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Trends in Asset Quality — Average Levels

Based on Steve H. Powell & Company client data, during the Fourth Quarter 2021, the average level of adversely graded
assets decreased as a percentage of total assets and capital. The average level of adversely graded loans decreased as a
percentage of total loans. Problem assets averaged 0.93% of total assets and 8.79% of tier-one capital plus loan loss
reserve as compared to 1.03% of total assets and 9.69% of tier-one capital plus loan loss reserve while problem loans
averaged 1.42% of total loans as compared to 1.54% of total loans during the Third Quarter 2021.

TRENDS IN ASSET QUALITY
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Steve H. Powell & Company was founded in August of 1993 by former banker and regulator, Steve H. Powell. With the
goal of providing unparalleled asset quality monitoring and regulatory compliance services, the company's clientele
base has grown and now exceeds 100 different financial institutions. We also provide our clients with bank charter

consulting, due diligence support, regulatory applications, financial analysis, and strategic planning. The staff of Steve
H. Powell & Company is comprised of former bankers & regulators who understand the complexities of today’s
regulatory environment. The unique skill sets possessed by our specialists are derived from extensive review
experience in institutions of various sizes and charter types.
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Trends in Asset Quality — Median Levels

The median level of problem assets as of Q4 2021 has decreased to 5.08% of tier-one capital plus loan loss reserve as
compared to 6.40% during Q3 2021. Note the downward trend as overall asset quality continues to improve.

TRENDS IN ASSET QUALITY
MEDIAN LEVEL OF ADVERSELY GRADED ASSETS
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Historical Comparisons

During Q4 2021, increases in problem assets, as measured by adversely graded assets divided by tier-one capital plus
loan loss reserve, were noted in approximately 6% of our clients. This quarter’s increase compares to:

e 6% during the Third Quarter 2021

e 19% during the Second Quarter 2021
e 15% during the First Quarter 2021

e 9% during the Fourth Quarter 2020

e 10% during the Third Quarter 2020

A higher level of volatility in the percentage of increases may be expected as overall asset quality stabilizes; however,
increases may indicate a rise in portfolio risk.
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Dispersion of Problem Assets — as a Percentage of Total Assets
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The above graph shows the dispersion of problem assets as a percentage of total assets. A traditional benchmark for
significant asset quality concern is adversely graded assets that exceed 10% of total assets.
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Dispersion of Problem Loans — as a Percentage of Total Loans
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A traditional benchmark for significant asset quality concern is adversely graded loans that exceed 10% of total loans.
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Dispersion of Problem Assets — as a Percentage of Tier-One Capital & Reserves

TRENDS IN ASSET QUALITY
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Historical Comparisons

Our sample group includes no clients with problem assets that exceed 80% of tier-one capital plus loan loss reserve —a
level normally associated with some form of formal regulatory action — as compared to:

e None (0) during the Third Quarter 2021
e None (0) during the Second Quarter 2021
e One (1) during the First Quarter 2021

Additionally, our sample includes no clients with problem assets exceeding 60% of tier-one capital plus loan loss reserve.
This number compares to:

e None (0) during the Third Quarter 2021
e One (1) during the Second Quarter 2021
e Two (2) during the First Quarter 2021
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Problem Asset Trend Analysis

PROBLEM ASSET TREND ANALYSIS
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The above graph again shows the trend in asset quality over the past three years as measured by adversely graded
assets to total assets, adversely graded loans to total loans, and adversely graded assets to tier-one capital plus LLR.
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Problem Asset Comparative Change Analysis

COMPARATIVE % CHANGE IN ADVERSELY CLASSIFIED ASSETS
Comparative to Assets, Loans and Tier One Capital + LLR
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The above graph shows the pace of asset quality deterioration or improvement. The calculation is based on the percent
change of problem asset levels from one quarter to the next. The graph indicates a favorable trend in asset quality
ratios. Please note any data points below 0% indicate improvement in asset quality.

Modified Peer Data Analysis

An analysis was performed in which six data points were excluded — the three lowest and the three highest data points,
as based on classifications as a percentage of tier-one capital plus loan loss reserve. With the excluded data points,
problem assets (or loans when compared to total loans) averaged 0.82% of total assets, 1.29% of total loans, and 7.57%
of tier-one capital plus loan loss reserve. Fourth Quarter 2021 modified data compares to the following Third Quarter
2021 modified average data set:

e 0.91% of total assets
e 1.38% of total loans, and
P&CO. e 8.42% of tier-one capital plus loan loss reserve
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Shared National Credit Program Review

Annually, when the Shared National Credit Review is published by Federal Regulators, we compare the average &
median loan classifications within the SHPCO client group to adverse classification within the SNC program. The 2021
SNC review was published during February 2022.

A SNC is defined as a 25100 million aggregate loan commitment & shared by over three banks. The 2019 SNC
population totaled $4.8 trillion in commitments. Total commitments increased by $396 billion, or 8.9%, from the third
quarter of 2018 to the third quarter of 2019.

The 2020 SNC population totaled $5.1 trillion in commitments. Total commitments increased by $242 billion, or 5%,
from the third quarter of 2019 to the third quarter of 2020. Nonaccrual commitments totaled $67.4 billion.

The 2021 SNC population totaled $5.2 trillion in commitments. Total commitments increased by $107 billion, or 2%,
from the third quarter of 2020 to the third quarter of 2021. Nonaccrual commitments totaled $52.3 billion.

Classified assets totaled $204.1 billion in 2019, $365.9 billion in 2020, as compared to $332.8 billion currently. Special
mention loans totaled $131.2 billion in 2019, $263.9 billion in 2020, as compared to $217.3 as of Q3 2021.

Special Total Total Total
Year pec!a Substandard| Doubtful Loss o.a. ° ? ota . Adverse Watch
Mention Classified | Committed | Outstanding
2016 | S 136.4 | $ 250.7 | S 25.7|S 86|S 285.1|S 4,102.0|$ 1,986.0 6.95% 3.33%
2017 S 131.7 | S 2451 S 242 | S 166 | S 2859 S 4,3040|S 2,149.0 6.64% 3.06%
2018 | S 1124 | S 173.9 | $ 515 34(5S 1825|$S 4,4350|S$ 2106.0| 4.11% 2.53%
2019 | S 131.2 | $ 186.3 | $ 103 ]S 75|S 204.1|S 4830.0(|S 2359.0| 4.23% 2.72%
2020 S 2639 | S 3148 S 304 | S 206 | S 3659 S 50720|S 2,620.0 7.21% 5.20%
2021 | S 2173 [ S 299.1 | S 18.8 | $ 15.0| $ 332.8| S 5179.0|$ 2,400.0 6.43% 4.20%

The SNC review attributes the portfolio’s asset quality improvement to rising commodity prices & the resulting
improvement within the gas and oil industry. However, the rebound in gas & oil was partially offset by weakening
within the CRE market — particularly within non-OOCRE segments including hotel, office, and retail sectors.

The Review references the direction of risk during 2022 will be driven by ongoing COVID-19 disruptions. It references
other concerns that are likely attributable to managing a community bank loan portfolio. The concerns included:

¢ |Inflation

e Supply chain imbalance
e Labor challenges

¢ High debt levels

e Rising rates

P&_C (O 'https://www.federalreserve.gov/newsevents/pressreleases/files/bcreg20220214a1.pdf
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Shared National Credit Program Review continued

For comparison, average classified loans to total loans within the SHPCO peer data totaled 2.12% as of YE 2019, 1.59% as
of YE 2020, as 1.42% as of YE 2021. SHPCO peer data median classified loans to total loans was 1.61% at YE 2019, 1.15%
at YE 2020, and 0.89% at YE 2021.

Trends in Adversely Graded Loans / Total Loans
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Exhibit 1: Overall Credit Facilities and Commitment Trends
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Shared National Credit Program Review continued

Exhibit 3: Overall Special Mantion Plus Classified Volume and Percantage Trands
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Exhibit 6: Risk Composition and Trend within Targeted COVID-19 Impacted Industries
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For more information about Steve H. Powell & Company, please visit us on the web at

The materials included in this newsletter are provided for informational purposes only and do not constitute legal
advice. You should not act or rely on any information contained in this publication without first seeking the advice of
an attorney. The content of this Asset Quality Update is intended solely for internal use by our clients and may not be
reproduced or quoted without written consent from Steve H. Powell & Company.

a. P.0. Box 2701, Statesboro, GA 30459 | p. 912.682.3029 | f. 912.489.5354

| T

e. sthigpen@shpco.net | w. shpco.net

Est. 1993

10



