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Financial Sector Historical Price
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Financial Sector Composition

A category of stocks containing firms that provide financial
services to commercial and retail customers. This sector
includes banks, investment funds, insurance companies
and real estate. www.Investopedia.com




Largest Financial Sector Firms

Wells Fargo S274.1
JP Morgan $218.7
Bank of America S164.6
Berkshire Hathaway $150.1
Citigroup S145.6
Visa $132.8

American Express $101.2



Financial Sector vs. S&P 500 YTD
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Historical Correlation
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S&P 500 Weight
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SIM Financials Underweight 168 bps
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Business Analysis



Porter’s Five Forces Analysis (panking)

Buyer

Bargaining Medium
Power

Supplier

Bargaining Low
Power

Threat of '
Substitutes Medium
Threat of New

Entrants Low
Industry Rivalry High

Lending customers operate in a highly competitive market. A significant
portion of the 1-4 family segment is commoditized via Government
Sponsored Enterprise activity.

Federal Reserve rates are a commodity.

Small depositors hold little sway. Large CD depositors are almost
welcome to leave due to the high cost of funds.

The threat is minimal today, but significant threats could exist on the
horizon. Bitcoin?

Intense regulatory environment. High capital threshold. No new banks
created in 2011.

Banks consistently review deposit and loan rates versus competition.
Currently, most new loans are “stolen” from other banks. Little to no
switching costs.



Trends and Developments

Quantitative Easing- Have we turned the corner?
Fed Balance Sheet- Unwinding over $4+ trillion could have considerable consequences.
Regulatory Burdens- Dodd Frank, Volcker, Too Big to Fail, B of A capital

Interest Rate Sensitivity



Interest Rate Risk

Table 42: Eal'nings Sensitivity Over 24 Month Horizon Relative to Most Likely Eal'nings Plan

Most Lower rates Higher rates
likely Scenario 1 Scenario 2 Scenario 3 Scenario 4
Ending rates:
Fed funds 0.50 % 0.25 0.25 125 400
10-year treasury (1) 3.60 1.70 3.10 410 540
Eamings relative to
most likely N/A -4 2% -04% 0-5% =>5%

(1)

U 5. Constant Maturity Treasury Rate

Source: Wells Fargo 2013 10K



Economic Analysis



Fed Funds vs. Financial Sector
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Unemployment vs. Financial Sector
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Financial Analysis



Trailing 12 months Earnings
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EPS
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Valuation Analysis



S&P vs. Financials
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rice to Earnings Multiple Relative to Price
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Financial Sector 10 Year Valuation

Absolute Basis High ow Median | Current
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Financials to S&P Analysis
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Financials and S&P EPS Comparison
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Recommendation

Points to Consider
The financial sector has been lagging the broader index. Time for a rebound?

SIM has been correctly underweight during this time. Will it continue to be?

The banking segment lacks organic commercial loan growth. This should change during the next year.
Housing remains relatively weak; many mortgages still under water.

Mortgage lending could remain suppressed for years.

Regulatory burdens are extremely costly, but easier for the biggest banks to handle.

Banks have positioned their balance sheets to benefit in rising rate environment.

The yield curve should steepen (Fed and inflation), which will hinder REITs but bolster banks.
Allowances for loan losses should continue to dwindle, bolstering the bottom line.

SIM should increase financial sector holding by 300 bps.
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