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@\ @ ¢ Lastweek’s free fall in the equity and credit markets was one for the record books, bringing
back unpleasantmemories of the 2008 financial crisis, This time around, the immediate
@ issues have nothing to do with concerns about capital levels at U.S. banks. This did not
=P

prevent a sharp drop in bank stocks, along witha widening of credit spreads. Evenregional
banks like PNC Financial Services Group (PNC), whichis notabig playerin global
capital markets orin Asia, was caught up in the general down draft. We don "tknow how
much of the selling is based on fundamentals versus pure panic. But there are valid reasons
to worry that earnings across the banking sector will be pressured this year if the Federal
Reserveis forced to cutrates in response to the crisis. Net interest margins were already
under pressure even before the coronavirus emerged as a threat. Asser quality remains

= strong, but credit issues could emerge if economic growth slows in the U.S., which

r seems increasingly likely given the global spread of the virus (affecting the supply
-“ chain), combined with the emergence of new domesltic cases.

¢ poemmd ¢ PNCeamed$1.4billioninthe fourth quarter, up 2% year-over-year. The netinterest
Fjj margin in the fourth quarter was 2.78%, down from 2.96% a yearago. The NIM
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compression was offset by loan growth and by higher noninterestincome. Noninterest
income accounted for46% of total revenues in the fourth quarter. This includes higher
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f .:l) carnings from the company’s 22% equity investmentin BlackRock. The net chargeoff rate
/ ;1 was0.35% inthe fourth quarter, up sequentially from 0.26%, reflecting higherlosses on

f M creditcard and autoloans, but still low by historical standards. Onits fourth quarter

2 a - eamnings c2ll, PNC said that CECL, the new accounting standard for credit losses, would

hoostitsreserves by 21% ($650 million) as of January 1,2020. The increase primarily
reflects the higherreserves required for consumerloans. PNCestimatesiits first quarter loan
loss provision at $225 millionto $300 million, upfrom$221 millionin the fourth quarter. In
! mid-January (prior to the full-blown emergenceofthecoronavxrus threat), PNCsaid it
expectedits average loans to grow by about4% 110 5% this year, which would helpitto

achieve modestrevenue growth. Expense co ocus, and the company hasbeen
telling investorsitintends to achievcpos' ive oper
¢ Givenitssteady proﬁtablhty,PNChas gmough capital to maintain ts capital
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leverage this year.
base, while buying back large 2 JInJanuary 2020, itannounced a$1 billion
mcrease inits share repurchas 1igh the second quarter of 2020. Thisisin
y back programitdisclosed in June 2019. Last
1S, 1 cludlng $3.5 bllllon inbuybacksand$1.9

- ourcreditscore for PNC remains stable. Giventhe coﬁlpany sdiversified revenue mix,
strong liquidity, and low level of nonperforming assets, we view itas well-positionedrelative
toits peer group toride out the current market turmoil. We maintainabuy opinionon
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Five Quarter Financial Statistics

$ millions 4Q19 3Q19 2Q19 1Q19 4Q18
Income Statement:
Net interest revenue $ 2,488 $ 2504 $ 2498 $ 2475 $ 2,481
Non-interest income 2,121 1,989 1,941 1,811 1,859
Total revenue 4,609 4,493 4,439 4,286 4,340
Operating expenses 2,762 2,623 2,611 2,578 2,577
Pre-provision profit (pretax) 1,847 1,870 1,828 1,708 1,763
Provision for credit losses 221 183 180 189 148
5 Pretax income 1,626 1,687 1,648 1,519 1,615
3 Income taxes 245 295 274 248 264
% Net Income $ 1,381 § 1,392 § 1,374 S 1271 $ 1,351
7
; Noninterest income/revenues 46% 44% 44% 42% 43%
g Net interest margin (FTE) 2.78% 2.84% 291% 2.98% 2.96%
v Efficiency ratio 60% 58% 59% 60% 59%
= Loan/deposits 83% 83% 87% 86% 84%
/ Balance Sheet (period end):
7 Total assets $ 410,295 $ 408916 § 405761 $ 392,837 $ 382315
7 Commercial lending 160,602 160,188 161,603 158,442 152,282
e Consumer loans 57,420 56,107 55,520 54,744 55,306
7 Residential real estate-consumer 21,821 21,082 20,092 19,107 18,657
; Total loans and leases 239,843 237,377 237,215 232,293 226,245
f Allowance for loan losses (2,742) (2,738) (2,721) (2,692) (2,629)
P' Net Loans 237,101 234,639 234,494 229,601 223,616
2 Loans held for sale 1,083 1,872 1,144 686 934
Deposits 288,540 285,583 273,260 271,221 267,839
Common equity 45,321 45,428 45,349 44,546 43742
Total shareholders equity 49,314 49,420 49,340 48,536 47,728
Basel lll Capital Ratios:
Common equity tier 1 9.5% 9.6% 9.7% 9.8% 9.6%
Tier 1 risk-based 10.7% 10.7% 10.9% 10.9% 10.8%
Total capital risk-based 12.8% 12.7% 12.8% 13.0% 13.0%
Leverage ratio 9.1% 9.3% 9.6% 9.6% 9.4%
Supplementary leverage ratio 7.6% 7.8% 8.0% 8.0% 7.8%
Asset Quality:
Net chargeoffs $ 209 % 155 § 142 § 136 § 107
Net chargeoff rate 0.35% 0.26% 0.24% 0.24% 0.19%
Nonperforming loans 1,635 1,728 1,724 1,653 1,694
Nonperforming assets 1,752 1,847 1,850 1,785 1,808
NPLs/loans 0.68% 0.73% 0.73% 0.71% 0.75%
NPAs/loans & OREO 0.73% 0.78% 0.78% 0.77% 0.80%
Allowance/loans 1.14% 1.15% 1.15% 1.16% 1.16%
Allowance/NPLs 168% 158% 158% 163% 155%

Source: Company reports
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