MERCER
CAPITAL

BUSINESS VALUATION &
FINANCIAL ADVISORY SERVICES

Bank Watch

ey Finance 51

CREATING
alue

For Bankers  polleH ——

Interested in FinTech Financial
Technology

October 2017

Core Deposit Intangible Asset Values and
Deposit Premiums Update

Public Market Indicators
Learn More \

M&A Market Indicators http://mer.cr/FinTechBook

Regional Public
Bank Peer Reports

D wison,

, WILEY

About Mercer Capital

www.mercercapital.com



http://www.mercercapital.com
http://mercercapital.com/insights/newsletters/bank-watch/
http://www.mercercapital.com
http://mercercapital.com/product/creating-strategic-value-through-financial-technology/
http://mercercapital.com/product/creating-strategic-value-through-financial-technology/
http://mercercapital.com/product/creating-strategic-value-through-financial-technology/

Mercer Capital’s Bank Watch

Core Deposit Intangible Asset Values and

Deposit Premiums Update

In 2016, Mercer Capital published an article on core deposit trends through
November 1 just before the presidential election. At that time, core deposit
intangible (CDI) values remained near historical lows. Following the financial
crisis, CDI values decreased as deposits have less worth, so to speak, in a
very low rate environment than in a “normal” environment as existed before the
crisis. Despite a rate increase by the FOMC in December 2015, the costs of

Chart 1: U.S. Treasury Yield Curve
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alternative funds such as FHLB advances had not materially increased and were
not expected to increase more than the gradual pace the Fed had targeted for
short-term interest rates since late 2015. The persistent low rate environment
limited both deposit premiums paid in acquisitions and CDI values booked.

A week later, the presidential election defied market expectations and drove bond
yields higher almost immediately on expectations of stronger economic growth
and rising inflation. Three more rate increases by the FOMC followed in December
2016, March 2017, and June 2017. Since the post-election run-up, the yield curve
has flattened, but overall yields remain well above pre-election levels (Chart 1).

Using data compiled by S&P Global Market Intelligence, we analyzed trends in
CDI assets recorded in whole bank acquisitions completed from 2008 through
the third quarter of 2017, and we compared CDIs recorded as a percentage of
core deposits acquired to 5-year FHLB rates over the same period. CDI values
generally have followed interest rate trends. Prior to the start of the financial
crisis, CDIs recorded in acquisitions averaged 1.5%—-2.0%, but post-crisis CDls
stabilized at approximately 1.0%—1.25% in the 2014 to 2016 period. Since the
November 2016 election, CDI values have risen through mid-2017 as yields rose,
before declining in the third quarter as the yield curve flattened. CDls represent
the benefit of having a low-cost, stable funding source, and in times when
alternative sources of funds have higher rates, core deposits have greater “worth”
to an acquirer (see Chart 2 on the next page).


http://www.mercercapital.com
http://mercercapital.com/insights/newsletters/bank-watch/
http://mercercapital.com/assets/Mercer-Capital_Bank-Watch_2016-11.pdf
http://mercercapital.com/assets/Mercer-Capital_Bank-Watch_2016-11.pdf

Mercer Capital’s Bank Watch October 2017

Although CDI values have increased since the post- Chart 2: CDI as % of Acquired Core Deposits
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Chart 4: Average Deposit Premiums Paid

October 2017

Chart 5: Selected Amortization Term (Years)
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tangible book value premiums paid in whole bank acquisitions. Branch transaction
deposit premiums are up some from the lows observed in the financial crisis, but
have remained in the 4%—5% range for the last 12 months.

For our analysis of industry trends in CDI values, we defined core deposits as
total deposits, less accounts with balances over $100,000. In analyzing core
deposit intangible assets for individual acquisitions, however, a more detailed
analysis of the deposit base would consider the relative stability of various
account types. In general, CDs tend to be more rate sensitive and less stable.
Even in cases where a CD base is considered a stable customer base, given their
relatively higher cost compared to non-time deposits, CDs often do not contribute
to the core deposit intangible asset recorded. Furthermore, account types such
as brokered or Qwickrate accounts and certain public funds that may be subject
to a competitive bidding process are generally excluded from core deposits when
determining the value of a CDI.

© 2017 Mercer Capital // www.mercercapital.com

Transactions Completed 2008 - Sept. 30, 2017
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What We’re Reading

Stephen Ranzini (CEO & President of University Bancorp) has an interesting piece
on American Banker’s BankThink entitled: “Don’t Let Community Banks Go from
Endangered to Extinct.”

These two pieces discuss the future of banking and the potential impact of FinTech. The
first examines FinTechs pursuing bank charters, and the second discusses how FinTech
may impact bank M&A.

Why The ICBA Doesn’t Want Square To Be A Bank
PYMNTS.com

How FinTech Will Change Bank M&A
Banking Exchange: Steve Cocheo
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Chart 6: Selected Amortization Method
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Based on the data for acquisitions for which core deposit intangible detail was
reported, a majority of banks selected a ten-year amortization term for the CDI
values booked. Less than 10% of transactions for which data was available
selected amortization terms longer than ten years. Amortization methods were
somewhat more varied, but the accelerated amortization method was selected in
approximately half of these transactions.

For more information about Mercer Capital’'s core deposit services, please
contact us.

WMMMMM,%A%MM@

Madeleine G. Davis
901.322.9715
davism@mercercapital.com
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FSB, LLC

Florence, Alabama

has agreed to acquire

First Southern
Bancshares, Inc.

Florence, Alabama
Mercer Capital served as
financial advisor & rendered a

fairness opinion on behalf of
First Southern Bancshares, Inc.

June 2017

Learn More

about our Transaction
Advisory Services

October 2017

MERCER CAPITAL
Recent Transaction

Mercer Capital has experience assisting
depository institutions with significant
corporate transactions.

Whether considering an acquisition, a
sale, or simply planning for future growth,
Mercer Capital has the experience
required to help financial institutions
accomplish their financial objectives.

Advisory Services

* Strategic consulting

¢ Buy-side and sell-side financial
advisory services

* Fairness opinions

¢ Advisory and consultation
regarding capital transactions
(raising, deploying, and
restructuring capital)

Representative Depository Institution
Services

* Capital planning and consulting

* Branch transactions

* Regulatory-assisted
transactions

* Bank stress testing
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Mercer Capital’s Bank Group Index Overview
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Median Valuation Multiples

October 2017

Return Stratification of U.S. Banks

by Asset Size
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< 0% Assets $250 - | Assets $500M | Assets $1 Assets $5 s
$500M ~$1B $5B gi0g | Assets>$108
EMonth-to-Date 5.79% 5.17% 10.15% 11.23% 6.90%
mQuarter-to-Date 3.87% 3.45% 6.72% 3.85% 4.26%
mYear-to-Date 9.36% 15.84% 6.94% 0.21% 9.69%
OLast 12 Months 28.22% 42.39% 43.02% 31.81% 44.23%

Median Total Return as of September 29, 2017

Median Valuation Multiples as of September 29, 2017

Month-to- Quarter-to- Year-to- Last 12 Price/ Price / Price / Price / Tangibleplggili Dividend
Indices Date Date Date Months LTM EPS 17(E) EPS 18(E) EPS Book Value Value Yield
Atlantic Coast Index 8.53% 6.01% 14.99% 47.22% 21.8x 19.5x 16.1x 152% 170% 1.7%
Midwest Index 10.11% 7.42% 7.32% 41.64% 18.5x 18.4x 15.9x 156% 170% 1.8%
Northeast Index 10.68% 7.36% 8.71% 40.48% 18.3x 18.1x 15.8x 154% 175% 1.9%
Southeast Index 6.28% 2.25% 3.43% 32.78% 18.4x 21.3x 18.4x 147% 155% 1.2%
West Index 10.71% 8.84% 12.64% 52.74% 18.0x 18.1x 16.5x 154% 162% 1.6%
Community Bank Index 9.30% 6.29% 9.03% 42.70% 18.8x 18.5x 16.1x 152% 168% 1.7%
SNL Bank Index 715% 4.33% 9.21% 43.65%
© 2017 Mercer Capital // Data provided by S&P Global Market Intelligence 5
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Mercer Capital’s M&A Market Indicators

Median Pri

ce/Earnings Multiples

October 2017

Median Price/Tangible Book Value Multiples

Target Banks’ Assets <$5B and LTM ROE >5%
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Median Core Deposit Multiples

Target Banks’ Assets <$5B and LTM ROE >5%
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Median Valuation Multiples for M&A Deals
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Target Banks’ Assets <$5B and LTM ROE >5%, 12 months ended September 2017

Regions

Atlantic Coast

Midwest

Northeast

Southeast

West

National Community

Banks

Source: S&P Global Market Intelligence

Median Target’s Target’s
Price/  Price/ Price / b Deal Median Median
LT™M Tang. Core Dep Value Assets LTM
Earnings BV  Premium ($M) ($000) ROAE
22.1x  168% 10.1% 24 104.28 490,323 7.50%
19.7x  166% 11.7% 60 45.42 182,317 8.95%
19.4x  158% 5.1% 9 56.96 488,060 7.45%
18.2x  157% 7.3% 32 38.41 170,925 8.10%
23.1x  182% 8.8% 21 50.81 305,609 9.00%
20.0x 165% 9.1% 146 50.69 250,011 8.52%
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Mercer Capital’s Updated weekly, Mercer Capital’s Regional Public Bank Peer Reports offer a closer
. . look at the market pricing and performance of publicly traded banks in the states of
Regl0na| PUbIlC five U.S. regions. Click on the map to view the reports from the representative region.

Bank Peer Reports

Southeast

© 2017 Mercer Capital // Data provided by S&P Global Market Intelligence 7
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MERCER

CAPITAL
Mercer Capital assists banks, thrifts, and credit unions with significant corporate
e rce r valuation requirements, transactional advisory services, and other strategic
decisions.
|
Mercer Capital pairs analytical rigor with industry knowledge to deliver unique insight into issues facing banks. These
C a p I ta I insights underpin the valuation analyses that are at the heart of Mercer Capital’s services to depository institutions.
»  Bank valuation »  Loan portfolio valuation
Financial Institutions Services »  Financial reporting for banks »  Tax compliance
»  Goodwill impairment »  Transaction advisory
»  Litigation support »  Strategic planning

»  Stress Testing

Mercer Capital is a thought-leader among valuation firms in the banking industry. In addition to scores of articles
and books, The ESOP Handbook for Banks, Acquiring a Failed Bank, The Bank Director’s Valuation Handbook,
and Valuing Financial Institutions, Mercer Capital professionals speak at industry and educational conferences.

For more information about Mercer Capital, visit www.mercercapital.com.

Co ntact U S Jeff K. Davis, CFA Andrew K. Gibbs, CFA, CPA/ABV Jay D. Wilson, Jr., CFA, ASA, CBA
615.345.0350 901.322.9726 469.778.5860
jeffdavis @ mercercapital.com gibbsa @mercercapital.com wilsonj@ mercercapital.com

MERCER CAPITAL

Memphis Dallas Nashville

5100 Poplar Avenue, Suite 2600 12201 Merit Drive, Suite 480 102 Woodmont Blvd., Suite 231
Memphis, Tennessee 38137 Dallas, Texas 75251 Nashville, Tennessee 37205
901.685.2120 214.468.8400 615.345.0350

www.mercercapital.com
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