
  

BANK PERFORMANCE NEWSLETTER – Q2 2019 

RPCA OPPORTUNISTIC FINANCIAL VENTURES LP (“FUND 2”) 
 

Important Interim Update:  In the ordinary course, we are sending you our 2nd Quarter Bank Performance Newsletter.  But on 

August 14th, equity markets dropped roughly 3% (our Funds saw declines in value ranging from 1% - 2% on that same day).  As 

such, and in the ongoing spirit of transparency with you about your investment with us, we wanted to provide this supplemental 

commentary on these developments.   
 

Bond yields have dropped, and the yield curve has flattened meaningfully since the trade war has escalated over the past few 

weeks.  Many investors see this as an indication of an upcoming recession.  Time will tell if that occurs.  We have been monitoring 

market forces and psychology and beginning several months ago have taken some modest steps to help preserve the value of the 

Fund.  Specifically, we have engaged in 3 portfolio management strategies to buffer the potential drop in stock prices.   
 

First, we have increased the percentage of cash we are holding in the Fund.  We’ve accomplished this in several ways: a) we have 

retained dividends we are receiving and have not used those cash proceeds to buy more shares in bank stocks, b) as part of the 

ordinary and ongoing portfolio rebalancing exercise we perform, we have sold portions of certain stocks, which through superior 

price appreciation, had become a disproportionately larger percentage of the portfolio than normal and again have retained the 

proceeds as a cash position, 3) we have liquidated shares of certain companies which have been acquired, or through mergers have 

“outgrown” the target size of community banks in which we invest, and 4) we have disposed of the stock of four companies who’ve 

undergone changes in senior management and no longer meet our investment criteria.  Cash is cash and does not fluctuate in value 

like stocks or bonds.  For the near term, we plan to hold somewhat more cash than we historically have.   
 

Also, earlier this year, we bought a modest dollar amount of a 10-year United Stated Treasury Bond.  As rates declined, the value 

of the bond increased.  We sold the bond at a profit which helped offset some of the recent decline in value of bank stocks.  Lastly, 

we have sold short a very modest position of a bank stock index fund called KRE.  As the value of all stocks declined on August 

14, our short position in KRE has increased in value.   
 

Having shared these proactive steps we’ve taken to provide some additional modest downside protection against the possibility of 

declining bank stock prices, we must emphasize that our Fund is still very much positioned as a long-term buy and hold Fund.  In 

July, the first month of the 3rd Quarter, Fund 2 was up roughly 0.74%.  As you will read below, the overall profit performance of 

our portfolio companies remains solid.   
 

We’ve seen big swings in value (down and up) over the past year as the trade war lingers.  Volatility is certainly higher and more 

pervasive than it was several years ago.  We hope you take some comfort by the steps we have taken and will continue taking as 

we deem necessary to preserve and enhance the value of your investment. 
 

2nd Quarter 2019 Headlines 
 

• Year-Over-Year Weighted Average (“Wtd. Avg.”) EPS for Banks in Fund 2 up a Whopping 43%! 

Primarily due to Outstanding Performance of Meta Financial (“CASH”) as they realized triple-digit EPS 

gains based on the investments they made in their future growth during 2018.   

• Key Operating Takeaways from Q2:  

o 10 Banks in our Portfolio Post Record High Quarterly Earnings 

o Wtd. Avg. Net Interest Margin up 1 Basis Point vs. Q4 ’18 and up 4 Basis Points from Q1 ’19   

o Excellent Overall Loan Quality Continues with Wtd. Avg. NPA’s at 0.64% of Assets – well Below 

the 1% Level Considered Good/Normal 

o Wtd. Avg. Capital Remains Very Strong at our Banks Increasing Nicely from 8.6% to 8.9%  

o Dividend Yield(1) for Fund 2 is 2.19% 

o Fee Income Increases at Our Banks 

• Update on New Capital Rules for Banks: “CECL” Current Expected Credit Loss Methodology  
(1) Using the “cost basis” vs. “current market price”  

 

Net Interest Margins:  Margins remain a key focus for us and other bank stock investors.  To date, the fear of dramatically 

shrinking margins, especially for community banks, has proven to be overdone.   Many analysts, (and investors who listened to 

them) believed margins would decline more significantly due to the flattening yield curve.  Margin pressure is likely to increase 

in future quarters given the absolute level of rates and the shape of the yield curve.  As previously emphasized, increasing deposit 

costs may be an issue for some “larger banks” who rely more heavily on interest-bearing liabilities as a funding source; but they 

are not as meaningful for our community banks who generally enjoy a higher percentage of non-interest bearing deposits as a 



portion of their core funding.  Part of the reason margins are holding up pretty well is continued strong loan growth at our banks.  

During our Annual Bank Investment Summit which we held on June 3rd at the Morris Inn, we showed a chart delineating that 

during 2018, loans at the banks within our three Funds grew by much more than the industry average.  Specifically, Wtd. Avg. 

loans grew by 8.7%, 23.6% and 9.9% for Funds 1, 2 and 3 respectively; compared to 7.2% for the industry as a whole!  (As 

previously mentioned, this is important because growing loans usually helps margins as loans earn more interest than investments.)      
 

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 EPS are up a stunning 43%.  Additionally, outstanding loan quality – as 

measured by already historic low levels of non-performing assets to total assets – was virtually flat at 0.64%; and increasing 

tangible capital levels all point to the successful and excellent results for our banks.  Importantly, this quarter saw a meaningful 

uptick in fee based income for our banks.  Low rates have once again caused mortgage origination and refinancing activity to 

move up.  Service charge income and fees from trust and wealth management activities also posted solid gains.  Frustratingly, 

banks Price/ Earnings ratios remain lower than historical levels.  Yet book value continues to increase, dividends were being upped 

by many of our banks, and overall long-term value was being created.  Even without “P/E’s” rebounding fully, the unjustified (our 

opinion) drop in our bank stocks which occurred during Q4 ’18 has continued to correct itself and the value of Fund 2 is up 

~11.57% through July of 2019.   
 

Instead of including a “Bank Profile”, this quarter, we want to update you on an important development as it relates to new 

accounting standards being implemented for banks.   
 

New Capital Rules/Allowance for Loan Loss Guidelines for Banks: It feels like Y2K all over again. Remember when all 

computers were expected to crash once the clock struck 12:00 a.m. Jan. 1, 2000.  That anticipated tech apocalypse never arrived; 

but, that unsettled feeling of uncertainty is what grips the financial industry today as the sector awaits the pending changes to the 

long-standing accounting standards known as CECL.  CECL, or current expected credit loss, was adopted by the Financial 

Accounting Standards Board, (“FASB”) in 2016 as a new accounting standard that will change how financial institutions account 

for expected credit losses, set to go into effect in 2020 for bigger banks and 2023 for smaller ones.  Just like Y2K, our belief is 

that while the implementation of the esoteric concepts of CECL will create much folderol (and some added expense), its true and 

lasting impact will be not nearly as significant as most people think.   
 

Accounting is a noble and honorable profession.  Keeping track of “the numbers” is necessary – in fact, critical.  FASB has some 

of the best and brightest minds in the field and I believe they are well-intentioned.  But “numbers crunchers” are different from 

actual business operators.  Bankers throughout history have been faced with the challenge of how to establish the proper amount 

of “reserves for potential bad debts”.  Some loan losses are inherent in the extension of credit.  Different approaches to determining 

the best way to calculate loan loss reserves have been used over time.  Most recently, the notion was to look backwards over a 

long period of time at different historical loss rates for various loan classes and to extrapolate past experience into the future.  Sort 

of hard to argue with that reasonable approach.  However, looking backward is only half of the picture.  One must look both 

backward and forward.  We believe this is the essence of what CECL is trying to accomplish.   
 

Let’s take a closer look at CECL and then share some conclusions.  The CECL standards apply to any institution issuing credit, 

including banks, savings institutions, credit unions and holding companies filing under GAAP accounting standards.  Originally 

slated to take effect starting Dec. 15, 2019 for all financial institutions, a recent proposal has been approved extending the 

implementation deadline by three years for small public lenders, private lenders and nonprofits, such as credit unions.  So, while 

most of the banks in our portfolio will take advantage of the extended deadline, some of our banks will still need to be CECL 

compliant in 2020.  As such, we have been, and will continue to monitor CECL’s impact on our universe of investments.  
 

CECL is being adopted in response to criticism that banks and other financial institutions had recorded losses too slowly following 

the 2008 financial crisis – intensifying the blow to balance sheets (especially the capital account of banks) across the board.  This 

“enhancement” in accounting rules is intended to increase stability in the financial system and improve liquidity throughout the 

economic cycle.  Under the new framework, firms will continue reserving for potential losses when they first book loans using a 

backward historical look at loss rates.  But, in addition, specific new steps will be added to calculate potential future losses by 

analyzing cash flow, collateral and guarantees prospectively. 
 

So, what changes do we expect to see and how will they impact the way we monitor and evaluate our portfolio banks?  Since 

CECL will impact how institutions report and forecast credit losses, it will likely have an impact on their financial statements.  For 

example, CECL may result in a decrease in net worth upon implementation of the standard.  This means, that as we monitor our 

holdings, we will likely add new metrics to illustrate net worth differences prior to and after implementation of CECL.  But the 

most important point we can possibly make is that actual loan charge-offs (i.e. realized losses), not the complex formulas designed 

to calculate what the “possible” loan losses might be, remain the most important metric in analyzing the true credit quality of a 

bank.  Remember, provision for loan loss when recorded, is a non-cash expense which is only an estimate of actual future cost.  

Actual loan losses are where the “rubber really meets the road” and where we will always focus our greatest attention.   
 

Again, what is the scope of the impact we expect to see in the community banking space?  It probably won’t be as dramatic as 

folks think.  This is partly because most community banks tend to hold higher reserve balances than their larger counterparts to 



begin with.  The median equity-to-tangible assets ratios among community banks is roughly 10.8% as of June 2019, compared to 

an average of 9.6% for larger institutions.  Additionally, the makeup of loan portfolios at community banks are different than 

larger banks.  Community banks have less non-owner occupied commercial real estate loans (“CRE”).  This is good for the 

community banks because in theory, CRE are a longer-dated asset which will require larger reserves when adopting CECL because 

banks will have to reserve for lifetime expected losses.  And lastly, most community banks will benefit from the delayed 

implementation of CECL as they will have the opportunity to learn from larger lenders, more time to have resource providers 

available, and more ability to look at best practices for disclosures and controls.  
 

Thus, the good news: just like Y2K, CECL will not be the end of the world.  In fact, it’s widely expected to revolutionize the way 

banks and credit unions report expected losses, and as previously stated, community banks may already be well positioned for 

CECL implementation.  But until another Jan. 1 arrives—this time in 2020 or 2023— we will continue to monitor the situation as 

banks work to set aside the proper theoretical reserves and develop new CECL procedures. 
 

We hope this information is helpful 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   
 

Fund 2 Q2 2019 Recap 

 

 
 

 
 
Note:  For certain performance metrics, if data was not available, consolidated and/or bank regulatory data may have been used.  
 

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.  
 

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. 

Quarterly Total

Record Assets SNL 

Ticker EPS? ($bils) 2Q '19 1Q '19 2Q '18 2Q '19 4Q '18 2Q '19 4Q '18 2Q '19 4Q '18 2Q '19 4Q '18 Bank

A $3.8 $4.12 -4% 4% 14.2% 13.5% 3.68% 3.67% 0.81% 0.89% NA 0.98% 0.09 -0.01

B Yes $6.7 $0.91 6% 8% 10.8% 10.9% 3.73% 3.82% 0.33% 0.57% 2.05% 2.07% 0.92 0.90

C Yes $1.9 $0.71 9% 18% 9.4% 9.2% 3.07% 3.20% 0.87% 0.95% 0.89% 0.97% 0.56 0.45

D $5.2 $1.70 1% 5% 6.1% 5.8% 2.06% 2.15% 0.14% 0.12% 1.26% 1.25% 0.46 0.46

E Yes $0.6 $0.57 19% 128% 10.3% 7.1% 3.98% 3.72% 0.01% 0.07% 1.27% 1.19% -0.04 -0.01

F $6.1 $0.54 64% 0% 8.9% 8.8% 3.29% 3.29% 1.13% 1.18% 0.74% 0.77% 0.98 0.98

G $3.2 $0.66 -11% 3% 8.7% 8.4% 3.95% 4.09% 0.99% 1.05% 1.42% 1.42% 0.83 0.74

H $4.2 $0.58 NM 32% 7.4% 7.7% 3.41% 3.75% 1.61% 0.98% 0.66% 0.44% 0.63 0.65

I $9.6 $0.43 -10% -16% 9.0% 9.4% 3.43% 3.40% 0.44% 0.59% 0.78% 0.91% 0.83 0.86

J Yes $2.1 $0.75 12% 97% 8.6% 8.6% 3.52% 3.69% 1.39% 1.43% 1.15% 1.26% 0.49 0.52

K $6.3 $0.28 12% 133% 7.9% 8.0% 2.84% 3.05% 0.26% 0.25% 0.38% 0.40% 0.81 0.78

L Yes $5.1 $0.37 32% 0% 9.1% 8.8% 3.64% 3.55% 0.45% 0.41% 0.50% 0.59% 0.78 0.82

M $14.7 $1.15 35% 13% 8.4% 9.2% 4.13% 4.03% 0.19% 0.17% 0.45% 0.57% 1.09 1.10

N $3.6 $0.71 -1% 25% 9.8% 9.7% 3.78% 4.01% 0.90% 0.72% 0.83% 0.81% 0.88 0.85

O $6.1 $0.75 -7% 226% 7.9% 6.8% 5.06% 4.64% 0.90% 0.79% 1.18% 0.63% 0.80 1.22

P Yes $4.7 $0.72 20% 7% 7.9% 8.8% 3.67% 3.62% 0.89% 0.79% 0.81% 1.22% 0.82 0.73

Q $1.1 $0.37 -3% 16% 9.6% 8.7% 4.21% 4.02% 0.08% 0.08% 1.22% 1.22% 0.49 0.30

R $2.9 $0.01 0% -75% 8.2% 8.6% 2.93% 3.12% 0.75% 0.83% 0.53% 0.59% 0.95 0.87

S $8.4 $0.79 -7% 16% 9.5% 9.0% 3.54% 3.60% 0.47% 0.46% 0.82% 0.81% 0.83 0.84

T Yes $1.9 $0.66 6% 74% 8.9% 8.8% 3.48% 3.24% 1.13% 1.43% 0.63% 0.60% 0.48 0.38

U $11.9 $0.48 9% 0% 9.5% 9.7% 3.51% 3.58% 0.46% 0.41% 0.64% 0.63% 0.92 0.90

V Yes $0.6 $0.29 4% 26% 8.6% 8.3% 3.73% 3.78% 0.44% 0.26% 0.50% 0.50% 0.19 0.10

W Yes $4.8 $0.66 14% 20% 10.0% 10.3% 4.32% 4.49% 1.11% 1.01% 0.72% 0.71% 0.85 0.78

X $1.9 $0.71 9% 18% 9.4% 9.2% 3.07% 3.20% 0.87% 0.95% 0.89% 0.97% 0.56 0.45

Y $13.7 $0.52 2% -30% 8.7% 8.2% 3.24% 3.46% 0.52% 0.53% 0.61% 0.68% 0.81 0.83

Z $4.7 $0.53 -18% 56% 8.0% 7.5% 3.27% 3.26% 0.48% 0.43% 0.91% 0.96% 0.85 0.86

AA Yes $1.5 $0.28 4% 8% 11.0% 11.2% 3.58% 3.62% 0.93% 0.57% 0.81% 0.81% 0.16 0.15

AB $8.0 $0.37 -12% 16% 9.8% 9.6% 3.65% 3.73% 0.47% 0.55% 0.27% 0.30% 0.75 0.74

AC $12.2 $0.68 106% -24% 10.9% 9.0% 4.66% 4.17% 0.59% 0.70% 0.52% 0.80% 0.84 1.28

Wtg. Avg. $5.8 11% 43% 8.9% 8.6% 3.63% 3.62% 0.64% 0.63% 0.93% 0.92% 0.72 0.74
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