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FINANCIALS

Set forth below is selected financial and other data of Malvern Bancorp, Inc.

At September 30, 2019 2018 2017 2016 2015

Summary of Operating Data: (Dollars in thousands)

Total interest and dividend income . . . . . . . . . . . . . . $ 47,655 $ 40,030 $ 33,782 $ 25,244 $ 20,462
Total interest expense. . . . . . . . . . . . . . . . . . . . . . . . 18,580 12,995 9,446 6,732 5,248
Net interest income. . . . . . . . . . . . . . . . . . . . . . . . . 29,075 27,035 24,336 18,512 15,214
Provision for loan losses . . . . . . . . . . . . . . . . . . . . . . 2,379 954 2,791 947 90
Net interest income after provision for loan losses . . . . 26,696 26,081 21,545 17,565 15,124
Total other income . . . . . . . . . . . . . . . . . . . . . . . . . 2,592 3,304 2,341 2,333 2,535
Total other expenses . . . . . . . . . . . . . . . . . . . . . . . . 17,487 17,803 15,147 13,922 13,961
Income tax expense (benefit) . . . . . . . . . . . . . . . . . . 2,469 4,276 2,922 (6,174) (970)
Net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 9,332 $ 7,306 $ 5,817 $ 12,150 $ 4,668
Earnings per share . . . . . . . . . . . . . . . . . . . . . . . . . . $ 1.22 $ 1.13 $ 0.90 $ 1.90 $ 0.73

Statement of Financial Condition Data

Securities available for sale . . . . . . . . . . . . . . . . . . . . $ 18,411 $ 24,298 $ 14,587 $ 66,387 $128,354
Securities held to maturity . . . . . . . . . . . . . . . . . . . . 22,485 30,092 34,915 40,551 57,221
Loans receivable, net . . . . . . . . . . . . . . . . . . . . . . . . 1,007,714 902,136 834,331 574,160 391,307
Total assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,265,222 1,033,951 1,046,012 821,272 655,690
Deposits . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 953,811 774,163 790,396 602,046 465,522
FHLB borrowings . . . . . . . . . . . . . . . . . . . . . . . . . . 133,000 118,000 118,000 118,000 103,000
Other short-term borrowing . . . . . . . . . . . . . . . . . . . — 2,500 5,000 — —
Shareholders’ equity . . . . . . . . . . . . . . . . . . . . . . . . 142,508 110,823 102,520 96,157 82,749
Allowance for loan losses . . . . . . . . . . . . . . . . . . . . . 10,095 9,021 8,405 5,434 4,667
Non-accrual loans in portfolio . . . . . . . . . . . . . . . . . 1,821 2,687 1,038 1,617 1,399
Non-performing assets in portfolio . . . . . . . . . . . . . . 2,323 3,061 1,211 2,313 2,567
Performing troubled debt restructurings in portfolio . . 12,170 18,640 2,238 2,039 1,091
Non-performing assets and performing troubled debt

restructurings in portfolio . . . . . . . . . . . . . . . . . . 14,493 21,701 3,449 4,352 3,658

Performance Ratios:

Return on average assets. . . . . . . . . . . . . . . . . . . . . . 0.80% 0.69% 0.62% 1.61% 0.75%
Return on average equity . . . . . . . . . . . . . . . . . . . . . 6.78 6.88 5.93 14.07 5.79
Interest rate spread(1) . . . . . . . . . . . . . . . . . . . . . . . . 2.31 2.47 2.55 2.49 2.45
Net interest margin(2) . . . . . . . . . . . . . . . . . . . . . . . 2.57 2.64 2.70 2.61 2.59
Non-interest expenses to average total assets . . . . . . . . 1.50 1.69 1.62 1.85 2.25

Asset Quality Ratios:

Non-accrual loans as a percent of gross loans. . . . . . . . 0.18 0.30 0.12 0.28 0.35
Non-performing assets as a percent of total assets. . . . . 0.64 0.30 0.12 0.28 0.39
Non-performing assets and performing troubled debt

restructurings as a percent of total assets . . . . . . . . . 1.15 2.10 0.33 0.53 0.56
Allowance for loan losses as a percent of gross loans . . . 0.99 0.99 1.00 0.94 1.18
Allowance for loan losses as a percent of

non-performing loans . . . . . . . . . . . . . . . . . . . . . 434.57 294.71 694.05 234.93 333.60
Net charge-offs (recovery) to average loans

outstanding . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.13 0.04 (0.02) 0.04 —

Capital Ratios(3):

Total risk-based capital to risk weighted assets . . . . . . . 16.40 16.13 15.78 15.42 17.30
Tier 1 risk-based capital to risk weighted assets . . . . . . 15.38 15.09 14.75 14.50 16.21
Tangible capital to tangible assets . . . . . . . . . . . . . . . N/A N/A N/A N/A N/A
Tier 1 leverage (core) capital to adjustable tangible

assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 12.23 12.71 12.02 10.98 11.01
Shareholders’ equity to total assets . . . . . . . . . . . . . . . 11.26 10.72 9.80 11.71 12.62

(1) Represents the difference between the weighted average yield on interest earning assets and the weighted average cost of interest bearing liabilities.

(2) Net interest income divided by average interest earning assets.(3)

(3) Other than shareholders’ equity to total assets, all capital ratios are for the Bank only.
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To Our Shareholders, Customers and Friends:

We are pleased to report that Malvern advanced meaningfully in 2019, despite yet another year of unprecedented

political and economic change. Our 2019 performance results reflect continued transformation of our franchise, and

marked improvement in our operations, earnings, and return to shareholders.

Much of 2019 was about the actions of the Federal Reserve. After a long period of compression caused by almost a

decade of near-zero interest rates, margins expanded somewhat as the Fed continued to raise interest rates at the

beginning of 2019, only to follow with three easings later in the year. Despite this rise and fall, consumers and businesses

alike remained relatively optimistic. The liquidity in markets also remained high throughout the year. All that said,

however, the abrupt turn in rates has had an adverse effect on net interest margins.

With the most recent rate decision, the Federal Reserve provided the nation with its economic and rate outlooks. From

an expected 2019 GDP of 2.2%, the Fed is forecasting mild contraction to 2.0% and 1.9% in the next two years. The

forecasted unemployment rate at year-end 2020 is 3.6%, with expectations that the rate ticks higher in 2021. More

importantly, the longer-run, or equilibrium, unemployment rate was cut again from 4.2% to 4.1%. Finally, the core

inflation rate forecast is 1.9% for 2020 and 2.0% in 2021. These statistics appear to forecast stable markets and thus we

remain optimistic, albeit cautiously.

2019 marked our 132nd year of operations and we once again continued our focus on our core principles and execution

of our business plan. We entered the year building on the key steps that we undertook in prior years with the overall goal

of completing our transformation, polishing our brand image, and furthering our reach in our markets. The measures

that we undertook to support our strategic growth and to market our brand were successful in a number of ways, not the

least of which was the formation of our Main Line Advisory Board. We have bridged Malvern’s present and future within

and outside our Main Line communities.

‘‘MALVERN Phase II – Positioning for the Future’’ continued, with other 2019 highlights as well.

v Development of a new Private Bankers prospect strategy

v Start-up of our West Chester Private Banking Office

v Opening of our Wellington, Florida Representative office

v Opening of our Allentown, Pennsylvania Representative Office

On a more granular level, we continue to improve the services and solutions we offer to our clients. Several actions that

were taken in 2019 include;

v In Wealth Management, we commenced a new program working with our partner Bell Rock Capital,
launching 200 Deep, an automated investment platform focusing on the retail segment of our base.

v Launched Kasasa Rewards Checking Program

v Introduced Card Valet, a debit card management app for fraud prevention and spending control.

v Renewed focus on consumer and small business segments of lending including, Demand Secured Loans,
Residential lending and Owner Occupied Commercial Real Estate

In concert with these actions, we also focused on leveraging the retail branch network on the Philadelphia Main Line and

increasing our market share. This included expanding the number of core deposit relationships and continuing

diversification of the funding mix. All in all, we have demonstrated our ability to manage a strong balance and remain

flexible in the face of political and economic twists and turns. We have shown our ability to sustain our presence as a

niche player while still maintaining the roots of our legacy retail network on the Philadelphia Main Line — in the face of

change and the possibility of a different financial cycle.

We accomplished these important goals while earning a solid return for you, our shareholders. Our gain in net worth

during 2019 was $31.7 million (including $23.3 million from our stock offering), which increased the per-share book

value of our stock by $1.51. Over the last 5 years (that is, since current management was installed), book value has grown

from $11.71 to $18.35, a rate of 9.3% compounded annually. Revenue and net income also increased and our capital

levels are strong.
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FINANCIAL PERFORMANCE

Malvern performed well in fiscal 2019. Notably, we reported a 27.7% increase in net income and a 6.78% return on

common equity. Our net income of $9.3 million amounted to $1.22 per fully diluted common share.

During fiscal 2019, as in 2018, we continued with our proactive balance sheet strategies, including a reduction in

higher-cost funding and non-core balances in the deposit mix, coupled with improvements in the earning asset mix,

which helped manage our exposure to interest rate shifts. Our emphasis on growing and improving our earning asset mix

in turn helped us control our balance sheet’s spread and margin. We also continue to enjoy the advantages of our private

client platform, a segment of business that assists with balance sheet management, income diversification and is central to

our client service approach. The platform has also been instrumental in our quest for enhanced visibility and stature

within our communities. Expansion, greater visibility, and cross marketing the private banking service are central themes

in our strategic business plan. We stress teamwork and constantly remind each other that: ‘‘It all starts with a

conversation.’’

As we closed out 2019, our loans grew to $1.0 billion, an increase of $105.6 million, or 11.7%, from September 30,

2018. Total net revenue for 2019 increased 4.4% to $31.7 million, up from $30.3 million over the prior period in 2018.

Our measured pace of loan growth coupled with deposit generation, along with actions to control and reduce funding
costs, helped us achieve an $2.1 million improvement to Malvern’s net interest income of $29.1 million for 2019, up
from $27.0 million for 2018.

Our strong balance sheet growth also continued to drive economies of scale for the Bank and, when combined with our
prudent expense management (an efficiency ratio of 55.2% versus 57.9% in 2018), resulted in meaningful profit
improvement throughout the year. We are mindful of expense control, but make strategic investments in people and
infrastructure as required to support growth, and we expect to continue to do so in 2020.

Our asset quality remains stable and is always one of the core tenets of our philosophy. While the stability of the
economy and credit markets cannot be predicted, we strive to maintain that quality and cushion the impact of any credit
problems within our portfolio.

LOOKING FORWARD

Culture and Capabilities

We remain steadfast in pursuing our strategic business model. Our efforts to remain consistent, stick to our core abilities,
and removing complacency throughout the organization are the underpinnings to our strength and the reason we have
achieved success over the past five years. As we have grown, we have worked continuously to identify and leverage those
attributes of our culture that distinguish us and provide the blueprint for on-going success. We have transformed,
evolved, and adapted to the changing banking landscape while remaining committed to our culture and providing
unique, personalized customer experiences.

We remain confident that the Malvern brand will always stand for something different and be in demand by clients who
want an elevated level of service. While we are cognizant of changing consumer behaviors evidenced by declining foot
traffic in bank branches, reduction in ATM activity, and the proliferation of digital platforms to replace traditional bank
platforms, we focus on utilizing the best of technology without losing what sets apart and makes us unique —
face-to-face service.

As this digital transformation accelerates and consumer demographics and behaviors continue to be reshaped, we will
accelerate our efforts to deliver a customer experience that utilizes delivery channels while maintaining high-touch
service. Of course, this requires us to bring new thinking, a broader diversity of ideas and perspectives, and talent to add
value and solve problems for our customers. In short, this is how we will maintain our unique advantage.

Regulatory

Ever-evolving regulatory requirements confront our industry and continue to drive increased investment in compliance,
risk and capital management infrastructure. Heightened awareness of cyber threats adds another dimension to ongoing
risk management and security. A somewhat uncertain economic outlook and rate environment, geo-political issues that
affect the markets, recently enacted and potential tax legislation, and continued competition from outside the regulated
banking industry all place further performance and consolidation pressures on small and mid-sized banks. We are not
immune, but we believe that our focus and actions discussed in this letter will position Malvern properly and continue to
enhance shareholder value.
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Further Expansion of Our Markets

We continue to be relevant in our key markets, which are amongst the nation’s most desirable, and we believe that

expanding our presence will ensure that relevance and build the value of our franchise. As noted above, the thoughtful

expansion of our current franchise is built on the utilization of our Private Client locations to drive business activity in

other platforms, such as lending, wealth management and insurance. We will also focus on further growing our specialty

divisions to enhance business development. These divisions are Private Schools, Non-Profits, and Equestrian, all part of

our private client model. We believe that these ‘‘niche-like’’ initiatives will firmly position and enhance our franchise,

making it even more relevant and attractive.

Outlook for Fiscal 2020

You can also expect our focus to be on the following in fiscal 2020:

❖ Increasing our loan portfolio with the commercial sectors of the portfolio
comprising the material growth;

❖ Maintaining low funding costs through further development of the core funding base; improving branch
profitability and customer relationship retention;

❖ Growing the franchise footprint in our Philadelphia markets and leveraging the legacy retail network in
Pennsylvania;

❖ Continuing operational support for product lines and the overall client experience;

❖ Expanding service lines and products tailored to support the commercial aspects of our business;

❖ Generating fee revenue streams on existing and or new electronic delivery channel services;

❖ Expanding private banking services and wealth management referrals; and

❖ Continuing to manage expenses through adherence to best practices and leveraging of our infrastructure.

With the momentum from our accomplishments in 2019, we look forward to further seizing the opportunities that exist

for us in 2020. Being one of the largest remaining independent banks in our Pennsylvania markets makes us an attractive

business in many respects, and we believe we are primed to take advantage of opportunities for growth through our

operating leverage and our ability to execute on our business plan.

This business plan call for the continued focus on leveraging our brand in our targeted markets. The path to achieve

further growth will continue to be, first and foremost, through core organic growth. While we are always cognizant of,

and open to, outside opportunities, such as bank or branch acquisitions, we believe that the organic growth path has

proven most successful for us. As we have discussed with our investors in the past, our primary goal is to achieve

measured growth that generates sustainable earnings and improved franchise value. This game plan has resulted in the

five consecutive years of uninterrupted profitability.

As we enter 2020, we also recognize the challenges that lie ahead for Malvern. Risks moving into 2020 include the

continued volatility in interest rates and credit and economic uncertainty fueled by significant domestic and global issues.

The ongoing uncertainty and burden of increased regulatory requirements, accounting changes, and continued

environmental demands, such as staffing and technology deployment in a rapidly evolving industry, are also issues

forefront in our minds.

In conclusion, looking back at 2019, we believe we made a difference. Our successes validated our mission, our vision,

and our relevance to today’s banking world. Congratulations to the Malvern teams for a successful year and for setting

the stage for us to continue moving forward into the next decade. Thank you to our shareholders for your continued

commitment, support and investment. We recognize that no financial institution can thrive without the trust and

confidence of its investors and the public at large. We believe our role is to work in partnership with our key

constituents — shareholders, clients and employees.
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Our Annual Meeting is on Wednesday, February 26, 2020, at the General Warren Inn in Malvern, Pennsylvania. We
look forward to speaking with you and sharing our accomplishments and our continued vision for your company. As
always, I welcome your comments and suggestions.

Very truly yours,

Anthony C. Weagley

President & Chief Executive Officer
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