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What is the difference between a black swan
event and one you were unprepared for?

A black swan is a highly e
improbable event with three P !
principal characteristics: it is ‘:’;;
unpredictable; it carries a o
massive impact; and, after the | e
fact, we concoct an explanation &= -

R
that makes it appear less .é - =
random, and more predictable, = ]
than it was. e

—

Taleb continues by recognizing what he terms the - ey
recosnne —

problem - " %
‘:i--
“Lack of knowledge when it comes to RS

rare events with serious
consequences.”

The Intell Collabor Paneadty
intelligence ative "
httpy//inteiollab com ¥intelCollab AURORA WX
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What a mess!
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The Fed to the Rescue Once Again...

U.S. MONEY SUPPLY FED BALANCE SHEET
M2, IN TRILLIONS, USD IN TRILLIONS. USD
AN aan 2019 2020
LOANS TO THE PRIVATE SECTOR" INFLATION RATE
IN TRILLIONS, USD PERCENT
2019 2020 2019 2020

Source: https://www.visualcapitalist.com/economic-impact-of-covid-h1-2020/

Copyright © 2020, where applicable, S. Scott MacDonald, Ph.D.. Please do not quote or distribute without permission. Page 5 of 57



What impact might Coronavirus have on the
Economy?

* Supply chain disruptions make it difficult for U.S. firms to
finish their products

« Consumers are buying fewer things as they worry about
the virus and its spread

« Uncertainty over the virus and its economic effects can
damage the economy

* Interest rates and stock price decline as economic
uncertainty takes hold, yet the stock market has
recovered?
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Change in Jobs During the Pandemic.

Table 1: Change in Jobs by Industry, February to July
Chart 3: Job Change by Industry, February to July 2020 State

United States

Industry State
Accommodation & Food Services, SA NN = United States
Health Care & Social Assistance, SA —— Industry
) o Arts, Entertainment, and Recreation, SA -36.5%
Admin & Support & Waste Services, SA e Accommodation & Food Services, SA -23.9%
Local Government, SA | Mining & Logging, SA -13.0%
Retall. 54 — Admin & Support & Waste Services, SA -12.0%
Arts, Entertainment, and Recreation, SA I Information, SA -11.4%
Manufacturing, SA — Other Services, SA -10.6%
Other Services, SA — Educational Services, SA -9.3%
Transport, Warehousing, & Utilities, SA — Transport, Warehousing, & Utilities, SA -8.3%
Construction, SA — Real Estate & Rental & Leasing, SA -7.8%
Professional, Scientific, & Tech Services, SA = Local Government, SA -6.6%
Educational Services, SA - Health Care & Social Assistance, SA -6.1%
Information, SA =1 Retail, SA -5.8%
Wholesale, SA - Construction, SA -5.8%
State Government, SA =1 Manufacturing, SA -5.8%
Real Estate & Rental & Leasing, SA =} Wholesale, SA -5.3%
Management of Companies & Enterprises, SA 1 Management of Companies & Enterprises, SA -4.7%
Mining & Logging, SA ' Professional, Scientific, & Tech Services, SA -4.2%
Finance & Insurance, SA | e G ave hatIeA -3.8%
Federal Government, SA | Finance & Insurance, SA -0.5%
-3K -2K -1K OK Federal Government, SA 1.6%
Job Loss (Thousands)

Source: https://public.tableau.com/views/CovidChart3v3-ChangeinNumberofdobs/Dashboard1
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GDP? What??

The key takeaway IS the fact that the COVID crisis triggered the
biggest downturn for the U.S. economy on record.

Real GDP and Deflator q/q%

10%
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Source: Bureau of Economic Analysis; updated 08/27/20 Br ieﬁng.com

*The second estimate for Q2 GDP showed output decreased at an annualized rate of 31.7% (Briefing.com consensus -
32.9%) versus the advance estimate of -32.9%.
*The GDP price index was down 2.0% (Briefing.com consensus -1.8%) versus the advance estimate of -1.8%.

10
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Real GDP (percent of precrisis baseline)
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COvID-19
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1918-23

Great Recession

2007-12

0
2 2019-21
GDP Recover from
: : Great Depression /
Previous Crises T
70
60 T T r
0 1 2 3
Years after crisis
i R P h
P FH’S{ year eal GDP growt
considered
Year 1 Year 2
Spanish Flu 1919 0.4% -1.5%
Great Depression 1930 -8.6% -6.4%
Great Recession 2008 -0.1%
COVID-19 (CBO forecast) 2020 -5.9%
COVID-19 (Blue Chip consensus forecast) 2020 -5.5%
COVID-19 (OECD single hit scenario) 2020 -1.3%
= COVID-19 (OECD double hit scenario) 2020 -8.5%

Sources: FRED; OECD; HISTSTAT; CBO; Blue Chip; CEA calculations.

https://www.whitehouse.gov/wp-content/uploads/2020/08/Evaluating-the-Effects-of-the-Economic-Response-to-COVID-19.pdf
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And we thought the financial crisis was tough
on jobs?

FRED ~47 — All Employees, Total Nonfarm
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Putting Employment on a Ditferent Scale, However,
Shows How Dramatic the Pandemic Has Been.

Recent Employment Losses Nearly Wipe Out 113 Straight Months
of Job Growth Expansion

Monthly change in nonfarm employment in thousands

Total employment (private and government) Private sector
2008 — 2020 2020
500 5,000
300 0
00 . 5,000
-100
: -10,000
-300
500 % -15,000
700 : -20,000
-900

£ 25,000
08 '09 10 M 12 "3 M4 5 16 17 8 9 2020 : JEMAMJ J

Source: Bureau of Labor Statistics

Source: https://www.cbpp.org/recent-employment-losses-nearly-wipe-out-113-straight-months-of-job-growth-expansion
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But, thank goodness for small favors,
unemployment is getting better...

Unemployment Rate (SA)
16%
14%
12%
10%
8%

6%

4%

2%
Jul-04 Jul-06 Jul-08 Jul-10 Jul-12 Jul-14 Jul-16 Jul-18 Jul-20

Source: Bureau of Labor Statistics; updated 08/07/20 Briefing.com
The key takeaway from the report is that the labor market is recovering from the shock of
the COVID-induced seizure, but still has a long way to go, evidenced by the 10.2%
unemployment rate and a 55.1% employment-population ratio that is far below the 60.7%
level seen a year ago.
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Unemployment Fell SlowlﬁDurin Most Recent
Expansion to Below Rates Reached in 1990s, But Now
Exceeds Great Recession Peak.

Unemployment rates in recent recessions and expansions

15%
March — July 20207

Wt
w\m“ -

*_’

2 1 0 1 2 3 4 5 6 7 8 9 10
Years from start of expansion

Source: https://www.cbpp.org/unemployment-fell-slowly-during-most-recent-expansion-and-below-rates-reached-in-1990s-but-now
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Unemployment claims and total payrolls

. . . Total nonfarm payrolls
Initial claims for unemployment insurance

7.5million
150 million
50 145
140
2.5
135
0 130
Feb. 2020 e
20M 15 20

Note: Seasonally adjusted
Source: Labor Department

/@>
L https://www.wsj.com/articles/july-jobs-report-unemployment-claims-2020-11596771828
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Leisure and Hospitality industry payrolls have
been hit the hardest.

Change in payrolls from December

5%
0
-5 Government
i Construction
B Goods-producing
-15 Retail
M Overall
-20 . . -
M Service-providing
-25 Leisure and
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30
35
-40
-45
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I ; : . v ‘ ‘
Jan. 2020 July

Note: Seasonally adjusted

Source: Labor Department

https://www.wsj.com/articles/july-jobs-report-unemployment-claims-2020-11596771828
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Production has fallen significantly.

Production and Capacity y/y%
e Production Capacity Utilization
10%

“ m
70 Mﬁ
-~ .
% > AL /\[v\/\

-2% ‘
-4%

'1 O:IC
-12%
-14%
‘16:\C
-18%

Jul-04 Jul-06 Jul-08 Jul-10 Jul-12 Jul-14 Jul-16 Jul-18 Jul-20

Source: Federal Reserve; updated 08/ 14/20 Brieﬁng.com

The key takeaway from the report is that while total industrial production remains
well below levels from a year ago, the production of motor vehicles and parts has
largely recovered.
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Monthly Retail Sales have come back from
March and April.

Category JUL JUN MAY APR MAR
Retail Sales 1.20% 8.40% 18.30% -14.70% -8.20%
Excluding Autos 1.90% 8.30% 12.30% -15.20% -3.80%
Durable goods

Building Materials -2.90% 0.80% 12.80% -2.20% 0.70%
Autos/parts -1.20% 9.10% 48.30% -12.20% -25.90%
Furniture 0.00% 37.40% 77.10% -48.90% -22.10%
Nondurable goods

General Merchandise -0.20% 2.10% 6.00% -13.60% 8.50%
Food 0.20% -1.50% 2.20% -12.90% 26.90%
Gasoline stations 6.20% 14.80% 12.00% -24.50% -16.50%
Clothing 5.70% 98.80% 180.10% -73.50% -48.70%
e*retailing/non-store 0.70% -2.10% 7.70% 9.40%  5.00%

https://www.briefing.com/calendars/economic/display-article?Articleld=ER20200916083000RetailSalesex-
auto&FileName=retail.htm
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Housing

Residential Housing has been surprisingly strong.
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Housing Market Has Remained Strong

Housing Starts and Building Permits 3-Month Moving Average
(thousands, SAAR)
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Source: Census Bureau; updated 09/ 17/20 Briefing.com

*Housing Starts for August declined 5.1% m/m to a seasonally adjusted annual rate of 1.416 million units (Briefing.com
consensus 1.489 million) but were up 2.8% yr/yr.
*Building Permits declined 0.9% m/m to 1.470 million (Briefing.com consensus 1.520 million) and were down 0.1% yr/yr.
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S

The Amazon Effect and CRE?

Again, will Coronavirus fuel the flames?

Everyone

Everyone Amazon
Else 53%

U.S. E-Commerce Sales U.S. Online Sales Growth

Aselect listing of COVID-19 fatalities:
24 Hour Fitness
- What impact has Amazon have on * Advantage RentA Car

strip centers as well as anchor  Borden Dairy
stores: . CB;rhooks Brcl)(thlezrs
. esapeake Ener
+ Sears . ChuckFI)E. Cheese v
« ToysR Us . Herts
- Payless Shoes . JCPenney
« Radio Shack . JCrew
* Sports Authority - Neiman Marcus
* Pier1
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Monetary Policy

The Fed reversed course with concern over the Coronavirus.
Pulling out plays from the 2008 era.
They have lower interest rate to near zero again.

The have stated they are not so concerned about inflation and
will likely keep rates low for years.
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“New” Fed Policy

Back to Zero
How the federal-funds rate changed in the
last four downturns

m 2020 2007-09 2001 1990

12%
10

8

Ll 1 I T | T 1 ] 1
1 5 10 15 20 25 30 35 40 45
MONTHS AFTER THE RATE PEAKED

Source: Federal Reserve

The Federal Reserve approved on
Aug. 27, 2020 a major shift in how it
sets interest rates by dropping its
longstanding practice of pre-emptively
lifting them to head off higher inflation,
a move likely to leave U.S. borrowing
costs very low for a long time.

If they had followed this policy five
years ago, they likely would not have
increased interest rates in 2015

https://www.wsj.com/articles/feds-powell-headlines-virtual-jackson-hole-economic-conference-11598486400
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What does the new monetary policy regime mean?

- First, the sharp reversal in the effective federal funds rate has created issues in the fixed
income markets.

« Mr. Powell said (at the recent Virtual Jackson Hole Economic event) the changes reflected
lessons the central bank officials had learned in recent years about how inflation didn'’t rise as
anticipated when unemployment fell to historically low levels.

2.5 150
2 ] 125
Target Rate/Range -
= EFFR =
1.5 — Volume 100 g
g e
. =
g 1 | 75 i
o
-
=
0.5 50 @
0 25
-0.5 0
Sep '19 Nov '19 Jan ‘20 Mar ‘20 May ‘20 Jul ‘20

Source: https://apps.newyorkfed.org/markets/autorates/fed%20funds
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Inflation, unemployment, and federal reserve monetary policy

Inflation rate Unemployment rate
== |nflation rate target Projected long-run unemployment rate
10%
8
The Federal Reserve 6
Rarely Meet Its 4
Inflation Target. 2 2 % inflation target
0
2 . : 1 : ' 1
2008 2010 2012 2014 2016 2018 '20
6%
5 Interest rate Federal funds == Federal funds
target target range target range
(lower limit) (upper limit)
3
2
Ses 1
@ Source: https://www.cbpp.org/federal-reserve-has-seldom-
met-its-inflation-target-in-this-expansion-has-lowered- T e
1) longer-term 2008 2010 2012 2014 2016 2018 ‘20
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Price Puzzle
Inflation during the expansion phase of the business cycle has trended lower, on
average.

“It reflects our view that a

3.00% RECESSION .
robust job market can be
2.75 sustained without causing an
- outbreak of inflation,” said Mr.
Powell.
2.25
2.00 Fed inflation
target
175
Average during
1.50 expansion cycle
1.25
1.00 : 5
M Core inflation, 12-
o755 1 B | | month change
1994 2000 10 20

Note: Core inflation excludes food and energy

@% Source: Commerce Department
111 https://www.wsj.com/articles/feds-powell-headlines-virtual-jackson-hole-economic-conference-11598486400
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Fed’s Outlook

“I didn’t know that?” - MacDonald

“The path of the economy will depend significantly on the
course of the virus” — an acknowledgement that uncertainty
about when the health crisis might be solved has complicated
the Fed's ability to set interest rate policy. It's an observation
that Chair Jerome Powell has made, in one way or another, for
months as most states have succeeded only fitfully in
controlling the virus and the ability of businesses to stay open.
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Recognition, Fiscal
and Monetary
response comparisons

between the Financial
Crisis and COVID-109.
Months versus years.

Figure 40. Fiscal and Monetary Responses to COVID-19 and the

Financial Crisis
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Sources: New York Times; Bernanke, Geithner, and Paulson (2020).
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Regardless whether Coronavirus is a big deal
or not, its impact is and will continue to be!!

« Extreme low rates will create havoc on bank profits and
retires.

* Travel, hospitality, restaurants, bars and movie theater
industries are in trouble.

 The dependence and deterioration of the U.S. and China
trade relationship will have a long-term impact on GDP.

 The Fed is worried about liquidity and so should the
banking industry.
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Construction spending

Although holding up relatively, the impact from stay at home orders is
beginning to show on some larger projects, such as DFW Airport
renovations and expansions.
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June Construction Spending

« Total construction spending
declined 0.7% m/m in June
(Briefing.com consensus +1.3%) on
the heels of an upwardly revised ==usdal NoEem
1.7% decline (from -2.1%) in May.

« Total private construction spending

was down 0.7% and total public BEAN /J\"’\ A
/"‘/ v, \'\JA'W\

Private Construction Spending y/y%

30%

construction spending was also Lo
down 0.7%. 0%

C | VA

* The key takeaway from the report

is that total construction spending -20%
was up 0.1% yr/yr despite the -30%
adverse effects of the pandemic, -40%
bolstered by the strength of Jun-05 Jun-08 Jun-11 Jun-14 Jun-17 Jun-20
nonresidential public construction Source: Census Bureau; tpdated 08/03/20 Briefing.com

spending (+5.7% yr/yr).
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Public Construction Spending
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Source: https://www.yardeni.com/pub/ecoindconssp.pdf
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Public Construction Spending (continued)
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Source: https://www.yardeni.com/pub/ecoindconssp.pdf
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Value of Construction Put in Place

600 600
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* Includes single-family homes and multi-family homes.
Source: Census Burcau.
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How things might change

No doubt COVID-19 will have a lasting and permanent impact upon our
lives, the economy, travel and hospitality, and office space. All
impacting the need for CRE and major construction projects.
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What will be the next “new normal?”

| remember when we would be “cashless.”

| remember when we would be “professorless,” after the invention
of the VCR.

| remember when we would be “wireless.”

| remember when we would be “mall-less.”

| remember when we would be “stay-at-home” after 9-11.

IH

| remember when we would be in a “new normal” economy after

the financial crisis.

| remember when we would be in a new “new normal” after the
pandemic.

This time it is different????
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Time Spend at Home.

Time Spent At Home

Average Percent Change Relative to March 2, 2020
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https://www.richmondfed.org/publications/research/coronavirus
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Drastic capacity cut along with dramatic
drop in demand the travel industry

Comparison of passenger numbers and capacity
(Domestic travel is leading the recovery)
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https://www.icao.int/sustainability/Documents/COVID-19/ICAO_Coronavirus Econ Impact.pdf
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Industry Level Patterns, compared to prior year.

Airports
Bars

Coffee and Snack Bars

Sit Down Restaurants

Counter Service Restaurants

[ L]

General Merchandise Stores

Airports
\-__/

Hotels

Relative Foot-Traffic (visits)

- Movie Theaters

Movie Theaters

Supermarkets

0
{90 % Oé @6 %A%ﬁ%ﬁq’oﬁ% /% /9 JOOJ(/ Jo/ \,‘q ‘7
@Jggza,z&egzeea\;oe?)e,&s,91

https://www.safegraph.com/dashboard/covid19-commerce-patterns
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What businesses are people still visiting?

91 3 Avg Foursquare Index (latest date)

0 50 100 150

Trails 166.38
Hardware Stores 134.79 i

Liquor Stores I, 1 13.31

Gas Stations 109.42
Auto Shops 108.37

Auto Dealerships I 106.74

Warehouse Stores i 100.96
Convenience Stores . : 100.47
Fast Food 99.25
Pet Stores 98.88
Grocery ' 9578

I

I

I

I

I

I

I

I

I

]

A I

I

Furniture Stores IEEEEEGEG—_— 048 :
Banks NN, o4.08 |

Big Box Stores 91,97 [
Discount Stores ) 90.79 |
Salons/Barbershops N 20 45 r
Nail Salons 89.49 :
Drug Stores & Pharmacies 59.38 \
Hotels I, £C.02 I

Bars NG .54 'l

Offices * 77-22 \

I

|}

|

I

I

|

I

Clothing Stores I 7255 |
Shopping Malls NN 67 55

]
Casual Dining = 63.68 :
Gyms 58.41 .
Airports NG ' 57 i
Movie Theaters NN 35 44 :
Min 39.44 Avg 91.37 Max 166.38
https://www.domo.com/covid19/economy/
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Brand Specific Patterns, compared to prior year.

Costco

Home Depot

Relative Foot-Traffic (visits)

McDonalds
Starbucks
Target
Walmart
0
‘60 ‘/0)/) A& %é /%ﬁ %ﬁ /%ﬁ ‘YO,‘ ‘?O,. /%}— %J’ \}Oo ‘/0,) J(// JO/ ‘7?9 4(@
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We opened back up when cases were low but
growing?

70k
60k
<«
L= 5]
b S0k
=
- 40k
b
=
= -
= 30k
[
20k
10k
o
Feb 2020 Mar 2020 Apr 2020 May 2020 Jun 2020 Jul 2020 Aug 2020

Figure 2. Retail Spending, Seven-Day Average, 2020

Year-over-year change (percent)
Restrictions First wave of states lift

begin shelter-in-place orders
10
7/13/20
0
CARES Act
-10 signed
Retail spending
data

-20
-30
-40

02/01/20 02/29/20 03/28/20 04/25/20 05/23/20 06/20/20

Source: Proprietary spending data.
Note: "Restrictions” refer to shelter-in-place and dining restrictions. The CARES Act was signed into law on March 27,
2020.
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Percent who wiped out savings due to Covid-19

by age.

No response / 18-24

65 and up \

55-64 To——

10%

18%

45-54 21%

35-44

https://www.cnbc.com/2020/09/01/nearly-14percent-of-americans-have-wiped-out-emergency-savings-during-pandemic.html
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The Health of the Banking
Industry, Today!

Net Income

Return on Equity = Total Equity

Holding up surprisingly well, but pretend and extend

may be the rule of the day.
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Quarterly Net Income
All FDIC-Insured Institutions

Net income has not fallen as much as might have been
$ Billions expected since banks have made over $521 billion PPP
loans and loan losses have not “‘materialized.”

80 - B Securities and Other Gains/Losses, Net

60 | ONet Operating Income o

40 -

e A o

L e I D e I A D

-20

40 -

-60 -
2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020
Source: FDIC.
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@

*

All < $100 $1- $10- >
Bank Size in Total Assets------- >  Insured $100 Mil- $10 $250 $250
Inst. Mil $1Bil BiIl Bil Bil
Number of institutions reporting 5177 1155 3226 656 130 10
Performance ratios (%)
Return on equity 1.3 715 109 109 114 11.6
Pretax ROE 40 8.19 126 13.5 148 14.7
Return on assets qz? 102 13 13 135 1.26
Pretax ROA : 117 151 1.63 175 1.58
Equity capital ratio %% 143 12 12 119 10.8
Net interest margin 30 3.83 3.81 3.72 3.71 3
Yield on earning assets 33 459 472 471 482 3.89
Cost of funding earn assets 0.97 0.75 091 098 1.11 0.89
Earning assets to total assets 90.48 92.6 93.3 926 91.6 89.1
Efficiency ratio 56.63 741 66.3 60.6 53.3 56.9
Burden ratio 1 227 194 166 1.21 0.86
Noninterest inc to earn assets 142 127 115 1.44 1.56
Noninterest exp to earn assets @ 3.69 321 281 265 242
Net charge-offs to LN&LS 0.52 021 014 021 0.7 0.51
Asset Quality (%)
Net charge-offs to LN&LS 0.52 021 014 0.21 0.7 0.51
Loss allow to Noncurr LN&LS 129.7 111 151 152 127 125
LN&LS provision to net charge-of 105.6 129 152 125 105 102
Loss allowance to LN&LS 8 14 123 1.06 1.23 1.15
Net LN&LS to deposits (715) 708 81.3 87.3 78.1 63.1
Noncurr assets + OREO to capitalC 4.80 6.58 5.83 4.73 5.31 4.46
Capital Ratios
Core capital (leverage) ratio 9.66 139 11.6 1 101 8.87
Tier 1 risk-based capital ratio 13.29 225 161 142 132 127
Total risk-based capital ratio 14.63 235 172 151 145 143

So, what’s changed since the financial crisis: 2019 vs. 2006
2019

National Industry Average: Full Year

50 basis points on assets is leveraged by 10 times to shareholders

Source: FDIC Quarterly Banking Profile
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2006
National Industry Average
All < $100 %1 -
Comm $100 Mil- $10 > $10
Banks Mil $1Bil Bil Bil
8,681 3,633 4,399 530 119
12.34) 7.10 11.32 11.47 12.77
17.87 9.13 15.29 16.48 18.71
1.28)0.93 1.17 1.22 1.32
119 159 1.81 1.95
3.03 10.40 10.98 10.42
31) 411 4.03 3.69 3.12
6.45 6.62 6.91 6.73 6.33
3.14 251 2.88 3.04 3.21
87.15 91.82 91.85 90.66 85.83
56.79 72.52 63.62 57.14 55.46
2.43 1.96 1.37 0.52
118 1.24 1.40 2.38
3.61 3.20 277 2.90
0.38 0.17 0.16 0.20 0.46
0.38 0.17 0.16 0.20 0.46
136.8 137.9 163.1 170.9 127.8
109.8 165.0 164.0 135.0 104.3
0Z 1.31 1.15 1.16 1.04
(a1.45)75.30 85.43 94.39 92.48
(5.04)5.60 5.67 4.64 4.99
8.23 13.00 9.99 9.40 7.69
10.52 19.22 13.50 12.29 9.69
12.99 20.28 14.62 13.57 12.54
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So, what’s changed since last year: 2019 vs. 2020.2

2019 2020.2
* " National Industry Average: Full Year
Al < $100 $1- $10- > All < $100 $1- $10-
Bank Size in Total Assets------- > Insured $100 Mil- $10 $250 $250 Jnsured $100 Mil- $10 $250
Inst. Mil $1Bil Bil Bil Bil Inst. Mil $1Bil Bil Bil

$250
Bil

Number of institutions reporting 5177 1155 3226 656 130 10 | 5066 1010 3153 755 135
Performance ratios (%)

Return on equity @7.15 109 109 114 116 @6.7 10.2 8.23 1.06
RPtretax ROE . 1440 8.19 126 13.5 14.8 14.7 4.4 78 123 10.7 211
eturn on assets ‘E) 102 13 13 135 1.26 #(ED 94 119 094 0.12
Pretax ROA 63 117 151 1.63 175 1.58 045 1.06 1.38 1.16 0.23
Equity capital ratio 143 12 12 119 108 13.6 11.2 108 10.9
Net interest margin 3.83 3.81 3.72 3.71 3 &g:;b 3.6 3.65 348 349
Yield on earning assets 433 459 472 4.71 482 3.89 353 43 439 4.2 4.21
Cost of funding earn assets 0.97 0.75 091 098 1.11 0.89 0.56 0.71 0.74 0.72 0.72
Earning assets to total assets 90.48 92.6 93.3 926 91.6 89.1 ]| 90.98 92.6 93.8 93 92.1
Efficiency ratio 56.63 741 66.3 60.6 53.3 56.9 | 58.59 751 654 608 544
Burden ratio 111 227 194 1.66 1.21 0.86 113 218 1.81 1.53 1.56

Noninterest inc to earn assets 147 142 127 115 144 156 | 138 133 124 119 1.29
Noninterest exp to earn assets 258 369 321 281 265 242 | 251 351 3.05 272 2385

Net charge-offs to LN&LS 0.52 0.21 014 0.21 0.7 0.51 0.56 0.15 0.12 0.22 0.75
Asset Quality (%)

Net charge-offs to LN&LS 2 021 014 021 0.7 0.51 0.15 012 0.22 0.75

Loss allow to Noncurr LN&LS 111 151 152 127 125 105 147 151 212

LN&LS provision to net charge-o 129 152 125 105 102 158 334 360 298

Loss allowance to LN&LS 118 14 123 1.06 123 1.15 221 136 1.25 1.3 239

Net LN&LS to deposits 7151 708 81.3 87.3 78.1 63.1 63.4 685 795 85.2 76.3

Noncurr assets + OREO to capital 4.86 6.58 583 473 531 446 | 581 6.7 616 6.1 6.8
Capital Ratios

Core capital (leverage) ratio 9.66 139 116 11 101 887 | 877 134 11 102 9.41
Tier 1 risk-based capital ratio 13.29 225 161 142 13.2 127 | 13.49 216 156 139 134
Total risk-based capital ratio 14.63 235 17.2 151 145 143 | 1501 22.7 16.7 151 149

Source: FDIC Quarterly Banking Profile
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9.56
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Although the stock market has done well,
fixed income rates are hurting the elderly.

Fixed Income & Bond Yields

View by: Highest Yield Median Yield

Understanding This Table 3mo 6mo 9mo 1yr 2yr 3yr Syr 10yr 20yr 30yr+
CDs (New Issues) 0.05% 0.05% - 0.10% 0.20% 0.30% 0.45% 1.15% 1.15% -
BONDS

U.S. Treasury 0.11% 0.10% 0.12% 0.12% 0.13% 0.17% 0.30% 0.71% 1.25% 1.47%
U.S. Treasury Zeros -0.00% 0.04% 0.07% 0.07% 0.12% 0.17% 0.38% 0.87% 1.38% 1.52%
Agency/GSE 0.16% 0.18% 0.15% 0.16% 0.20% 0.46% 0.63% 1.39% 2.00% 2.09%
Corporate (Aaa/AAA) -- 0.12% 0.16% 0.10% -- 0.24% 0.68% 1.27% 2.22% 3.09%
Corporate (Aa/AA) 0.22% 0.19% 0.27% 0.27% 0.30% 0.70% 061% 1.66% 2.69% 3.74%
Corporate (A/A) 0.33% 0.36% 0.32% 0.41% 0.79% 0.75% 1.24% 2.54% 362% 4.23%
Corporate (Baa/BBB) 0.50% 1.65% 141% 1.99% 1.55% 4.68% 4.33% 476% 5.37% 5.66%
Municipal (Aaa/AAA) 0.20% - 0.30% 0.36% 0.42% 0.52% 1.14% 1.73% 2.08% 223%
Municipal (Aa/AA) 0.24% 0.40% 0.45% 0.41% 0.66% 1.13% 1.22% 2.08% 2.53% 243%
Municipal (A/A) 0.13% 0.14% 0.60% 0.70% 0.85% 1.18% 1.32% 241% 2.89% 2.58%
Taxable Municipal™ - 0.24% - 0.85% 0.75% 1.92% 1.95% 2.60% 3.65% 3.87%

AS OF 2:57 PM ET 09/07/2020. YIELDS MAY BE DELAYED UP TO 15 MINUTES
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Credit Markets

How has COVID-19 impacted us to date?
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Noncurrent Loan Rate and Quarterly Net Charge-
Off Rate.

Many banks have done 90, and now 120
day, deferrals. Those are coming to an
Percent end, what next?

All FDIC-Insured Institutions

=—=Noncurrent Rate
Quarterly Net Charge-Off Rate

O I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I 1
2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020
Source: FDIC.
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Figure 31. Severe Delinquency Rate by Nonmortgage Products,

2019-20 CARES Act
Percent signed
7 6/30/20
6
" Nondeferred LO&HS al'e nOt
student loans . .
. delinquent until
3 Credit cards you Say they arE!!!
2 Auto loans e
Others and leases
| —
0 - T T T T T
10/1/19 02/1/20 03/24/20 04/21/20 05/19/20 06/16/20

Sources: Equifax; CEA calculations.
Note: Since these are weekly data, and the CARES Act was signed March 27, it is presented the week of March
31, 2020.

Figure 34. Percentage of Loans Reported with Possible
Accommodation, by Type of Loan, 2019-20

Pe{;e”t CARES Act signed 6/30/20
9
8
7
6
5 Home equity
4
3 Credit card
2
1 —— Consumer finance
0 . T v "
10/01/19 12/01/19 02/01/20 04/01/20 06/01/20

Source: Equifax.

https://www.whitehouse.gov/wp-content/uploads/2020/08/Evaluating-the-Effects-of-the-Economic-Response-to-COVID-19.pdf
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Gross Charge-offs Comparison of
2008-2010 and Covid-19 Estimates.

Cumulative gross charge-offs in US$B: Comparison of GFC versus COVID-19
baseline scenario

B Cumulative charge-off (gross, 2008-10) W Cumulative charge-off (gross, 2020-22)

1-4 family home equity line of credit

1

1-4 family mortgages Clearly, the Financial Crisis
Fa impacted residential and
CRE, multifamily, construction, owner-occupied RE, other RE CRE StrOﬂgW- COVI D'1 9

91 hits travel, leisure and retail.

77

Commercial and industrial

Credit and revolving plans

Other consumer

Source: Deloitte Center for Financial Services analysis; S&P Global Market Intelligence.

https://www2.deloitte.com/content/dam/insights/us/articles/-6828 fs-sector-forecast-series-installment-5-banking-long-
covid/figures/6828 Installment-5-Figure4.jpg
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Summary of PPP Approved Lending

Loan Count Net Dollars Lender Count
4,885,388 $521,483,817,756 9,461
. Lender Loan % of
Lender Size Count Count Net Dollars Amount
>$50 B in Assets 34| 1,639,892 $189,773,791,634 36%
$10 B to $50 B in Assets 89 739,912 $100,724,547,553 19%
<$10 B in Assets 95.338| 2505684 $230,985,478,569 44%

@

https://www.sba.gov/sites/default/files/2020-07/PPP%20Results %20-%20Sunday%20F INAL .pdf
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PPP Loan by Industry (NAICS) Sector

Loan % of
NAICS Sector Description S Net Dollars Somouril
Health Care and Social Assistance 506,263 $67,356,500,071 12.92%
Professional, Scientific, and Technical Services 638,221 $66,430,801,754 12.74%
Construction 466,221 $64,568,137,994 12.38%
Manufacturing 229,591 $54,002,922,769 10.36%
Accommodation and Food Services 367,502 $42,099,336,178 8.07%
Retail Trade 450,181 $40,355,657,949 7.74%
Other Services (except Public Administration) 531,572 $31,145,678,051 5.97%
Wholesale Trade 167,237 $27,726,783,463 5.32%
Administrative and Support and Waste Management and Remediation Services 240,947 $26,482,972,198 5.08%
Transportation and Warehousing 191,609 $17,088,399,318 3.28%
Real Estate and Rental and Leasing 245,697 $15,631,026,225 3.00%
Finance and Insurance 168,462 $12,205,158,596 2.34%
Educational Services 81,387 $11,998,270,955 2.30%
Unclassified Establishments 222,096 $9,901,564,953 1.90%
Information 69,106 $9,264,147,642 1.78%
Arts, Entertainment, and Recreation 118,332 $7,996,562,961 1.53%
Agriculture, Forestry, Fishing and Hunting 139,150 $7,908,693,255 1.52%
Mining 21,570 $4,510,946,138 0.87%
Public Administration 13,423 $1,733,982,305 0.33%
Management of Companies and Enterprises 8,893 $1,581,110,997 0.30%
Utilities 7,928 $1,495,163,987 0.29%
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Its more about the unknow than the
known!

COVID-19 and 2020 will potentially have a significant
impact for years to come.
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Life exists beyond Corona!

If we figure this out, then what do we have to look forward to?
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Student debt, jobs market, and the impact on
Universities.

Total Debt Balance and its Composition

Trillions of Dollars

mMortgage ®WHE Revolving ®Auto Loan ®CreditCard ®mStudentLoan  mOther
15 2020Q2 Total: $14.27 Trillion

2020Q1 Total: $14.30 Trillion (3%)

(11%)

(6%)

12

(3%)

6
(69%)
ey r"""&*"
st
7 3

0

I N N S

65. &. é’" &. é. &' &'. ,\Q' '\\. .0’. i .
Source: New York Fed Consumer Credit Panel/Equifax
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Higher Education in a Post-COVID-19 World

While uncertainty pervades all aspects of higher education right now (e.g. virtual learning, remote work, uncertain financial conditions, constrained
enroliment) it is inevitable that many colleges and universities will be operating in a very different environment in a post-COVID-19 world.

Long-term

| |

Immediate

O

Rapid Restructuring
Some institutions will face
the need to rapidly
reexamine and potentially
restructure operations
and evaluate liquidity to

Uncertain Enroliment Title IV Compliance
While historically enrollments are The implications of a
counter-cyclical, uncertainty in shortened academic year,
enrollment forecasts into the next enroliment status changes,
academic year due to fewer treatment of credit balance
channels, potential student requirements, and an
ensure short term dissatisfaction with level of service, uncertain landscape around
continuity and financial crisis impacts on waivers, put future tuition

parents and students will make revenues further in doubt
planning difficult

Remote Delivery Student Well-Being Increased Cyber Risks Long-Term Solvency
Most institutions are Student services such as Short term measures to Closures and mergers
shifting courses to virtual advising, counseling, rapidly scale up may be the result
learning platforms and all faculty office hours, and “remote access” from short-term
operations to remote career services will need potentially leave tuition, room and
work; limited IT resources to adapt to institutions more board refunds, and
and faculty experience remote/virtual vulnerable as entry longer term
with these modalities will engagement in order to points for attackers enrollment declines
create challenges address students needs increase

Trustees are likely to expect higher education executives to rapidly develop strategies to address these challenges, if not already in place

https://www?2.deloitte.com/us/en/pages/public-sector/articles/covid-19-impact-on-higher-education.html
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