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rates down the road.

Since the election, investors are excited about the potential positive
benefits of lower corporate and personal tax rates, fiscal stimulus,
infrastructure spending, deregulation and potentially higher interest
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S&P 500 Composite Index

2002-07-31 to 2017-02-21 (Log Scale)
(Updated weekly on Wednesday mornings)
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S&P 500 Median Price/Earnings Ratio (NDR Calculation) Monthly Data 1964-03-31 to 2017-01-31
(DAVIS100)
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Monthly Data 1973-03-31 to 2017-01-31
Standard & Poor's 500 Median Sales Growth, Earnings Growth, and Profit Margin
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Corporate After-Tax Profits and Wages (as % of Nominal GDP) Quarterly Data 1959-03-31 to 2016-09-30
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. . ) Quarterly Data 3/31/1960 - 12/31/2016
Core PCE vs Nonfinancial Unit Labor Costs (Year-to-Year Changes)
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A . Daily Data 1/02/1979 - 2/22/2017
10-Year Constant Maturity Treasury Note Yields
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While the valuation picture for banks is not as attractive as it was pre-election, the
industry is still one of the cheapest areas in an expensive market with a potential for
improved profitability in the future.
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The Banks Bear Market —could be endl'ng? Weekly Data 1985-10-04 to 2017-02-17
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i ] . Quarterly Data 3/31/1984 - 97/30/2016
Regulatory Capital Ratios for All FDIC-Insured Institutions
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Net Interest Income vs. Bank Cash Reserves Quartprly Dala 2009-12-31 to 2016-06-30
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Top 10 Banks: Net Interest Income as a % of Total Revenue

e Mat Interest Income / Total Revenue, Top 10 Banks (2016-06-30 = 48.5%)
Top 10 Banks: BAC, JPM, C, WFC, USB, PNC, BET, FITB, STI, MTE

Increased regulation reduced fee income
* Durbin amendment (interchange)

* Volker rule

§ * Overdraft fees

_ * Loan fees

5 48.50
- 48.35
- 48.00
- 4775
- 47.50
- 47.25
- 47.00
- 46.75
- 46.50
- 46.25
- 46.00
- 4575
- 4550
- 4525
- 45.00
- 4475
- 4450
- 4435
- 44.00
- 4375
- 4350
- 4325
- 43.00
- 4275
- 4250
- 4135
- 4200

Source: Thomson Reuters

Dac Mar Jun Séi:- Dac Mar Jun Sép Dec Mar Jun Sép Dac Mar Jun Sép Dac Mar Jun Sép Dac Mar Jun Sép Dec Mar Jun
2010 20M 2012 2013 2014 2015 2016

IF16_27A_C

© Copyright 2016 Med Davis Research, Inc. Further distribution prohibited without prior permission. All Rights Reserved.
See NDR Disclaimer at www.ndr.comdcopyrighthtmi  For data vendor disclaimers refer to www_ndr.comfvendorinfo!

11



Still lots of questions regarding what the underlying proposal will look like.

Underlying goal of the current Republican House plan is to move the US from income based to
destination based tax system which would bring the US closer to other countries.

e (Questions about the ability of the reform to be revenue neutral
* Border Adjustable Tax System (BAT) is getting a lot of pushback.
* What are the implications for the US dollar?
e Will it be viewed as protectionist by other countries?
* Favors domestic companies and exporters at the expense of large importers.

e Deductibility of interest?

Personal Income Tax reform is tied in with corporate reform with many details yet to be finalized.



In summary, the majority of the administration proposals are positive for economic growth.

If implemented, these proposals could lead to bigger fiscal deficits, upwards wage pressures, higher long-
term interest rates, and potentially lower bond prices in the future.

The one sector uniquely positioned to benefit from higher interest rates, lower regulation, lower corporate
tax rates, and better economic growth is financials—the sub-group of banks specifically.

Still waiting for the details on the tax and healthcare reforms.



