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Mer cantile Bank Corporation (MBWM) | Outperform

Franchise I nvestments Paying Off; Pullback in Shares
Moves Usto Outperform

We recently spent time on the road with senior management from Mercantile
where we come away with increased confidence in our earnings outlook after
gaining greater insight into economic trends, ongoing franchise expansion and
organic growth potential. Mercantile is poised to benefit from a strong capital
position, which is expected to fuel sustained growth opportunities and support
other capital management actions. Despite a positive operating outlook, shares
have underperformed peers since both year-end and 4Q17 earnings. Assuch, given
the pullback in MBWM shares, aong with our favorable outlook for the story, we
bump our target $1 to $40 and raise our rating to Outperform from Market Perform.

Pullback in shares makes for a good entry point; Raising rating to OP. After
spending time on the road with senior management at Mercantile Bank, we come
away with abetter understanding of the opportunities ahead that can drive sustainable
earnings growth. Operations in attractive markets throughout western Michigan and
recent expansion efforts in the eastern part of the state provide a solid foundation
for steady organic loan growth, which figures to be supported by a healthy capital
base. Additionaly, investments across the franchise should help grow fee income,
while an asset sensitive balance sheet should allow for margin to expand as the Fed
continuesto raise rates. Despite these positive characteristics, sharesof MBWM have
underperformed versus SMID community bank peerswithMBWM down nearly 6.5%
year-to-date while peers are down less than 1%. Furthermore, shares of MBWM
havelagged sincereporting 4Q17 earnings declining by approximately 8.5%. Positive
operating characteristics for MBWM support our view that MBWM should be a core
holding for community bank investors, and when coupled with weaknessinthe shares,
an attractive entry point has been created, in our view. Our positive view on the story
leads us to bump our target to $40/sh (from $39/sh) as we move to Outperform on
the shares from Market Perform.

Bumping target to $40/sh, valuation remains attractive. Shares of MBWM
currently trade at roughly 12.5x our 2019E and 178% of TBV, which is a discount
to SMID Community bank peers that trade closer to 13x 2019E and 2x TBV.
Furthermore, if we assume MBWM is able to leverage its roughly $50mm of excess
capital, shares currently trade at only 10.7x our pro formaearnings. Our revised price
target of $40/sh implies a tota return of 23.5% (including a 2.7% dividend yield),
which makes for a compelling return for investors, in our view. On a multiple basis,
our $40/sh target reflects 15.1x our 2019E and 215% of TBV, which reflects 13.9x
our 2019E ($37/sh) and $/$ on excess capital ($3/sh).

Recappingtravels...see Page 2. Please see Page 2 for more discussion on our recent
travels with MBWM management.

Damon DelM onte

860 722 5908
ddelmonte@kbw.com
Adela Dashian
212 887 3666
dashiana@kbw.com
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Market Price: $33.10
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Glossary of Terms

Keefe, Bruyette & Woods, Inc. does and seeks to do business with companies covered in its research reports. As a result, investors
should be aware that the firm may have a conflict of interest that could affect the objectivity of this report. Investors should

consider this report as only a single factor in making their investment decision.

Please refer to important disclosures and analyst certification information on pages 8 - 12.
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Investment Thesis

Operationsin attractive markets throughout western Michigan and recent expansion effortsin the eastern
part of the state provide a solid foundation for steady organic loan growth, which figures to be supported
by a healthy capital base. Additionally, investments across the franchise should help grow fee income
while an asset sensitive balance sheet should allow for margin to expand as the Fed continues to raise
rates. Despite these positive characteristics, sharestrade at adiscount to peers and represent a compelling
investment opportunity, in our opinion, and thus reflected by our Outperform rating.

Sell-off in shares offers creates a favorable entry point; Raising to Outperform

We recently spent time on the road with senior management from Mercantile Bank Corp where much of

the discussion centered on organic growth opportunities, margin sensitivity, deposit pricing trends and the
bank’ s focus on growing fee income. We believe that Mercantile iswell positioned to benefit from favorable
economic trends that support our forecast EPS growth of low double digits, which reflects mid-to-upper
single digit loan growth, an expanding margin and reasonable expense growth. From our meetings we

come away with increased confidence in our earnings outlook after gaining greater insight into economic
trends, ongoing franchise expansion and organic growth potential. Mercantile is poised to benefit from a
strong capital position, which is expected to fuel sustained growth opportunities and support other capital
management actions. Despite these positive characteristics, shares of MBWM have underperformed versus
SMID community bank peers with MBWM down nearly 6.5% year-to-date while peers are down less than
1%. Furthermore, shares of MBWM have lagged since reporting 4Q17 earnings with shares declining by
approximately 8.5%. Given our positive view on the Mercantile story, we believe that shares of MBWM
should be a core holding for community bank investors, and when coupled with weakness in the shares, an
attractive entry point has been created, in our view. This positive view on the story leads us to bump our target
to $40/sh (from $39/sh) and combined with favorable upside to our price target, leads us to move to our rating
to Outperform from Market Perform.

Below we discuss our view on earnings potential from capital deployment and highlights from our recent
travels with CEO Bob Kaminski, CFO Chuck Christmas and COO Bob Worthington, which help support our
positive view on the shares.

0 Capital deployment supports higher earnings potential. As of last quarter, Mercantile’s TCE ratio was
9.56%, up over 25bps on a year-over-year basis and expected to grow another 30-35bps in the coming year
given increased income levels from the recently passed tax rate reduction. Capital management priorities
include: (#1) support ongoing organic growth; (#2) dividends — targeted 35%-40% payout ratio (raised the
dividend by $0.03/sh for 1Q18 due to the tax cut, making it the 6" dividend increase since 2015), and they
would consider a specia dividend like the one paid in 4Q16 ($0.50/sh); (#3) buybacks — not active recently
due to higher stock price during 2016-2017; and (#4) M&A — not a likely use of capital (only deal in 20-
year bank history was the MOE with First Bank in 2014), but noted that if an opportunity with the right
cultural fit and size (at least 10% of assets) arose, it would consider a deal. Management indicated it would
first focus on working its TCE ratio closer to the 9% level in the near term, but if we were to assume over
time it leverages its capital base to a more normalized level of 8%, excess capita is around $50mm as of
last quarter. Attempting to quantify the potential earnings impact from this capital, we assume additional
assets of roughly $625mm could be added. Applying a 1.20% ROA on those assets, earnings could benefit
by over $7.5mm or roughly $0.45/sh (approximately 17% boost to our 2019E), all else equal. Under this
scenario, given MBWM'’s closing price on February 28", shares currently trade at 10.8x our fully levered

capital estimate. If we were to apply our price target multiple of 14x to our pro forma earnings, the implied
value of MBWM shares would be over $43/sh, or 30% higher than the current level.

Please refer to important disclosures and analyst certification information on pages 8 - 12. 2
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O Favorable margin outlook. Management reiterated an outlook of 3.75%-3.85% for its margin during 2018,

and in doing so noted that guidance at the low end does not include any additional Fed rate increases while
the higher end reflects a couple of increases. Should there be future rate increases, it's estimated that the
margin could benefit by roughly Sbpsfor each 25bpsrate increase given the bank’ s projected asset sensitivity.
Our model factors for two rate increases (March and September) as we have forecast a full year margin of
closer to 3.87% (including AY impact of roughly 9bps). After last quarter’ s margin decline (core margin was
negatively impacted by roughly 8bps due largely to excess liquidity as a cash position had accumulated on
the bank’ s balance sheet), we expect that higher rates in 1Q along with roughly half of the excess liquidity
being deployed (increases in securities and loans, along with normal runoff) should ease the burden on the
margin, leading to 6-7bps of core NIM expansion. Contributing to MBWM's favorable outlook for asset
sensitivity isthe fact that roughly 55% of |oans are floating, have reached their floors and have no caps, and
also that deposit costs remain contained.

Deposit costsremain under control...for thetimebeing. With interest rates moving higher, escaping rising
deposit costsis nearly impossible as evidenced by last quarter’ sinterest bearing deposit cost of 69bps, a 5bp
g/q increase. Thus far through the Fed's recent rate increases, Mercantile has found that pricing pressures
on liquid rate products (money market, savings, checking) has been minimal, but fixed deposit rates (i.e.,
CDs) have seen significantly more pressure. Depending on the pace of future rate increases, management is
optimistic that its deposit costs will remain relatively under control as CD pricing has reached alevel where
maturing/renewing balances are staying with the bank and not leaving for higher rates el sawhere.

Outlook for loan growth remains favorable. Mercantile continues to benefit from its operations across
favorable marketsin the central and western parts of Michigan, aswell asitsrelatively recent expansion into
the eastern part of the state. With respect to its core legacy marketsin the greater Grand Rapids, Kaamazoo,
Mt. Pleasant and L ansing markets, M ercantile continuesto benefit from strong economic trends as businesses
are expanding, populations are growing and infrastructure continues to be built. These positive trends are
also seen on the other side of the state where the bank entered around ayear ago when it hired six commercial
lenders (C&I1 and CRE focused) and opened a loan production office in Troy, MI (a northern suburb of
Detroit). After starting with an LPO, Mercantile has turned that into a full service branch, hiring a personal
banker, treasury management officer and mortgage banking originator. With roughly $75-80mm of loans
already on the books, and a strong commercial pipeline currently, management remains very optimistic that
growth from this market will be a key contributor to its projected mid-to-high single digit growth (we are
currently modeling 7%-8% annual growth).

Effort on growing fee income. Fee income averages between 13%-14% of total revenues which is a
significant shortfall when compared to SMID community banks (20%) and other Midwest peers (22.5%).
That said, feeincomeistrending in afavorable direction and has grown from roughly 11% of total revenues
from around the time of the merger with First Bank. While it took some time to gain traction, Mercantile
has slowly been ableto leverage its larger footprint created from the addition of First Bank’s branch network
and customer base. And in the last year or s0, it has really ramped up its efforts to increase fee income as
it has added producers in mortgage banking (added roughly 6-7 producers in the greater Grand Rapids area
and one in the Troy market, bringing the total mortgage bankers to roughly 20) and treasury management
(whichincludes payroll servicesand cash management). Moving forward, welook for management to remain
focused on increasing revenues from fee related products and services,

Downside risk to our thesis. While we have confidence that Mercantile’s management team can continue
to deliver positive earnings results, we would be remiss if we did not consider the implications to the shares
if it failed to achieve its targets and goals. If we were to assume that loan growth was sluggish and grew
closer to the mid-single digit range, margin expansion was lower than expected due to higher deposit costs
and credit trends began to soften, requiring higher levels of provisioning, we believe that our 2018 and 2019

Please refer to important disclosures and analyst certification information on pages 8 - 12.
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estimates of $2.37 and $2.65 could compress by roughly 10% to $2.14 and $2.39, respectively, all else equal.
Should this scenario play out, it would not be unreasonabl e that shares continue to trade at asimilar multiple
to today’ s price (roughly 12.6x our 2019E), which would imply approximately $30/sh, or 10% downside.

Please refer to important disclosures and analyst certification information on pages 8 - 12. 4
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Mercantile Bank Corp. (MBWM) Damon P. DelMonte
($ in millions, except per share data) 860-722-5908
[ 2009 [ 20100 [ 2011 [ 2012 | 2013 [ 2014 | 2015 [ 2016 | 1Q17 | 2Q17 | 3Q17 | 4Q17 | 2017 [ 1Q18E | 2QI8E | 3QI18E | 4Q18E | 2018E | 2019E |

Income Statement (mil)

Net Interest Income $51.333 | $56.349 [ $51.237 | $46.701 | $47.455 | $77.779 | $101.174 | $104.367 | $25.509 $27.193 $28.644 $28.402 | $109.748 | $28.033 $28.826 $30.003 $31.009 | $117.871 | $128.218
Net Interest Income (FTE) $52.605 | $57.183 [ $51.940 | $47.304 | $47.902 | $78.192 | $101.735 | $106.634 | $25.676 $27.723 $28.857 $28.613 | $110.869 | $28.233 $29.026 $30.203 $31.209 | $118.671 | $129.018
Provision For Loan Losses $59.000 | $31.800 | $6.900 | ($3.100)| ($7.200)| ($3.000)| ($1.000)( $2.900 [ $0.600 $0.750 $1.000  $0.600 | $2.950 | $0.925 $0.950  $1.000 $1.100 | $3.975 [ $5.375
Net Interest Income after PLL ($6.395)| $25.383 | $45.040 | $50.404 | $55.102 | $81.192 | $102.735 | $103.734 | $25.076 $26.973 $27.857 $28.013 | $107.919 | $27.308 $28.076 $29.203 $30.109 | $114.696 | $123.643
Non-Interest Income $7.558 $9.344 | $7.282 | $7.994 | $6.872 | $10.028 | $16.038 | $21.038 [ $5.851 $4.042  $4.605 $4.503 [ $19.001 | $4.414 $4.783  $5.070  $4.765 | $19.032 [ $19.737
Operating Non-Interest Income $7.558 $8.768 | $7.282 | $7.994 | $6.872 | $10.028 | $16.038 | $18.068 [ $4.751 $4.042  $4.605 $4.503 [ $17.901 | $4.414 $4.783  $5.070 $4.765 | $19.032 [ $19.737
Operating Revenues (excl PLL) $60.163 | $65.951 [ $59.222 | $55.298 | $54.774 | $88.220 | $117.773 | $124.702 | $30.427 $31.765 $33.462 $33.116 | $128.770 | $32.647 $33.809 $35.273 $35.974 | $137.703 | $148.755
Non-Interest Expense $46.488 | $47.156 [ $41.495 | $39.624 | $36.404 [ $65.610 [ $79.381 | $77.118 | $19.776 $19.882 $20.210 $19.848 | $79.716 [ $20.550 $20.945 $21.216 $21.437 [ $84.148 | $88.192
Operating Non-Interest Expense $45.180 | $46.156 [ $41.495 | $39.624 | $35.218 | $60.163 [ $78.316 | $77.118 | $19.776 $19.882 $20.210 $19.848 | $79.716 [ $20.550 $20.945 $21.216 $21.437 [ $84.148 | $88.192
Pre Tax Operating Income (FTE) ($44.017)| ($12.005)| $10.827 | $18.774 | $26.756 | $31.057 | $40.457 | $44.684 | $10.051 $11.133 $12.252 $12.668 | $46.104 | $11.172 $11.914 $13.057 $13.437 | $49.580 [ $55.188
Non-Operating Revenue (After Tax) $0.000 $0.541 [ $0.000 [ $0.000 | $0.000 | $0.000 [ $0.000 | $1.931 | $1.100  $0.000  $0.000  $0.000 | $1.100 [ $0.000  $0.000  $0.000  $0.000 [  $0.000 |  $0.000
Non-Operating Expense (After Tax) $0.850 $0.650 [ $0.000 [ $0.000 | $1.186 | $3.644 [ $0.692 | $0.000 | $0.000  $0.000  $0.000  $0.000 | $0.000 [ $0.000  $0.000  $0.000  $0.000 [  $0.000 |  $0.000
Extraordinary Items $0.000 $0.000 | $0.000 | $0.000 | $0.000 | $0.000 | $0.000 [ $0.000 [ $0.000  $0.000  $0.000  $1.300 [ $0.000 | $0.000  $0.000  $0.000  $0.000 |  $0.000 [  $0.000
Net Income Before Taxes ($46.597)| ($13.007)| $10.124 | $18.171 | $24.484 | $25.038 | $38.831 | $45.387 | $11.576 $10.603 $12.039 $12.457 | $46.675 | $10.972 $11.714 $12.857 $13.237 [ $48.780 | $54.388
Effective Tax Rate -11.8% 0.4% | -270.3% | 31.0% | 33.0% | 31.4% 30.4% 33.0%| 29.1%  30.7%  30.8%  35.9% 31.7%| 19.5%  19.5%  19.5%  19.5% 19.5% 19.5%
Income Tax $5.490 |  ($0.047)| ($27.361)( $5.636 [ $8.092 [ $7.866 [ $11.811 | $14.974 | $3.369  $3.260 $3.702  $4.478 | $14.809 [ $2.140 $2.284 $2.507 $2.581 [ $9.512 | $10.606
FTE Adjustment $1.272 $0.834 [ $0.703 | $0.603 | $0.447 | $0.413 | $0.561 | $2.267 | $0.167 $0.529 $0.213  $0.211 | $1.121 [ $0.200 $0.200  $0.200  $0.200 [  $0.800 |  $0.800
Net Income ($52.087)| ($13.216)| $37.485 | $12.535 | $17.031 | $17.331 | $27.020 | $31.913 | $7.615 $7.343  $8.337  $7.979 | $31.274 | $8.833  $9.429 $10.350 $10.656 | $39.268 | $43.782
Less: Income attributable to controlling interests $0.000 $0.000 [ $0.000 [ $0.000 | $0.000 | $0.000 [ $0.000 | $0.000 | $0.000  $0.000  $0.000  $0.000 | $0.000 [ $0.000  $0.000  $0.000  $0.000 [  $0.000 |  $0.000
Less: Preferred Dividends $0.802 $1.205 | $1.343 | $1.031 | $0.000 | $0.000 [ $0.000 | $0.000 | $0.000  $0.000  $0.000  $0.000 | $0.000 [ $0.000  $0.000  $0.000  $0.000 [  $0.000 |  $0.000
Net Income Avail to Common ($52.889)| ($14.511)| $36.142 | $11.504 | $17.031 | $17.331 | $27.020 | $31.913 | $7.615 $7.343  $8.337  $7.979 | $31.274 | $8.833  $9.429 $10.350 $10.656 | $39.268 | $43.782
Operating Net Income Avail to Common ($52.047)| ($14.196)| $8.853 | $12.094 | $18.168 | $20.996 | $27.759 | $29.008 | $6.515 $7.343  $8.337  $9.279 | $31.474 | $8.833  $9.429 $10.350 $10.656 | $39.268 | $43.782
Diluted Shares Outstanding (mil) 8.490 8.508 8.879 8.841| 8724 | 13523 16.6 16.3 | 16449 16.485 16.495  16.536 165 16.536 16.536 16.536  16.536 16.5 16.5
Period End Shares Outstanding 8.593 8.598 8.605 8.706| 8.739 | 16.977 16.4 16.4 | 16.469 16.481  16.490  16.592 16.6 | 16.592  16.592  16.592  16.592 16.6 16.6

Earnings per Share

Reported EPS (diluted) -$6.23 -$1.71 $4.07 $1.30 $1.95 $1.26 $1.62 $1.95 $0.46 $0.45 $0.51 $0.48 $1.90 $0.53 $0.57 $0.63 $0.64 $2.37 $2.65
Operating EPS (diluted) ~$6.13 $1.67 $1.00] _ $1.37] _ $2.09] _ $1.56 $1.67 $1.78] _ $0.40 __ $045 _ $051 __ $056 $1O1| _ $0.53 _ $057 _ $0.63 __ S0.64 $2.37 $2.65

Annualized EPS Growth (Linked) #DIVIO! 73%)|  -160% 37% 53%|  -25% 7% 7%]|  -79% 50% 58% 40% 8%|  -19% 27% 39% 12% 24% 11%
Book Value per Share $14.00 $12.31| $16.81| $16.84| $17.54| $19.33| $2041| $20.76| $21.13 $21.69 $21.99  $22.05 $2205| $22.36 $22.71  $23.11 $2352 $2352|  $24.66
Tangible Book Value per Share $14.00 $12.31 $16.81 $16.84 $17.54 $15.49 $16.61 $17.14 $17.56 $18.16 $18.49 $18.61 $18.61 $18.92 $19.27 $19.67 $20.08 $20.08 $21.22

Profitability Ratios

Reported - ROAA -2.51% -0.80% 2.36% 0.82% 1.22% 0.77% 0.94% 1.07% 1.01% 0.95% 1.04% 0.98% 1.00% 1.08% 1.14% 1.22% 1.23% 1.17% 1.24%
Operating - ROAA -2.47% -0.78% 0.58% 0.86% 1.30% 0.93% 0.96% 0.97% 0.86% 0.95% 1.04% 1.14% 1.00% 1.08% 1.14% 1.22% 1.23% 1.17% 1.24%
Reported - ROACE -31.5% -12.1% 7.9% 8.3% 12.1% 8.4% 8.4% 8.5% 7.6% 8.4% 9.3% 10.2% 8.9% 9.6% 10.2% 11.0% 11.1% 10.5% 11.0%
Operating - ROACE -31.5% -12.1% 7.9% 8.3% 12.1% 8.4% 8.4% 8.5% 7.6% 8.4% 9.4% 10.2% 8.9% 9.6% 10.2% 11.0% 11.1% 10.5% 11.0%
Operating - ROATCE -31.5% -12.1% 7.9% 8.3% 12.1% 11.4% 10.4% 10.3% 9.2% 10.0% 11.2% 12.1% 10.6% 11.3% 12.0% 12.9% 13.1% 12.3% 12.8%
Pretax Preprovision Income $14.181 $18.500 | $16.384 | $14.643 | $19.556 | $28.057 $39.457 | $47.584 | $10.651 $11.883 $13.252 $13.268 $49.054 | $12.097 $12.864 $14.057 $14.537 $53.555 $60.563

Pretax Preprovision ROA 0.71% 1.09% 1.16% 1.12% 1.40% 1.24% 1.37% 1.59% 1.41% 1.54% 1.65% 1.63% 1.56% 1.48% 1.56% 1.66% 1.68% 1.60% 1.72%
Net Interest Margin 2.63% 3.31% 3.60% 3.67% 3.73% 3.75% 3.83% 3.86% 3.73% 3.85% 3.83% 3.76% 3.80% 3.81% 3.85% 3.87% 3.91% 3.87% 3.98%
Fee Income/Operating Revenues 12.6% 13.3% 12.3% 14.5% 12.5% 11.4% 13.6% 14.5% 15.6% 12.7% 13.8% 13.6% 13.9% 13.5% 14.1% 14.4% 13.2% 13.8% 13.3%
Expenses / Avg. Assets 2.14% 2.53% 2.71% 2.82% 2.53% 2.66% 2.72% 2.58% 2.62% 2.58% 2.51% 2.44% 2.54% 2.51% 2.54% 2.51% 2.47% 2.51% 2.50%
Reported - Efficiency Ratio 77.3% 70.9% 70.1% 71.7% 66.5% 74.4% 67.4% 60.4% 62.7% 62.6% 60.4% 59.9% 61.4% 62.9% 62.0% 60.1% 59.6% 61.1% 59.3%
Operating - Efficiency Ratio 75.1% 70.0% 70.1% 71.7% 64.3% 68.2% 66.5% 61.8% 65.0% 62.6% 60.4% 59.9% 61.9% 62.9% 62.0% 60.1% 59.6% 61.1% 59.3%
Dividend Ratios

Dividends Paid $0.07 $0.01 $0.00 $0.09 $0.45 $2.48 $0.58 $1.16 $0.18 $0.18 $0.19 $0.19 $0.74 $0.22 $0.22 $0.23 $0.23 $0.90 $0.98

Payout Ratio -1.1% -0.6% 0.0% 6.9% 23.1%| 196.3% 35.7% 59.5% 38.9% 40.4% 37.6% 39.4% 39.0% 41.2% 38.6% 36.7% 35.7% 37.9% 37.0%
Liquidity Ratios

Earning Assets/Assets (Avg) 95% 95% 94% 92% 92% 92% 92% 92% 93% 93% 93% 93% 93% 91% 92% 91% 91% 91% 92%
Securities/Earning Assets (Avg) 12% 14% 14% 12% 11% 16% 15% 12% 12% 12% 11% 11% 12% 12% 12% 12% 11% 12% 11%
Loans/Deposits 110% 99% 94% 92% 94% 92% 100% 100% 107% 107% 103% 101% 101% 101% 102% 103% 104% 104% 105%
Loans/Core Deposits (ex. brokered) 208% 157% 126% 116% 116% 99% 106% 103% 109% 111% 107% 106% 106% 105% 107% 108% 109% 109% 110%
Non-CDs / Deposits 15% 21% 32% 35% 38% 43% 47% 50% 50% 49% 49% 50% 50% 50% 50% 50% 50% 50% 51%
Borrowings/Int Bearing Liabs 22% 20% 14% 13% 13% 13% 13% 18% 19% 21% 19% 19% 20% 11% 11% 11% 11% 11% 10%
Sequential Quarter Growth (Annualized)

Average Loans #DIV/O! -17% -19% -9% 0% 57% 32% 8% 3% 14% 10% 0% 6% 3% 9% 9% 8% 7% 7%
Average Earning Assets #DIV/O! -14% -16% -11% 0% 62% 27% 4% -6% 9% 19% 4% 5% -6% 6% 10% 9% 5% 6%
Average Total Deposits NA -11% -11% -9% -1% 64% 27% 0% -5% 2% 24% 5% 5% 9% 5% 5% 5% 8% 5%
Net Interest Income FTE #DIV/0! 9% -9% -9% 1% 63% 30% 5% -14% 32% 16% -3% 4% -5% 11% 16% 13% 7% 9%
Non-Interest Income #DIV/O! 16% -17% 10% -14% 46% 60% 13% 13% -60% 56% -9% -1% -8% 33% 24% -24% 6% 4%
Operating Revenues (excl PLL) #DIV/O! 10% -10% 7% -1% 61% 33% 6% -10% 18% 21% -4% 3% -6% 14% 17% 8% 7% 8%
Non-Interest Expense #DIV/0! 2% -10% -5% -11% 71% 30% -2% 30% 2% 7% 7% 3% 14% 8% 5% 4% 6% 5%

Source: KBW Research and Company reports.

Please refer to important disclosures and analyst certification information on pages 8 - 12. 5
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Specialists in financial Services MBWM, Franchise Investments Paying Off; Pullback in Shares Moves Us to Outperform
A Stifel Company
[ 2009 [ 20100 [ 2011 [ 2012 | 2013 [ 2014 | 2015 [ 2016 | 1Q17 | 2Q17 | 3Q17 | 4Q17 | 2017 [ 1Q18E | 2QI8E | 3QI18E | 4Q18E | 2018E | 2019E |
Non Interest Income Detail (mil)
Service charges on deposit/sweep accounts $2.023 $1.797 | $1.640 | $1523 | $1.532 | $2.586 | $3.308 | $4.253 | $1.018 $1.054 $1.076 $1.085 | $4.233 [ $1.150 $1.173  $1.267 $1.305 [ $4.895 | $5.254
Credit and debit card income $0.000 $0.000 [ $0.000 | $0.891 | $1.063 | $2.494 [ $4.330 | $4.278 | $1.106 $1.176 $1.215 $1.263 | $4.760 [ $1.339  $1.366  $1.475 $1.490 [ $5.669 | $5.889
Mortgage banking income $1.202 $1.092 [ $0.846 | $1.479 | $0.800 | $1.672 | $3.595 | $3.866 | $1.123 $0.783 $1.326  $1.188 | $4.420 [ $0.930 $1.230 $1.267 $0.867 [ $4.295 | $4.137
Earnings on bank owned life insurance $1.444 $1.718 | $1.777 | $1528 | $1.329 | $1.184 | $1.114 | $1.264 | $0.638 $0.328 $0.328  $0.337 | $1631 | $0.349 $0.356  $0.363  $0.370 [ $1.438 | $1518
Other Non-Interest Income $2.889 $4.161 | $3.019 | $2573 | $2.148 | $2.092 | $3.691 | $4.407 | $0.866 $0.701  $0.660  $0.630 | $2.857 | $0.646 $0.659  $0.698  $0.733 [ $2.736 | $2.939
Gain on sale of securities $0.000 $0.476 | $0.000 | $0.000 | $0.000 | $0.000 | $0.000 | $2.970 [ $0.000  $0.000 ~ $0.000 ~ $0.000 [ $0.000 | $0.000 ~ $0.000  $0.000  $0.000 | $0.000 [ $0.000
Nonrecurring Income $0.000 $0.100 | $0.000 | $0.000 | $0.000 | $0.000 | $0.000 | $0.000 [ $1.100  $0.000  $0.000  $0.000 [ $1.100 | $0.000  $0.000  $0.000 ~ $0.000 | $0.000 [  $0.000
Total Non-Interest Income $7.558 $9.344 | $7.282 | $7.994 | $6.872 | $10.028 | $16.038 | $21.038 | $5.851 $4.042 $4.605 $4.503 | $19.001 [ $4.414 $4.783  $5.070 $4.765 [ $19.032 | $19.737
Total Operating Non-Interest Income $7.558 $8.768 | $7.282 | $7.994 | $6.872 | $10.028 | $16.038 | $18.068 | $4.751  $4.042  $4.605  $4.503 | $17.901 | $4.414  $4.783  $5.070  $4.765 [ $19.032 | $19.737
Non Interest Expense Detail (mil)
Salaries and benefits $20.331 | $18.297 [ $17.891 | $19.367 | $20.298 | $33.703 [ $42.594 | $43.523 | $11.272 $10.888 $11.636 $11.601 | $45.397 | $12.065 $12.367 $12.552 $12.709 [ $49.693 | $52.689
Occupancy $3.377 $2.838 | $2.780 | $2.501 | $2.547 | $4.637 | $5.976 | $6.062 | $1.554 $1.554 $1.598 $1.479 | $6.185 | $1.553 $1.568 $1.584 $1.592 [ $6.298 | $6.476
Furniture and equipment $1.871 $1.481 | $1.206 | $1.176 | $0.984 | $1.738 | $2.333 | $2.119 | $0535 $0.546 $0.543  $0.543 | $2.167 [ $0.551 $0.557  $0.562 $0.565 [ $2.235 | $2.326
Data processing costs $0.000 $0.000 [ $0.000 [ $0.000 | $3.440 | $5.869 [ $7.697 | $7.939 | $2.011  $2.072 $2.071  $2.067 | $8.221 | $2.108 $2.129  $2.151 $2.161 [ $8.550 | $8.897
FDIC insurance costs $4.852 $4.370 | $2.843 | $1.200 | $0.793 | $1.182 | $1.717 | $1.236 | $0.210 $0.248  $0.250  $0.252 | $0.960 [ $0.255 $0.257  $0.259  $0.260 [ $1.031 | $1.065
Other Non-Interest Expense $14.749 | $19.170 [ $16.775 | $15.380 [ $7.156 | $13.034 [ $17.999 | $16.239 | $4.194  $4.574 $4.112  $3.906 | $16.786 [ $4.017  $4.067  $4.108  $4.149 [ $16.341 | $16.738
Intangible Amortization $0.000 $0.000 | $0.000 $0.000 $0.000 $0.000  $0.000  $0.000  $0.000 | $0.000 [ $0.000  $0.000  $0.000  $0.000 [  $0.000 |  $0.000
Nonrecurring Expense $1.308 $1.000 $0.000 $1.186 $1.065 $0.000 $0.000 $0.000 $0.000 $0.000 $0.000 $0.000 $0.000 $0.000 $0.000 $0.000
Total Non Interest Expense $46.488 | $47.156 | $41.495 | $39.624 | $36.404 | $65.610 | $79.381 [ $77.118 | $19.776 $19.882 $20.210 $19.848 | $79.716 | $20.550 $20.945 $21.216 $21.437 | $84.148 [ $88.192
Total Operating Non Interest Expense $45.180 | $46.156 | $41.495 | $39.624 | $35.218 | $60.163 | $78.316 | $77.118 | $10.776 $10.882 $20.210 $10.848 | $79.716 | $20.550 $20.945 $21.216 $21.437 | $84.148 [ $88.192
Average Balance Sheet (mil)
Assets
Loans $1,705 $1,413 | $1,149 | $1,049 | $1,051 | $1650 | $2,178 | $2,345| $2,300 $2,472 $2534 $2,535 | $2483 | $2,556 $2617 $2,679 $2,730 [ $2,646 | $2,820
Securities $238 $236 $207 $153 $144 $340 $396 $340 $340 $338 $339 $346 $341 $348 $355 $357 $359 $355 $363
Other EA $61 $79 $88 $86 $91 $95 $79 $78 $61 $46 $117 $138 $91 $70 $50 $60 $75 $64 $56
Earning Assets $2,004 $1,728 | $1444 | $1288 | $1286 | $2084 | $2,653 | $2,763 | $2,791  $2,857 $2990 $3,019 | $2914 [ $2,974 $3022 $3,095 $3164 [ $3,064 | $3,240
Non Earming Assets $103 $94 $87 $117 $107 $180 $228 $224 $226 $225 $230 $230 $228 $230 $230 $230 $230 $230 $230
Total Assets $2,107 $1,822 | $1531| $1406| $1392 | $2264 | $2,882| $2,987 | $3017 $3,082 $3220 $3,249 | $3142 | $3,274 $3301 $3,385 $3469 [ $3,357 | $3526
Liabilities
Interest-bearing deposits $1,415 $1,247 |  $1,082 $946 $900 | $1,388 | $1672 | $1,568 | $1,542 $1,531 $1,648 $1,636 | $1,589 | $1,668 $1,692 $1,716 $1,737 | $1,703 [ $1,797
Total Interest Bearing Deposits $1.415 $1.247 | $1,082 $946 $900 | $1.388 | $1672 | $1.568  $1.542 $1.531 $1.648 $1.636 | $1.589 | $1.668 $1.692 $1.716 $1737 | $1.703 [ $1.797
Short-term borrowings $99 $108 $80 $62 $66 $105 $147 $149 $129 $115 $107 $105 $114 $105 $105 $105 $105 $105 $105
FHLB advances $240 $154 $55 $40 $39 $51 $56 $149 $175 $237 $238 $235 $222 $51 $51 $51 $51 $51 $51
Other borrowings $50 $47 $38 $34 $35 $52 $59 $49 $48 $48 $49 $51 $49 $51 $51 $51 $51 $51 $51
Total Interest Bearing Liabilities $1,804 $1565 | $1254 | $1,082 | $1,039 | $1597 [ $1,933 | $1,915| $1,895 $1,932 $2042 $2,020 | $1972 | $1,875 $1.899 $1,923 $1,944 [ $1,910 | $2,004
Non Interest Bearing Demand $113 $116 $137 $163 $197 $407 $606 $715 $766 $786 $806 $850 $802 $871 $879 $888 $897 $884 $920
Total Deposits $1,528 $1,363 | $1218 | $1,109 | $1,007 | $1,795 | $2,279 | $2,283 | $2,308 $2,317 $2454 $2.485 | $2,301 | $2,538 $2571 $2,604 $2,634 [ $2,587 | $2,717
Equity
Average Preferred Equity Capital $12 $20 $20 $8 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0
Average Common Equity Capital $165 $118 $112 $146 $150 $250 $330 $341 $343 $351 $359 $364 $354 $368 $371 $377 $384 $375 $400
Average Total Equity Capital $178 $138 $133 $153 $150 $250 $330 $341 $343 $351 $359 $364 $354 $368 $371 $377 $384 $375 $400
Period End Balance Sheet Highlights
Cash and equivalents $22 $64 $76 $136 $147 $173 $90 $184 $53 $102 $177 $200 $200 $200 $200 $200 $200 $200 $200
Securities $257 $235 $185 $150 $143 $447 $355 $336 $342 $333 $330 $336 $336 $337 $344 $346 $348 $348 $355
Loans $1,540 $1,263 | $1,041 | $1,041 | $1,053 | $2089 | $2,278 | $2,379 | $2.441 $2,527 $2554 $2,559 | $2550 | $2,581 $2,643 $2,707 $2,760 [ $2,760 | $2,927
Intangibles $0 $0 $0 $0 $0 $65 $62 $59 $59 $58 $58 $57 $57 $57 $57 $57 $57 $57 $57
Assets $1,906 $1632 | $1433 | $1423| $1427 | $2,893 | $2,904 | $3,083 | $3019 $3,143 $3255 $3,287 | $3287 | $3,241 $3280 $3,364 $3433 [ $3433 | $3588
Quarterly & Annual Asset Growth ($) * $1,906 ($274) ($199) ($10) $4 | $1,466 $10 $179 ($64)  $124 $111 $32 $204 ($45) $48 $75 $69 $147 $155
Quarterly & Annual Loan Growth ($) * $1,540 ($277) ($221) $0 $12 | $1,036 $188 $101 $63 $86 $27 $4 $180 $23 $62 $64 $53 $202 $167
Deposits $1,402 $1,274 | $1,112 | $1,135 | $1,119 [ $2277 [ $2275| $2,375| $2278 $2,371 $2480 $2,522 [ $2522 | $2,555 $2,587 $2,621 $2,648 | $2,648 | $2,782
Short-term borrowings $102 $117 $73 $65 $69 $168 $155 $132 $127 $111 $122 $119 $119 $119 $119 $119 $119 $119 $119
FHLB advances $205 $65 $45 $35 $45 $54 $68 $175 $205 $245 $220 $220 $220 $220 $220 $220 $220 $220 $220
Subordinated debentures and other $50 $45 $34 $33 $33 $54 $55 $45 $45 $45 $45 $46 $46 $46 $46 $46 $46 $46 $46
Common Capital $120 $106 $145 $147 $153 $328 $334 $341 $348 $357 $363 $366 $366 $371 $377 $383 $390 $390 $409
Preferred Capital $20 $20 $20 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0
Total Equity Capital $140 $126 $165 $147 $153 $328 $334 $341 $348 $357 $363 $366 $366 $371 $377 $383 $390 $390 $409
Tangible Common Capital $120 $106 $145 $147 $153 $263 $272 $281 $289 $299 $305 $309 $309 $314 $320 $326 $333 $333 $352

Source: KBW Research and Company reports.

Please refer to important disclosures and analyst certification information on pages 8 - 12. 6
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A Stifel Company

[ 2009 T 2010 [ 2011 [ 2012 | 2013 | 2014 [ 2015 [ 2016 | 1Q17 | 2Q17 | 3Q17 | 4Q17 | 2017 [ 1Q18E | 2Q18E | 3Q18E | 4Q18E | 2018E | 2019E |

Capital Management

Beginning Common Equity $137.7 $94.7 $96.2 $144.6 $149.8 $321.0 $328.8 $349.5 $340.8 $348.1 $357.5 $362.5 $362.5 $365.9 $371.1 $376.8 $383.4 $383.4 $410.1

Net Income to Common ($36.4) ($5.2) $30.0 $3.0 $5.2 $17.3 $6.5 $8.1 $7.6 $7.3 $8.3 $8.0 $8.0 $8.8 $9.4 $10.3 $10.7 $10.7 $11.8
Common Dividends $0.1 $0.0 $0.0 $0.8 $1.0 $24.5 $9.5 $18.7 $2.9 $3.0 $3.1 $3.2 $12.2 $3.7 $3.7 $3.8 $3.8 $14.9 $16.3
Common Repurchases $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $15.8 $3.7 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0
Net Other (80.8) (83.7) (81.9)  (80.2))  (80.6) $2.9 $3.9 ($2.4) $25 $5.1 (80.2)  ($L5) $6.0 $0.0 $0.0 $0.0 $0.0 $0.0 ($8.5)

Ending Common Equity $100.4 $85.8 $124.3 $146.6 $153.3 $328.1 $333.8 $340.8 $348.1 $357.5 $362.5 $365.9 $365. $371.1 $376.8 $383.4 $390.2 $390.: $409.2

Preferred $19.8 $20.1 $20.3 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0
Ending Total Equity $120.3 $105.9 $144.7 $146.6 $153.3 $328.1 $333.8 $340.8 $348.1 $357.5 $362.5 $365.9 $365.9 $371.1 $376.8 $383.4 $390.2 $390.2 $409.2
Ending Intangible Assets $0.0 $0.0 $0.0 $0.0 $0.0 $65.1 $62.1 $59.4 $58.8 $58.2 $57.6 $57.1 $57.1 $57.1 $57.1 $57.1 $57.1 $57.1 $57.1

Ending Tangible Equity $120.3 $105.9 $144.7 $146.6 $153.3 $263.0 $271.7 $281.4 $289.3 $299.3 $304.9 $308.8 $308.8 $314.0 $319.8 $326.3 $333.1 $333.1 $352.2

Qualifying Trust Preferreds $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $49.7 $42.8 $42.9 $43.1 $43.3 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0

Qualifying Subordinated Debt $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0

Tier 1 Capital $171.2 $157.1 $170.5 $159.2 $178.6 $314.9 $331.1 $336.3 $341.7 $347.8 $354.1 $360.5 $360.5 $365.7 $371.5 $378.0 $384.9 $384.9 $412.4

Tier 1 Common ($) $119.4 $105.0 $118.2 $127.2 $146.6 $262.5 $278.8 $293.5 $298.7 $304.6 $311.0 $0.0 $0.0 $365.7 $371.5 $378.0 $384.9 $384.9 $412.4

Risk-Based Assets $1,726 $1,404 $1,211 $1,183 $1,219 $2,337 $2,576 $2,700 $2,760 $2,862 $2,949 $2,948 $2,948 $2,907 $2,950 $3,017 $3,080 $3,080 $3,218

RWA/Total Assets 91% 86% 85% 83% 85% 81% 89% 88% 91% 91% 91% 90% 90% 90% 90% 90% 90% 90% 90%

Capital Ratios

Leverage Capital Ratio 8.65% 9.12% 11.54%| 11.41%| 12.47%| 11.15% 11.58% 11.16%| 11.50% 11.49% 11.18% 11.28% 11.28%| 11.37% 11.45% 11.36% 11.28% 11.28% 11.62%

Tier 1 Risk Based Capital Ratio 9.92% 11.19% 14.08%| 13.46%| 14.65%| 13.47% 12.85% 12.45%| 12.38% 12.15% 12.01% 12.23% 12.23%| 12.58% 12.59% 12.53% 12.50% 12.50% 12.81%

Total Capital Ratio 11.19% 12.46% 15.35%| 14.73%| 15.91%| 14.33% 13.46% 13.12%| 13.04% 12.79% 12.66%  12.89% 12.89%| 13.25% 13.25% 13.18%  13.13% 13.13% 13.42%

Tier 1 Common 8.77% 9.76% 12.40%| 13.46%| 14.65%| 13.47% 10.92% 10.87%| 10.82% 10.65% 10.54% 12.23% 12.23%| 12.58% 12.59% 12.53% 12.50% 12.50% 12.81%

Tangible Equity/Tangible Assets (EOP) 6.31% 6.48% 10.09%| 10.30%| 10.74% 9.30% 9.56% 9.31% 9.77% 9.70% 9.54% 9.56% 9.56% 9.86% 9.89% 9.87% 9.87% 9.87% 9.97%

Equity/Assets (EOP) 6.31% 6.48% 10.09%| 10.30%| 10.74%| 11.34% 11.50% 11.06%| 11.53% 11.37% 11.14% 11.13% 11.13%| 11.45% 11.46% 11.40% 11.37% 11.37% 11.41%

Credit Quality Ratios

Reserve/Loans 3.11% 3.59% 3.51% 2.75% 2.17% 0.96% 0.69% 0.76% 0.75% 0.72% 0.75% 0.76% 0.76% 0.77% 0.77% 0.76% 0.76% 0.76% 1.20%

Non Performing Assets/Loans 7.13% 6.73% 5.71% 2.47% 0.91% 1.51% 0.29% 0.27% 0.32% 0.29% 0.41% 0.37% 0.37% 0.35% 0.34% 0.32% 0.31% 0.31% 0.26%

Reserve/Non Perf. Loans 56% 65% 81% 151% 340% 68% 290% 302% 251% 284% 233% 273% 273% 282% 290% 304% 313% 313% 557%

Net Charge Offs/Average Loans 2.24% 2.43% 137% 0.45% -0.13% -0.01% 0.15% 0.03% 0.05% 0.12% 0.02% 0.05% 0.06% 0.08% 0.08% 0.10% 0.10% 0.09% 0.17%

Credit Quality Detail (mil)

Loan Loss Reserve $47.9 $45.4 $36.5 $28.7 $22.8 $20.0 $15.7 $18.0 $18.3 $18.3 $19.2 $19.5 $19.5 $19.9 $20.3 $20.7 $21.1 $21.1 $35.2
As % Loans 3.11% 3.59% 3.51% 2.75% 2.17% 0.96% 0.69% 0.76% 0.75% 0.72% 0.75% 0.76% 0.76% 0.77% 0.77% 0.76% 0.76% 0.76% 1.20%
As % Nonperforming Loans 0.56x 0.65x 0.81x 1.51x] 3.40x 0.68x 2.90x 3.02x 2.51x 2.84x 2.33x 2.73x 2.73x 2.82x 2.90x 3.04x 3.13x 3.13x 5.57x
As % Nonperforming Assets 0.43x 0.53x 0.61x 1.11x] 2.38x 0.64x 2.34x 2.80x 2.35x 2.53x 1.82x 2.07x 2.07x 2.19x 2.26x 2.41x 2.50x 2.50x 4.63x

Net Charge Offs $38.2 $34.3 $15.7 $4.8 ($1.3) ($0.2) $3.4 $0.6 $0.3 $0.7 $0.1 $0.3 $1.4 $0.5 $0.5 $0.7 $0.7 $2.4 $4.7
As % Avg. Loans (ann.) 2.24% 2.43% 1.37% 0.45% -0.13% -0.01% 0.15% 0.03% 0.05% 0.12% 0.02% 0.05% 0.06% 0.08% 0.08% 0.10% 0.10% 0.09% 0.17%

Provision Expense $59.0 $31.8 $6.9 $3.1)| ($7.2)| ($3.0) ($1.0) $2.9 $0.6 $0.8 $1.0 $0.6 $3.0 $0.9 $1.0 $1.0 $1.1 $4.0 $5.4

Provision/Average Loans 3.46% 2.25% 0.60% -0.30% -0.69% -0.18% -0.05% 0.12% 0.10% 0.12% 0.16% 0.09% 0.12% 0.14% 0.15% 0.15% 0.16% 0.15% 0.19%
Reserve Build (Release) $20.8 ($2.5) ($8.8)| ($7.9)| (35.9)| ($2.8) ($4.4) $2.3 $0.3 $0.0 $0.9 $0.3 $1.5 $0.4 $0.4 $0.3 $0.4 $1.6 $0.7
Reserve Build (Release) - per share $1.59 (30.19)|  (30.65)| ($0.58)| ($0.44)| ($0.13)|  ($0.17) $0.09 | $0.01  $0.00  $0.04  $0.01 $0.06 | $0.02  $0.02  $0.01  $0.02 $0.06 $0.03

Provision / NCOs (x) 1.5x 0.9x 0.4x -0.7x 5.4x 13.7x -0.3x 4.7x 2.1x 1.0x 9.8x 2.1x 1.8x 1.8x 1.5x 1.6x 1.6x 1.1x

Non-Performing Loans $85.1 $69.4 $45.1 $19.0 $6.7 $29.5 $5.4 $5.9 $7.3 $6.5 $8.2 $7.1 $7.1 $7.0 $6.8 $6.7 $6.7 $6.3

Restructured Loans (performing) $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0

Other Real Estate Owned $26.6 $16.7 $15.3 $7.0 $2.9 $2.0 $1.3 $0.5 $0.5 $0.8 $23 $2.3 $2.0 $2.0 $1.8 $1.7 $1.7 $1.3

Non-Performing Assets $111.7 $86.1 $60.4 $25.9 $9.6 $31.5 $6.7 $6.4 $7.8 $7.2 $10.6 $9.4 $9.4 $9.1 $9.0 $8.6 $8.4 $8.4 $7.6

Non-Performing Assets (ex-TDRs) $111.7 $86.1 $60.4 $25.9 $9.6 $31.5 $6.7 $6.4 $7.8 $7.2 $10.6 $9.4 $9.4 $9.1 $9.0 $8.6 $8.4 $8.4 $7.6
As % Loans + OREO 7.13% 6.73% 5.71% 2.47% 0.91% 1.51% 0.29% 0.27% 0.32% 0.29% 0.41% 0.37% 0.37% 0.35% 0.34% 0.32% 0.31% 0.31% 0.26%
As % Loans + OREO (ex TDR's) 7.13% 6.73% 5.71% 2.47% 0.91% 1.51% 0.29% 0.27% 0.32% 0.29% 0.41% 0.37% 0.37% 0.35% 0.34% 0.32% 0.31% 0.31% 0.26%
As % of total assets 5.86% 5.28% 4.21% 1.82% 0.67% 1.09% 0.23% 0.21% 0.26% 0.23% 0.32% 0.29% 0.29% 0.28% 0.27% 0.26% 0.25% 0.25% 0.21%

Texas Ratio 66.4% 56.9% 33.3% 14.8% 5.4% 11.1% 2.3% 2.1% 2.5% 2.3% 3.3% 2.9% 2.9% 2.7% 2.6% 2.5% 2.4% 2.4% 2.0%

Source: KBW Research and Company reports.

Please refer to important disclosures and analyst certification information on pages 8 - 12. 7
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Risk

Risksthat may prevent the achievement of our pricetarget and earnings outlook include, but are not limited to, unexpected
volatility in interest rates, a material increase in credit costs, and a downward movement in the net interest margin.
Moreover, the company’s ability to consistently grow loans and revenues could impact our expectations.

Valuation
Our $40 target reflects 15.1x our 2019E and 215% of TBV, which reflects 13.9x our 2019E ($37/sh) and $/$ on excess
capital ($3/sh).

Company Description:
Mercantile Bank is a bank holding company headquartered in Grand Rapids, M. MBWM is primarily a business bank, with commercial-related
credits making up roughly 80% of outstanding loans.

Industry Opinion:

We remain positively biased toward banks with differentiated business models and those with the ability to generate above-average loan growth and
those best positioned for rising interest rates. That said, in light of the recent re-flattening of the yield curve, we favor banks that are more sensitive
to the short end of the yield curve as relative margin performance, all else equal, is better insulated. We aso believe that M&A activity for the
SMID bankswill continue to improve, providing valuation support, all else equal. All factors considered, the recent rebound in the group has pushed
valuations back toward long-term averages of approximately 90% of the S& P 500, making individual stock selection paramount, in our view.

IMPORTANT DISCLOSURES

RESEARCH ANALYST CERTIFICATION: We, Damon DelMonte and Adela Dashian, hereby certify that the views expressed in this research
report accurately reflect our personal views about the subject companies and their securities. We also certify that we have not been, and will not be
receiving direct or indirect compensation in exchange for expressing the specific recommendation in this report.

Analysts Compensation: The equity research analystsresponsiblefor the preparation of thisreport receive compensation based upon variousfactors,
including the quality and accuracy of research, client feedback, competitive factors, and overall firm revenues, which include revenues from, among
other business units, Institutional Equities and Investment Banking.

The recommendations contained in this report were produced at 1 March 2018 02:28 EDT and disseminated at 1 March 2018 02:28 EDT

COMPANY SPECIFIC DISCLOSURES

KBW or an affiliate expects to receive or intends to seek compensation for investment banking services from Mercantile Bank Corporation in the
next three months.

KBW or an affiliate currently makes a market and/or acts as aliquidity provider in Mercantile Bank Corporation securities.

For disclosures pertaining to recommendations or estimates made on a security mentioned in this report, please see the most recently published
company report or visit our global disclosures page on our website at http://www.kbw.com/research/disclosures or see the section below titled
"Disclosure Information” for further information on how to obtain these disclosures.

AFFILIATE DISCLOSURES

Thisreport has been prepared by Keefe, Bruyette & Woods, Inc. (“KBWI”) and/or its affiliate Stifel Nicolaus Europe Limited (“SNEL"), also trading
as Keefe, Bruyette & Woods Europe (“KBW Europe’); collectively “KBW”. Both KBWI and KBW Europe are affiliates of Stifel Financial Corp.
KBWI is regulated by FINRA and the United States Securities and Exchange Commission, is a member of NY SE, and its headquarters is located at
787 7th Avenue, New York, NY 10019. Stifel Nicolaus Europe Limited, also trading as Keefe, Bruyette & Woods Europe, is registered in England
and Wales, no. 03719559 and its registered office is 4th Floor, 150 Cheapside, London EC2V 6ET. Stifel Nicolaus Europe Limited, also trading as
Keefe, Bruyette & Woods Europe, is authorised and regulated by the Financial Conduct Authority (FCA) in the UK entered on the FCA’s register,
no. 190412 and is a member of the London Stock Exchange. Disclosures in the Important Disclosures section referencing KBW include one or all
affiliated entities unless otherwise specified.

Registration of non-U.S. Analysts: Any non-U.S. Research Analyst employed by a non-U.S. affiliate of KBWI contributing to this report is not
registered/qualified asresearch analyst with FINRA and/or the NY SE and may not be an associated person of KBWI and therefore may not be subject
to FINRA Rule 2241 restrictions on communications with a subject company, public appearances, and trading securities held by a research analyst
account.

Disclosure Information: For current company-specific disclosures, please write to one of the KBW entities: For U.S. Research: Keefe, Bruyette
& Woods, Inc. Research Department, 787 7th Avenue, 4th Floor, New York, NY 10019. For European Resear ch: The Compliance Officer, Stifel
Nicolaus Europe Limited, 4th Floor, 150 Cheapside, London EC2V 6ET. Or visit our website at http://www.kbw.com/research/disclosures. KBW

Please refer to important disclosures and analyst certification information on pages 8 - 12. 8
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has arrangementsin place to manage conflicts of interest including information barriers between the Research Department and certain other business
groups. As aresult, KBW does not disclose certain client relationships with, or compensation received from, such companiesin its research reports.

Mercantile Bank Corporation (MBWM)

Target Price:$40.00
Risk Factors:

Risks that may prevent the achievement of our price target and earnings outlook include, but are not limited to, unexpected volatility in interest
rates, amaterial increasein credit costs, and a downward movement in the net interest margin. Moreover, the company’s ability to consistently

grow loans and revenues could impact our expectations.

Valuation:

Our $40 target reflects 15.1x our 2019E and 215% of TBV, which reflects 13.9x our 2019E ($37/sh) and $/$ on excess capital ($3/sh).

Rating and Price Target History for: Mercantile Bank Corporation (MBWM) as of 02-27-2018

OP:$23.00 ||OP:$25.00 ||OP:$26.00 [[OP:$28.00 ||OP:$30.00
04/21/15 11/02/15 11/11/15 07/19/16 10/04/16

MP:$35.00 ||MP:$34.00 [(MP:$35.00 [|MP:$39.00
11/28/16 07/18/17 10/17/17 12/21/17

Apr 2013Ll 20130ct 2013kn 2014Apr 20144ul 20140ct 2014Jan 2015Apr 201501 20150ct 2015kn 2016Apr 201601l 20160ct 20164n 2017Apr 20170l 20170ct 2017Jan 2018

Closing Price Price Target

Outperform (OP); Market Perform (MP); Underperform (UP); Restricted (RES); Suspended (SP); Not Rated (NR); Covered - Not Rated (CNR)

Note: The boxes on the Rating and Price Target History Chart above indicate the date of Report/Note,
the rating and price target. Each box represents a date on which an analyst made a change to arating

or price target.

Distribution of Ratings/I B Services

KBW

*|B Serv./Past 12 Mos.
Rating Count Per cent Count Per cent
Outperform [BUY] 216 35.01 82 37.96
Market Perform [HOLD] 348 56.40 125 35.92
Underperform [SELL] 37 6.00 9 24.32
Restricted [RES] 0 0.00 0 0.00
Suspended [SP] 16 2.59 1 6.25
Covered -Not Rated [CNR] 2 0.32 0 0.00

* KBW maintains separate research departments; however, the above chart, "Distribution of Ratings/IB
Services," reflects combined information related to the distribution of research ratings and the receipt of
investment banking fees globally.**Note: All ratings for Keefe, Bruyette and Woods, Inc. as of January 15,
2015 reflect arelative ratings system.

Explanation of Ratings: KBW Research Department providesthree coreratings: Outperform, Market Perform, and Underperform, and threeancillary
ratings: Suspended, Restricted, and Covered-Not Rated. For purposes of FINRA Rule 2241, Outperform is classified as a Buy, Market Perform
is classified as a Hold, and Underperform is classified as a Sell. Suspended indicates that KBW’s investment rating and/or target price have been
temporarily suspended due to applicable regul ations and/or KBW policies. Restricted indicates that KBW is precluded from providing an investment
rating or price target dueto thefirm’ srolein connection with amerger or other strategic financial transaction. Covered-Not Rated indicates that KBW

Please refer to important disclosures and analyst certification information on pages 8 - 12.
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is not providing an investment rating and/or price target due to the lack of publicly available information and/or its inability to adequately quantify
the publicly available information to sufficiently produce such metrics.

North American Stocks and European Stocks are rated based on the share price upside to target price relative to the relevant sector index
performance on a 12-month horizon. Outperform rated stocks have a greater than 10 percentage point (“pp”) relative performance versus the sector,
Market Perform rated stocks between +10pp to -10pp relative performance versusthe sector, and Underperform rated stocks alower than 10pp relative
performance versus the sector. The 12-month price target may be determined by the stock’ s fundamentally driven fair value and/or other factors (e.g.,
takeover premium or illiquidity discount).

KBW M odel Portfaolio: “Model Portfolio Buy” - Companies placed on thislist are expected to generate atotal rate of return (percentage price change
plus dividend yield) of 10% or more over the next 3 to 6 months. “Model Portfolio Sell” - Companies placed on thislist are expected to generate a
total rate of return (percentage price change plus dividend yield) at or below -10% over the next 3 to 6 months.

The purpose of the Model Portfolio isto inform institutional investors of KBW!I's short-term (as described above) outlook for a particular industry
sector. The Portfolio is not available for purchase or sale, cannot be duplicated as shown, is hypothetical and is for illustrative purposes only. For a
more detailed description of the selection criteria and other specifics related to the construction of the Model Portfolio, please refer to the January 5,
2010 Model Portfolio Primer and/or contact your KBWI representative for more information.

The Model Portfolio should be viewed as a short-term outlook of a particular industry sector, not as individual security recommendations. The
Model Portfolio uses a three-to-six-month time horizon and should not be considered when making longer term investments. KBWI Research
publishes research with a 12-month outlook on each issuer of securities contained in the Model Portfolio. Investors who are interested in a particular
security should request KBWI Research’s coverage of such securities by contacting your KBWI representative. KBW research contains analyses of
fundamentals underlying each issuer.

KBWI’s long-term recommendations may differ from recommendations made for the Model Portfolio. These differences are the result of different
time horizons—KBWI research has a 12-month outlook and the Model Portfolio has a three-to-six-month outlook.

Although the model portfolio is based upon actual performance of actual investments, KBWI did not recommend that investors purchase this
combination—or hypothetical portfolio—of investments during the time period depicted here. As this hypothetical portfolio was designed with the
benefit of hindsight, the choice of investments contained in it reflects a subjective choice by KBWI. Accordingly, this hypothetical portfolio may
reflect a choice of investments that performed better than an actua portfolio, which was recommended during the depicted time frame, would have
performed during the same time period. Moreover, unlike an actual performance record, these results do not represent actual trading wherein market
conditions or other risk factors may have caused the holder of the portfolio to liquidate or retain al or part of the represented holdings.

Stifel/KBW Income Opportunity List, Stifel/KBW Analyst Select List, and Stifel/KBW Select Income Opportunity—The Crossovers List:
These lists include companies that analysts believe have the most attractive risk-adjusted return potential over the next 12 months, or, in the case of
the Stifel/KBW Income Opportunity Ideas List, have yield in excess of 2%. In some cases, analysts who cover more than one sub-sector may have
more than one name on the list.

Other Research Methods: Please be advised that KBW providesto certain customers on request specialized research products or servicesthat focus
on covered stocks from a particular perspective. These products or services include, but are not limited to, compilations, reviews, and analysis that
may use different research methodologies or focus on the prospects for individual stocks as compared to other covered stocks or over differing time
horizons or under assumed market events or conditions.

OTHER DISCLOSURES

Indexes: Thefollowing indexes: U.S.: KBW Nasdag Bank Index (BKX), KBW Nasdaq | nsurance Index (K1X), KBW Nasdag Capital Markets |ndex
(KSX), KBW Nasdag Regional Banking Index (KRX), KBW Nasdaq Property & Casualty Index (KPX), KBW Nasdaq Financial Technology Index
(KFTX), KBW Nasdag Premium Yield Equity REIT Index (KY X); KBW Nasdag Financial Sector Dividend Yield Index (KDX); and Global: KBW
Nasdag Global Bank Index (GBKX), are the property of KBWI and Nasdag.

KBW!I and Nasdaq do not guarantee the accuracy and/or completeness of the indexes, make no express or implied warranties with respect to the
indexes and shall have no liability for any damages, claims, losses, or expenses caused by errors in the index calculation. KBWI and Nasdagq make
no representation regarding the advisability of investing in options on the Index. Past performanceisnot necessarily indicative of futureresults.

ETFs—Important Disclosures: The shares (“Shares’) of ETFs are not sponsored, endorsed, sold, or promoted by KBWI. KBWI makes no
representation or warranty, express or implied, to the owners of the Shares or any member of the public regarding the advisability of investing in
securities generally or in the Shares particularly or the ability of its Indexes to track general stock market performance. The only relationship of
KBWI to Invesco PowerShares Capital Management LLC is the licensing of certain trademarks and trade names of KBWI and its Indexes which
are determined, composed, and calculated by KBWI without regard to Invesco PowerShares Capital Management LLC, the fund, or the Shares.
Additionally, KBWI and The NASDAQ OMX Group, Inc. (“Nasdag”) are parties to an agreement (the “Nasdag Agreement”) whereby KBW!I has
given Nasdaq the power and authority to license certain trademarks and trade names of KBW and its Indexes, including Source UK Services Limited
(“Source”) and potential future Licensees. KBWI has no obligation to take the needs of Invesco PowerShares Capital Management LLC or any
other current or future Licensee or the owners of the shares into consideration in determining, composing, or calculating the Indexes. KBWI is not
responsible for and has not participated in any determination or calculation made with respect to issuance or redemption of the Shares. KBWI has no
obligation or liability in connection with the administration, marketing, or trading of the Shares.

Please refer to important disclosures and analyst certification information on pages 8 - 12. 10
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Compensation. KBWI and Invesco PowerShares Capital Management LLC are parties to an index licensing agreement wherein KBWI licenses
its Indexes to Invesco PowerShares Capital Management LLC and KBW!I receives as compensation payments based on the amount of assets under
management in the ETFs (which the licensed Indexes underlie) and which may be recommended in this report. Pursuant to the Nasdag Agreement,
KBWI similarly receives as compensation payments based on the amount of assets under management in any Licensee ETFs (which the licensed
Indexes underlie) and which may or may not also be recommended in this report.

ETF and Index Reports. The author of index and related ETF reports is the Director of KBWI's Research Department, who is also the head of the
KBWI Index Committee. This Index Committee selects index components for the indexes upon which the recommended ETFs are based.

ETF Risks. There are risks involved with investing in ETFs, including possible loss of money. ETFs may not always trade or price as expected.
Generally, security classifications used in calculating allocation tables are as of the last trading day of the previous month. ETFstrade like stocks, are
subject to investment risk, fluctuate in market value and may trade at prices above or below the ETFs net asset value. Diversification does not ensure
aprofit and may not protect against lossin declining markets. Investors should refer to the individual ETF prospectus for a more detailed discussion
of the specific risks and considerations for an individual ETF.

Investing in a single sector may be subject to more volatility than funds investing in a diverse group of sectors. Brokerage commissions and ETF
expenseswill reducereturns. In general, ETFs can be expected to move up or down in value with the value of the applicableindex. Although ETFs may
be bought and sold on the exchange through any brokerage account, ETFs are not individually redeemable from the Fund. Investors may acquire ETFs
and tender them for redemption through the Fund in Creation Unit Aggregations only, please see the prospectus (link below) for more details. Shares
are not actively managed and are subject to risks including those regarding short selling and margin maintenance requirements. Past performanceis
not necessarily indicative of future results.

An investor should consider the Funds’ investment objectives, risks, charges, and expenses carefully beforeinvesting. Thisand other information can
be found in their prospectuses. Not all ETFs may be suitable for retail investors. Individual ETFs may not be available for salein all jurisdictions. For
this and more complete information about the U.S Funds, call InvescoPowerShares at 1-800-983-0903 or visit https://www.powershares.com for a
prospectus. For more complete information about the non-U.S. Funds, investors should contact Source at https://www.sourceetf.com for a prospectus.
The prospectus should be read carefully before investing.

Shares of the ETFs funds are not guaranteed or insured by the FDIC or by another governmental agency; they are not obligations of the FDIC nor
are they deposits or obligations of or guaranteed by KBW!I or Invesco PowerShares Capital Management LLC. ETFs are distributed by Invesco
Distributors, Inc. the distributor of the PowerShares Exchange-Traded Fund Trust |1. PowerShares® isaregistered trademark of |nvesco PowerShares
Capital Management LLC.

General Risk Disclosure: Investments in securities or financial instrument involve numerous risks which may include market risk, counterparty
default risk, liquidity risk and exchange rate risk. No security or financial instrument is suitable for all investors, and some investors may be prohibited
in certain states or other jurisdictions from purchasing securities mentioned in this communication. The securities of some issuers may not be subject
to the audit and reporting standards, practices and requirements comparable to those companies located in the investor’ slocal jurisdiction. Where net
dividends to ADR investors are discussed, these are estimated, using withholding tax rate conventions, and deemed accurate, but recipients should
always consult their tax advisor for exact dividend computations.

COUNTRY-SPECIFIC AND JURISDICTIONAL DISCLOSURES

United States: This report is being distributed in the U.S. by KBWI. Where the report has been prepared by a non-U.S. affiliate, KBWI accepts
responsibility for its contents.

U.K. and European Economic Area (EEA): Thisreport isissued and approved for distribution in the EEA by Stifel Nicolaus Europe Limited, also
trading as Keefe, Bruyette & Woods Europe, which is regulated in the United Kingdom by the Financial Conduct Authority (FCA). Our European
Policy for Managing Research Conflicts of Interest is available at wwwe.stifel.com/institutional /| mportantDisclosures.

To access a table of al rating and price target changes in the preceding 12 months for stocks under KBW coverage, please click here: https://
kbw3.bluematrix.com/sellside/MAR.action

Canadian Distribution: Research produced by KBW isdistributed in Canadaby KBW inreliance on theinternational dealer exemption. Thismaterial
isintended for use only by professional or ingtitutional investors. None of the investments or investment services mentioned or described herein is
available to other persons or to anyone in Canadawho is not a*“permitted client” as defined under applicable Canadian securities law.

Injurisdictionswhere KBW isnot already licensed or registered to trade securities, transactionswill only be affected in accordance with local securities
legislation which will vary from jurisdiction to jurisdiction and may require that atransaction is carried out in accordance with applicable exemptions
from registration and licensing requirements. Non-U.S. customers wishing to effect a transaction should contact a representative of the KBW entity
intheir regional jurisdiction except where governing law permits otherwise. U.S. customers wishing to effect atransaction should do so by contacting
arepresentative of KBWI.

ONLY DISTRIBUTE UNDER REGULATORY LICENSE

This communication is only intended for and will only be distributed to persons residing in any jurisdictions where such distribution or availability
would not be contrary to local law or regulation. This communication must not be acted upon or relied on by persons in any jurisdiction other than
in accordance with local law or regulation and where such person is an investment professional with the requisite sophistication and resources to
understand an investment in such securities of the type communicated and assume the risks associated therewith.

Please refer to important disclosures and analyst certification information on pages 8 - 12. 11
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The securities discussed in this report may not be available for salein all jurisdictions. Clients considering an investment in the securities discussed
should speak with their sales representative prior to making an investment decision.

CONFIDENTIAL INFO

This communication is confidential and is intended solely for the addressee. It is not to be forwarded to any other person or copied without the
permission of the sender. Please notify the sender in the event you have received this communication in error.

NO SOLICITATION OR PERSONAL ADVICE

This communication is provided for information purposes only. It is not a personal recommendation or an offer to sell or a solicitation to buy the
securities mentioned. Investors should obtain independent professional advice before making an investment.

ASSUMPTIONS, EFFECTIVE DATE, AND UPDATES

Certain assumptions may have been made in connection with the analysis presented herein, so changes to assumptions may have a material impact
on the conclusions or statements made in this communication. Facts and views presented in this communication have not been reviewed by, and may
not reflect information known to, professionalsin other business areas of KBW, including investment banking personnel.

The information relating to any company herein is derived from publicly available sources and KBW makes no representation as to the accuracy
or completeness of such information. Neither KBW nor any of its officers or employees accept any liability whatsoever for any direct, indirect, or
consequential damages or losses arising from any use of this report or its content.

This communication has been prepared as of the date of the report.

KBW does not undertake to advise clients of any changesin information, estimates, price targets, or ratings, all of which are subject to change without
notice. The recipients should assume that KBW will not update any fact, circumstance, or opinion contained in this report.

COPYRIGHT

Thisreport is produced for the use of KBW customers and may not be reproduced, re-distributed or passed to any other person or published in whole
or in part for any purpose without the prior consent of KBW.
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