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The Deposit Dilemma



Deposit Growth is Quickly Deaccelerating

YEAR OVER YEAR DOMESTIC DEPOSIT GROWTH - ALL BANKS IN THE US
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Growth in Deposits in 2018 was Not Healthy

MARKET SHARE ANALYSIS: TOTAL DEPOSITS AT THE
END OF 2017 VS PCT OF GROWTH WON IN 2018
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Transaction Accounts under Assault

Net Changes in Transaction Account Balances in 2018 ($B)
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Transaction Accounts under Assault

Net Changes in Transaction Account Balances in 2018 ($B)
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Deposit Trends - First Half of 2019

Deposit Growth Composition by Product ($B): 1H-2019

B Increase M Decrease Total
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Signs of Life in the Third Quarter?

Industry Deposit Growth in Q3-19: $232B
» 2" pest quarter of

B Increase M Decrease Total deposit growth
$250.0 since 2017
$160.2 $4.7
I I
2(6:2) +  Strong growth in
$200.0 :
transaction
accounts
$150.0
*  MMDA growth
$100.0 was 69% of total
growth
3500 *  Retail CDs and
Savings accounts
$- underperformed

Other Savings Retail CDs

Transaction... MMDASs Jumbo CDs relative to 2018




Transaction Account Growth in the Third Quarter

Banks of all sizes grew transaction accounts...

Transaction Account Growth/(Losses) by
Bank Size ($B):
Third Quarter of 2019
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Transaction Account Growth in the Third Quarter

Banks of all sizes grew transaction accounts... but Community Banks failed to win their fair share.
Transaction Account Growth/(Losses) by Market Share Analysis: Transaction Accounts
Bank Size ($B): 80% 74%
Thll’d Quarter Of 2019 70% Example: Banks less than $1B as a group held

13% of all transactionaccounts enteringthe
quarter, butwononly 7% of the growthin the
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Cost of Funds Trend in Q3: Community Banks going the Wrong Way

Percentage of Banks whose CoF Improved
(Decreased)in Q3-19
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Lay of the Land
Key Takeaways

1. The pie isn't growing very much anymore

2. Size matters

3. This is a strategic issue, not an ALCO one
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Deposit / Earnings Index -- All Banks in US

Invictus Jungle Landscape

Invictus Deposit Index
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Invictus Jungle Landscape
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Deposit / Earnings Index -- All Banks in US
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The “Sweet Spot” = Strong quantity and quality of earnings with
strong funding base




Invictus Deposit Index

Deposit / Earnings Index -- All Banks in US
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Invictus Deposit Index

Deposit / Earnings Index -- All Banks in US
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Invictus Deposit Index

Deposit / Earnings Index -- All Banks in US
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Deposit / Earnings Index -- All Banks in US

Conference Attendees
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Organic Growth in the
Normalization Period




M&A as a Growth Strategy
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Benefits of M&A

Pro Forma Total Loans Pro Forma Total Loans
Organic Growth Acquisition
Scenario Scenario “Time Machine”

\
\
N

202102 Marginal Yield 20 Marginal Yield

4.00% 5.36%
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® Marginal Yield M Marginal Yield




Benefits of M&A

Pro Forma Total Loans Pro Forma Total Loans
Organic Growth Acquisition
Scenario Scenario “Time Machine”

2021Q2 2021Q2

Marginal NIM:
1) Yield
2) Cost of Funds

® Marginal Yield m Marginal Funding Cost M Marginal Yield




Benefits of M&A

Pro Forma Total Loans Pro Forma Total Loans
Organic Growth Acquisition
Scenario Scenario “Time Machine”

2021Q2
Marginal NIM:

1) Yield
2) Cost of Funds

2021Q2 ‘

® Marginal Yield m Marginal Funding Cost = NIM  ® Marginal Funding Cost




Benefits of M&A

Pro Forma Total Loans Pro Forma Total Loans
Organic Growth Acquisition
Scenario Scenario “Time Machine”

2021Q2 2021Q2
Margln?l NIM: The acquisition
1) Yield has double the
2) Cost of Funds

profitability

® Marginal Yield m Marginal Funding Cost = NIM  ® Marginal Funding Cost




Targets Ranked by Price Ceiling

Target

Delta
Alpha
Kilo
Charlie
Juliett
Foxtrot
Echo
Beta
India
Golf
Hotel

Tot Assets
(SM)

389
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364
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Distance

96
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47
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80
70
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Initial Price
Ceiling

2.6x
2.5x
2.4x
2.3x
2.1x
2.0x
2.0x
1.9x
1.9x
1.8x
1.4x
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Delta
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2.1x
2.0x
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1.8x
1.4x

Est Mkt
Price

2.0x
1.8x
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2.1x
2.0x
1.8x
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1.8x
1.8x
1.7x
1.6x




Targets Ranked by Price Ceiling

Target

Delta
Alpha
Kilo
Charlie
Juliett
Foxtrot
Echo
Beta
India
Golf
Hotel

Tot Assets
(SMm)

389
172
278
375
352
167
364
286
173
365
400

Distance

96
97
112
69
47
33
114
80
70
20
117

Initial Price
Ceiling

2.6x
2.5x
2.4x
2.3x
2.1x
2.0x
2.0x
1.9x
1.9x
1.8x
1.4x

Est Mkt
Price

2.0x
1.8x
2.0x
2.1x
2.0x
1.8x
2.0x
1.8x
1.8x
1.7x
1.6x

Competitive
Advantage

0.5x
0.6x
0.3x
0.2x
0.1x
0.2x
0.0x
0.1x
0.1x
0.1x
-0.3x




Key Takeaways

1. When the pie stops growing, “buying” becomes more attractive than “building” by default.
2. MA&Ais a tool to repair balance sheet deficiencies; its not just about “EPS and earnback”.

3. Effective M&A in a new world requires a new approach and analytical tool kit.

How M&A Has Changed

Legacy M&A New World of M&A
E M&A AS A STRATEGIC DECISION m M&A AS ATOOL TO CORRECT BALANCE SHEET ISSUES
E OPPORTUNISTIC DEALS FUELED BY INVESTMENT CAREFUL ANALYTICAL PROCESS TO FIND DEALS
BANK AUCTIONS THAT FIT EACH BANK'S UNIQUE SITUATION
E MANAGEMENT CONTROLS DUE DILIGENCE, m MANAGEMENT MUST TAKE A GREATER ROLE TO IDENTIFY

WITH SOME OUTSIDE HELP CHARACTERISTICS OF THE RIGHT TRANSACTION
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