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Capital Planning: Agenda
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Diagnosing the
Health of our Capital




Diagnosing the Health of Your Capital

Is your capital healthy enough for:

« Potential Credit Issues

Will you maintain requlatory good
standing?

« The “New Normal” Interest
Rate Environment

Will you maintain shareholder good
standing?

*  Future Opportunities
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Diagnostic Tool #1

PT Score™ Credit Analysis
stresses your loan portfolio for:

*  Your historical loss %'’s.
« Regional loss %’s.

* National loss %’s.

» Customized loss %’s.



With Each Crisis: Some Fail, Some
Emerge Stronger. Why?

with Bart Smith, Partner & Managing Director




Credit Stress Analysis
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Credit Stress Analysis

PT Score™ Stress: sovesse .
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Adverse Stress Scenario with Unfunded Commitments +
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First National Bank Capital Dashboard
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Poll Question #1:

In the last 12 months, what has
happened to your net interest margin?

A.My NIM has risen
B.My NIM is about the same

C .My NIM has fallen

21 Performance Trust. All Rights Reserved.



Diagnostic Tool #27?

The "New Normal” Calculator
stresses your NIM for:

 Upcoming impact of loan &
deposit repricing, utilizing
ALM

* Upcoming impact using a
“‘what if” scenario for
“normalized spreads”

« Customized strategies to
“change your future”



Total Assets
Earnings Assets
Equity

Cash

Bonds

Loans

Interest Income
Interest Expense

MNon Int Income
Non Int Expense

Met Overhead

Pre Tax Pre Provision NI

Provision Expense

202001

| Post Tax Net Income

ROA - Bank

ROE - Bank

Avg, Balance
% 3,453 586
5 3,305,287
$ 331,240
Avg. Bolance gl 5 Annualized
5 97,504 0.73%4 5 712
5 1,114,946 243%Qs 27040
5 2,073,735 474%f5 98,295

| 3.65%| S 126,046 |

I D.!E‘:"EI 5 (12 4!!-1'

| 3aa%[s 113614

0.77%] 5 26,593

2.79%| 5 (96,355)
| -2.02% 5 (69,762)|
[ 127%]s a3851]
| o12%fs  (2.400)]

2023 Projections - Sustained "New Normal"

Avg. Balance
Total Assets 5 3,584,050
Earnings Assets % 3,435,746
Equity 5 426,775

Avg. Balance 2l ]
Cash 5 233,734 0.10%4 5 234
Bonds 5 1,119,152 1.25%Q 5 13,985
Loans 5 2,092,500 4.00%4 5 83,700
Interest Income | 273m|s 97923 |

Interest Expense

Mon Int Income
MNon Int Expense

MNet Overhead
Pre Tax Pre Provision NI

Provision Expense f Loans

Post Tax Net Income

21.00%

I 0.2 E%I ] (7,893)
262% S5 90,030

0.77%| 5
2.79%| 5

27,597
(99,995]

-2.02% 5

0.49% 5 17,632
0.12%§ 5 2,511

(72,398)




Diagnostic Tool #37

Additional Capital for Future
Opportunities

. How to think about M&A

. How to think about
leverage

+  What about shareholder
liquidity?



Shape Management Applied to the Acquisition Process

A more complete picture

3 Year Total Return on Equity
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—o—Target Bank (All Cash @ 1.70x TBV) =—eo—[Potential Balance Sheet Strategy

All Strategic Decisions can be placed on a Level Playing Field




Shape Management Applied to the Acquisition Process
A more complete picture

3 Year Total Return on Equity
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—e—Target Bank (All Cash @ 1.70x TBV) =e—[Potential Balance Sheet Strategy
—e—Target Bank (All Stock @ 18x P/E) Target Bank (50/50 Cash/Stock)

=e—Stock Repurchase @ 13x P/E

All Strategic Decisions can be placed on a Level Playing Field




Potential Balance Sheet Strategy

Utilizing specific wholesale assets AND liabilities
(FHLB Advances) may:

A Increase net interest income (you may / will see a
decline in NIM)

B. Proper asset and liability structure could offset
further interest rate risk inherent in most bank
balance sheets without significant exposure if rates
rise

C. Effectively utilize capital without increasing non-
interest expense

C) 2021 Performance Trust. All Rights Reserved.



Creating a
Level Playing Field™
for capital options




Lets see who's
really behlnd COVID-19 =




Question:

Do all forms
of capital have
a “cost”?

2021 Performance Trust. All Rights Reserved.



Calculating the Cost of Common Stock

Common Stock Price to Cost of
Earnings Capital

Earnings per Share $1.00

Ex. —— = 10P/E = 10%
Price per Share $10.00

Question: Is this cost fixed or variable?

C) 2021 Performance Trust. All Rights Reserved. 21




Analyzing different
Types of Capital




RISK of CAPITAL OPTIONS

HIGHER

LOWER

Common

Preferred tock

Stock

LOWER (N  HIGHER
COST of CAPITAL OPTIONS




Basic Types of Capital

Senior Debt
* Typically lowest cost, highest risk and typically shorter maturities
* Typically contains covenants, collateral, and/or guarantees
*  Will feel like debt in times of trouble

Subordinated Debt

* Slightly higher cost, longer maturities, widely available (for how
long?)

* Limited or no covenants, no collateral or guarantees
Preferred Stock

* May not be publically available for smaller banks
* No stated maturity, higher cost but very stable form of capital

Common Stock
* Typically highest cost (and gets higher as earnings increase)
* The lifeblood of banks, especially in times of crisis




Phases of the Economic Cycle: Cheap vs. Expensive

Accessible
capital

Optimal H Strategic H
lending . acquiring .

Limited , .~ Werysmall
access to Herey | supply of
capital » .‘ capital

Slowdown A Gloom 4 Recovery
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Few have ever been
criticized for having
too much capital
during times of great
uncertainty...or great
stress.

- Gary Svec
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Calculating
(and lowering?) the
Cost of Capital




Poll Question #2:

How do you feel about your current stock
price / valuation?

A.It is overvalued
B .1t is fairly valued

C.ltis undervalued

C) 2021 Performance Trust. All Rights Reserved.



After-Tax Cost Comparison at Issuance

Common Equity Subordinated Debt

EPS Issue Price After-Tax Cost Coupon Tax-Rate After-Tax Cost
1.00 10.00 10.00% 7.00 21% 5.53
1.00 12.50 8.00% 6.75 21% 5.33
I R S-S
1.00 17.50 5.71% 6.25 21% 4.94
1.00 20.00 5.00% 6.00 21% 4.74 /

) 2021 Performance Trust. All Rights Reserved




The Ascending Cost of Equity Capital

Effective Cost of Capital

This illustrates the cost of capital over time for sub debt (at 6.00% fixed cost) vs equity
at a 12X assuming flat (0%) EPS growth vs. equity at a 12X PE with 5% EPS growth.
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The Ascending Cost of Equity Capital

Effective Cost of Capital
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This illustrates the cost of capital over time for sub debt (at 6.00% fixed cost) vs equity
at a 12X assuming flat (0%) EPS growth vs. equity at a 12X PE with 5% EPS growth.




Poll Question #3:

What growth is more valuable?

A. Balance sheet
B. Net income

C. Earnings per share

C) 2021 Performance Trust. All Rights Reserved.



...and the proforma impact
of lowering the cost
of capital?




What Could We Do In This Environment?

Shares Outstanding 624,625
TBY

Current Share Price

per Share

Price to TEV

11/15/19

Projected Purchase Price, est Purchase price to current TBV

Projected PE Ratio (purch)

Premium to Market

Projected Shares repurchased 20.0% 1% of outstanding

Existing HC Debt

Buy Back Amount
MNew Sub debt Amount

21.1% Pro-forma debt to tangible equity (HC)

Buy Back from excess capital




The Impact...

Met Income, beginning
(assume 5% growth)

Less sub debt interest expense,
net of tax

Less cost of cash (rates unch)
Met income, proforma

Shares, beginning
Less repurchased
Shares, proforma

EPS, beginning
EPS, proforma
Increase

Yearl Year 2 Year 3 Year 4 Year 5

1,125 \ 1,181 1,240 1,302 1,367

(117) (117) (117) (117) (117)

4 / 4 4 4 4

1,012 1,068 1,127 1,189 1,254
624,625 .\ 624,625 624,625 624,625 624,625
(124,625) ; (124,625) (124,625) (124,625) (124,625)
500,000 4 500,000 500,000 500,000 500,000

$1.890 $1.990 $2.080 $2.190

$2.137 52.255 $2.379 52.509

13.0%

13.3%

14.4%

14.6%

Year 2 Pro-forma
ROE ROE Increase
8.31% 8.90% 7.10%




....And What About My Book Value Per Share?

Shares Outstanding

BV per Share 522.76

Current Share Price
Projected Purchase Price, est

Projected PE Ratio (purch)

Premium to Market

Projected Shares repurchased

$17.00

4.41%

124,625

20.0%

Priceto TBV  11/15/19

% of outstanding

Current P/E

9.4X

$17.75 Purchase price to current TBY




...And What About My Capital?

Average assets for Tier 1 calc
Deductions

Assets for Leverage Ratio

Total Equity (GAAP)
Deductions, net
Equity for Leverage Ratio

Tier 1 Leverage Ratio

Double Leverage Ratio

ACTUAL
Holding Co. Bank
122,915 123,012
(132) (132)
122,783 122,880
14,217 13,554
(150) (150)
14,067 | 13,404

C1146% | 10.91% 2
95.3%

PRO-FORMA
Holding Co. Bank
123,203 123,300
(132) {132)
123,071 123,168
12,005 13,842
(150) (150)
11,355 13,692
— P———




What About Ownership Impact?

Ownership Impact

Scenario #1

%
Current Shares  Ownership
MNon-5ellers 500,000 80.05%
Sellers 124 625 19.95%

Total Outstanding 624,625 100.00%

%
Proforma Shares Ownership Change
MNon-5ellers 500,000 100.00% 24.93%
Sellers 0 0.00% -100.00%

Total Outstanding 500,000 100.00%

C) 2021 Performance Trust. All Rights Reserved.
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Sacred
cows make
the best

hamburgers

Mark Twain
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Other Capital
Considerations
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Other Capital Considerations

ltems to consider when utilizing capital,
other than equity:

« Need for an interest reserve
. Protect against future net loss
. Protect against regulator decision
. Protect against accounting decision

« Start building a sinking fund at the
HC to pay off debt




Quotes BARRON'S

Topics» Magazine Data Advisor Penta

Bank Dividends Are at Risk. How Regulators
Could Force Cuts.

By Carleton English  May 26, 2020 1232 pm ET
Textsize (&) (B
Banks might not be ordered to halt

dividends but that doasn’t mean
investors can rest easy.

Bank dividends have been under
jpressure over the past two months as
profits have been constrained by low
interest rates and .[TEFE??’.E’E.}.E’EE

losses. As banks have been working 1o

JPMorgan has a history of higher proit levels and should

recover qulckly when conditions normallze, an analyst conserve capilal lo serve struggling
SHYS. clients—namely by halting buybacks— B
Photograph by Bess Adler/Bloomberng

o - there have been calls by regulators to

also suspend dividends.




FHIEI{IH.HH-\NI\HH POLICY & REGULATION TECH BAMKTHINK EVENTS MORE

Ads by Google

Stop seeing this ad ERTLTRGIERET RN

Goodwill charges emerge amid pandemic

By Jim Dobbs Moy 13, 2020, 3:14 p.m. EDT

n Bonkers face o difficult decision ebout the goodwill sitting on their balance sheets.

m Thl':" COraNavIrus pancermiic nas punished the eConarmy and the stock markel, underm g
= the value of many banks’ intongible assets Thet convinced o handful of banks, including
= PacWest Bancorp, Umpgua Holdings and Cadence Bancorp, to take goodwill impairment

charges in the first quarter.

bary more will likely co the same this summer, barring a sudden and unexpecled reversal
af fortune, sending goodwill impairment to levels thot haven't been seen since the financicl

crisis, industry experts soid.




“Excess” Capital - vs. Reward

‘| don’t think | need additional capital’

If you're right,
the cost of the excess capital is minimal.

If you're wrong,
the cost could be



Takeaways

» Maintain Positive Attitude
* If the market overreacts to unrelated stimuli, be confident to take advantage

* Predicting 15 of the next 3 recessions can cause analysis paralysis and potentially
miss great opportunities to create shareholder value

* Does NOT mean act recklessly or ignore risks, rather manage risks

+ Analyze and ADJUST if necessary

* Constantly analyze asset, liability & capital decisions and look for ways to improve
your risk versus rewards profile

« |fit's a bad lending environment, may be an interesting liability and/or
borrowing environment (like today)
 Buy LOW, Sell HIGH

* Bears make money, bulls make money, PIGS get slaughtered — if there is a great
opportunity to enhance shareholder value... ACT. Trying to time the market is very
hard and often results in missed opportunities

* May require contrarian thinking and actions




Gary L. Svec, CPA
Managing Director

Gary combines his financial institution background in accounting,
taxes, regulatory compliance, and operations to be a team leader in
S pea ker : total balance sheet analysis and a regular contributor on numerous
B |Qg ra |;:)h3!I banking issues affecting the clients of Performance Trust. Gary was
o one of the early employees of Performance Trust, the first CFO of the
company, and a regular speaker at Bond Training Camp™. Prior to his
current role, Gary was CEO of two small lllinois banks as well as CFO
of PrivateBank in Chicago. Gary began his career in public accounting
at the firm of Crowe Chizek (now Crowe Horwath LLP). Gary holds a

degree in Accounting from DePaul University and is a Certified Public
Accountant.

gsvec@performancetrust.com; 312-521-1675 (W); 630-337-7832 (C)
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PERFORMANCE TRUST

CAPITAL PARTHERS

500 West Madison, Suite 450
Chicago, IL 60661

www.performancetrust.com

@ 2021 Performance Trust Capital Partners, LLC (which, along with its affiliates, is referred to as “Performance Trust”). All Rights
Reserved. This material is for your internal use only and may not be disclosed to third parties. The content is the proprietary and
confidential material of Performance Trust and so designated pursuant to a confidentiality agreement between the intended recipient and
Performance Trust. The research and other information provided herein has been prepared for informational purposes only and is not an
offer or solicitation to purchase or sell securities. Performance Trust may make a market, or have a position in the securities discussed
herein and may purchase or sell the same on a principal basis or as an agent. Investing involves risks, including the potential for principal
loss. There is no guarantee that the strategies and services will be successful or outperform other strategies and services. Certain
assumptions may have been made in connection with the analysis presented herein, and changes to the assumptions may have a material
impact on the analysis or results. Past performance is no guarantee of future results. The investments discussed herein may be unsuitable
for investors depending on their specific investment objectives and financial position. Investors should independently evaluate each
investment discussed in the context of their own objectives, risk profile and circumstances. The information contained herein has been
obtained from sources considered to be reliable, and is subject to change without notice. Performance Trust does not guarantee its

accuracy, adequacy or completeness and is not responsible for any errors or omissions or for the results obtained from the use of such
information. FOR INSTITUTIONAL USE ONLY.



