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Financial Sector Headwinds Persist

U.S. banks’ aggregate revenue growth has been relatively weak in 2012 and 2013. Banks are
experiencing revenue pressure from multiple directions and the trends appear unlikely to
be relieved in the near term. Net interest income, representing the largest portion of bank
revenues, has been driven down by lower net interest margins related to low market interest
rates and sluggish loan growth. Fee income has also been strained as the industry is seeing
flat or negative growth in areas such as deposit fees, trading revenue and servicing fees.
Standard and Poor’s stated in a report dated November 7, 2013 that S&P 500 financial
sector revenue growth is “expected to gradually bottom out in negative territory between

fourth quarter 2013 and second quarter 2014.”

Growth in net income has been stronger
since 2009 but it may not be
sustainable. This growth has been due
largely to cuts in operating expenses
and smaller provisions for loan losses.
Expense cuts are generally temporary
by nature and rising compliance and
legal costs provide headwinds.
Furthermore, loan loss reserves (which
are boosted by loan loss provisions)
have steadily declined. Improving asset
quality has justified lower provisions, but
over time banks will need to increase
reserves from currently low levels.
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A strong financial sector is important to economic growth. S&P stated in the November
report that financial sector headwinds could be a contributor to the “sub-par” economic
recovery. Economic growth may remain suppressed until financial sector headwinds

subside.
Sources: FDIC, S&P, SNL Financial
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BANKING TRENDS
3" Quarter 2013 Highlights

Lower revenue from mortgage banking and a large noninterest expense in litigation
2013 23 reserves for a large institution caused a $1.5 billion decline in revenue since the second
quarter of 2012. Net interest margins benefited from the wider gap between short-term and

BANK FAILURES

qurlda 5 longer-term interest rates, but average margins and total net interest income were still
Arlzon? 3 lower than in third quarter 2012.  In terms of capital, at the end of the third quarter, almost
Georgia _ 3 98% of all insured institutions met or exceeded the requirements for the highest regulatory
North Carolina 2 capital category, as defined for Prompt Corrective Action purposes.

Tennessee 2

Loan and lease balances rose for the 8th time in the last ten quarters, increasing by 0.9%.
2012 51 Apart from one to four family residential real estate loans, all major loan categories
registered growth in the quarter. Notably, the largest increase was loans to states and

Georgia 10 municipalities by 7.3%.

lllinois 8 Net chargeoffs totaled $11.7 billion in the quarter, down $10.5 billion (47%) from third quarter
Flpnda 8 2012. This is the lowest quarterly total for chargeoffs since third quarter 2008, with all major
Minnesota 4 loan categories experiencing declines.

Missouri 4

During the third quarter, the number of FDIC-insured institutions decline to 6,841, from 6,940
Source: Federal Deposit Insurance  iN the previous quarter. 43 insured institutions were absorbed in mergers, while six insured
Corporation (FDIC) institutions failed. The number of banks on the FDIC’s “Problem List” declined from 553 to
515. This is the 10th consecutive quarter that the number of problem banks has fallen.

Source: FDIC: Quarterly Banking Profile

PRUDENT MAN PROCESS
The Prudent Man Analysis

The Prudent Man Process includes a four step process which begins with gathering data
and analyzing a bank’s credit quality and continues with ongoing risk management
throughout the life of a deposit. The process helps public funds investors avoid repayment,
reinvestment and reputation risk that may be associated with a bank failure.

STEP 2: DATA ANALYSIS - QUANTITATIVE
Return on Average Assets (ROAA) is Return on Average Assets (%)
calculated by dividing net income by 2.00%
average total assets. Net income includes
net interest income from interest-earning 1.50%
assets and interest-bearing liabilities as well ,
CONTACT as fees, expenses, provisions for loan losses, 1.00% 1 l .
income taxes and other factors. ROAA 0.50% - .
BRIAN D. HEXTELL displays how efficiently a company is
630.657.6485 utilizing its assets. In the Prudent Man 0.00% - : , ‘ . ‘
el I Analysis, it is graphed to compare a bank to 2008 2009 2010 2011 2012
LAURA A. PAULI historical trends, bank peers and mmm Sample Bank Peer Average —Benchmark
630.657.6400 performance benchmarks.

Ipauli@pmanetwork.com

This document was prepared for PMA Financial Network, Inc,, PMA Securities, Inc. and Prudent Man Advisors, Inc. (hereinafter “PMA”) clients. It is being provided for
informational and/or educational purposes only without regard to any particular user’s investment objectives, financial situation or means. The content of this document is
not to be construed as a recommendation, solicitation or offer to buy or sell any security, financial product or instrument; or to participate in any particular trading strategy in
any jurisdiction in which such an offer or solicitation, or trading strategy would be illegal. Nor does it constitute any legal, tax, accounting or investment advice of services
regarding the suitability or profitability of any security or investment. Although the information contained in this document has been obtained from third-party sources
believed to be reliable, PMA cannot guarantee the accuracy or completeness of such information. It is understood that PMA is not responsible for any errors or omissions in
the content in this document and the information is being provided to you on an “as is” basis without warranties or representations of any kind. Securities, public finance
services and institutional brokerage services are offered through PMA Securities, Inc. PMA Securities, Inc. is a broker-dealer and municipal advisor registered with the SEC and
MSRB, and is a member of FINRA and SIPC. Prudent Man Advisors, Inc., an SEC registered investment adviser, provides investment advisory services to local government
investment pools. All other products and services are provided by PMA Financial Network, Inc. PMA Financial Network, Inc., PMA Securities, Inc. and Prudent Man Advisors
(collectively “PMA”") are under common ownership.
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