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Key Metrics

Current Price: $32  5Year CAGR Estimate: 3.4% Market Cap: S2.4B
Fair Value Price: $25 5 Year Growth Estimate: 5.0% Ex-Dividend Date?: 9/26/24
% Fair Value: 127% 5 Year Valuation Multiple Estimate: -4.7%  Dividend Payment Date:  10/11/24
Dividend Yield: 3.1% 5 Year Price Target $32 Years Of Dividend Growth: 13
Dividend Risk Score: D Retirement Suitability Score: D Rating: Hold

Overview & Current Events

TowneBank is a financial services company that was founded in 1999 and is headquartered in Portsmouth, Virginia. It
started with three officesin 1999 and now operates 51 banking offices throughout Hampton Roads and Central Virginia,
as well as Northeastern and Central North Carolina. The bank provides retail and commercial banking services to
individuals and corporations. It has the #1 market share in depositsin Hampton Roads and has a market capitalization of
$2.4 billion. The bank operates through three segments: Banking, Realty and Insurance.

In late July, TowneBank reported (7/24/24) financial results for the second quarter of fiscal 2024. Loans and deposits
grew 2% and 4%, respectively, overthe prioryear’s quarter. Net interest margin contracted from 2.98% to 2.86% due to
increased deposit costs amid intense competition among banks. As a result, net interest income decreased -4%.
However, thanks to much lower loan loss provisions, earnings-per-share grew 10%, from $0.52 to $0.57, and exceeded
the analysts’ consensus by $0.09. It was the second time in the last seven quarters in which the bank exceeded the
analysts’ estimates. Net interest margin expanded sequentially for the first time in five quarters. It thus makes sense
that TowneBank expects the impact of high interest rates on deposit costs to begin to fade in the upcoming quarters.
The bank expects net interest income of $460-5475 million in the full year. Given the improved trend in net interest
margin earlier than expected, we have raised our forecast for annual earnings-per-share from $2.00 to $2.10.

Growth on a Per-Share Basis

Year 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2029
EPS $1.18 S1.22 $1.18 $1.41 S$1.88 S1.92 $2.01 $297 S2.60 S2.06 S2.10 S2.68
DPS $0.43 S0.47 S0.51 $0.55 S0.62 S0.70 S0.72 $0.78 S0.89 S0.98 51.00 S1.22

Shares>  35.2 51.2 57.0 62.4 71.3 72.2 72.3 72.6 72.6 74.8 76.0 90.0

TowneBank has consistently grown its earnings-per-share over the last decade thanks to its disciplined expansion. The
bank has grown its earnings-per-share by 6.4% per year on average over the last decade but by only 1.8% per year on
average over the last five years due to the impact of 23-year high interest rates on deposit costs. Just like nearly all
regional banks, TowneBank has proved vulnerable to the headwind from 23-year high interest rates. Fortunately, the
Fed has provided guidance for a material reduction in interest rates, from 5.25%-5.5% now to 2.75%-3.0% after 2026. As
a result, TowneBank is likely to experience an improvement in its net interest margin in the upcoming years. Given the
somewhat low comparison base formed this year by the 5-year low expected earnings-per-share, we expect 5.0%
average annual growth of earnings-per-share over the next five years.

Valuation Analysis

Year 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 Now 2029
Avg. P/E 12.8 14.5 19.4 22.7 16.1 14.1 10.1 10.2 11.5 12.6 15.2 12.0
Avg.Yld. 2.8% 2.7% 2.2% 1.7% 2.1% 2.6% 3.5% 2.6% 3.0% 3.8% 3.1% 3.8%

1 Estimated date.
2 |n millions.

Disclosure: This analyst has no position in the security discussed in this research report, and no plans to initiate one in the next 72 hours.
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TowneBank has traded at an average price-to-earnings ratio of 12.0 over the last five years. We assume this valuation
level as fair for this stock. TowneBank has rallied 19% since our last research report, in June, thanks to an improved
outlook of interest rates, and hence it is currently trading at a price-to-earnings ratio of 15.2. If it trades at its fair
valuation level in five years, it will incur a -4.7% annualized valuation drag.

Safety, Quality, Competitive Advantage, & Recession Resiliency

Year 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2029
Payout 36% 39% 43% 39% 33% 36% 36% 26% 34% 48% 48% 45%

TowneBank has raised its dividend for 13 consecutive years. It is offeringa dividend yield of 3.1%, which is slightly below
the 3.3% median yield of the financial sector. The payout ratio is standing at a nearly 10-year high of 48% but the
dividend seems to have a margin of safety, given the recovery in earnings expected in the upcoming years.
TowneBank has a healthy tier 1 capital ratio of 12.4% while its net loan charge-offs have remained below 0.05% and its
non-performingloans have remained below 0.12% in each of the last six quarters. In addition, the bank proved resilient
to the pandemic, as it posted record earnings-per-share in 2020 and 2021. However, TowneBank proved vulnerable to
the downturn caused by the surge of interest rates in 2022-2023, with a -31% decrease in earnings-per-share in 2023 vs.
2021. We also note its pronounced underperformance vs. the S&P 500 over the last five years (+18% vs. +85%). Overall,
TowneBank is offering a dividend with a wide margin of safety but it is not immune to unexpected downturns.

Final Thoughts & Recommendation
TowneBank has justbegun to recover from the increased deposit costs that have resulted from the 23-year high interest
rates prevailing right now. However, the market has already priced a portion of future growth in the stock. The stock has
rallied 19% since our last research report, in June. We expect the stock to offer just a 3.4% average annual return over
the nextfive years thanks to 5.0% growth of earnings-per-share and its 3.1% dividend, partly offset by a -4.7% valuation
headwind. The stock receives a hold rating.

Total Return Breakdown by Year

TowneBank (TOWN): Total Return Decomposition
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Disclosure: This analyst has no position in the security discussed in this research report, and no plans to initiate one in the next 72 hours.
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Income Statement Metrics

Year 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023
Revenue 242 297 373 448 532 563 662 679 686 695
SG&A Exp. 120 141 174 205 244 262 253 267 280 305
D&A Exp. 14 16 21 25 29 29 29 29 29 34
Net Profit 42 62 67 88 134 139 146 215 189 154
Net Margin 17.4% 21.0% 18.0% 19.6% 25.1% 24.6% 22.0% 317% 27.5% 22.1%
Free Cash Flow 33 58 166 128 297 (26) 82 488 363 117
Income Tax 18 27 29 55 34 33 32 55 47 31
Balance Sheet Metrics
Year 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023
Total Assets 4982 6297 7,974 8522 11,163 11,948 14,626 16,361 15845 16,835
Cash & Equivalents 214 252 137 521 687 443 1,864 3,297 1,153 1,128
Goodwill & Int. Ass. 136 181 303 309 492 501 498 508 502 521
Total Liabilities 4364 5476 6837 7,380 9,625 10,294 12,843 14,445 13,957 14,779
Long-Term Debt 398 429 688 774 1,047 720 705 405 277 460
Shareholder’sEquity 532 811 1,075 1,131 1,526 1641 1,767 1,899 1,874 2,040
LTD/E Ratio 0.65 0.53 0.64 0.68 0.69 0.44 0.40 0.21 0.15 0.23
Profitability & Per Share Metrics
Year 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023
Return on Assets 0.9% 1.1% 0.9% 1.1% 1.4% 1.2% 1.1% 1.4% 1.2% 0.9%
Returnon Equity  7.0% 87% 7.1%  7.9% 10.0% 87% 85% 11.6% 9.9%  7.8%
ROIC 42% 55% 44% 48% 59% 56% 6.0% 9.0% 84%  6.6%
Shares Out. 352 512 570 624 713 722 723 726 726 748
Revenue/Share 687 58 657 719 746 7.80 915 936 946 931
FCF/Share 093 113 293 205 416 (037 113 672 500 157

Note: All figures in millions of U.S. Dollars unless per share or indicated otherwise.

Disclaimer

Nothing presented herein is, or is intended to constitute, specific investment advice. Nothingin this research report shoul d be construed as a recommendation to follow any investment strategy
or allocation. Any forward-looking statements or forecasts are based on assumptionsand actual results are ex pected to vary from any such statements or forecasts. No reliance should be placed
on any such statements or forecasts when making any investment decision. While Sure Dividend has used reason able efforts to obtain information from reliable sources, we make no
representations or warranties as to the accuracy, reliability or completeness of third-party information presented herein. No guarantee of investment performance is being provided and no inference
to the contrary should be made. There is arisk of loss from an investment in marketable securities. Past performance is not a guarantee of future performance.




