a power of attorney.  A written guaranty of a commercial 
banking loan or a commercial real estate loan, signed by a resident of Ohio or an entity organized under the laws of Ohio, 
also usually contains a warrant of attorney.   

 The warrant of attorney, sometimes called a confession of judgment provision or a cognovit provision, when 
combined with the cognovit warning required by Ohio Revised Code Section 2323.13(D), allows a lender to quickly 
obtain a judgment against the borrower or a guarantor without the need to fully litigate an action on the note or 
the guaranty.   

The Warrant of Attorney 

 The typical warrant of attorney language in a promissory note or a guaranty may be similar to the following: 

“Confession of Judgment.  The Borrower authorizes any attorney-at-law to appear for Borrower in any court 
of record in the State of Ohio, or in any other state or territory of the United States of America, after this Note becomes 
due, and waive the issuing and service of process and confess judgment against Borrower in favor of Lender for the 
amount then appearing due, together with costs of suit, and thereupon to waive all errors and all rights of appeal and stays 
of execution. In lieu of presenting the original of this Note to the Court, the attorney confessing judgment against Bor-
rower may present to the Court a copy of this Note, with the accuracy of that copy attested in an affidavit signed by an 
officer of Lender.  If any judgment under the foregoing warrant of attorney is vacated for any reason, Lender may there-
after use the foregoing warrant of attorney to obtain additional judgments on this Note against Borrower.  Borrower 
agrees that Lender’s attorney may confess judgment under the foregoing warrant of attorney, with Lender and Borrower 
waiving any conflict of interest.  Borrower further agrees that the attorney confessing judgment under the foregoing war-
rant of attorney may receive a reasonable attorney’s fee from Lender, which reasonable attorney’s fee will constitute an 
advance under this Note and for which Borrower must reimburse  Lender.” 

 After obtaining a cognovit judgment, the lender can direct the Clerk of Courts to file a certificate of judgment, 
thereby giving the lender a judgment lien on the real property of the “judgment debtor” (whether borrower or guarantor) 
located in the County where the  certificate of judgment is filed.   

 Some pre-printed Ohio form mortgages also include a warrant of attorney to confess judgment against the mort-

gagor, and include the required cognovit warning.  Few reported Ohio cases, however, have adjudicated, or even dis-

cussed, the use of a warrant of attorney in a contract other than a promissory note or a guaranty.  In Century Natl. Bank v. 

Hines, 4th Dist. No. 11CA28, 2012-Ohio-4041 Aug. 28, 2012), however, the Ohio Fourth District Court of Appeals up-

held a cognovit judgment, entered by the Athens County, Ohio, Court of Common Pleas, based on a warrant of attorney 

to confess judgment contained in a mortgage.  This article will discuss the Hines case and whether the use of a warrant of 

attorney in a mortgage is supported by Ohio law.  

 
(continued on next page) 
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 Statutory Framework 

 As a starting point, Section 2323.13(D) of the Ohio Revised Code provides some guidance as to the enforceability 
of a warrant of attorney in certain types of non-consumer contracts: 

 “(D) A warrant of attorney to confess judgment contained in any promissory note, bond, security 
agreement, lease, contract, or other evidence of indebtedness executed on or after January 1, 1974, is invalid 
and the courts are without authority to render a judgment based upon such a warrant unless 
there appears on the instrument evidencing the indebtedness, directly above or below the space or spac-
es provided for the signature of the makers, or other person authorizing the confession, in such 
type size or distinctive marking that it appears more clearly and conspicuously than anything else 
on the document: 

 ‘Warning – By signing this paper you give up your right to notice and court trial.  If you do not pay 
on time a court judgment may be taken against you without your prior knowledge and the powers of a 
court can be used to collect from you regardless of any claims you may have against the creditor 
whether for returned goods, faulty goods, failure on his part to comply with the agreement, or 
any other cause.’”   

 Section 2323.13(D), including the “Warning,” permits the inclusion of a warrant of attorney to confess 
judgment in “evidence of indebtedness” instruments, specifically promissory notes, bonds, security agreements, 
leases, and contracts.  Depending on the terms and conditions in the specific instrument, Section 2323.13(D) al-
lows (a) the payee of a promissory note to obtain a cognovit judgment for the unpaid balance of the promissory 
note when due, (b) a bondholder to obtain a cognovit judgment for the face amount of the bond at maturity, (c) a 
landlord to obtain a cognovit judgment for unpaid rent when due, and (d) the seller under a contract to obtain a 
cognovit judgment for the unpaid purchase price.   

 Less obvious is the scope of a warrant of attorney to confess judgment in a security agreement or a mort-
gage.  Can a mortgage holder enforce a warrant of attorney to obtain a cognovit judgment ordering the 
foreclosure of the mortgage?  Or does a warrant of attorney contained in a mortgage only allow for a cognovit 
judgment for the indebtedness evidenced by the mortgage?  That indebtedness could include the mortgage hold-
er’s payment of real estate taxes or property and casualty insurance premiums that the mortgagor failed to pay, in 
breach of covenants in the mortgage.   

 The language in the statutory Warning, namely, “If you do not pay on time a court judgment may be taken 
against you” could be construed narrowly to limit a cognovit judgment to one for money damages caused by the 
mortgagor’s default on the mortgage, or the language could be read broadly to mean that the debtor’s failure to 
pay, as a breach of the subject agreement, could lead to a cognovit judgment against the mortgagor for whatever 
remedies are specified in the mortgage, including a judgment foreclosing the mortgage. 

In addition to the method of confessing a judgment through a warrant of attorney, the Ohio Revised Code also 
provides for a direct confession of judgment by an obligor.  Section 2323.12 states, in pertinent part, that  

 “A person indebted, or against whom a cause of action exists, may personally appear in a court of compe-
tent jurisdiction, and, with the assent of the creditor, or person having such cause of action, con-
fess judgment; whereupon judgment shall be entered accordingly.” (emphasis added) 

Under Section 2323.12, a person owing money to a creditor, or a person against whom a cause of action exists, for 
example, a personal injury or property damage claim, may personally confess a judgment.   

 While the language in Section 2323.13, authorizing an attorney to confess a judgment, appears to restrict 
the confessed judgment to one for an indebtedness, Section 2323.12 is more open-ended and appears to permit 
relief beyond a judgment for money.  An obligor confessing a judgment under Section 2323.12, and the creditor or 
other person in whose favor the cause of action exists, usually sign an “Agreed Judgment Entry” specifying the 
amount of the judgment or the action to be taken by the obligor.  
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The Hines Opinion 

 In Century Natl. Bank v. Hines, 4th Dist. No. 11CA28, 2012-Ohio-4041 Aug. 28, 2012), Century National 
Bank filed suit to foreclose five mortgages, each encumbering an investment property, executed by Pamela Hines 
to secure her indebtedness to Century National Bank under five cognovit promissory notes.  Only one of the five 
mortgages contained a warranty of attorney to confess judgment.  Unfortunately, the warrant of attorney in that 
mortgage is not quoted in the Hines opinion.    

 At the trial level, the Court of Common Pleas granted a cognovit judgment in favor of Century Na-
tional Bank and against Hines on the promissory note secured by the mortgage containing the warrant 
of attorney.  The Court of Common Pleas also rendered a cognovit judgment decree of foreclosure on all five 
mortgages, even though only one of those mortgages contained a warrant of attorney. 

 The Ohio Fourth District Court of Appeals reversed the cognovit judgments on the four mortgages with-
out a warrant of attorney, holding that Century National Bank could not utilize the warrant of attorney in the 
promissory notes to obtain a cognovit judgment on the corresponding mortgage.  

 The Court of Appeals did, however, affirm the Court of Common Pleas’ cognovit judgment on the mort-
gage containing a warrant of attorney.  The Court of Appeals based that affirmance on the right of the parties to 
freely contract as they saw fit, and stated that Hines cited no authority that prohibits the insertion of a confession 
of judgment clause in a mortgage on investment property. 

 In an earlier case, Century Natl. Bank v. Gwinn, 4th Dist. No. 11CA20, 2012-Ohio-768, the Ohio Fourth 
District Court of Appeals had reversed a judgment entered by the Athens County Court of Common Pleas, in 
which the Court of Common Pleas entered a judgment in foreclosure based solely on a confession of judgment in 
the cognovit note secured by the mortgage.  The Gwinn Court held that the promissory note and the mortgage 
were separate instruments, and that the confession of judgment in the promissory note did not apply to the mort-
gage.  The Hines court distinguished Gwinn on the basis that the foreclosed mortgage in Hines contained a warrant 
of attorney, while the mortgage in Gwinn did not.  

 Cases decided by the Ohio Fourth District Court of Appeals, unless reversed by the Ohio Supreme Court, 
have precedential authority in all state courts sitting in Adams, Athens, Gallia, Highland, Hocking, Jackson, Law-
rence, Meigs, Pickaway, Pike, Ross, Scioto, Vinton, and Washington Counties.   

Conclusion 

 Given the references in Section 2323.13 of the Ohio Revised Code to the “evidence of indebtedness” rather 
than an “evidence of obligations,” and the reference in the statutory Warning to the judgment creditor’s ability to 
“collect from” the debtor following the entry of a cognovit judgment, it appears that the confession of judgment/
cognovit judgment procedure in Ohio is intended solely for a claim to obtain money damages.  Otherwise, the 
mandatory Warning would probably include language warning the signer of the warrant of attorney that the creditor could 
enforce “obligations” specified in the subject instrument following the entry of the judgment. 

 Even if a court grants a cognovit judgment based on a warrant of attorney in a mortgage, if other persons have an 
interest in the property, such as a mechanic’s lien, a judgment lien, or another mortgage, those other persons must receive 
notice of the foreclosure action and be given the opportunity to assert those interests in the foreclosure case before the 
property can be sold at a judicial foreclosure sale.    

 This author was unable to find another judicial decision that cited either the Hines decision or the Gwinn decision, 
or that discussed the enforceability of a confession of judgment provision in an Ohio mortgage.  So, the bottom line is that 
the Hines decision is binding in Ohio’s Fourth Appellate District, and persuasive authority in Ohio’s other elev-
en appellate districts.  If a Court of Appeals in one of those other districts rules that a confession of judgment provision 
in a mortgage is unenforceable, the Ohio Supreme Court, if presented with the issue, will decide the conflict between the 
Courts of Appeal. 

This overview is intended as general information only.  Please note that this information is not legal advice.  The reader should consult an attorney with knowledge in 
this area of the law to determine how the information applies to any specific situation. 



     

 

RMA CREDIT RISK CERTIFICATION 
 

In today’s rapidly changing financial services industry, you need practical day-to-day knowledge that will help 
you excel in your profession.  You need the latest skills—skills that are current and complete.  And you need 
the demonstrated ability to serve a diverse base of clients.  Plus, you need all of your knowledge, skills and abili-
ties to be validated by a respected organization like RMA. 
 

RMA-CRC will: 

· Confirm your credit risk management expertise based on RMA’s long tradition of developing and promo-
tion best practices in the industry. 

 

· Demonstrate your commitment to the highest professional standards in credit risk management to your 
peers, your customers, and to the upper management of your institution. 

 

· Enhance your personal and professional value within the world of credit and lending. 
 

· Provide you with the feeling of personal achievement and the satisfaction of mastering an exam developed 
by the best credit management practitioners. 

 

· Objectively benchmark your credit risk knowledge.  Show your ongoing commitment to staying current.   
Differentiate you from your peers. 

 

CRC examinations are offered two times a year.      

 

For more information go to:   www.rmahq.org/CRC   
 

OR  
 

Contact Nicol Halishak, SVP, CRC at:   nicol.halishak@firstmerit.com 

Highlights the current issues and trends in the credit 
risk management arena.   Participants have the oppor-
tunity to hear from seasoned industry experts and en-
gage in lively discussions on the topics that matter most 
today.    

Upcoming dates are the following: 

 

· May 20, 2014 — Stress Testing 

· June 4, 2014 — Operational Risk 

· June 10, 2014 — Lending to Healthcare Industry 

 

Go to www.rmahq.org for registration information. 

 

 Our chapter presents opportunities for individuals 
to get involved.   Chapters rely on the talents of vol-
unteers to stage many of their programs, conduct 
membership development efforts, and promote the 
ideals of the Association.  

 

To find out more about how you can get involved in 
our chapter, please contact Richard Wilson, Presi-
dent of RMA Northern Ohio Chapter at Rich-
ard.A.Wilson@clev.frb.org. 

 

Want to become a member or RMA Northern Ohio 
Chapter-please contact Andrew Lamb, Membership 
Chair at Andrew_Lamb@keybank.com 

Credit Risk Management Audio Conference Series Get Involved!!! 
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RMA is a not-for-profit, 

member driven profes-

sional association 

whose sole purpose is 

to advance the use of 

sound risk principles in 

the financial services 

industry. 

 

RMA promotes an en-

terprise approach to 

risk management that 

focuses on credit risk, 

market risk and opera-

tional risk. 

 

Contact us via e-mail 

at: 

rmanohio@gmail.com 
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Traditionally, financial institutions begin working to reduce borrower or credit risk 
after one of two events has occurred: 1) Loans or borrowers are placed on the watch 
list, or 2) a random review results in a credit-rating downgrade. Loans are typically 
placed on the watch list only after an undeniable trouble indicator (such as becoming 
90 days past due) has surfaced. Once it has, the situation has already deteriorated, 
and the chances of a successful resolution have diminished. Meanwhile, a random 
rating downgrade usually offers more time to work out a problem credit, but the 
random nature of a small sample means that other problem credits can be over-
looked.   

The good news is that a rules-based early warning system (RBEWS) can help identify 
borrowers at risk of default. Being rules based, the system can be automated, so a 
meaningful portion of the portfolio can be reviewed much more frequently, increas-
ing a bank’s ability to identify risk and respond accordingly. 

A big picture is required to implement an automated RBEWS. To gain this big pic-
ture, financial institutions must establish the following: 1) a set of rules (models) that 
accurately predict at-risk borrowers and credits, and 2) systems and tools for gather-
ing the necessary data and performing the analysis. 

In addition, the systems and tools must display the results of the analysis in formats 
and reports that provide users with actionable data and insights. 

 

Big-Picture Need No. 1: Creating the Models 

At the end of the day, an RBEWS is a model (or set of models) that predicts in-
creased risk of default. Models require inputs, however, which can create uncertainty 
and hesitancy among bankers who don’t have rigorous modeling experience. The 
question becomes, “Where to start?” Fortunately, every bank has developed a list of 
such inputs— or risk characteristics—over its history. These risk characteristics or 
predictors of default have been incorporated into the bank’s credit policies. Exam-
ples would be a reduction in the debt service coverage ratio, an increase in line utili-
zation, and overdrafts. To test a specific characteristic, the analysis will compare it 
against a sample of both performing and nonperforming loans. For instance, if an 
overdraft is present in 70% of the nonperforming loan sample versus only 4% of the 
performing loan sample, overdrafts can be considered an indicator of increased risk. 
Conducting this type of analysis is not a trivial task. But once the required data has 
been collected, the analysis itself becomes a mathematical exercise. The challenge for 
most financial institutions lies in collecting the data for the analysis. 

 

To read this article in its entirety, please visit our website: http://www.rmahq.org/
tools-publications/the-rma-journal. 

Follow The RMA Journal on Facebook or Twitter  

How to Implement a Rules-based Early Warning System 

Financial institutions can get a jump on identifying risks and reducing 
losses with a rules-based early warning system. But how it is created and 
monitored is key.  
 

By James Hartzog.  

http://www.rmahq.org/tools-publications/the-rma-journal
http://www.rmahq.org/tools-publications/the-rma-journal
http://www.facebook.com/thermajournal
http://twitter.com/thermajournal

