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3RD QUARTER HIGHLIGHTS:

THIRD QUARTER RESULTS
WERE ENCOURAGING

EPS: $0.20 VS. $0.16

NET INTEREST INCOME WAS
UP 6%

MOST OF THE INCREASE WAS
FROM HIGHER AVERAGE
EARNING ASSETS

NONINTEREST INCOME
DECREASED SLIGHTLY

FIRST NINE MONTHS
HIGHLIGHTS:
EPS: $0.54 VS. $0.46

$7.90
$7.07 - $8.80

EPS *

2014A:

$ 0.64

(FY: DEC)

2015E:
2016E:

$0.21 / 2.7%
3.4 mm / $26 mm

Book Value:

P/E

2014A:

12.3x

$ 0.72

2015E:

11.0x

$ 0.80

2016E:

9.9x

$ 9.28

Price/Book Value:

0.85x

* Diluted.

Background
Founded in 1871, Potomac Bancshares, Inc. (the “Company”) is a Charles Town, West Virginia bank
holding company for the Bank of Charles Town. With approximately $335 million in assets as of
September 30, 2015, the Company conducts operations through its main office and branch office
facilities in Jefferson and Berkeley Counties (WV), Washington County (MD) and Loudoun County
(VA). The Bank provides various banking products and services for individuals, businesses, and local
governments. Deposit products include noninterest-bearing and interest-bearing checking accounts,
savings accounts, certificates of deposits, money market accounts, and individual retirement accounts.
The Bank also offers loan products comprising commercial, financial, and agricultural loans; mortgage
loans on real estate properties; secondary market and adjustable rate mortgage loans; equipment loans
and construction financing products; and retail loan products consisting of home equity lines of credit.
In addition, the Bank provides financial management, investment, trust, and brokerage services, as well
as online banking services. The Company’s shares are quoted on the OTC Pink Sheet marketplace
under the symbol “PTBS”. With this report, we initiate coverage of the Company.
Third Quarter Earnings Increased 23%
Potomac Bancshares reported excellent third quarter results. Earnings were up 23% from the year-ago
period (25% on a per share basis), while balance sheet growth was also strong and asset quality
improved from the year-ago level. Profitability metrics, such as ROAE and ROAA were much higher
than those at most of the Company’s peers, and the Bank’s newer locations in Maryland and Virginia
are continuing to build traction. With the stock trading at a discount to book value, the Company has
been (wisely in our view) repurchasing shares, and insiders have been adding to their positions as well.
All in all, it was a very encouraging quarter.
Potomac Bancshares’ net income in 2015’s third quarter was $685,000, or $0.20 per diluted share,
which was up from $556,000, or $0.16 per diluted share, in the year-ago quarter. The majority of the
earnings improvement came from a solid increase in net interest income as well as a drop in the
provision for loan losses, the latter reflecting progress that the Company is making in credit quality.
Net interest income increased 6% to $2,866,000 in 2015’s third quarter, up from $2,694,000 in the
year-ago quarter, with the majority of that growth being due to average earning asset growth. Margins
have been holding relatively stable. Noninterest income for the third quarter of 2015 totaled
$1,069,000, compared to a $1,154,000 in the year-ago quarter, while noninterest expense was
$2,922,000 in 2015’s third quarter, which was up 5% from 2,796,000 in the year-ago quarter. There
was no provision for loan losses in the current quarter, versus $223,000 in the year-ago quarter.
Earnings were also strong on a year-to-date basis. For the first nine months of 2015, Potomac
Bancshares reported net income of $1,828,000, or $0.54 per diluted share, versus $1,551,000, or $0.46
per diluted share, in the year-ago period. Net interest income grew 4%, noninterest income decreased
4% and noninterest expense increased 4% over this period. The provision for loan losses declined to
$97,000 in the first nine months of 2015 from $753,000 in the year-ago period. Balance sheet growth

BALANCE SHEET GROWTH WAS
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was strong as well. From September 30, 2014 to September 30, 2015, gross loans increased 10% to
$276 million, while assets increased 8% to $335 million and deposits grew 9% to $292 million. Part of
this growth obviously resulted from the additions of the locations in Hagerstown, MD (opened in
January 2014) and Middleburg, VA (opened in April 2013). The Company remains well capitalized to
maintain this growth, as its stockholders’ equity was $31.1 million (all of this is common equity, with
no intangibles), or 9.29% of assets, at September 30, 2015.
Potomac Bancshares Compares Quite Favorably to its Peers
Potomac Bancshares’s performance has been impressive, and most of its operating metrics that we
monitor are superior to the median figures of its peer group. For example, the Company’s most recent
annualized return on average assets was 0.83%, versus 0.69% for the median of West Virginia public
banks with less than $5 billion in assets, while its annualized return on average equity was 8.71%,
versus 5.80% for the group. Asset quality was slightly worse for Potomac, but not overly so. Despite
Potomac’s superior profitability ratios, its shares trade at a discount to its WV peers, as can be seen by
PTBS trading at 11.1x trailing 12 month EPS, versus 13.7x for the peer group, and 0.85x tangible book
value, versus a peer group figure of 0.96x. And while the dividend yield is slightly lower for PTBS,
the payout ratio is also lower, meaning that Potomac probably has more room to increase cash
dividends in the future. One of the strongest relationships between performance and valuation that
exists for community banks is the one between ROAE and the market-to-book value ratio. One way
that we sometimes try to assess this relationship is to divide ROAE by the market to book value ratio
for individual banks, which essentially gives us a “return on the market value of equity” figure. It is a
highly relevant figure from an investor’s standpoint. In the case of PTBS, the ratio is 10.2%, which
was the second best (highest) out of the WV peer banks that we considered. Potomac’s stock buybacks
should help to better align its valuation with its performance and growth, especially over time. For
these reasons, we believe the outlook for the stock is relatively favorable.
PEER GROUP COMPARISON: PTBS VS. WV PUBLIC BANKS UNDER $5 BB
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PTBS

0.83%

8.71%

2.01%

2.66%

29%

11.1x

0.85x

Peer Median

0.69%

5.80%

1.92%

2.87%

36%
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NPAs Have Improved and Should Drop Further
As of September 30, 2015, nonperforming assets (which we define as nonaccruing loans, over 90 day
past due loans that are still accruing and OREO) were $6.7
million, or 2.01% of assets, versus $6.1 million, or 1.87% of
NPAs (Ecludes Restructured)
($MMs)
total assets, at June 30, 2015 and $9.2 million, or 2.97% of
10.0
total assets, at September 30, 2014. (Excluded from these
8.0
figures are restructured loans that are accruing.) Unless there
6.0
are significant new nonaccruals that show up, we expect the
4.0
level of NPAs to drop by year end, as the Company recently
announced that it received payment on a nonperforming loan
2.0
totaling nearly $2.95 million early in the fourth quarter. The
0.0
Q3 14 Q4 14 Q1 15 Q2 15 Q3 15
allowance for loan losses was $2.7 million (0.98% of gross
loans) at September 30, 2015, versus $3.6 million (1.45% of
gross loans) at the year-ago date
Projections
Based on the strength of the most recent quarter, we are estimating 2015 earnings of $2.4 million, or
$0.72 per diluted share. We are projecting earnings of $2.7 million, or $0.80 per diluted share, for
2016. These projections could vary widely depending on changing economic and credit conditions.
ADDITIONAL INFORMATION UPON REQUEST
Copyright © 2015 Equity Research Services, Inc. All rights reserved. This material is for your information only and is not a
solicitation, or an offer, to buy or sell securities mentioned. Equity Research Services, Inc. ("ERS") is a firm involved in
financial advisory, equity research, valuation and investor relations services. All reports generated by ERS for the purpose of
investor relations are designated "Investor Relations Report," and ERS receives a fee (from the company whose securities are
described) for producing such reports. ERS may also act in a financial advisory role to the company. The information contained
herein has been obtained from sources we believe reliable but in no way is guaranteed by us. Furthermore, this report contains
forward-looking statements and projections that are based on certain assumptions and expectations. Accordingly, actual results
may differ considerably from those reflected in this report due to such factors as those which are listed in the Company's
regulatory or other filings. Any non-factual information in the report is our opinion and is subject to change without notice.

