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Current Balance Sheet Management Themes

Index 2013 2014 2015 2016 2017 2/23/18
Fed Funds Target 0.25% 0.25% 0.50% 0.75% 1.50% 1.50%
2 Year Treasury 0.33% 0.53% 0.72% 0.81% 1.88% 2.24%
10 Year Treasury 2.49% 2.48% 2.15% 1.82% 2.41% 2.87%
2-10 Year Treasury Spread 2.16% 1.95% 1.43% 1.01% 0.53% 0.63%

* Fed is projected to hike rates three times this year
* Expect volatility across the yield curve

e Ligquidity will continue to be a key exam focus

e Credit remains pristine, but for how long?

e (Capital markets continue to be wide open

* New hedge accounting simplifications must be understood

Source: Bloomberg. Quarterly averages for each year, Fed Funds Target is end of period. SANDLER O’NEILL + PARTNERS



Liquidity Discussion

FDIC supervisory insights on community bank liquidity risk (summer 2017)

e (Capital raising- both equity and debt

* Deposit premiums on M&A deals

* Pay attention to top 10 competitors: loans/deposits, securities/assets, and
reliance on wholesale funding

* Deliver deposit products that your clients want

* Lean on your bond portfolio
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Investment Portfolio Discussion

Average Investment Portfolio Composition 10yr Municipal Spread to Treasuries
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* Average nominal yield on bank investment portfolios is about 2.20% - 2.30%

e Substantial spread compression in LIBOR and prime-based floating rate assets
* Flatness of yield curve offers little additional return for extending duration

* Impact of Fed’s balance sheet unwind?

* Belly of the curve: Attractive yields without extending duration too far

* Keep an eye on municipal spreads to treasuries

Source: SNL Financial. Includes all banks 1 to 10 billion in assets as of 9/30/17.
Indicative spreads based on mid-market levels for interpolated benchmark securities. Actual spreads may vary for specific bonds.
BQ municipal yields apply a 35% tax rate and 10 bps TEFRA prior to 01/01/2018 and 21% tax rate and 6 bps TEFRA after 01/01/2018. SANDLER O’NEILL + PARTNERS 3




Hedge Accounting Discussion

* Cash Flow Hedges:

— Quantitative effectiveness only needs to be tested at inception unless
hedging relationship factors change

— Concepts of ineffectiveness and benchmark rates are removed

* Fair Value Hedges:

— Can isolate benchmark interest rate risk
— Partial term hedges allow more structuring flexibility

— “Last of Layer” approach allows hedges on a portion of a closed pool of
prepayable assets
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Strategy Discussion

* Liability Sensitive Banks:
— Hedge existing or new assets (ex. corporate bonds)

— Evaluate costs and benefits of term vs. interest rate protection on
wholesale funding

— Hedge future issuance of debt
— Hedge index-based MMDA

* Asset Sensitive Banks:
— Extend asset duration through bonds or loans (convexity vs. duration)
— Swap callable brokered CDs to floating rate
— Evaluate selling puttable option on wholesale funding
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Asset Hedging Made Easier: Convert a Pool of Corporates to Floating

Step-by-Step To Hedge a Pool of Corporate Bonds:
1. Identify a pool of fixed-rate corporate bonds
2.  Enterinto a pay-fixed interest rate swap with a maturity date set before the earliest call in the pool

3. Swap is designated as a partial-term hedge against changes in fair value due to changes in benchmark rates

5 Year Partial Term Hedge (Swap Matures 2/26/2023)

3M LIBOR + 1.04%

. 3.81% = = = = -
3.81% Coupon/3.97% Yield > Bank . Swap Dealer

Maturing 10/28/2027

A-Rated Corp

»

3.81%

Floating Rate Coupon + Discount Accretion = Initial Floating Rate Yield
3.02% + 0.16% = 3.18%

Compare 1.20% DM to 3M LIBOR vs 0.67% DM for 5Y A-Rated Corp Floater

New Accounting Rules Used and Why We Use Them:

* Hedge interest rate risk attributable to benchmark rates only
—  Allows pooling securities with varying credit spreads

*  Partial-term Fair Value hedge designation

—  Allows pooling securities with varying maturity and call dates

Structuring Consideration: No Free Lunch - Yield Today vs. Risk Tomorrow

*  The Bank can structure a higher floating rate yield by making the swap shorter but this introduces more back end rate risk

10Y
Hedge Term 3Y 5Y (To the Call)
Front End DM 1.30% 1.20% 1.09%
Comparable Floater DM (To the Call) 0.52% 0.67% 0.95%
Rates as of 2/26/2018 Subject and indicative Unhedged Fixed Rate Tail AS 5Y oy

Sample Bonds actual results will vary

Assumes 3 month LIBOR of 1.98% SANDLER O’NEILL + PARTNERS 6




GENERAL INFORMATION AND LIMITATIONS

You should consult your attorneys/legal professionals and auditors/accounting professions before undertaking any interest rate derivative transactions for the purpose of
mitigating interest rate risk. Sandler O’Neill’s services should not be used exclusively to satisfy relevant regulatory requirements. Sandler O’Neill makes no guarantee that its
services will be deemed satisfactory for compliance with regulatory requirements.

This presentation, and any oral or video presentation that supplements it, have been developed by and are proprietary to Sandler O’Neill & Partners, L.P. and were prepared
exclusively for the benefit and internal use of the recipient. Neither the printed presentation nor the oral or video presentation that may supplement it, nor any of their
contents, may be reproduced, distributed or used for any other purpose without the prior written consent of Sandler O’Neill & Partners, L.P.

The analyses contained herein rely upon information obtained from the recipient or from public sources, the accuracy of which has not been verified, and cannot be assured,
by Sandler O’Neill & Partners, L.P. Moreover, many of the projections and financial analyses herein are based on estimated financial performance prepared by or in
consultation with the recipient and are intended only to suggest reasonable ranges of results. Finally, the printed presentation is incomplete without any oral or video
presentation that supplements it.

Because Sandler O’Neill’s analyses and data contained herein are provided for information purposes only, they do not constitute an offer, or a solicitation of an offer, to buy or
sell any of the securities described herein at the levels noted. In addition, as Sandler O’Neill’s analyses are prepared as of a particular date and time, they will not reflect
subsequent changes in market values or prices or in any other factors relevant to their determination.

Sandler O’Neill & Partners, L.P. prohibits employees from offering, directly or indirectly, favorable research, a specific rating or a specific price target, or offering or threatening
to change research, a rating or a price target to a company as consideration or inducement for the receipt of business or compensation. Sandler O’Neill also prohibits research
analysts from being compensated for their involvement in, or based upon, specific investment banking transactions.

Sandler O’Neill & Partners, L.P. is a limited partnership, the sole general partner of which is Sandler O’Neill & Partners, Corp., a New York corporation. Sandler O’Neill &
Partners, L.P. is a registered broker-dealer and a member of the Financial Industry Regulatory Authority, Inc. Sandler O’Neill Mortgage Finance, L.P. is a wholly-owned indirect
subsidiary of Sandler O’Neill & Partners, Corp.

We have provided this analysis at your request on the understanding that you will make an independent judgment regarding the reliability and use of the analysis and its
outputs. We also understand that you will not represent that Sandler O’Neill & Partners, L.P. is the source of, or has vouched for the accuracy of, this analysis in any public
statement or filing you might make, including reports or other filings submitted to your regulators.

Sandler O’Neill & Partners, L.P. is not an accounting advisor, and this information and analysis does not represent accounting advice. You should consult your auditors and/or
accounting professional for accounting guidance.

This material is protected under applicable copyright laws and does not carry any rights of publication or disclosure.

SANDLER O’NEILL + PARTNERS



