
  
ROSENTHAL INCOME STRATEGIES FUND LP (“FUND 3”) 

Important Market Update:  Before presenting the good news about the earnings at our banks for the 4th Quarter of 
2018, we wanted to highlight that Fund 3 has increased in value by approximately 4% since December 31, 2018.  
Markets have settled down and the mood among investors is less pessimistic than it was during Q4.  Not as much  
concern about the Fed continuing to raise short term rates throughout 2019, the re-opening of the government (at least 
temporarily), and some optimism about a trade deal with China have all contributed to a rebound from what we 
believed was a gross over-reaction in the market late last year.  But, most importantly, earnings, which have 
consistently beaten estimates (and some by a lot) are the biggest reason why stock prices have rebounded this 
year.  Several partners have increased their investments during this most recent dip.  If you wish join them and 
increase your investment in our Funds, please contact us and we’ll facilitate your request.     

 

4th Quarter 2018 “Bank Performance” Newsletter 
 

• Earnings* Exceeded Expectations in our Portfolio and the Banking Industry in Total.    
• Key Operating Takeaways from Q4:  

o 7 of 24 Banks Post Record High Adjusted Earnings* 
o Weighted Average (“Wtd. Avg.”) YOY Adjusted EPS* up an Outstanding 33% 
o Contrary to Analysts Expectations, Wtd. Avg. Net Interest Margin up 8 Basis Points vs. Q4 ’17.  

This metric drives profits at Community Banks 
o Excellent Overall Loan Quality Continues with Wtd. Avg. NPA’s at 0.58% of Assets – well Below 

the 1% Level Considered Good/Normal 
o Wtd. Avg. Capital Remains Very Strong at our Banks Increasing Slightly from 10.1% to 10.2%  

• Profile for Kentucky Bancshares, Inc. Included Below  
* See detailed explanation in footnotes on page 2.  This is core earnings and makes quarterly comparisons “apples-to-apples”. 
 

Net Interest Margins:  To us, this is the pivotal story of Q4.  Many analysts, (and investors who listened to them) believed net interest 
margins (“NIM”) would decline in Q4.  In spite of all the attention focused on the flattening yield curve and fear of increasing deposit 
betas, NIM’s did not shrink; either at the banks in our portfolios, or across the broader universe of banks.  As featured in the headlines, 
NIM’s in our portfolio of banks increased by 6 basis points.  Equally noteworthy, according to research from S&P Global, FactSet and 
Raymond James, NIM at all banks who have reported financial results as of Feb. 1, have seen an 8 basis point expansion in margin 
YOY.  This is significant and one of the main reasons bank stock prices have come up since year-end.  Part of the reason for this 
somewhat unexpected growth in NIM is related to stronger than expected loan growth.  (Growing loans usually helps increase margins 
as loans earn more interest income than investments in securities.)  Median loan growth for all reporting banks sits at 1.9% in Q4 
compared to 1.4% in Q3. This number surprised to the upside as well.    
 

Stronger than expected margins this quarter are as we hoped/thought they would be.  With the Fed signaling it “will be patient” as it 
considers further rate hikes, there is far less focus and worry on deposit betas at this time.  As previously emphasized, our banks tend 
to have more “core funding”, i.e. non-interest bearing deposits, and as the Fed Funds rate has increased, this has resulted in higher 
yields on loans allowing for margins to expand.  In other words, earning asset betas are increasing much more than deposit betas and 
have contributed to rising NIM’s.    
 

Other Key Metrics:  In addition to NIM, the other 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 very strong 33%.  
Additionally, outstanding loan quality – as measured by already historic low levels of non-performing assets to total assets – decreased 
meaningfully from 0.76% to 0.58%; and tangible capital levels all point to the successful and excellent results for our banks.  In spite 
of this relative outperformance compared to many other banks, our specific holdings were being treated similar to the sector (and 
market) as a whole during Q4 and experienced declines in their stock price.  (As the ole saying goes, ‘the baby was being thrown out 
with the bath water’.)  Yet book value continued to increase, dividends were being upped by many of our banks, and overall long-term 
value was being created.  The oversold situation our banks were in has begun to correct itself and prices are up ~4% so far this year.   
 

Buffet:  In last quarter’s letter we highlighted that Mr. Buffet recently purchased $4 billion of JP Morgan’s stock.  He has continued to 
expand his portfolio of bank stocks.  Berkshire Hathaway now has over $80 billion invested in bank stocks representing 40% of its 
public stock portfolio.  I’m not recommending that you allocate that % of your portfolio to bank stocks, but I hope it is a great comfort 
to you that Mr. Buffet has.        
 

We hope this information is helpful and comforting to you.  As always, if you have any questions or comments, we welcome your call 
to us at 574-243-6501. Our emails: john@rosenthalpartners.net or adam@rosenthalpartners.net  Sincerely, John and Adam 

mailto:john@rosenthalpartners.net
mailto:adam@rosenthalpartners.net


 
Kentucky Bancshares, Inc. (ticker: “KTYB”) – our Bank Profile of the Quarter for Fund 3: 
By: Adam Henry, Esq., Senior Portfolio Manager, John W. Rosenthal Capital Management, Inc. 

 

Kentucky Bancshares, Inc. is the publicly traded holding company for Kentucky Bank which has been 
consistently ranked as one of the country’s top-performing community banks.  Kentucky Bank has a 

proud and extraordinary history, dating back to 1851. The bank began in Paris, Kentucky, the heart of the Bluegrass Region, 
where headquarters remains today.  
 

KTYB is an innovative community bank, with 17 offices located in 11 cities throughout the state.  From simple checking 
accounts to complex Wealth and Treasury Management services, Kentucky Bank has been providing its customers with 
extraordinary service and financial solutions for more than a century. This service, along with clear guidance from a long-
tenured leadership team, are what have produced such extraordinary returns year-after -year.  
 

2018 was no exception to those high standards as the company reported record earnings and all-time high total assets. In addition 
to KTYB producing loan growth of 5.8% year over year, net income was up 16% ($12.4 million for the period ending December 
31, 2018 compared to $10.7 million for the period ending December 31, 2017).  Full year diluted earnings per share also 
increased; reported as $2.09 and $1.81 for December 31, 2018 and 2017, respectively. And, total assets increased ever-so-
slightly to $1.09 billion as of December 31, 2018 compared to $1.05 billion as of December 31, 2017. 
 

Record earnings provided an opportunity for Kentucky Bank to invest in its continued growth. While John and I were visiting 
with Louis Prichard, CEO, this past September, he cited examples of those investments for 2018 which included expansion of 
debit and credit card customer service call support, expanding offices to accommodate more business development officers, a 
fraud text alert service to improve customer security, and a reduction of certain fees to improve customer convenience and 
experience. And, Lou also emphasized a continued focus on finding ways to invest in all four of their main stakeholder groups –
customers, employees, communities and shareholders.  Hearing of his intentions to continue fostering this balanced culture was 
music to our ears.   
 

We are pleased with the company’s core earnings for 2018 and remain optimistic about their continued ability to pursue 
opportunities for profitable growth, strategic expansion, and improved efficiency to accomplish what is in the long-term best 
interest of all its stakeholders. 
 

Fund 3 Q4 2018 Recap 
 

 
 

Note:  For certain performance metrics, if 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 
 

Quarterly
Record Total

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

A $1.6 $0.81 -6% 36% 8.8% 8.4% 3.95% 3.32% 0.66% 0.77% 1.05% 1.12% 0.61 0.42
B $1.5 $0.49 -8% 18% 11.1% 11.9% 3.29% 3.48% 0.27% 0.38% 1.29% 1.45% 0.59 0.47
C Yes $0.8 $0.65 22% 36% 10.9% 10.2% 3.54% 3.37% 0.06% 0.40% 1.04% 1.04% 0.46 0.13
D $0.6 $0.46 -1% 53% 11.3% 11.4% 4.77% 4.77% 0.86% 1.20% 0.98% 0.97% 0.05 0.04
E $3.0 $36.65 -6% 17% 11.5% 11.1% 3.39% 3.35% 0.87% 0.74% 0.93% 0.88% -0.01 0.00
F Yes $0.7 $1.00 4% 47% 9.9% 9.3% 4.04% 3.88% 0.46% 0.68% 1.08% 1.08% 0.03 0.05
G $2.1 $1.49 -16% 30% 7.9% 7.6% 3.35% 3.29% 0.03% 0.07% 1.08% 1.13% 0.23 0.11
H $0.8 $0.54 12% 40% 7.1% 7.5% 3.72% 3.63% 0.01% 0.01% 1.19% 1.06% -0.04 -0.01
I Yes $0.6 $1.54 14% 42% 11.7% 11.3% 4.39% 4.10% 0.59% 0.86% 1.34% 1.12% 0.02 0.02
J $0.8 $0.69 57% 32% 11.0% 10.9% 4.07% 4.03% 0.83% 1.41% 0.90% 0.78% 0.13 0.08
K $1.0 $0.77 -3% 54% 9.5% 10.1% 3.84% 3.68% 0.57% 0.73% 1.35% 1.44% 0.30 0.04
L $3.8 $4.30 -8% 42% 13.5% 13.6% 3.67% 3.58% 0.89% 0.87% 0.98% 0.97% 0.12 0.03
M $1.1 $0.44 -13% 9% 8.4% 8.3% 3.63% 3.70% 0.29% 0.36% 1.18% 1.19% 0.11 -0.10
N Yes $1.6 $0.42 15% 35% 9.9% 9.2% 3.72% 3.77% 0.84% 1.04% 0.34% 0.40% 0.65 0.57
O Yes $1.2 $0.91 9% 28% 15.9% 17.1% 7.14% 7.96% 0.63% 0.74% 1.58% 1.60% 0.54 0.41
P $6.2 $0.45 10% 58% 6.8% 5.5% 4.64% 2.79% 0.78% 0.64% 0.63% 0.59% 0.77 1.10
Q Yes $1.2 $1.03 3% 14% 9.0% 9.4% 3.76% 3.95% 0.87% 1.23% 0.75% 0.78% 0.38 0.21
R $1.5 $0.62 -23% 38% 12.8% 11.8% 4.80% 4.34% 1.73% 2.40% 1.92% 2.15% 0.70 0.58
S $1.2 $0.78 -5% 15% 8.9% 8.6% 3.11% 3.11% 0.82% 0.80% 1.12% 1.07% 0.09 0.06
T $1.2 $0.18 -9% 18% 8.9% 8.1% 4.42% 4.10% 0.53% 0.76% 1.32% 1.36% 0.55 0.67
U $0.6 $0.22 -19% 41% 9.2% 9.2% 3.76% 3.75% 0.62% 0.71% 1.18% 1.18% 0.00 0.09
V Yes $2.1 $0.55 9% 45% 11.4% 11.7% 3.01% 3.11% 0.15% 0.28% 0.17% 0.17% 0.42 0.60
W $1.4 $0.52 0% 56% 10.8% 10.2% 3.94% 3.77% 1.30% 1.39% 1.21% 1.30% 0.13 0.07
X $0.6 $0.24 -8% 19% 8.5% 9.6% 3.78% 3.87% 0.28% 0.42% 0.50% 0.58% 0.20 0.07

Wtg. Avg. $1.4 1% 33% 10.2% 10.1% 3.94% 3.86% 0.58% 0.76% 1.06% 1.08% 0.29 0.20
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Legend:  Our color coded legend below 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 of up or down by 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.  
 
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. 
 
*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.   
 

 
 


