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The third crack in credit hits Regional
Banks

Alex Sagal Summary

Equity Sector Analyst, Financials The S&P 500 Regional Bank Index fell over 5% on October 16, 2025,
after Zions Bancorporation disclosed a $50 million charge-off and $60
million loan loss provision tied to borrower fraud, with Western
Alliance Bancorp later confirming exposure to the same client. Shares
of both banks dropped sharply, erasing about $1 billion in market
capitalization each — far more than the expected losses — suggesting
investor fears of broader credit deterioration. These events follow
other recent bankruptcies involving alleged borrower fraud and
highlight oversight in underwriting, though they appear more
symptomatic of borrower misconduct than systemic risk. We remain
unfavorable on the Regional Bank sub-sector.

Fraud fallout

The S&P 500 Regional Bank Index fell over 5% on October 16, 2025 after Zions Bancorporation NA (ZION — $46.93)
reported that it took a $50 million charge-off and a $60 million loan loss provision for two commercial and industrial loans
following an internal review that identified apparent borrower and obligor misrepresentations, contractual defaults, and
other irregularities involving the loans and associated collateral. Shortly thereafter, Western Alliance Bancorp. (WAL —
$70.32) released information confirming that it had exposure to the same client through a revolving credit facility. Shares
of Zions Bancorporation NA and Western Alliance Bancorp. fell more than Regional Banks sub-sector, declining 13.5% and

Please see pages 5-7 of this report for Important Disclosures (including disclosures on conflicts of interest),
Disclaimers and Analyst Certification
Wells Fargo Investment Institute is an SEC Registered Investment Adviser and is not a Broker-Dealer

Investment and Insurance Products: » NOTFDIC Insured » NO Bank Guarantee » MAY Lose Value




Sector Insights — The third crack in credit hits Regional Banks | October 20,2025

11.4%, respectively. While large, we would have expected much bigger declines if there was evidence of insolvency at either
bank. The share price declines experienced on October 16 equate to about $1 billion of lost market capitalization for each
bank, substantially more than $110 million that Zions Bancorporation NA expects to eventually charge off. This implies
that investors are concerned that these issues may not be isolated, and more cracks in credit may appear.

Perhaps this development was the third crack in credit in recent memory, coming on the heels of the recent bankruptcies
of auto related First Brands and Tricolor Holdings. Notably, alleged borrower fraud has emerged in these examples, too.
Fifth Third Bancorp (FITB — $40.36) disclosed a $200 million impairment charge tied to Tricolor Holdings, while Truist
Financial Corp. (TFC — $41.09) noted its exposure to First Brands was under $200 million. Both banks described the marks
as significant, but isolated, incidents that can be absorbed with reserved capital. While concerning, we believe these issues
appear more symptomatic of dishonest borrowers and incomplete underwriting procedures than systemic risk-taking. As
banks reassess risk controls and borrower vetting procedures, we think recent events may ultimately serve as a catalyst for
improved underwriting standards across the industry.

We remain unfavorable on regional banks — history is on our side

Due to these developments, the S&P 500 Regional Bank Index is down over 12% since its recent high on September 4,
2025, underperforming Diversified Banks, the Financials sector, and the broader market by a wide margin. Additionally,
Regional Banks have underperformed all these groups since June 7, 2024. In fact, Regional Banks have underperformed
these groups over every common reporting period.

Total return of select S&P 500 Indexes

Index Year to date 1-Year 3-Year 5-Year 10-Year 15-Year 20-Year
S&P 500 Regional Banks Index 0.4% 0.8% 0.4% 6.3% 6.6% 8.4% 2.4%
S&P 500 Diversified Banks Index 21.7% 29.1% 30.5% 23.8% 13.5% 14.9% 8.3%
S&P 500 Financials Sector Index 8.3% 10.7% 20.8% 17.8% 12.7% 12.6% 6.2%
S&P 500 Index 13.9% 14.9% 24.6% 15.4% 14.5% 14.3% 11.1%

Source: FactSet. Data as of October 16, 2025. Periods greater than one year are annualized. An index is unmanaged and not available for direct investment. Past performance is no guarantee of
future results.

This persistent underperformance reflects structural challenges facing Regional Banks, including heightened sensitivity to
local economic conditions, concentrated borrower exposure, low returns on equity, and narrow revenue streams. In
contrast, we remain favorable on Diversified Banks, which benefit from broader revenue diversification across investment
banking, wealth management, and global lending— potentially providing stability in volatile markets. Diversified Banks
scale, stronger liquidity, and more robust capital profiles may also position them to navigate regulatory and macroeconomic
shifts. Notably, despite higher capital requirements, Diversified Banks have improved return on equity by nearly 2.5
percentage points over the past decade, while Regional Banks have struggled to offset rising costs and competitive
pressures — which we believe highlights the importance of capital efficiency and diversified income streams for long-term
performance.
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Banks recommended by Global Securities Research

Ticker = Company name

C Citigroup Inc.

CBSH Commerce Bancshares, Inc.

JPM JPMorgan Chase & Co.

MS Morgan Stanley

PNC PNC Financial Services Group, Inc.

Market cap
(billions)

$178.64
$7.87
$822.32
$248.28
$74.75

Price

$96.26
$52.40
$298.54
$160.02
$178.37

Dividend

$2.28
$1.06
$5.55
$3.70
$6.40

Dividend
yield

2.4%
2.0%
1.9%
2.3%
3.6%

Estimated
NTM EPS

$9.37
$4.27
$20.89
$9.65
$17.18

Sources: FactSet, Wells Fargo Investment Institute. Prices and data as of October 16, 2025. NTM = next-twelve-months. EPS = earnings per share. P/E = price-to-earnings.

Appendix table: Companies discussed

Company Symbol
Citigroup Inc. C
Commerce Bancshares, Inc. CBSH
Fifth Third Bancorp FITB
JPMorgan Chase & Co. JPM
Morgan Stanley MS
PNC Financial Services Group, Inc. PNC
Truist Financial Corporation TFC
Western Alliance Bancorp. WAL
Zions Bancorporation NA ZION

Price

$96.26

$52.40

$40.36
$298.54
$160.02
$178.37
$41.09

$70.32

$46.93

Sources: FactSet, Wells Fargo Investment Institute. Prices as of October 16, 2025.

NTM P/E

10.3x
12.3x
14.3x
16.6x
10.4x

Core

DSIP

Growth

Focus

High Yield

SMID
Value
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Global Securities Research List Descriptions:

The Core List includes a wide range of what we view as high-quality companies. In general, the list may have representation
across all 11 sectors and exposure to stocks with varying levels of maturity, valuation, and cyclicality. The Core List
assumes a long-term holding period and can be used to build or supplement a well-diversified equity portfolio.

The Diversified Stock Income Plan List (DSIP List) focuses on companies that we believe will provide consistent annual
dividend growth over a long-term investment horizon. Our objective is to provide a broad list of high-quality, industry-
leading, dividend-growth companies from which an investor can assemble a well-diversified portfolio. Through consistent
dividend growth, our goal is to help investors stay ahead of the wealth-eroding effects of inflation.

The Focus List is a concentrated list of stocks that represents a combination of the equity sector guidance from Global
Investment Strategy and security selection from Global Securities Research. The objective is to exceed the total return of
the S&P 500 Index over an approximate 12-month timeframe.

The Growth List focuses on companies that we believe offer above-average growth potential. Our objective is to offer
investors a list of stocks that they can use to help build a well-diversified portfolio or complement an existing portfolio. We
intend to offer a mix of aggressive growth and established growth.

The objective of the High Yield Equity Income List is to provide a list of high-yield stocks with stable dividend streams
that investors can use to help build a well-diversified portfolio or complement an existing portfolio.

The Small- and Mid-Cap List (SMID List) includes stocks representing companies with market capitalizations between
$1.0 billion and $35.0 billion. Our objective is to offer investors a list of stocks they can use to help build a well-diversified
portfolio or complement an existing portfolio.

The Value List includes companies that we believe are trading at a discount to their underlying fundamentals or companies
trading at a discounted multiple relative to the market and have the potential to reduce or eliminate this valuation
discount. Our objective is to offer investors a list of stocks they can use to help build a well-diversified portfolio or
complement an existing portfolio.
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IMPORTANT DISCLOSURES

One or more members of Global Securities Research leadership owns a long common equity position in JPM.

Analyst Certification: The analyst who prepared this report hereby certifies that the views expressed in this report
accurately reflect his/her personal views about the subject companies and their securities. The analyst also certifies that
he/she has not been, is not, and will not be receiving direct or indirect compensation for expressing the specific
recommendation(s) or view(s) in this report.

WEFII analysts receive no compensation in connection with the firm’s investment banking, sales and trading, or principal
trading revenues. Analysts may be eligible for annual bonus compensation based on the overall profitability of the firm,
which takes into account revenues derived from the firm’s business activities, including its investment banking business,
sales and trading, and principal trading.

Important Disclosures relating to Wells Fargo Clearing Services, LLC and Wells Fargo Advisors Financial Network, LLC
as broker-dealers distributing Wells Fargo Investment Institute prepared research reports:

Wells Fargo Clearing Services, LLC (“WFCS”) and Wells Fargo Advisors Financial Network, LLC (“WFAFN”) provide their
customers with access to third-party research, including this report, which is produced by Wells Fargo Investment
Institute, Inc.

To review important information about certain relationships and potential or actual conflictsof interest that may exist
between WFCS, WFAFN, their affiliates, and any company that may be the subject of or part of a list that is the subject of
this report, please visit the Research Disclosure page of wellsfargoadvisors.com as provided below.

https://www.wellsfargoadvisors.com/disclosures/research.htm

WFCS and/or WFAFN trades or may trade as principal in fixed income and preferred securities (or in related derivatives).
Disclaimers
All prices and figures are as of October 16, 2025 unless indicated otherwise.

All investments are subject to market risk which means their value may fluctuate in response to general economic and
market conditions, the prospects of individual companies, and industry sectors due to numerous factors some of which
may be unpredictable. Be sure you understand and are able to bear the associated market, liquidity, credit, yield fluctuation
and other risks involved in an investment in a particular strategy.

Equity securities are subject to market risk which means their value may fluctuate in response to general economic and
market conditions and the perception of individual issuers. Investments in equity securities are generally more volatile
than other types of securities.

There is no guarantee that dividend-paying stocks will return more than the overall stock market. Dividends are not
guaranteed and are subject to change or elimination.

Sector investing can be more volatile than investments that are broadly diversified over numerous sectors of the economy
and will increase a portfolio’s vulnerability to any single economic, political, or regulatory development affecting the sector.
This can result in greater price volatility. Investing in the Financial services companies will subject an investment to
adverse economic or regulatory occurrences affecting the sector.
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S&P 500 Index is a market capitalization-weighted index composed of 500 widely held common stocks that is generally
considered representative of the US stock market.

S&P 500 Diversified Banks Index focuses on the performance of banks classified as “Diversified Banks” within the broader
S&P 500 Index.

S&P 500 Financials Index comprises those companies included in the S&P 500 that are classified as members of the GICS®
financials sector.

S&P 500 Regional Bank Index is a stock index that tracks the performance of regional banks within the S&P 500 Index.
An index is unmanaged and not available for direct investment.

Global Securities Research (GSR) is a division of Wells Fargo Investment Institute, Inc. (WFII). WFIl is a registered
investment adviser and wholly owned subsidiary of Wells Fargo Bank, N.A., a bank affiliate of Wells Fargo & Company.

The information in this report was prepared by Global Securities Research (GSR). Opinions represent GSR’s opinion as of
the date of this report and are for general information purposes only and are not intended to predict or guarantee the
future performance of any individual security, market sector or the markets generally. GSR does not undertake to advise
you of any change in its opinions or the information contained in this report. Wells Fargo & Company affiliates may issue
reports or have opinions that are inconsistent with, and reach different conclusions from, this report. Past performance is
no guarantee of future results.

The information contained herein constitutes general information and is not directed to, designed for, or individually
tailored to, any particular investor or potential investor. This report is not intended to be a client-specific suitability or best
interest analysis or recommendation, an offer to participate in any investment, or a recommendation to buy, hold or sell
securities. Do not use this report as the sole basis for investment decisions. Do not select an asset class or investment
product based on performance alone. Consider all relevant information, including your existing portfolio, investment
objectives, risk tolerance, liquidity needs and investment time horizon. The material contained herein has been prepared
from sources and data we believe to be reliable but we make no guarantee to its accuracy or completeness.

Global Securities Research works with information received from various resources including, but not limited to, research
from affiliated and unaffiliated research correspondents as well as other sources. Global Securities Research does not
assign ratings to or project target prices for any of the securities mentioned in this report.

Global Securities Research receives research from affiliated and unaffiliated correspondent research providers with which
Wells Fargo Investment Institute has an agreement to obtain research reports. Each correspondent research report
reflects the different assumptions, opinions, and the methods of the analysts who prepare them. Any opinions, prices or
estimates contained in this report is as of the date of this publication and is subject to change without notice.

Global Securities Research publishes several theme-based lists of recommended equity securities. Each list is based on a
specific investment objective and time horizon which may be different from the other lists. This may cause Global
Securities Research to recommend an equity security to be added to one list and removed from another list. Thus, one list
may contain different recommendations or conclusions that could result in short-term price movements contrary to the
recommendations in another list.

Wells Fargo Advisors is registered with the U.S. Securities and Exchange Commission and the Financial Industry Regulatory
Authority, but is not licensed or registered with any financial services regulatory authority outside of the U.S. Non-U.S.
residents who maintain U.S.-based financial services account(s) with Wells Fargo Advisors may not be afforded certain
protections conferred by legislation and regulations in their country of residence in respect of any investments,
investment transactions or communications made with Wells Fargo Advisors.
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Wells Fargo Advisors is a trade name used by Wells Fargo Clearing Services, LLC and Wells Fargo Advisors Financial
Network, LLC, Members SIPC, separate registered broker-dealers and non-bank affiliates of Wells Fargo & Company.

©2025 Wells Fargo Investment Institute and subject to the CC BY-NC-ND 4.0 DEED. All rights reserved. v07.23.25
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