


[bookmark: _Hlk131090590][bookmark: _Hlk133833689]Survival of The Fittest


Jean-Marie Choffray*
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[bookmark: _Hlk86387483][bookmark: _Hlk80624695][bookmark: _Hlk78805129][bookmark: _Hlk133837659]Life is unfair... Even the “best” disappear when they fail to adapt to changes in their environment. The rise of the cost of money (see Federal Funds Effective Rate below), over the last twelve months, has put medium-sized banks in a perilous situation. “Only when the tide goes out do you learn who has been swimming naked” (Warren Buffett). The burden of debt has rarely been as heavy as today. And, what is true for banks is probably true for most businesses with significant leverage (debt to equity ratio). European firms, particularly, should be carefully monitored. Financing being mostly marketing, financial reporting is more an art than a science. We all learn to: “ Believe nothing you hear, and only one half that you see” (Edgar Allan Poe). Today’s collapse of First Republic Bank provides an excellent example of the distance separating the rosy picture of financial statements from the harsh reality (liquidity and solvability) that a company may face. Reader beware! 

Five Year Evolution of Federal Funds Effective Rate
(Source: FRED, St Louis Fed)
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[bookmark: _Hlk133837617][bookmark: _Hlk127532411]Le secret des grandes fortunes sans cause apparente est un crime 
oublié, parce qu’il a été proprement fait.
Honoré de Balzac


Survival of The Fittest
[bookmark: _Hlk131094419]


[bookmark: _Hlk133843380]“Ever wonder why fund managers can’t beat the S&P 500? ’Cause they’re sheep – and the sheep get slaughtered. I been in the business since ’69. Most of these high paid MBA types, they don’t add up to dog shit. Gimme guys who are poor, smart and hungry. And no feelings. You win some, you lose some, but you keep on fighting… and if you need a friend, get a dog.” 
Michael Douglas as Gordon Gekko in Wall Street



Today’s implosion of First Republic Bank (NYSE: FRC), the fourteen’s largest US commercial bank, a 2022 Fortune 500 company, is not a trivial event. After the collapse in March of Silicon Valley Bank,  Signature Bank, and the liquidation of Silvergate Capital, it’s more than $500 billion in assets (close to the Belgian GDP) that have changed hands. Shareholders and debtholders have lost most, if not all, of their investment. The financial information published by these banks reflected the past, and did not take into consideration the severe depreciation of their assets in a restrictive monetary environment (high interest rates, reduced liquidity).

For your information, I have reproduced in the following pages:
· First Republic Bank First Quarter 2023 Results, April 24, 2023
· JPM assumes the deposits of First Republic Bank, May 1, 2023
· JPM acquires majority of assets of First Republic Bank, May 1, 2023
· JPM Investor Presentation, May 1, 2023
· Federal Reserve Board report on Silicon Valley Bank, April 28, 2023




As to the final result, a surrogate for the cost of incompetence and the lack of supervision… A graph (six months) is worth a thousand words!

(Source: BigCharts, from MarketWatch, Monday, May 1, 2023)
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The lesson…

[bookmark: _Hlk133841478][bookmark: _Hlk133049192]Our world  hasn’t fundamentally changed (John Kenneth Galbraith, A Short History of Financial Euphoria). In turbulent times, Management and financial statements cannot, and should not, be trusted. They are akin to storytellers and fairy tales for those afraid of a brutal – and nonparametric – reality. As to the shareholders and the debtholders: fools and their money are soon parted. “Our government invited us and others to step up, and we did […] The transaction is expected to generate more than $500 million of incremental net income per year […] FDIC will provide $50 billion of five-year, fixed-rate term financing […] FDIC will provide loss share agreements with respect to most acquired loans […] IRR > 20%” (Jamie Dimon). As always, only the strongest – and/or the politically connected – survive… Cui bono?


First Republic Bank First Quarter 2023 Results
[bookmark: _Hlk133853011](Source: First Republic Bank, Monday; April 24, 2023)
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[bookmark: _Hlk133841543]JPMorgan Chase Bank, National Association, Columbus, Ohio Assumes All the Deposits of First Republic Bank, San Francisco, California
(Source: Federal Deposit Insurance Corporation, Monday, May 1, 2023)
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JPMorgan Chase acquires substantial majority of assets and assumes certain liabilities of First Republic Bank
(Source: JPMorgan Chase, Monday, May 1, 2023)
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JPMorgan Chase Investor Presentation
(Source: JPMorgan Chase, Monday, May 1, 2023)
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Federal Reserve Board announces the results from the review of the supervision and regulation of Silicon Valley Bank, led by Vice Chair for Supervision Barr
(Source: The Federal Reserve, Friday, April 28, 2023)
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See complete report

*     *     *
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PRESS RELEASE \ First Repustic Bank

FORIMMEDIATE RELEASE. s privilegs t serve you'

FIRST REPUBLIC REPORTS FIRST QUARTER 2023 RESULTS

SAN FRANCISCO, April 24, 2023 - First Republic Bank (NYSE: FRC) today announced financial
results for the quarter ended March 31, 2023.

Jim Herbert, Founder and Executive Chairman, and Mike Roffler, CEO and President of First Republic:
said, "With the stabilization of our deposit base and the strength of our credit quality and capital
position, we continue to take steps to strengthen our business. We remain fully committed to serving

our communities, and we are grateful for the ongoing support of our clients and colleagues.”

Financial Results

- Year-overyear:
- Revenues were $1.2 bil
- Netinterestincome was $923
- Netincome was $269 million, down 32.9%.
- Diluted earnings per share of $1.23, down 38.5%
- Book value per share was $76.97, up 10.4%.
- Netinterest margin was 1.77%, compared to 2.45% for the prior quarter. *
~ Efficiency ratio was 70.4%, compared to 63.9% for the prior quarter.

Capital Position and Credit Quality

- Tier 1 leverage ratio was 8.25%.
-~ Common Equity Tier 1 ratio was 9.32%.
- Nonperforming assets were 0.06% of total assets.
- Net recoveries were $0.2 mi
Wealth Management
- Year-overyear:
- Wealth management assets were §289.5 billion, up 5.6%.
-~ Wealth management revenues were $223 million, up 0.7%.
Balance Sheet
~ Year-overyear:
- Loans totaled $173.3 blion, up 22.6%.
- Deposits were $104.5 biion, down 35.5%.
- Borrowings were $106.7 billion, up $101.2 bllion.
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WASHINGTON — First Republic Bank, San Francisco, California, was closed today by the California Department of Financial
Protection and Innovation, which appointed the Federal Deposit Insurance Corporation (FDIC) as receiver. To protect depositors,
the FDIC is entering into a purchase and assumption agreement with JPMorgan Chase Bank, National Association, Columbus, Ohio,
to assume all of the deposits and substantially all of the assets of First Republic Bank.

JPMorgan Chase Bank, National Association submitted a bid for all of First Republic Bank's deposits. As part of the transaction, First
Republic Bank's 84 offices in eight states will reopen as branches of JPMorgan Chase Bank, National Association, today during
normal business hours. All depositors of First Republic Bank will become depositors of JPMorgan Chase Bank, National Association,
and will have full access to all of their deposits.

Deposits will continue to be insured by the FDIC, and customers do not need to change their banking relationship in order to retain
their deposit insurance coverage up to applicable limits. Customers of First Republic Bank should continue to use their existing
branch until they receive notice from JPMorgan Chase Bank, National Association, that it has completed systems changes to allow
other JPMorgan Chase Bank, National Association, branches to process their accounts as well

As of April 13,2023, First Republic Bank had approximately $229.1 billion in total assets and $103.9 billion in total deposits. In
addition to assuming all of the deposits, JPMorgan Chase Bank, National Association, agreed to purchase substantially all of First
Republic Bank's assets.

The FDIC and JPMorgan Chase Bank, National Association, are also entering into a loss-share transaction on single family, residential
and commercial loans it purchased of the former First Republic Bank. The FDIC as receiver and JPMorgan Chase Bank, National
Association, will share in the losses and potential recoveries on the loans covered by the loss-share agreement. The loss-share
transaction is projected to maximize recoveries on the assets by keeping them in the private sector. The transaction is also
expected to minimize disruptions for loan customers. In addition, JPMorgan Chase Bank, National Association, will assume all
Qualified Financial Contracts.

The resolution of First Republic Bank involved a highly competitive bidding process and resulted in a transaction consistent with the
least-cost requirements of the Federal Deposit Insurance Act.

The FDIC estimates that the cost to the Deposit Insurance Fund will be about $13 billion. This is an estimate and the final cost will be
determined when the FDIC terminates the receivership.

FDIC: PR-34-2023
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New York, May 1, 2023 ~ JPMorgan Chase (NYSE: JPM) today announced it has acquired the substantial majority of
assets and assumed the deposits and certain other liabilties of First Republic Bank from the Federal Deposit Insurance
Corporation (FDIC). In carrying ot this transaction, JPMorgan Chase is supporting the US. financial system throughits
significant strength and execution capabilities. As part of the purchase, JPMorgan Chase is assuming all deposits —
insured and uninsured.

“Our government invited us and others to step up, and we did.”said Jamie Dimon, Chairman and CEO of JPMorgan
Chase. “Our financial strength, capabilities and business model allowed us to develop a bid to execute the transactionina
Way to minimize costs to the Deposit Insurance Fund”

'Dimon added, “This acquisition modestly benefits our company overall, it is accretive to shareholders, it helps further
advance our wealth strategy. and it is complementary to our existing franchise”

Key transaction elements following the FDIC's competitive bidding process include:

= Acquisition of the substantial majority of First Republic Bank's assets, including approximately $173 billion of loans
and approximately $30 billon of securities

= Assumption of approximately $02 billion of deposits, including $30 billion of large bank deposits, which will be:
repaid post-close or eliminated in consolidation

= FDICwill provide loss share agreements covering acquired single-family residential mortgage loans and commercial
loans, as well as $50 billion of five-year, fixed-rate term financing

= JPMorgan Chase is not assuming First Republic’s corporate debt or preferred stock
First Republic branches will open on Monday. May 1, as normal, and clients will continue to receive uninterrupted service,
including digital and mobile banking capabiltes.
As aresultof this transaction, JPMorgan Chase expects to:
= Recognize an upfront, one-time, post-tax gain of approximately $2.6 billon, which does not reflect the
approximately $2.0 billion dollars of post-tax restructuring costs anticipated over the next 18 months,

= Remain very well-capitalized with a CET! ratio consistent with its 1Q 24 target of 13 5% and maintain healthy
liquidity buffers

The transaction is expected to be modestly EPS accretive and generate more than $500 million of incremental net
income per year. not including the approximately $2.6 billon one-time post-tax gain or approximately $2.0 billion of post-
tax restructuring costs expected over the course of 2023 and 2024,

The acquired First Republic businesses will be overseen by JPMorgan Chase’s Consumer and Community Banking (CCB)
Co-CEOs, Marianne Lake and Jennifer Piepszak

“First Republic has built a strong reputation for serving clients with integrity and exceptional service."said Lake and
Piepszak.“We look forward to welcomming First Republic employees. As ahways, we are committed totreating employees.
with respect, care and transparency”
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Transaction rationale

® Increases penetration with U.S. high net worth clints
® Accelerates U.S. wealth strategy by adding J.P. Morgan wealth centers in attractive locations

® Complementary to JPMorgan Chase's #1 business bank

' >$500mm net income accretion’
Financially attractive | & Tangible book value per share accretve

* IRR>20%

‘@ Strong credit profile supplemented by FDIC loss sharing agreement

High-quality portfolio
with additional ‘o Loan portfoio marks supported by due diligence process
protection

‘® Maintains JPMorgan Chase's fortress balance sheet

‘o First Republic depositors wil be backed by the sirength of JPMorgan Chase

2 L » 8

‘and orderly resolution || ® Lowest cost and most efficent opton forthe Deposit Insurance Fund

o Our capabilties and capital sirength enabled a competitive bid

JPMORGAN CHASE & CO.
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Key takeaways

] Foress rincils aow us o paricate i tacie opportuites for sharsholders 3 well s play a consructve 10
the banking landscape

Transacion is complementary to J.P. Morgan and Chase franchises
2 Accelerates growth initiatives in U.S. wealth strategy
‘Adds prime locations in affluent markels.

Expected to generate >$500mmin net income’
3 Accretive to TBVPS with IRR > 20%
Quality portfolio supplemented by additional protection

4 Contributes to the rapid and orderly resolution of First Republic Bank

JPMORGAN CHASE & CO.
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The Federal Reserve Board on Friday announced the results from the review of the supervision and
regulation of Silicon Valley Bank, led by Vice Chair for Supervision Michael S. Barr. The review finds four
key takeaways on the causes of the bank's failure:

1. Silicon Valley Bank's board of directors and management failed to manage their risks;

2. Federal Reserve supervisors did not fully appreciate the extent of the vulnerabilities as Silicon Valley
Bank grew in size and complexity;

3. When supervisors did identify vulnerabilties, they did not take sufficient steps to ensure that Silicon
Valley Bank fixed those problems quickly enough; and

4. The Board's tailoring approach in response to the Economic Growth, Regulatory Relief, and
Consumer Protection Act and a shiftin the stance of supervisory policy impeded effective
supervision by reducing standards, increasing complexity, and promoting a less assertive
supervisory approach

“Following Silicon Valley Bank's failure, we must strengthen the Federal Reserve's supervision and
regulation based on what we have leamed,” said Vice Chair for Supervision Barr. "This review represents
afirst step in that process—a self-assessment that takes an unflinching look at the conditions that led to
the bank's failure, including the role of Federal Reserve supervision and regulation.”

The report discusses in detail the management of the bank and the supervisory and regulatory issues.
surrounding the failure of the bank. It goes through the recent supervisory history of Silicon Valley Bank
and includes more than two dozen documents containing the bank's confidential supervisory information
such as supervisory letters, examination results, and supervisory warnings.

"I welcome this thorough and self-critical report on Federal Reserve supervision from Vice Chair Barr,”
Federal Reserve Chair Jerome H. Powell said. "l agree with and support his recommendations to address
our rules and supervisory practices, and | am confident they will lead to a stronger and more resilient
banking system.”

The report and documents detail the bank's rapid growth, as well as the challenges Federal Reserve
supervisors faced in identifying the bank's vulnerabilities and forcing the bank to fix them. At the time of its
failure, the bank had 31 unaddressed safe and soundness supervisory warnings—triple the average
number of peer banks.




