Building in
Atlanta conjures up
memories of the past

BY NATHAN STOVALL APRIL 28,2016

Construction in the Atlanta market is heating up again,
and many banks are hoping that history will not repeat
itself.

Followers of the Atlanta market say that activity has not
reached the overheated levels witnessed just before the
Great Recession, and note that the memories of the crisis
that claimed scores of banks in Atlanta remain firmly in
many community bankers’ minds.

Walt Moeling, senior counsel at Bryan Cave LLP, said
there are many cranes in the area, and noted that there are
new condominiums and office buildings being constructed
on all four sides of his firm’s midtown Atlanta office.

“Mark Twain said history doesn't repeat itself but it
rhymes, and this rhymes,” Moeling said in an interview.
“The story | get is that most of the big construction is
funded by the larger banks which have the capacity to do
that. The smaller banks are sticking to their small business
customers.”

Georgia construction jobs in March 2016 increased 9.5%
from year-ago levels, which marked the strongest growth
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since 2000, according to the Bureau of Labor Statistics.
That growth follows 5%-plus year over year growth in con-
struction jobs reported in every month since October 2013.

The construction activity comes as job growth is ex-
pected to remain strong in metro Atlanta. Jeff Humphreys,
director of Simon S. Selig, Jr. Center for Economic Growth,
which is part of the University of Georgia's Terry College of
Business, projected in November that job growth in Atlanta
would outpace national employment growth in 2016.

The new development has also continued as office va-
cancy rates in the Atlanta market have declined. Vacancy
rates in the market reached a 15-year low in the first quar-
ter, according to CBRE's Atlanta research department. CBRE
recently found that Atlanta office rents grew in the first
quarter for the ninth consecutive quarter. Given rent in-
creases and declining vacancy rates, builders are respond-
ing with new space, CBRE said, highlighting three develop-
ments under construction that will bring more than 1 million
square feet to the market, as well as three more speculative
developments anticipated to begin construction in 2016.

“Over the past months, many Atlanta office assets have
been placed on the market to trade or have traded,” Dan
Wagner, CBRE Southeast Research Manager, said in an
April 21 news release. “While this would typically indicate

M&A activity in Atlanta-Sandy Springs-Roswell, GA, MSA

Limited to whole-bank deals announced after 2013

Deal

Deal Premium Deal value/

Announce- value paid value/ deposits

Buyer (ticker) Target ment date  ($M) ($M)*  TCE (%) (%)
Charter Financial Corp. (CHFN) CBS Financial Corp. 12/03/15 58.7 33.3 231.00 17.76
Donald Joseph Leeper' A Northside Bancshares Inc. 11/09/15 NA NA NA NA
Renasant Corp. (RNST) KeyWorth Bank 10/20/15 58.7 15.8 136.97 17.50

Bank of the Ozarks Inc. (OZRK)A Community & Southern Holdings Inc. 10/19/15 799.5 397.1 198.69 26.14

Hamilton State Bancshares Inc. (HMBH) Highland Financial Services 05/15/15 20.1 6.1 143.44 18.30
Community & Southern Holdings Inc. Community Business Bank 01/30/15 27.4 7.9 140.85 22.41
First Peoples Bankshares Inc. Meriwether Bank Shares Inc. 12/09/14 4.9 0.3 105.85 22.75
IBERIABANK Corp. (IBKC) Georgia Commerce Bancshares Inc.  12/08/14 194.8 101.5 208.67 23.60
ServisFirst Bancshares Inc. (SFBS) Metro Bancshares Inc. 10/20/14 41.2 144 153.76 22.35
First Landmark Bank? Midtown Bank & Trust Co. 04/28/14 NA NA NA NA
State Bank Financial Corp. (STBZ) Atlanta Bancorp. Inc. 04/28/14 25.2 -0.4 98.57 15.61

Data compiled April 25, 2016.

Government-assisted deals are excluded from the analysis.

Financial data is based on publicly available disclosures as of the announcement date.

* Premiums paid, if negative, should be regarded as discounts.

A Deal is currently pending.

" Donald Joseph Leeper has agreed to acquire a majority stake in Adairsville, Ga.-based Northside Bancshares Inc.

2 Marietta, Ga.-based First Landmark Bank merged with Atlanta-based Midtown Bank & Trust Co. in a merger of equals.
TCE = tangible common equity

NA = not available; MSA = metropolitan statistical area
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the market is nearing the top of a cycle, Atlanta fundamen-
tals remain resilient.”

Many banks in Atlanta remember just how much the
market fell from the top of the previous cycle, and those
institutions have not forgotten the pain that followed. At-
lanta produced more bank failures than any other metro
area in the U.S,, largely due to excessive lending concen-
trations and a lack of core funding. Advisers working with
banks in metro Atlanta have said that many institutions
made structural mistakes, underwriting loans to projects
rather than the quality of borrowers, relying on high-net-
worth individual guarantees as collateral and using inter-
est reserves in acquisition, development and construction
loans consistently. Those reserves prevented loans from
becoming distressed much earlier and might have given
some banks a false sense of confidence, but eventually
stress reared its ugly head.

While advisers say building activity has resumed in force,
they note that the more recent activity looks different
than in the years before the credit crisis, where residential

construction fueled banks’ growth. Construction activity
is now more focused on the commercial and multifamily
sector, they say.

R. Lee Burrows Jr., CEO at Banks Street Partners, also
noted that the residential real estate market still has not
fully recovered from the downturn, highlighting that home
prices are not back to their 2007 levels by “any stretch of
the imagination.” He said banks with less than $50 billion
in assets remain cautious and the Great Recession is still
“very present” in their minds.

Banks that have operated in Atlanta for years have also
faced a new round of competition from newer entrants.
Several community bank and smaller regional players have
entered the metro Atlanta market in recent years, with
ServisFirst Bancshares Inc., IBERIABANK Corp., Bank of the
Ozarks Inc., Renasant Corp. and others building through
acquisitions. Still, even as traditional M&A activity has
resumed in force in Atlanta, large banks such as SunTrust
Banks Inc., Wells Fargo & Co., Bank of America Corp. and

Atlanta-Sandy Springs-Roswell, GA, MSA by deposit market share

YOY Deposit
Active Deposits in change market share YOy
branches MSA ($B) in (%) change in
deposits market
Company (ticker) City, state 2015 2014 2015 2014 (%) 2015 2014 share (bps)
Wells Fargo & Co. (WFC) San Francisco, CA 194 196 17.91 16.31 9.83 20.82 20.46 36
Bank of America Corp. (BAC) Charlotte, NC 139 139 1450 12.75 13.74 16.85 16.00 85
SunTrust Banks Inc. (STI) Atlanta, GA 164 172 9.64 9.15 536 11.20 11.48 -28
BB&T Corp. (BBT) Winston-Salem, NC 87 91 5.81 5.51 5.41 6.75 6.91 -16
Synovus Financial Corp. (SNV) Columbus, GA 43 45 429 398 7.68 498 5.00 -2
Regions Financial Corp. (RF) Birmingham, AL 69 73 3.62 331 944 421 4.5 6
Bank of the Ozarks Inc. (OZRK) Little Rock, AR 42 13 2.89 032 807.05 3.36 0.40 296
Fidelity Southern Corp. (LION) Atlanta, GA 44 34 2.63 2.17 20.91 3.05 2.73 32
JPMorgan Chase & Co. (JPM) New York, NY 83 82 262 219 19.71  3.04 274 30
United Community Banks Inc. (UCBI) Blairsville, GA 36 36 2.23 2.15 3.76 259 270 -11
PNC Financial Services Group Inc. (PNC) Pittsburgh, PA 68 65 2.1 1.86 13.20 245 234 1
Hamilton State Bancshares Inc. (HMBH) Hoschton, GA 24 23 1.30 1.22 7.24 1.52 1.53 -1
State Bank Financial Corp. (STBZ) Atlanta, GA 7 5 1.1 0.99 11.77 1.29 1.25 4
Brand Group Holdings Inc. Lawrenceville, GA 6 7 1.06 1.02 365 123 1.28 -5
Renasant Corp. (RNST) Tupelo, MS 17 12 1.00 0.53 88.13 1.17 0.67 50
IBERIABANK Corp. (IBKC) Lafayette, LA 8 - 0.92 - - 1.07 - -
Fifth Third Bancorp (FITB) Cincinnati, OH 29 29 0.88 0.85 404 1.03 1.07 -4
United Bank Corp. Barnesville, GA 13 13 0.83 0.81 3.10 097 1.02 -5
First Citizens BancShares Inc. (FCNCA)  Raleigh, NC 14 14 0.74 0.43 7236 0.86 0.54 32
Charter Financial Corp. (CHFN) West Point, GA 8 5 0.52 0.22 139.94 0.60 0.27 33
MSA total 1,274 1,318 86.06 79.71 - - - -

Data compiled April 25, 2016.

Analysis includes top 20 holding companies by deposit market share based on FDIC summary of deposits data as of June 30, 2015.

2015 data is pro forma for announced and completed M&A since June 30, 2015. 2014 data is based on Summary of Deposits filings as of June 30, 2014.
Deposits are capped at $500 million at each branch.

MSA = metropolitan statistical area
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BB&T Corp. still dominate the market. Burrows noted that
those large institutions are currently financing most of the
larger construction projections.

“Inthe metro area, there is a lot of industrial and residen-
tial growth, but primarily around apartments. And apart-
ments appear to be the next bubble to burst in Atlanta
and many other big markets,” Burrows said in an interview.

Leading up to the last downturn, small and large banks
alike financed the considerable construction activity in
metro Atlanta. Virtually all institutions in Atlanta took part
in the pre-crisis building boom, but that is not necessarily
the case today.

“You really had that aggressive growth at that level being
funded by everybody,” Moeling said of the growth before
the credit crisis. “There is much more awareness of the
issue [now]. And it's not a top to bottom banking issue to
the same extent. The big projects are being funded by the
much larger institutions by and large.”

Burrows said community banks are ceding business
to larger banks simply because they cannot match their
prices. Some of the nation’s largest institutions can be far
more aggressive on rates because they have lower costs of
funds, other sources of revenues and continued access to
the capital markets.

“Wells Fargo always has access to the capital markets. If
you're a $500 million community bank and you screw up,
access to the capital markets is not an automatic for you,”
Burrows said.

While some banks might be proceeding with caution,
regulators are also watching the resurgence in commercial
real estate, and have said that they plan to pay “special at-
tention” to CRE lending risks in 2016.

Some banks operating in the metro Atlanta market have
said that they are taking time to examine their portfolios

given the recent growth. Synovus Financial Corp. Chairman,
President and CEO Kessel Stelling Jr. recently said that he is
focusing on loan quality, not quantity. Synovus Chief Credit
Officer Kevin Howard added that the company is pulling
back from construction lending. He said the company is
watching rent growth versus wage growth, and noted that
there are a couple of markets that are currently ahead of
themselves.

Bryan Cave's Moeling said pulling back in select lending
areas and markets and focusing on quality over quantity
is not something that banks often expressed before the
downturn.

Other banks are being cautious to not put too much of
their balance sheet at risk and could end up deciding to
return more capital to shareholders opposed to pursuing
more aggressive growth. Burrows said many small bank
management teams that lived through the Great Reces-
sion are hesitant to lever their capital below 9%. He said
many of those institutions feel like they are doing a good
job because they have a CAMELS 1 rating and operate
in strong regulatory standing, but he said many of those
institutions are reporting returns on equity in the mid-to
high-single digits due to their high capital levels. Burrows
said those institutions are currently stock piling capital, and
he believes they will be reluctant or struggle to lever their
capital bases even more. That scenario likely will prompt
those institutions to return more capital to shareholders
through increased share buybacks and dividends, he said.

“If you're showing your shareholders a 7% or 8% return
on equity and you're complementing that with 3% dividend
yield, in this interest rate environment, | would say that
most shareholders would be pretty happy with that,” Bur-

rows said.
Zain Tariq contributed to this article.
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