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3rd Quarter 2018 “Bank Performance” Newsletter 
 

• Earnings* Remain Solid but General Qualms in the Market have taken Price/Earnings Ratios Lower  
• Buffet Invests $4 billion in Yet another Bank Bolstering his Significant Bank Stock Portfolio 
• Key Operating Takeaways from Q3:  

o 10 of 19 Banks Post Record High Adjusted Earnings* 
o Weighted Average (“Wtd. Ave.”) YOY Adjusted EPS* up an Amazing 35% 
o Wtd. Ave. Net Interest Margin up by 6 Basis Points vs. Q4 ’17.  This Metric Drives Profits at 

Community Banks 
o Excellent Overall Loan Quality Continues with Wtd. Ave. NPA’s at 0.37% of Assets – well 

Below the 1% Level Considered Good/Normal – and Better by 2 Basis Points from Q2 ‘18 
o Wtd. Ave. Capital Remains Very Strong at our Banks – But Decreases Slightly Again this 

Quarter Given Asset Growth, Stock Buybacks and Increased Dividend Payouts 
• Profile for BancFirst Corporation Included Below (written by our newest colleague – Adam Henry)  

* See detailed explanation in the footnotes on page 3.  This is core earnings and makes quarterly comparisons “apples-to-apples”. 
 

P/E’s:  I’ve repeatedly professed my belief that stock prices are a function of both past performance and future expectations.  
Earnings* have stayed strong in Q3.  Yet “P” has declined (thereby lowering P/E’s) – predominantly due to unease that has 
crept into investor psychology.  This, as you are aware, has affected ALL stocks – many sectors even more so than banks.  
It’s somewhat difficult to determine when P/E’s might rebound.  But so long as “E” stays strong – we remain quite happy.  
Prices will sort themselves out over time as market equilibrium constantly fluctuates.  Currently, we are excited to share with 
you the many facets that produce strong “E” for our banks now, along with what we expect to see in the future.  We view this 
environment as an opportunity; i.e. stocks are “on sale” and there are valuable bargains to be had.   
 

Buffet:  If you concur Mr. Buffet is “smart money” (and most of us probably do) it is particularly noteworthy that he made a 
recent investment of $4 billion (yes, with a “b”) in a bank that is a new holding within his already robust portfolio of bank 
stocks.  This investment was most likely amassed over several weeks.  I have to admit that Mr. Buffet’s faith in the financial 
sector is very affirming for this little old investment advisor from Indiana who focuses exclusively on banks.   
 

As noted in the General Newsletter sent a few weeks ago, and consistent with the observation above regarding bargains in the 
market, we have been modestly adding to select investments in our portfolios.  (But not $4 billion worth!  Ha.)  While it may 
take some courage, if you are inclined to add to your investment with us, know that, like Buffet, we are still sanguine about 
banks (for a host of reasons) – especially the outstanding community banks in our portfolios.  Please contact me if you want 
to add to your partnership interest(s) with us.   
 

General Commentary on Q3:  The key metrics we routinely present, (which outline the strong performance of our banks) 
remain the same as in past Newsletters.  YOY pre-tax, pre-provision earnings (the best and most conservative earnings metric 
we can present given the change in the tax law which would inflate YOY after-tax comparisons) are up a whopping 35%.  
Additionally, net interest margins (“NIM”) increased 6 bp’s; outstanding loan quality – as measured by already historic low 
levels of non-performing assets to loans – further improved by 2 basis points; and tangible capital levels all point to the 
successful and excellent results for our banks.  The data point about which we are most pleased is the solid and slightly 
improved NIM’s posted by our companies.  This is as we hoped it would be.  Our banks tend to have more “core funding”, 
i.e. non-interest bearing deposits, and as the Fed Funds rate has increased, this has allowed for margins to expand.  NIM has 
come under some pressure at certain banks as the yield curve has flattened.  But the value of most of our banks’ core deposit 
franchises are helping stave off stresses on margin and they are being rewarded with increased earnings.  Frustratingly, in 
spite of this relative outperformance compared to many other banks, our specific holdings are being treated similar to the 
sector (and market) as a whole and currently experiencing declines in their stock price.  (At the moment, as the ole saying 
goes, ‘the baby is apparently being thrown out with the bath water’.)  Yet book value continues to increase, dividends are 
being upped by many of our banks, and overall long-term value is being created.  It’s just not being reflected in the stock 
prices of our companies at present.  We believe it will at a later date.      
 

We hope this information is helpful to you.  As always, if you have any questions or comments, I welcome your call or email 
to me at 574-243-6501 or john@rosenthalpartners.net  Again, Happy Thanksgiving to you and yours. 
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BancFirst Corporation (“BANF”) – our “Bank of the Quarter” for Fund 1:  
 

By: Adam Henry, Esq., Senior Portfolio Manager, John W. Rosenthal Capital Management, Inc. 
 

As the newest member of our firm, I have been eagerly reviewing the holdings in our investment 
portfolios – getting to know the great banks within our three Funds.  One that immediately jumped out 
at me was the position we hold in an Oklahoma bank holding company, BancFirst Corporation 
(BANF).  BancFirst is not only one of our largest holdings in Fund 1, but also one of our best 
performers; with a current unrealized gain of roughly 150%, and an annual dividend yield of 2.05%. 
Our total return, including dividends and realized gains, is even higher.  
 

BancFirst is Oklahoma’s largest state-chartered bank with 107 branches in 58 communities across the 
state.  While often thought of as an oil and gas lender, the BancFirst portfolio only has 3% of its loans in direct and indirect 
energy assets combined.  The bulk of their strong portfolio is made up of real estate loans to owner occupied commercial, 
investor, and family properties (13%, 19%, and 19% respectively as of June 2018).  The strength of the loan portfolio is 
evident by non-performing assets to total assets ratio of 0.77%. (Anything below 1% is considered strong.)   Even though 
they maintain a conservative loan underwriting philosophy, BancFirst continues to grow and expects loans to increase by 
5.8% in 2018 compared to 2017.  
 

But the heart of BancFirst is clearly the leadership team.  Founded by Gene Rainbolt in 1966, BancFirst has long been a 
family run and locally oriented company.  When Gene stepped down as executive chairman of BancFirst in 2017, his son, 
David Rainbolt assumed that title after servings as CEO for the past 25 years.  Instrumental in the banks long time success, 
David does not plan on shorter days being part of his new role.  (Nor would his father allow it.)  David continues the family’s 
legacy of excellence by mentoring the leadership team and fostering their longstanding service-oriented culture, spearheading 
the company’s continued development and growth.  
 

We expect our position in BancFirst to remain a strong performing asset in our portfolio for the foreseeable future and do not 
anticipate reducing or expanding our current holdings.  
 

Fund 1 Q3 2018 Recap 

 
Note:  For certain performance metrics, if GAAP data was not available, consolidated and/or bank regulatory data may have been used.  
(1)  Pre-Provision EPS = Pre-provision net revenue per share assuming an appropriate federal marginal tax rate and based on average 

diluted shares outstanding.  Pre-Provision Net Revenue = Net Interest Income + Noninterest Income - Noninterest Expense. 
 
Legend:  Our color coded legend above gives an overview of GREAT, GOOD and BELOW PAR – but oftentimes does not tell the whole story.  We do 
NOT adjust earnings for one-time events such as acquisition costs.  So, a “red” in one quarter may end up being a bit misleading.  Furthermore, given the 
lines of business for certain of our banks, there is some seasonality to income; which makes quarterly comparisons difficult.  Green is outstanding and 
represents banks which have posted EPS increases of more than 5%, whose net interest margin is up and whose non-performing loans are down.  Yellow 
is good and represents banks which have posted EPS gains within a range, up or down, of 4.9%.  Red represents banks which have posted EPS declines 
of greater than 5%, had a decrease in their net interest margin or an increase in non-performing loans.  
 
 

Quarterly
Record Total

Pre-Prov. Assets SNL 
Ticker EPS? ($bils) 3Q '18 2Q '18 3Q '17 3Q '18 4Q '17 3Q '18 4Q '17 3Q '18 4Q '17 3Q '18 4Q '17 Bank

A Yes $7.6 $1.02 6% 42% 10.5% 9.9% 3.71% 3.51% 0.67% 0.51% 1.05% 1.09% 0.97 0.79
B Yes $2.5 $1.34 11% 54% 10.9% 10.7% 4.05% 3.89% 0.61% 0.69% 0.91% 0.94% 0.58 0.52
C $0.4 $0.30 -3% 31% 10.1% 9.6% 4.19% 3.86% 0.15% 0.30% 1.48% 1.42% 0.22 0.11
D $4.4 $0.85 -11% 28% 8.2% 7.6% 3.72% 3.64% 0.32% 0.33% 0.55% 0.53% 0.71 0.64
E $3.7 $0.72 -6% 52% 11.7% 9.7% 4.11% 4.19% 0.48% 0.41% 0.55% 0.49% 0.63 0.55
F Yes $8.1 $1.27 8% 36% NA 11.5% 4.17% 4.19% 0.40% 0.34% 0.99% 1.01% 1.05 0.90
G $5.5 $0.90 -3% 22% 8.5% 8.1% 3.81% 3.97% 0.32% 0.31% 1.04% 1.04% 0.87 0.75
H Yes $4.2 $0.42 7% 16% 8.9% 9.1% 2.57% 2.87% 0.14% 0.05% 1.04% 1.15% 0.84 0.71
I Yes $3.4 $0.56 6% 44% 9.4% 10.0% 3.78% 3.73% 0.26% 0.38% 0.68% 0.73% 0.84 0.74
J $3.2 $0.31 20% 32% 8.3% 7.9% 4.40% 3.90% 0.78% 0.10% 1.44% 1.24% 0.79 0.65
K $5.3 $0.48 14% 43% 9.6% 9.6% 4.41% 4.02% NA 0.83% 0.94% 1.13% 1.00 0.79
L Yes $9.9 $1.27 6% 36% 8.8% 8.4% 3.99% 4.00% 0.16% 0.26% 0.55% 0.61% 1.25 1.04
M $4.8 $0.81 -2% 35% 10.4% 9.9% 3.45% 3.35% 0.34% 0.26% 1.26% 1.23% 0.97 0.80
N Yes $1.0 $0.76 15% NM 7.3% 7.6% 3.44% 3.41% 0.96% 1.10% 1.20% 1.22% 0.08 0.07
O Yes $2.2 $0.65 4% 69% 11.5% 10.9% 5.32% 5.03% 0.39% 0.33% 1.35% 1.12% 0.72 0.63
P Yes $3.3 $0.62 1% 38% 10.6% 10.2% 3.82% 3.68% 0.20% 0.31% 0.99% 1.03% 0.93 0.82
Q $6.7 $1.39 -2% 22% 7.5% 7.2% 3.37% 3.45% 0.40% 0.38% 0.86% 0.85% 1.00 0.79
R $4.8 $1.03 -1% 31% 7.6% 7.6% 3.02% 2.97% 0.40% 0.46% 0.74% 0.78% 0.85 0.74
S Yes $2.2 $0.44 6% 24% 8.5% 8.4% 2.97% 3.28% 0.09% 0.03% 1.04% 1.09% 0.89 0.71

Wtg. Avg. $4.7 3% 35% 8.9% 9.2% 3.73% 3.67% 0.37% 0.35% 0.97% 0.98% 0.85 0.71
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*As highlighted in the previous Bank Performance Newsletters, we’ve had to modify how to best and most clearly present comparative 
quarterly and year-over-year earnings data.  Our goal is to put forth the most precise and accurate assessment of how our banks have 
done.  We are again presenting earnings data on an “adjusted basis”.  Why?  Well, it tells the most complete and correct story.  With the 
new lower tax rates now in effect, comparisons to the year ago period would be dramatically (albeit positively) skewed to a much higher 
level of EPS.  So, we’ve “normalized” earnings using a standard industry approach which adds net interest income and non-interest 
income; subtracts non-interest expenses and then taxes the resulting net revenue with an implied 35% tax rate.  This approach neutralizes 
the tax rate differences between this year and last year.   We’ve done this across the board and for all comparable periods – thereby 
making comparisons meaningful and relevant.   
 

Finally, as always, past performance may not be indicative of future results.  Therefore, no current or prospective client should assume 
that the future performance of any specific investment, investment strategy (including the investments and/or investment strategies 
recommended by the advisor), will be profitable or equal to past performance levels. 
 
 
 


