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uninvestable

Adjective
(not comparable)

e That cannot be invested.

Origin
un- + investable
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Janney Some Investors Might Say ...

Banks Are Uninvestable (we cannot own Bank stocks):

« COVID-19 is an unprecedented curveball.
There is insufficient data to analyze Banks

 The pandemic means Banks cannot estimate their
loan losses, how can I own Bank stocks?

* Interest rates are going to be low for a LONG
time. The Fed’s “ZIRP” is back.

* More dividend cuts are bad for Bank stocks, so
are higher taxes (via White House change) and
M&A is on-hold too.




ganed Our Experience = Cooler Heads Prevail

Banks are still investable (BUY Bank stocks):

 Every cycle has a trigger, COVID-19 is a black
swan event nobody could see, everyone feared.

 Banks are better positioned with more capital and
less concentration risk, PPNR solid, TBV growing.

* This is not the first time rates are low for long,
start buying discount P-to-TBV discounts

 Dividends are intact for 80%+ of the industry!

We assert the Fed needs Banks to lend, another TARP
1S not necessary.




ped  Banks vs S&P 500 (day vs night! )

S&P 500 3,48948 9.3% (29.9%)
Banks' Performance

8-28-20 12-17-19 Low 3/23
NASDAQ Bank 2,73665  (31.8%) (46.7%)
KRE (S&P RegBank ETF)  39.27 (33.7%) (52.5%)

S&P 500 $1,093.02 $700.83

The S&P 500 fell in the March
. ’ . , k
capital markets’ meltdown, quickly 51,000 In Banks vs S&P
. Today Low 3/23
recovered and set new Highs.
NASDAQ Bank $682.12 $532.59
KRE (S&P RegBank ETF) $663.12 $475.01
Banks are far less fortunate. 5. Mid-Dec 2019

The contrast for $1,000 invested
pre-pandemic is quite large!




Janney | GDP Over The Long Run

FRED -2/ — Real Gross Domestic Product
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oo Real GDP fell at a 31% annual
pace in 2Q20 and may rally at a
6,000 26% pace in 3Q20. This equals a
net drop of 4.5% since 40109.
4,000
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Source: U.5. Bureau of Economic Analysis myf.red/g/uOtB
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http://fred.stlouisfed.org/graph/?g=uOtB

Janney A 30-Year Look At Inflation

FRED ~/7 — Consumer Price Index for All Urban Consumers: All Items Less Food and Energy in U.S. City
' Average
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Percent Change from Year Ago
w

Minor flare-ups in 2004 to 2006 and 2010 to 2012

1995 2000 2005 2010 2015 2020

Source: U.S. Bureau of Labor Statistics myf.red/g/uQ8g




pmed TThe Fed Had A ZIRP Policy In 1940s

Decade of ZIRP
at's what we had in the 1930s and 1940s

J M CPI YoY % NSA (L1) M Digitized Fed funds quotes from newspaper tables on 6/30/54 (R1)
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1930-1934 1935-1939 1940-1944 1945-1949 1950-1954
Source: Bloomberg, FRED
CPI YOY Index (US CPI Urban Consumers YoY NSA) 1940sFedFunds Monthly 01JAN1928- Copyright2 2020 Bloomberg Finance L.P. 27-Aug-2020 12:09:12

History is repeating itself in 2020 (and beyond) ...




pied Interest Rates & Stocks: 1940 to 1965
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Stocks and long-term interest rates when the Fed had ZIRP




pmed  Regulatory Solutions Are Different

y L Christopher Marinac, CFA  404-601-7210 cmarinac@janney.com
~ .'._ ; : - :Ir h‘*‘
Janney RN
FlG Parines LLC
March 19, 2020 BANKS & THRIFTS

FDIC Provides Some COVID-19 Credit Guidance. It's Not
Enough, Please Send More Clarity And Better Solutions.

« The FDIC posted impaortant details on how Banks should treat Loans that are impacted by the sudden economic dislocation from
the COVID-19 virus. Read the FDIC's FAQs on COVID-19.

* |n our opinion, some guidance might be better than none. However investors clearly disregard the FDIC's new policy and now
expect Banks' credit quality is severely impaired. The daily massive sell-off in Bank stocks reveals a severe mistrust in tangible
book value for 3-31-20 - EPS estimates were ignored 3 weeks ago and have taken a back seat to tangible book value (TBV).

+ \We disagree with the FDIC's lack of clarity and emergency solutions for Banks to specifically address COVID-19. This is an
unprecedented credit event for all Banks, therefore it requires an emergency playbook from the FDIC. Bankers require relief or
alternatives from current rules on TDRs (Troubled Debt Restructurings).

» Inour view, the ability to make a 6-month abatement on payments would be helpful. Specifying time is not mentioned in the FDIC
guidance - we understand certain Banks are starting to grant borrowers 90-day relief on both principal and interest payments
which may not be long enough for businesses to recover (6 months seems more appropriate). How Banks document these
accommodations are critical - today's decisions to help borrowers are tomorrow's regulatory exam file where crisis documentation
is paramount. This is precisely why the FDIC quide lacks specific clarity of today's unprecedented credit challenge, in our opinion.

Read Janney’s FDIC COVID-19 Report 3-19-2020
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https://jms.bluematrix.com/sellside/EmailDocViewer?encrypt=01489e03-0bcf-4bbe-b555-2794734f4963&mime=PDF&co=Janney&id=cmarinac@janney.com&source=libraryView&htmlToPdf=true

paed Bankers Need To Think On Their Feet

Helping Customers While Supporting Your Credit File:

 Understand the TDR rules and related triggers
auditors use to define a TDR - do the opposite

 Accommodate your borrower, defer principal
& interest at least 90-days (prefer 180 days),
keep your write-up general.

 Agency/municipality/city moratoriums on
foreclosures are really helpful to document.

* Yes, Banks give forbearance and MAC-clause
applies — don’t use these words. Cite “global
economic crisis” (keep it general)
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pamed Pauses On Foreclosure: Help The File

FHFA suspends foreclosures, evictions for
enterprise-backed mortgages

Wednesday, March 18,2020 3:53 PM ET
By Abdullah Khan

Market Intelligence

ADDTO~ CREATEALERT EMAIL PRINT PDF FEEDBACK A+ A-

0060

The Federal Housing Finance Agency directed Fannie Mae and Freddie Mac to suspend
foreclosures and evictions for at least 60 days due to the coronavirus national
emergency.

According to the FHFA release, the suspension applies to homeowners with
government-sponsored enterprise-backed single-family mortgages.

Earlierin March, the FHFA also announced that Fannie and Freddie would provide
payment forbearance to borrowers affected by the virus, allowing for mortgage
payments to be suspended for up to 12 months due to hardship caused by the
coronavirus.




Janney Bank Performance Post-CECL

We Propose: Pre-Provision Net Revenue ROAA (Return on Avg. Assets)

(NII + Fee Income - Non-Interest Expense - Net Charge-Offs) * (1-Tax Rate)

Credit Adjusted Pre-Provision Net Revenue ROAA

1.60%
1.40%
Provisions ‘-ig:
1.
under CECL 0 80%
get muddly. 0.60%
0.40%
Instead, focus 0.20%
on PPNR less 0.00%
Charge-OffS 10184 2019A 30194 40194 1020E 2Q20E 3Q20E 40Q20E
H=%50 Billion ™$30 Bil to $50 Bil %10 Bil to $30 Bil <%$10 Bil
Credit Adjusted Pre-Provision Net Revenue ROAA
Actual Results Mean Consensus Estimates
Asset Range 1019A 2Q19A 3Q19A 4Q19A 1Q20E 2Q20E 3Q20E 4Q20E
>$50 Billion 1.37% 1.35% 1.35% 1.23% 1.18% 1.22% 1.24% 1.25%

$30 Bil to $50 Bil 1.29% 1.32% 1.38% 1.25% 1.17% 1.11% 1.20% 1.22%
$10 Bil to $30 Bil 1.39% 1.41%  1.46%  1.39% 1.29% 1.29%  1.36%  1.31%
<$10 Bil 1.25% 1.27% 1.30% 1.24% 1.15% 1.20% 1.20% 1.19%

Sowrce: lonney Research (FIG Group), 58P Global M

Read Janney’s Weekly Musings 2-18-2020 13
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Janney | Banking Under Biden

Sy « Agency heads change

 Key: House vs Senate

* Real regulatory
operators are intact

¢k

<2l 3
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‘«* Expect tax rate hikes
(easy to sell 5%)

* Fed governors: 14 yrs

« Modernize/digitize
CRA rules

Read the Janney industry report



https://jms.bluematrix.com/sellside/EmailDocViewer?encrypt=33d35bbe-feb8-4643-b9ce-e75639129188&mime=PDF&co=Janney&id=cmarinac@janney.com&source=libraryView&htmlToPdf=true

ped The Missing Ingredients In Banks

Investors Must Learn & Appreciate The Following:

* Credit issues are largely solvable, even in a
pandemic with no immediate conclusion

* Criticized Assets will rise, but given Capital
and Reserves, Criticized Ratios are modest

 Low interest rates are a headwind (forever)
BUT real change is on the cost structure.

« COVID-19 already accelerated digital adoption,
cost reductions are next (supported by M&A).




Janney | Criticized Asset History

Banks' Criticized Loans: % Tier 1 + Reserves
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Source: Jannev Ressarch (FIG Group), 247 public Bank 10-0, 10-K filings 2013 to 2014




gamed Studying FDIC Charters: Past Decade

Median  0.00% (0.03%) 0.04%) 0.17%) 0.56% 045%) 61%
P-P ROA: Spread: Fees: Costs: P-T ROA: LLP: 2019 Assets g%
2019 vs 2019vs 2019vs 2019vs 2019 vs VS '2010 2019 vs
2010 2010 2010 2010 2010 2010
High Growth (>100%)  0.02% 0.16%) (0.18%) (0.38%) 0.66% 063%) H 240%
Low Growth (<40%)  0.38% 0.00% 1.11% 0.72% 1.27% (0.89%) L 8%

The ROA components for FDIC Banks’ Above $500M signals.

 Over 60% of FDIC Banks are “high growth” (>100% Assets) or
“low growth” (<40%) in the past 10 years.

 High growth leads to operating leverage, lower expenses.

- Banking is about leading, not just survival. The leaders are
growers, and the growers are cutting costs and buying Banks.

 Stop worrying about low rates/spreads, focus on COSTS
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Bz Large Banks Dominate ...

Deposit Distribution By Total Assets In 2019 Loan Distribution By Total Assets In 2019

Deposits

Deposit Distribution By Total Assets In 2015 Loan Distribution By Total Assets In 2015




e Watch The Emerging Mid-Sized Banks

Deposits

h -

-1.3%
-2.0%

Difference in % Of Total

ABOVE §50B 520B to $50B 5108 to $20B

Source: Janney Research (FIG Group), S&P Global MI, FDIC Call Report Data

Relative Size - TOTAL Deposits
12/31/2019 12/31/2015

ABOVE $50B 72.3% 73.6%
$20B to $50B 7.2% 6.7%
$10B to $20B 4.2% 2.6%

$1B to $10B 9.7% 9.4%
$500M to $1B 2.7% 2.8%

BELOW $500M 3.9% 4.8%

1.6%
— - o
]

§1B to §10B

Difference Between 2015 and 2019
Type / Total Assets

0.8%
- —
-0.9%

-3.0%

$500M to S1B BELOW $500M ABOVE §50B $20B to §50B

Relative Size - Core Deposits

12/31/2019 12/31/2015

ABOVE $50B 754% 77.0%
$20B to $50B 6.8% 6.4%
$10B to $20B 4.0% 2.3%
$1B to $10B 8.5% 8.3%
$500M to $1B 2.2% 2.2%
BELOW $500M 3.1% 3.7%

Loans

0.9
o

510B to §20B 51B to §10B 5500M to §1B BELOW §500M

Relative Size - TOTAL LOANS
12/31/2019 12/31/2015

ABOVE $50B 65.2% 68.2%
$20B to $50B 9.1% 8.3%
$10B to $20B 5.8% 4.9%
$1B to $10B 12.5% 11.2%
$500M to $1B 3.2% 3.0%
BELOW $500M 4.3% 4.5%

The winners the past 4 years are mid-sized Banks as small as $1B
and as large as $50B. Note how the industry’s mid-section shifted.




ggmed  Study Bank Lending: 2019 vs 2015

Relative Size - C&I Relative Size - Other CRE
12/31/2019 12/31/2015 12/31/2019 12/31/2015
ABOVE $50B  72.1% 74.7% ABOVE $50B  38.5% 46.3%
$20B to $50B 9.1% 8.8% $20B to $50B  13.8% 12.1%
$10B to $20B 3.9% 3.0% $10B to $20B  104% 7.7%
$1Bto $10B  10.0% 8.6% $1Bto $10B  25.0% 21.8%
$500M to $1B 2.2% 2.1% $500M to $1B 6.2% 5.8%
BELOW $500M 2.7% 2.8% BELOW $500M 6.1% 6.2%
Relative Size - Multifamily Relative Size - Construction
12/31/2019 12/31/2015 12/31/2019 12/31/2015
ABOVE $50B  52.7% 59.3% ABOVE $50B  34.7% 43.8%
$20B to $50B  11.8% 9.9% $20B to $50B  14.3% 11.4%
$10B to $20B 6.9% 5.6% $10B to $20B  10.2% 7.6%
$1Bto S10B  21.6% 18.4% $1Bto $10B  25.2% 22.0%
$500M to $1B 3.5% 3.3% $500M to $1B 74% 7.0%
BELOW $500M 3.5% 3.5% BELOW $500M 8.1% 8.1%

Source: Janney Research (FIG Group), S&P Global MI, FDIC call report filings

Relative Size - Own.Occ. CRE

ABOVE $50B
$20B to $50B
$10B to $20B
$1B to $10B
$500M to $1B
BELOW $500M

12/31/2019 12/31/2015

33.7% 41.1%
12.8% 11.7%
10.0% 7.7%
24.8% 21.2%
8.1% 7.7%
10.6% 10.6%

Relative Size - 1st Lien Mortgage

ABOVE $50B
$20B to $50B
$10B to $20B
$1B to $10B
$500M to $1B
BELOW $500M

12/31/2019 12/31/2015

63.8% 66.3%
8.1% 6.8%
6.3% 5.3%
12.4% 11.8%
3.7% 3.7%
5.7% 6.1%

Aggregate Loan $dollars for each major category are split by
Asset bucket in 2015 vs 2019 to illustrate the relative changes.

In many cases, mid-sized Banks have gained influence.
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Janney Critical Issues In Banking

Bankers and Investors must remember:

« “Deposits Rule” in our financial system

* Credit is available from many outlets beyond
traditional Banks (many sources untested)

 Innovation Everywhere: major expense impact
(challenge is spending now to save later)

 Value still exists in a U.S. Bank charter ...
expect few de novos, focus on existing players

 The “I” word (I-N-E-R-T-I-A) a blessing & curse




gned Technology + Finance = Fintech

Today’s financial and technology ecosystem:

« INNOVATION via open regulatory sandboxes
in Europe, Latin America, India, & Australia

Compliance still matters, U.S. leads with high
regulatory standards (not feet-dragging)

Who wins the Deposits?

Bank charters are valuable - ask Varo & Radius

Lower costs offset lower spreads (‘19 fee benefit)




gagmed  Closet Fintechs = Mortgage Banks

Mortgage@rb. Articles v Industry Insight v  Required Reading

De novos since

ﬁ%ﬁ;’gﬁgg’e Gateway Mortgage Group to Merge

vank buying  With Farmers Exchange Bank
an OK—baSQd By Patrick Barnard - February 9,2019 LT

e R e T
Bank for
Cheap fundS' ' t . Gateway Mortgage Group, a full-service
3 mortgage company licensed in 40 states and the

Gateway FirSt 3 District of Columbia, recently received approval

j from the Federal Deposit Insurance Corporation
Bank is now
$1 5B Assets (FDIC) to merge with Farmers Exchange Bank in

Cherokee, Okla.

The new entity, Gateway First Bank, will be a

diversified financial institution with a strong capital base, size and scale, the lender says in

venrh com



https://www.gatewayfirst.com/

pEsd  Key Is Deposit Acquisition Costs

Combined Costs-to-Acquire
0.00% 1.00% 2.00% 3.00% 4.00% 5.00%

Atlantic Capital
Ameris
Cadence
CresCom
Capital City-FL
CenterState
CapStar-TN
First Bank-TN
The First-MS
First Bank-NC
Franklin Synergy
Eagle-MD
Home-LA
HomeTrust-NC
Pinnacle
Reliant-TN
Renasant
Seacoast-FL
SouthCrest-GA
ServisFirst
Southern First
SmartFinancial
South State
United Community

We combine interest and overhead for true cost of Avg. Deposits 9y
CUUTEEEER




paed Interest Cost Is Not The Only Factor

Interest Costs (% of Avg. Deposits)

0.00% 0.200% 0.40% 0.60% 0.80% 1.00% 1.20% 1.40% 1.60% 1.80%

Atlantic Capital
Ameris
Cadence
CresCom
Capital City-FL
CenterState
CapStar-TN
First Bank-TN
The First-MS
First Bank-NC
Franklin Synergy
Eagle-MD
Home-1LA
HomeTrust-NC
Pinmacle
Reliant-TN
Renasant
Seacoast-FL
SouthCrest-GA
ServisFirst
Southern First
SmartFinancial
South State
United Community

Most recent FDIC disclosures for Deposit expense-to-Avg. Deposits .
i RS



g Overhead-to-Avg. Deposits Ratio

0.00%

Atlantic Capital
Ameris
Cadence
CresCom
Capital City-FL
CenterState
CapStar-TN
First Bank-TN
The First-MS
First Bank-NC
Franklin Synergy
Eagle-MD
Home-LA
HomeTrust-NC
Pinnacle
Reliant-TN
Renasant
Seacoast-FL
SouthCrest-GA
ServisFirst
Southern First
SmartFinancial
South State
United Community

Expenses-to-Average Deposits

0.50% 1.00% 1.50% 2.00% 2.50% 3.00% 3.50%

4.00%

4.50% 5.00%

Mortgage-heavy
Banks (example:
FBK in TN) can
adjust mortgage
expenses for true
Bank-level costs

Non-interest expenses as percentage of Avg. Deposits in 4Q-2019
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Janney | Branch-Lite/Branch-less Banks

Total Acquisition Costs: (Interest + Expenses % of Avg. Deposits)

0.00% 1.00% 2.00% 3.00% 4.00% 5.00% 6.00% 7.00% 8.00%

Radius Bank (MA)

Ally Bank

Axos Bank

Cross River (N])

First Foundation
(CA)

First Internet (IN)

I

Fintech examples in the FDIC charter network (private and public)

27



Janney Disclosures

Research Analyst Certification

I, Christopher Marinac, the Primarily Responsible Analyst for this research report, hereby certify that all of the views expressed in this research report
accurately reflect my personal views about any and all of the subject securities or issuers. No part of my compensation was, is, or will be, directly or
indirectly, related to the specific recommendations or views | expressed in this research report.

Janney Montgomery Scott LLC ("Janney") Equity Research Disclosure Legend

Individual disclosures for the companies mentioned in this report can be obtained by accessing our Firm’s Disclosure Site
https://jms.bluematrix.com/sellside/Disclosures.action?encrypt=d5a9bb5a-57a8-4d10-a44b-008354befa8f

Definition of Ratings

BUY: Janney expects that the subject company will appreciate in value. Additionally, we expect that the subject company will outperform comparable
companies within its sector.

NEUTRAL: Janney believes that the subject company is fairly valued and will perform in line with comparable companies within its sector. Investors
may add to current positions on short-term weakness and sell on strength as the valuations or fundamentals become more or less attractive.

SELL: Janney expects that the subject company will likely decline in value and will underperform comparable companies within its sector.

Janney Montgomery Scott Ratings Distribution as of 09/30/2019

IB Serv./Past 12 Mos.*

Rating Count Pearcent Count Percent
BUY [EB] 171 52.78 37 2164
NEUTRAL [N] 151 46.60 20 1325
SELL [8] 2 0.62 o 0.00

Other Disclosures

Janney Montgomery Scott LL  *Percentages of each rating category where Janney has performed Investment Banking services over the past 12 months. and a member of the New York Stock
Exchange, the Financial Industry Regulatory Authority and the Securities Investor Protection Corp.

This report is for your information only and is not an offer to sell or a solicitation of an offer to buy the securities or instruments named or described in this
report. Interested parties are advised to contact the entity with which they deal or the entity that provided this report to them, should they desire further
information. The information in this report has been obtained or derived from sources believed by Janney Montgomery Scott LLC, to be reliable. Janney
Montgomery Scott LLC, however, does not represent that this information is accurate or complete. Any opinions or estimates contained in this report
represent the judgment of Janney Montgomery Scott LLC at this time and are subject to change without notice.

Investment opinions are based on each stock's 6-12 month return potential. Our ratings are not based on formal price targets, however, our analysts will
discuss fair value and/or target price ranges in research reports. Decisions to buy or sell a stock should be based on the investor's investment objectives and
risk tolerance and should not rely solely on the rating. Investors should read carefully the entire research report, which provides a more complete discussion
of the analyst's views. Supporting information related to the recommendation, if any, made in the research report is available upon request.
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