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  U.S. banks are struggling with a problem most people would love to have: too much cash. 
  But the flood of deposits into U.S. financial firms, at a time when many lenders are having difficulty making new loans, spells trouble for the industry as banks prepare to post fourth-quarter numbers. 

  Wells Fargo & Co., the largest U.S. bank by market value, will kick off the industry’s earnings parade on Friday morning. 

  Deposits reached a record $10.6 trillion at the end of 2012, according to Market Rates Insight Inc., a San Anselmo, Calif., firm that tracks deposit data. Meanwhile, the share of each deposit dollar that banks lend out hits a postfinancial-crisis low in the third quarter, according to data tracker SNL Financial of Charlottesville, Va. 
  Extra cash can help cushion banks in an economic downturn, but it also helps to explain why banks’ net interest margin- the sum they collect by pocketing the difference between the interest they pay to depositors and the rate they charge borrowers- has fallen sharply. 

  Wells has been among the hardest hit in recent quarters, with its net interest margin falling to 3.66% in the third quarter from 3.84% a year earlier. 

  Looking across the industry, “it is hard to argue for higher earnings estimates when the loan-to-deposit ratio is going down,” said Jack Micenko, an analyst at Susquehanna Financial Group. 

  The pace of lending has been a tricky subject for banks. Banks typically like their loan-to-deposit ratio to be near 100%. But the ratio has fallen to a recent 72% from 95% in 2007, according to SNL. Since 2008, loans outstanding at U.S. banks and thrifts have dropped 5.3% to a recent $7.58 trillion, SNL data show. 

  Many bankers explain the decline by saying there aren’t enough credit-worthy borrowers at a time of soft employment growth and stagnant incomes. Even so, the industry finds itself under pressure from customers and lawmakers to make more loans, while investors are clamoring for bigger profits. 

  All that excess cash indicates how banks are struggling to regain their financial footing in a period of low interest rates and rising costs. Although the industry’s net income hit a six-year high of $37.6 billion in the third quarter, much of that profit came from higher fees, asset sales and the release of loan reserves, rather than rising lending income. Analysts view higher loan income as reflecting improved economic conditions. 
  “Banks are being very selective, so in this economy you can’t rely on any one source,” said Dr. Antu Radhakrishnan, a veterinarian in Lexington, Ky. In 2009, he got a $301,000 loan from PNC Financial Services Group Inc. to open a specialist practice. When he wanted to borrow $60,000 two years later to hire a surgeon, the Pittsburgh bank turned him down. 

  “I don’t have any problem with banks tightening their belts, but I was a little annoyed with PNC- given our track record- that they didn’t come through for us,” said Dr. Radhakrishnan, who wound up getting the second loan from a local bank instead. A PNC spokeswoman declined to comment. 

  Bank earnings reports also will be saddled with a series of charges after big lenders agreed this week to pay $20 billion to settle legal disputes about their mortgage practices.
  Deposits stand at record levels despite the Dec. 31 expiration of the unlimited Federal Deposit Insurance Corp. coverage on noninterest-bearing accounts that hold more than $250,000. Starting this year, those accounts receive the same $250,000 insurance coverage that the FDIC provides for other depositors. 

  The insurance expiration affected roughly $1.5 trillion of deposits, the FDIC said. Most of the accounts are held by businesses, municipalities and other entities that need quick access to large amounts of cash. 

  Banks saw an unexpected pop of loan activity last month as corporate borrowers scrambled to complete transactions to avoid changes in tax rates that were tied to the fiscal cliff. Some companies borrowed from their banks to pay accelerated dividends. Others secured acquisition financing so sellers could lock in capital gains at 2012 tax rates. 

  “We had a nice little bump [in loans], but it won’t move the needle,” said Lisa Jehl, a credit-risk director for First Tennessee Bank, a regional lender that is a unit of First Horizon National Corp.

  Meanwhile, deposits keep flooding into banks from people like Peter Kelly, a commercial-real-estate broker in Fort Collins, Colo. Mr. Kelly received a $10,000 dividend check last month from Verus Bank of Commerce after the community bank accelerated payment of its 2013 dividend to avoid tax uncertainty. Verus is a unit of Verus Acquisition Group Inc. 
Mr. Kelly, 38 years old, deposited the check during a cocktail party that the bank threw for shareholders at its main office. Verus already is funneling all of its deposits into loans; the bank has a loan-to-deposit ratio of 100%. “I want to make sure that I have money in the bank so they can turn around and perform with it,” Mr. Kelly said. 

