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BANK
Company: Cadence Bancorp
Ticker: CADE
P/E: -3.67
Industry & Sector: Banking
Industry P/E: 12.04
Current Price: $12.11
Target Price: $46.47
Buy/Hold/Sell: HOLD

Company Summary:

Founded in 2009, Cadence Bancorporation is a regional financial holding
company headquartered in Houston, Texas that operates under the subsidiary
“Cadence Bank, N.A.” This company operates 99 branch locations in Alabama, Florida,
Georgia, Mississippi, Tennessee, and Texas, and serves a wide range of businesses
from corporations and middle market companies, to small businesses and consumers.
The bank provides several different services, like commercial & business banking,
treasury management, specialized lending, asset-based lending, commercial real
estate, SBA lending, foreign exchange, wealth management, investment and trust
services, financial planning, retirement plan management, personal and business
insurance, consumer banking, consumer loans, mortgages, home equity lines and
loans, and credit cards. However, their focus is primarily on commercial & business
banking. Cadence’s P/E ratio is -3.36, which means the company is currently losing
money.

Industry Outlook:

Using data gathered from IBISWorld, we created a chart that shows the
relationship between the 3 external drivers for regional banks. First, Aggregate
household debt represents all outstanding credit market debt held by consumers,
including credit card debt, mortgages, personal loans and more. This generally rises
when consumers are optimistic about the economic future and vice versa. It impacts our
holdings through a macro-economic effect: when household debt increases, output
growth stalls, unemployment rises, and there becomes a greater probability of a future
banking crisis in the form of massive default risk regardless of the mix of loans a bank
has. Secondly, the Prime Rate (represented by the green line) is typically set near the
federal funds rate which is the interest rate charged by banks for loaning excess funds
to banks needing to meet reserve requirements. This impacts our holdings as they
should have a significantly lower Net Interest Margin on their loans that will be
refinanced during this time of economic distress. Meanwhile, the current prime rate is
3.25% compared to 5.00% a year ago. So, as the prime rate falls, the banking sector as
a whole will end up with lower Net Income. Finally, the 30-Year fixed rate mortgage is
the most common type of loan for home buying in the U.S. This is represented in all of
our holdings as they all have some portion of mortgage loans outstanding. As COVID-



19 took its toll on the U.S. in the first half of this year, unemployment skyrocketed
leading to increased risk of default. In an attempt to save higher risk loans from default,
banks have been willing to renegotiate outstanding loans with lower interest rates and
delaying payments. Our forward projection shows that there will be minimal percentage
change in the prime rate and 30-year conventional mortgage rate. Leading us to believe
that the economic recovery from COVID-19 will rely on consumer aggregate household
debt to remain low. However, this does not mean that consumers should stop spending
and save. Simply, this means that consumers should refrain from overextending credit
on large purchases.
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Sensitivity Analysis

ST Growth Rate

$ 46.47 0.90% 1.90% 2.90% 3.90% 4.90%

Cost of Equity 5.13%| $ 94.03 $ 97.87 $101.83 § 105.91 $110.10
6.13%| $ 58.89 $ 61.23 $ 63.64 S 66.11 $ 68.66

7.13%| $ 43.10 $ 44.76 'S 46.47 S 48.22 $ 50.03

8.13%| $ 34.11 $ 35.38 $§ 36.69 S 38.04 $ 39.43

9.13%| $ 2830 $ 2933 $ 3038 S 31.47 $ 32.59




