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Tangible Book Value: $13.60 
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Market Capitalization:  $114.3 million 
 
This is another “transforming” community bank... 
The Kentucky market is an interesting and differentiated one... 
Limestone is now adding branches...Will it soon be adding other banks as well?... 
 
This is an interesting story to us for several reasons… 
We seem to be developing a coverage niche in “transforming” community banks. Our first introduction to 
this interesting group came from Atlantic Capital Bancshares (ACBI), an Atlanta-based business bank that 
attempted a brief foray into retail banking and (after a few notable setbacks) has now returned to its commercial 
banking roots in the booming metro ATL market. We then had the good fortune to encounter First Community 
Bankshares (FCBC) in Bluefield, VA—a bank that had eschewed deal-doing after a period of due diligence 
mania and simultaneously decided to ditch Wall Street’s demands for access in the process. (Note—FCBC has 
just re-entered the deal-doing fray with the acquisition of the $612 million-in-assets Highlands Bankshares 
(HLND) of Abingdon, VA.) Now it’s Limestone Bancorp (LMST), parent company of a bank based in 
Louisville, KY, whose franchise originated in the years leading up to the Financial Crisis and one that, like many 
community banks of that time, lacked the requisite risk management structures and disciplines to withstand 
the forces of economic downturn that followed. 
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Since the advent of CEO John Taylor to head the bank in July 2012, Limestone has been “totally changed.” 
Mr. Taylor came with both experience in the Kentucky community banking industry (American Founders 
Bancorp in Lexington) and even longer experience with one of the majors, PNC Bank, where he was president 
of the Ohio/Northern Kentucky region for six years. That combination of large bank/small bank experience 
has obviously been instrumental not only in steering Limestone (formerly Porter Bancorp) through the years of 
regulatory orders (all now lifted) but in charting a course for future growth through an interesting bifurcated 
strategy of rural branch banking and large market commercial lending. 
 
All of this within a market that defies easy classification… 
There have been two banking markets that have puzzled us over the course of our career—and those would 
be Maryland and Kentucky. These two states share an identity as “border states” to their regions and as such 
do not neatly fit into any regional classification, thus making it a bit more difficult to identify the industries and 
business trends that power the banks located there. Mr. Taylor gave us a bit of a lesson in the nature and 
orientation of the Kentucky markets, aptly describing it as a “mosaic” of markets that encompass a mixture of 
Midwestern and Southeastern characteristics and trends.  
 
Limestone does not have banking operations in eastern Kentucky—the part of the state that is more dependent 
on natural resources and mining—but instead has operations in Louisville, where manufacturing and 
distribution are a large part of the economic base. In addition, universities and other institutes of higher 
education have a strong presence in Louisville (University of Louisville, foremost) as does healthcare, in the 
form of healthcare industry giant Humana, which is headquartered there. And let us not forget the state’s very 
large equine industry, which brings tourists and trainers not only to Louisville but to the Bluegrass cities of 
Lexington and Versailles. 
 
Limestone just did a little bit of a geographic “breakout.” We’ll discuss more of the significance of this 
development later, but the bank announced in late July that they were acquiring four branches from Republic 
Bancorp (RBCAA), another Louisville-headquartered bank. The four branches—with $153 million in deposits 
and $112 million in loans—are located in the cities of Elizabethtown, Frankfort and Owensboro. Through this 
deal, the bank will increase its market presence in Owensboro (2 branches) and establish a foothold in the 
Frankfort and Elizabethtown markets. Like Tennessee, its neighbor to the south, Kentucky has grown along its 
system of interstate highways—I-64 and I-65, most notably—and this branch deal will enhance its presence 
along both of these important commercial thruways. 
 
The metro-combined-with-rural strategy appears to be working… 
While the rate environment may have changed recently, core deposits won’t be cheap forever. Limestone’s 
loan-to deposit ratio is already a comfortable 86%, but roughly 50% of those deposits are CDs—a fact that Mr. 
Taylor would like to change over time (down to 30% in three years) through both the organic addition of 
commercial deposits and the continued acquisition of more retail core deposits. (Non-interest bearing deposits 
were roughly 15% of the total deposit base at the end of June, which is at the lower end of community banking 
comps for that metric.) The upside to this funding mix at this juncture is that a fair amount of those CDs are 
shorter duration in nature, which should help bring down funding costs as yields on assets fall and should help 
the bank maintain a net interest margin in the 3.40%-3.50% range. 
 
The metro lending strategy is definitely working. The bank grew loans at a high-single-digits annualized rate 
in 2Q19, with the biggest quarterly increases coming in the C&I category (up nearly 40% annualized from 1Q19 
period-end levels) and at a nearly 30% pace for multi-family commercial real estate. The consumer loan book  
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was roughly stable at about 7% of the loan book, while the largest loan portfolio category was “non-farm non-
residential” CRE, which was 23% of loans at June 30—a level roughly consistent with prior quarters. (The 1-4 
family residential mortgage book (21% of loans at the end of 2Q) has declined as a percentage of loans for the 
last few quarters.) In short, the overall loan growth picture is consistent with that of a company that is slowly 
changing its profile from that of a CD-funded, mortgage lending quasi-thrift into that of a full-fledged business-
oriented community bank—a process that is often lengthy to complete and often expensive in the process. 
 
The overhead ratio is eye-catching and is unlikely to improve much in the very near future. Limestone has 
been busy in “cleaning up” and modernizing the branch system and in acquiring the personnel and systems 
needed to bring the franchise into the modern age of commercial banking—and none of this is cheap. The 
overhead ratio has been 70% or so for the last few quarters, and expenses running at a $29-million (roughly) 
annual rate. CEO Taylor warned that expenses may decline slightly but that an annual run rate of $28.5 million 
may be “as good as it gets” in the intermediate term. The achievement of a 65% overhead ratio—more in line 
with that of community peers—is likely a couple of years out and will be more of a consequence of revenue 
growth than further expense cuts. 
 
Those are the basics...But there is a lot more going on under the surface… 
We would also mention—as one would expect given the bank’s recent history—that Limestone has pristine 
credit quality. So the basics are of a well-performing and high-quality community bank operating in a steadily 
(though not spectacularly) growing region and improving its funding mix and loan book through a process of 
organic growth and change toward a higher-performing commercial profile. The bank has begun to expand 
beyond its historical operating area through opportunistic branch acquisitions and is likely to do more of the 
same—or perhaps to acquire one (or more) of the 140-plus community banking franchises that are still extant 
in Kentucky.  
 
At $1.1B+ in assets, there are several ways that this bank can go—and being acquired is not out of the 
question. The ownership structure of this bank is not the usual one and bears a look for clues to where 
Limestone and its management may be headed. In some ways, Limestone’s story is one of “banking through 
the Financial Crisis” writ large—a bank is thrown together quickly and carelessly in the years leading up to the 
Crash, that entity goes down in flames as credit quality disintegrates, and it avoids being closed only by sizable 
injections of private capital. An experienced and well-regarded CEO is brought in by the major investors to 
clean up the mess and to craft a viable and more valuable franchise, and to eventually garner (along with the 
patient investors) a very nice payday in a takeout.  
 
Is that the story here? Well, maybe, but one thing is for sure—the shareholder base is a sophisticated one. 
According to the latest compilation from SNL, Limestone’s largest shareholder is Patriot Financial Manager LP, 
which owns about 17% of the stock (and indeed was the bank’s savior with an injection of private equity capital 
in 2010.) Patriot (better known to bank oldsters as the bank investing vehicle of Kirk Wycoff) has remained with 
the investment in the intervening years and has been joined by such well-known bank investors as Emanuel 
(“Manny”) Friedman (EJF Capital LLC) with 4% of the shares; Banc Funds LLC (3%) and a host of insiders who 
together with the private equity investors own roughly 40% of the bank’s outstanding common. As a result, the 
float is low (about 48% of outstanding stock) and buyers are thus likely also longer-term holders. 
 
OK, so why isn’t the stock’s valuation higher?... 
For all that we have said thus far about improving results and the multiple avenues that Limestone’s 
management might take in growing or selling the bank, the valuation of the shares is—well,  pretty subdued.  
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The stock is selling at roughly 1.23x tangible book value (adjusted for the pending 9% TBV dilution inherent in 
the Republic branch deal) which is a valuation more in line with community banks that have many more credit 
issues and are much less advanced in their strategies for growth. In addition, the stock is selling at roughly 9.3x 
our 2020 estimate of $1.66, which is a valuation that is more in line with those of the nation’s largest banks 
where regulatory and revenue concerns are much more pronounced. 
 
So what gives? We think that there are likely several factors at work here. First and foremost, the story of 
Limestone’s recovery and progress is simply not that well known. Many investors have the same issues with 
understanding the banks in Kentucky and its environs that we do—the growth possibilities in that market are 
simply not as evident as they are in the Southeast, where community bank investor attention is presently 
centered. (We think that the perceptions of Kentucky are the much the same as those of Tennessee a decade 
ago—only since Nashville has become such a hot market has so much interest come to the banks of Tennessee 
and its environs.)  
 
The issue of stock liquidity is also a material one. As we noted earlier, the float on this stock is somewhat low 
and the trading volume is limited, with an average daily trading volume of around 5,000 shares. This makes 
the accumulation of a material position in the stock a somewhat laborious and extended process, which is 
discouraging to most institutional investors (except those that specialize in small bank investments.) We would 
hope that Limestone management would take actions to both raise the profile of the company and to make the 
stock more widely available—both of which goals would be aided by a program of accretive acquisitions. 
 
Bottom Line: Not a “mom and pop” bank stock… 
One other thing—Limestone is unlikely to pay a dividend in the near term due to the need to continue to 
raise its capital levels. And frankly, the presence of substantial private equity and specialty bank investors in 
Limestone’s shareholder base makes it less likely that there will be a groundswell for a dividend to be paid, so 
that this stock is not one that we could recommend to income-oriented retail bank stock investors. 
 
But for sophisticated and longer-term bank investors, this is one stock to watch closely. We are not 
minimizing the challenges that the Limestone management faces in the face of industry “headwinds”—most 
notably the very strange yield curve and the resultant very competitive lending environment—and this 
management simply needs to continue to demonstrate the ability to move quarterly earnings off the low-$0.30s 
level that has persisted for a few quarters now. But we must also say that this is one of the most interesting 
bank “stories” that we have encountered in a while, and our bet is that others who are already familiar with 
the community banking industry will feel similarly.  
 
Nancy A. Bush, CFA 
706-438-3098 
NBush@BushOnBanks.com 
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Table 1
Limestone Bancorp
Earnings Estimates

($ Thousands, Except Per Share Data)

Q2 2018 Q3 2018 Q4 2018 Q1 2019 Q2 2019 Q3 2019E 2018A 2019E 2020E 19E/18A 20E/19E

Net Interest Income $8,374 $8,412 $8,704 $8,959 $8,800 $8,878 $33,671 $36,015 $39,100 7 9
Tax Equivalent Adjustment 0 0 0 0 0 0 0 0 0 nm nm
Loan Loss Provision (150) (350) 0 0 0 0 (500) 0 100 (100) nm

   Subtotal 8,524 8,762 8,704 8,959 8,800 8,878 34,171 36,015 39,000 5 8

Noninterest Income
Service Charges on Deposits 591 608 588 496 571 575 2,355 2,225 2,350 (6) 6
Card Intercharge Fees 446 411 573 508 596 600 1,831 2,200 2,400 20 9
BOLI 138 100 100 99 118 100 437 420 400 (4) (5)
Securities Gains/Losses (6) 0 0 0 (5) 0 (6) (5) 0 (17) (100)
Other Fees 178 390 411 181 166 175 1,162 700 800 (40) 14

   Total Noninterest Income 1,347 1,509 1,672 1,284 1,446 1,450 5,779 5,540 5,950 (4) 7

Noninterest Expense
Salaries and Benefits 3,885 3,893 3,923 3,915 3,915 3,900 15,489 15,950 16,250 3 2
Occupancy & Equipment Exp. 880 896 915 898 854 850 3,586 3,400 3,500 (5) 3
Professional Fees 222 186 201 165 179 175 814 700 735 (14) 5
Marketing 308 259 247 227 212 225 1,114 900 1,000 (19) 11
FDIC Premiums 139 118 118 108 103 110 557 450 400 (19) (11)
Data Processing 307 281 280 313 315 300 1,192 1,200 1,260 1 5
State Franchise & Deposit Tax 282 282 272 315 315 315 1,118 1,260 1,300 13 3
OREO & Litigation Expense 285 332 361 212 176 150 1,113 650 500 (42) (23)
Other (incl.deposit expenses) 1,097 983 1,005 1,128 1,155 1,175 4,143 4,500 4,700 9 4

   Total Noninterest Exp. 7,405 7,230 7,322 7,281 7,224 7,200 29,126 29,010 29,645 (0) 2

Pretax Income 2,466 3,041 3,054 2,962 3,022 3,128 10,824 12,545 15,305 16 22
Income Taxes/(Benefit) 483 604 614 123 (611) 600 2,027 712 2,800 (65) 293

 
Net Income 1,983 2,437 2,440 2,839 3,633 2,528 8,797 11,833 12,505 35 6

Average Diluted  Shares 7,323 7,455 7,457 7,470 7,550 7,555 7,160 7,533 7,550 5 0
Net Income per Dil. Share 0.27 0.33 0.33 0.38 0.48 0.33 1.23 1.57 1.66 28 5

Tax Rate 19.59 19.86 20.10 4.15 (20.22) 19.18 18.73 5.68 18.29 (70) 222
Adjusted Tax Rate 19.59 19.86 20.10 4.15 (20.22) 19.18 18.73 5.68 18.29 (70) 222

Net Interest Margin 3.57% 3.45% 3.46% 3.61% 3.42% 3.35% 3.53% 3.43% 3.40% (3) (1)
Average Earning Assets 943,023 968,876 1,001,093 1,009,948 1,033,581 1,060,000 957,454 1,050,000 1,150,000 10 10

Overhead Ratio % 76.2% 72.9% 70.6% 71.1% 70.5% 69.7% 73.8% 69.8% 65.8% (5) (6)
Tangible Book Value $11.59 $11.83 $12.34 $12.91 $13.60 $13.93 $12.91 $14.48 $16.14 12 11

Revenues 9,721 9,921 10,376 10,243 10,246 10,328 39,450.0 41,555.0 45,050.0
Fees as % of Total Revenue 13.9 15.2 16.1 12.5 14.1 14.0 14.6 13.3 13.2

Dated: 9/30/19
NAB Research, LLC

Percent Change
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% Change % Change
vs. Last vs. Last

Q2 2018 Q3 2018 Q4 2018 Q1 2019 Q2 2019  Quarter   Year 
 Assets
Loans $734,709 $748,444 $765,542 $766,505 $793,460 4 8
Securities (Taxable) 161,232 167,280 186,027 191,656 195,379 2 21
Securities  (Non-taxable) 14,183 14,147 14,204 13,512 12,710 (6) (10)
FHLB Stock 7,323 7,243 7,233 7,068 6,778 (4) (7)
Fed Funds Sold and Other 25,576 31,762 28,087 31,207 25,254 (19) (1)
Total Earning Assets 943,023 968,876 1,001,093 1,009,948 1,033,581 2 10
Less: Loan Loss Allowance (8,886) (8,742) (8,802) (8,855) (8,730) (1) (2)
Other Assets 78,871 77,502 73,925 74,460 75,608 2 (4)
Total Assets $1,013,008 $1,037,636 $1,066,216 $1,075,553 $1,100,459 2 9

Liabilities & Shareholder Equity
CD's and Other Time Deposits $429,123 $450,125 $456,404 $459,709 $487,651 6 14
Now and Money Mkt. Deposits 241,826 251,020 258,744 264,847 261,579 (1) 8
Savings Accounts 35,965 34,778 33,813 33,557 33,881 1 (6)
Total Interest-Bearing Deposits 706,914 735,923 824,300 834,637 855,100 2 21
FHLB Advances 44,252 43,995 44,337 4,709 4,010 (15) (91)
Jr. Sub. Debentures 21,957 20,999 21,002 21,000 21,000 0 (4)
Senior Debt 10,000 10,000 10,000 10,000 10,000 0 0
Total Interest-Bearing Liabilities 783,123 810,917 824,300 834,637 855,100 2 9
Non-interest Bearing Deposits 135,843 133,784 146,416 142,716 143,619 1 6
Other Borrowings 5,341 5,449 5,664 4,709 4,010 (15) (25)
Total Liabilities 924,307 950,150 976,380 982,062 1,002,729 2 8

Shareholder's Equity 88,701 87,486 89,836 93,491 97,730 5 10
Total Liabilities & Shareholder Equity $1,013,008 $1,037,636 $1,066,216 $1,075,553 $1,100,459 2 9

Net Interest Spread 3.38% 3.24% 3.20% 3.33% 3.13%
Net Interest Margin 3.57% 3.45% 3.46% 3.61% 3.42%

Dated: 9/30/19
NAB Research, LLC

Table 2
Limestone Bancorp

Average Balance Sheet Summary
($ Thousands) 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
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, a Performance Trust Company. 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 was 
paid compensation by Atlantic Capital Bancshares and First Community Bankshares within the last 12 months. To learn 
more about Banks Street Partners, please visit www.BanksStreetPartners.com. 

http://www.bushonbanks.com/disclosure.shtml
http://www.banksstreetpartners.com/

