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Common Denominator

Deposit Size per Account

Major U.S. Commercial Banks: Average Deposit Size per Account
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Uninsured Deposits

Credit Union Average
First Internet Bank of Indiana

Flushing Banl
Custamers Bank
Pacific Western Bank

Mational Bank Corporation
Fifth Third Bankcorp
Citibank Financial Group, Inc
The PMC Financial Securities Group, Inc
Truist Financial Corporation
Western Alliance Bank
Wells Fargo & Company
Huntington Bancshares
Comerica Bank

LI% Bancorp

P Maorgan Chase & Co

First Republic

Signature Bank

SWEB Financial Group
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Silicon Valley Bank (SVB): What Really Happened:

* Deposit base heavily concentrated in the tech sector —venture capital and startups
* That customer base was more cash-rich with less need for loans
* Fueled significant growth in assets for SVB in 2020-2021

* Bond portfolio accounted for nearly half of the balance sheet and was primarily
comprised of longer duration Treasuries and Agency MBS (unhedged)

Questionable management decisions

* |n addition to poor ALM practices in recent years, several questionable decisions
were made during the week SVB failed

* |n an apparent attempt to avoid an imminent downgrade by Moody's, SVB moved to
sell its AFS portfolio, and the next day it would issue equity to replenish capital from
the bond sales

* There was no evidence of a liquidity crunch prior to these steps, and 5VB had ample
borrowing capability

* The equity raise failed, and with essentially no public communication from the
company explaining the steps, 25% of its deposits walked out the door (Game Qver)
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Idiosyncratic vs. Systemic

Silicon Valley Bank was a very specialized model, effectively serving as the banker
for a struggling tech industry

* The bank's securities portfolio accounted for half the balance sheet, and the bank made rate bets last
surmmer during the “Fed pivot”™ speculation

* Heavy reliance on institutional deposits accelerated the “run”

System-wide, virtually all depository institutions have underwater financial
assets

* Industry-wide capitalization and asset quality remain relatively sound, even after accounting for
unrealized portfolio losses

* Mo institution can survive a run

“Whenever the Fed hits the brakes, someone goes through the windshield.”
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Yield Change

Extreme Rate Volatility

2-Year Treasury: 30-Day Rolling Yield Change
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Next Steps

SLOW DOWN. Approach the current environment with caution

*Rates will likely be volatile, and pricing can become stale quickly.

*The risk is that you unintentionally end up "buying” the market in a certain type of asset class.

*|t's OK to raise rates, slow/pause lending, and build a larger cash buffer than in calmer times until we receive more clarity on
the environment in the coming weeks/months.

e Risk premiums and expected returns should be higher

* Lending in today’'s market is different than 2 weeks ago.
* Make sure you are getting compensated for the enhanced spread and risk premiums that you are taking.

Hedge to lock in strong risk-adjusted pricing

¢ |f you have properly priced loans, excess interest rate risk (IRR) can be mitigated through hedging.
* During volatile times, hedging can help you lock in your margins.

Continue to focus on prudent risk management—we are not out of the woods yet

* |dentify and monitor unique risks to your institution
* Test your liguidity sources
* Focus on deposit betas, demographic analysis




Capital Trends — CUs vs Banks
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CU Net Worth vs. Tangible Equity Ra
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