April 3, 2018

Charter Financial Corp. (CHFN)
April 3, 2018

Charter Financial Corp.
(CHFN)
By: Nancy A. Bush, CFA
NAB Research, LLC
Distributed by Banks Street Partners, LLC

Price: $20.80
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EPS Estimates: 2017A: $0.95 [fiscal year end = Sept. 30]
2018E: $1.44
2019E: $1.55
Q218E: $0.35 (versus $0.22 in 2Q17)
Tangible Book Value: $11.59
Price/TBV: 1.79x
Dividend/Yield: $0.32/1.54%
Market Capitalization: $315 million

This company is a good example of how the surviving thrifts have evolved...
CharterBank management is increasingly venturing forth from their historic west Georgia base…
They have entered the lively Atlanta market and are honing their competitive strategy there… It’s
a bank that could go in a lot of directions...
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Whatever happened to the thrifts, anyway?
We have to start this piece out with a confession—it has been about a million years (plus a couple of decades)
since we have thought much about thrifts and savings and loans. That sad confession is based partly upon
our historical experience as an analyst looking at the nation’s largest banks, and partly upon our experience in
the late 1980s, when the meltdown of the S&L industry was the predecessor of more financial services industry
troubles to come. In addition, the demise of the thrift regulatory structure—the late and unlamented Office of
Thrift Supervision, which was folded into the OCC in 2011 after a regrettable history of lax regulation—has
tended to make analysts (like us) think about thrifts in the same way that we do community banks, which is as
an integral part of the growth and consolidation trends taking place among smaller Southeastern financial
institutions of all types.
And there’s still a lot to consolidate. We were surprised to learn in the most recent FDIC Quarterly Banking
Profile that there are still 752 savings institutions in the nation (13% of the total number) with about 7% of the
nation’s deposits ($931 billion, roughly.) Charter Financial Corp. (CHFN)—known locally as CharterBank—is
one of the 63 thrifts in the FDIC’s Atlanta regulatory region, and has a sort of “It’s A Wonderful Life” pedigree
and history. Founded in the old mill town of West Point, GA, in 1954 by the father of the present CEO Robert
Johnson, the company has survived the interest rate debacle of the 1980s, the downturn of its West Point
operating area as the textile industry there died, and the Financial Crisis, which hit residential real estate and
the fortunes of both big-city and rural Georgia especially hard.
But Charter management hung in there, raised capital and struck out on the path of growth…
We won’t pretend that we have ever fully understood the multiple-step conversion process through which a
mutual savings institution becomes a fully public stock company—we haven’t—but all we need to know here
is that Charter completed the conversion process in 2013 and has had plenty of capital to show for its efforts.
But they were also confronted with the dilemma that always confronts the leadership of recently converted
thrifts—how to earn a decent return on that capital trove and thus satisfy the various retail and institutional
investor constituencies that generally participate in thrift conversions.
In order to understand CHFN’s rather exceptional growth strategy, you first need to understand Georgia
geography and history. West Point is exactly that—a town on the Georgia border with Alabama, that is both
the westernmost point of the mighty Chattahoochee River (from there it flows south to Florida) and was also
at one time the western terminus of the Atlanta & West Point Railroad. (For Civil War buffs, West Point was
also the scene of the Battle of West Point, which took place seven days after Lee’s surrender at Appomattox.
Better late than never.) West Point’s historical prosperity was built upon textiles—with its mills powered by the
Chattahoochee River—and upon that position as an important stop on the railway between Atlanta and
Montgomery, AL.
The sad fate of the textile industry in the Southeast is well-known—and the West Point area was not an
exception. The giant textile manufacturing employer there, West Point Stevens, finally declared bankruptcy in
2003 after years of struggles, leaving an unemployed work force and empty buildings across the Southeast and
leading to years of hardship across a vast expanse of central Georgia. But the globalization trends that had
caused so much hardship in the textile industry kicked in in a more positive way in 2009, when KIA (the South
Korean automaker) established a giant auto manufacturing plant beside Interstate 85 a few miles north of West
Point. That plant presently employs 6,700 people on the main campus and contributes to the employment of
15,000 in various ancillary activities throughout central and south Georgia.
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From that rejuvenated economic base, CharterBank began to grow. We recently looked at an interesting slide
from CHFN’s annual meeting in February 2018, and it does not depict the timeline of a company that has
decided to cave in to slow growth and decline. After its initial capital raise in the mid-2000s, CharterBank was
ready to capitalize (no pun intended) upon the opportunities presented by the chaos of those years. They raised
yet more capital in a second offering and were able to do three FDIC-assisted deals in 2009-2012, two of which
got them into the coveted Atlanta MSA and marked a new strategic path into the South’s premier growth
market.
They took the final capital step in April 2013, completing their conversion into a fully public company and
raising $143 million in the process. They have taken a multi-pronged approach in using their capital—paying
dividends and buying back massive amounts of stock (35.6% of the outstanding shares repurchased from 20132015) at the same time they began to put an even bigger stake in the ground in Georgia’s largest and fastestgrowing market.
They have begun to build a significant Atlanta presence…
While they yet have a way to go in Atlanta, they’re off to a good start. The company has added six branches
in Atlanta through two deals since 2015—four branches through the CBS Financial acquisition in 2015 and
another two through the purchase of Resurgens Bancorp in mid-2017. (In addition, the company has opened a
new branch in a primo location—Buckhead—in the last couple of months.) While this may not yet seem like a
massive Atlanta footprint, it is certainly a good foundation in a market which is fiercely competitive; the total
number of branches acquired does not tell the full story.
Those six acquired branches represent great geography and large deposit totals. Indeed, thorough those two
deals, Charter obtained a presence in Cobb and Dekalb counties, two of the Atlanta MSA’s highest growth
suburban markets. They acquired roughly $500 million in deposits in both mergers—with an especially large
emphasis on core deposits (60% of the deposit base) in the Resurgens deal—and now are positioned both north
and west of downtown Atlanta (Cobb County) and east (Dekalb County)—with lots of directions that they can
grow from there. Indeed, Charter now has as much of an Atlanta identity as it does a west Georgia one, with
roughly 54% of its loans and deposits and half of its branches (11 of 22 total) in the Atlanta market.
This is a good time to be growing in Atlanta—because there is a lot of “churn.” We would be remiss if we
did not mention the latest significant Atlanta deal—the acquisition of BrandBank, a $2 billion+ asset Atlanta
bank with a well-regarded commercial lending identity—by Renasant Corp. (RNST), of Tupelo, MS, for about
224% of Brand’s tangible book value. Deals such as this add valuation support to Charter’s strategy of
building out their Atlanta presence and potentially create opportunities for other banks in the marketplace.
Did we mention that they have a conservative culture?...
Having a foundation as a family company and having been through the S&L wars definitely lend
themselves to a conservative financial posture. This attitude is manifested in a couple of notable ways at
CharterBank—through the continued maintenance of a strong capital base and through a credit culture that
produces few problem loans. The company’s CET1 capital ratio was 14.32% at the end of its 2017 fiscal year—
plenty of capital to distribute to shareholders and to grow, and even more capital will be created as the tax
rate declines to the 21% statutory level over the next few years.
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As for loan losses—well, there aren’t any. While it is possible that CHFN may encounter more credit issues as
it grows its market share in Atlanta—which tends to be a market where booms can be quickly followed by
busts—any credit issues are likely to be small potatoes compared with their larger competitors. The company
does have an emphasis on residential real estate—of the 1-4 family and the multi-family varieties—and CRE,
but they have a long underwriting history and a proven track record of not getting over their skis. It’s not often
that we look at a company that has had no loan loss provision for a number of quarters, has a 0.24% ratio of
NPAs to loans (plus ORE) and a 0.96% (of loans) loan loss reserve ratio. That expertise will serve them well as
they grow the Atlanta loan book, where multi-family lending is a particularly attractive growth opportunity.
We would mention one other distinctive aspect of this company—they have a good chunk of fee income.
Our biggest beef with many community banks is that they neglect the development of their fee income sources,
instead depending almost solely on the vicissitudes of the yield curve. CharterBank has a good chunk of fee
revenues—roughly 27% of their revenue total in the latest quarter—and it comes from their deposit base and
from their success with their signature debit card program, where bank card revenues constitute 40%-plus of
deposit fees. (Amazing how customers will use debit cards when they automatically get them in their checking
account package.) For a $1.6 billion bank to have more than 50,000 active debit cards in a 62,000 checking
account base is no mean feat, and we hope to see more innovative product introductions and packages from
Charter as they hone their Atlanta retail strategy.
Bottom Line: Solid historical operating base, good growth prospects in Atlanta, strong capital, steady
earnings growth...Which way do they go now?...
We mean that from a double perspective—where do they go geographically, and where do they go
strategically? We neglected to mention earlier that CharterBank also has a presence in eastern Alabama and in
the Panhandle of Florida, so their growth prospects are by no means confined to Atlanta and central Georgia.
While our guess would be that they would choose to go farther afield in the Atlanta metro market—perhaps
into the growing Alpharetta/Cumming area and certainly to develop more in the more attractive in-town
markets—our guess is that much will be dictated by the availability of smaller merger partners in the area, of
which there are still a number left.
From a strategic perspective, this company is in a good spot. As we have just seen with the acquisition of
BrandBank, good Atlanta banks do not come cheap. Atlanta is still—along with Charlotte, Greenville, and
Nashville—a place that every Southern banker wants to be, and as CharterBank grows its Atlanta presence and
hones its strategy in the ATL, it’s hard to see how this company would not be a desirable target for a $10 billion+
outsider.
Or on the other hand—maybe not. We do acknowledge that this bank has a few historical quirks—like its
founding by the father of the present CEO—but we would also note our conversations with other “family bank”
CEOs who have found that their children are not quite as keen to be bankers as they were. The fact that this is
also a public company and not closely held would also dictate that any serious bid be considered and that
rational and dispassionate decisions be made on the behalf of shareholders—and our belief is that every banker
has his price, no matter his (or her) family history.
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In the interim, it’s looks to us like a good stock for conservative investors. Charter management have
produced superior returns over a long period of time, like having an ample capital cushion, are growing their
core deposit base (which will come in handy as rates rise), and generally present a profile of predictability and
satisfying un-flashiness. In a world of growing stock market volatility, rising interest rates, and the general
craziness of the daily American news cycle—un-flashy and predictable look pretty good to us.

Nancy A. Bush, CFA
706-438-3098
To read NAB Research’s disclosures for the preceding commentary, please follow this link:
http://www.BushOnBanks.com/disclosure.shtml

This commentary was provided by Nancy A. Bush, CFA of NAB Research, LLC and is being distributed by Banks Street
Partners, LLC. The views of the author do not necessarily represent the view of Banks Street, and Banks Street has neither
directed nor had editorial oversight over the content. Material in this report is from sources believed to be reliable but no
attempt has been made to verify its accuracy. Past performance is no guarantee of future results. Banks Street Partners
actively seeks to conduct investment banking in the financial institutions and services sector, including with the companies
listed in this report. Banks Street Partners subsidiary BSP Securities, LLC has been compensated in the last 12 months as a
financial advisor by BrandBank in its pending sale to Renasant. To learn more about Banks Street Partners, please visit
www.BanksStreetPartners.com.
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