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M&A Update: Good Gets Better

After a slow start, M&A activity among U.S. commercial 

banks and thrifts picked up to the point where 

2018 should look like recent years.  Historically, 

approximately 2% to 4% of the industry is absorbed 

each year via M&A.  Since 2014, the pace has been 

at or slightly above 4% as a well performing economy, 

readily available financing, rising stock prices for bank 

acquirers, and strong asset quality and earnings of 

would be sellers have supported activity.

There were 140 announced transactions according 

to S&P Global Market Intelligence through early 

July, which equates to 2.4% of 5,913 FDIC-insured 

institutions that existed as of year-end 2017.  The 

average assets per transaction based upon YTD 

activity was $656 million, which is below the 28 year 

average of $1.1 billion.  

Pricing has trended higher as measured by the average 

price/tangible book value (P/TBV) multiple, which 
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increased to 172% in 2018 from 164% in 2017 and about 

140% in 2014-2016 before the sector was revalued after 

the national election on November 8, 2016.  

The median P/E based upon trailing 12 month earnings 

increased to 26x in 2018 from 23x in 2017 and 21x in 

2016; however, the 2018 P/E based upon trailing 12 

month earnings does not reflect a full year impact of 

the reduction in the top marginal federal tax rate to 21% 

from 35% that occurred on January 1.  The adjusted 

P/E assuming the lower tax rate was in effect for 2017, 

too, is around 20-22x.  

Lower tax rates notwithstanding, it appears that buyers 

are still paying roughly 9-13x pro forma earnings 

assuming all expense savings are fully realized, a 

level of pricing that we believe has existed for many 

years excluding periods when industry fundamentals 

are stressed.  For example, Fifth Third Bancorp (FITB) 

estimates the $4.6 billion consideration to be paid to 

MB Financial (MBFI) shareholders equates to 16.4x 

consensus 2019 earnings and 9.6x assuming all 

expense savings realized in 2019 (which will not be the 

case due to the phase-in lag).

Cash Deals vs. Mix/Stock Deals

Dig deeper and, of course, there is more to the pricing 

story.  The reduction in tax rates has had a material 

impact on profitability.  Depending upon the index bank 

Table 1

100% Stock or Stock/Cash 100% Cash Deals

Post 11/16 Pre-Election Post 11/16 Pre-Election

Commercial Bank Deals 172 147 65 106 

Median Asset Size $399 $397 $183 $127 

Median ROA 0.81% 0.75% 0.85% 0.58%

Median ROE 7.5% 7.3% 6.6% 5.1%

Median Transaction Value $66 $57 $21 $16 

Median P/BV 170% 141% 138% 120%

Median P/TBV 173% 147% 141% 123%

Adj Price / Core Equity 194% 156% 159% 132%

Median P/E (LTM) 23.0x 20.3x 19.5x 23.8x

1) Post-election 11/9/16 - 7/10/18; pre-election 3/8/15 - 11/8/16

2) Adj price / core equity assumes 8% tangible equity with excess capital valued $-for-$

Source: S&P Global Market Intelligence
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stocks rose 25-30% in the three months after the national election on November 8, 

2016, on the expectation of what has mostly played out: a reduction in corporate tax 

rates, less regulation, higher short rates and faster economic growth. 

The improvement in public market multiples has supported expansion of M&A 

multiples when the majority of the consideration consists of the buyer’s common 

shares.  As shown in Table 1 on the prior page, the median P/TBV and P/E ratios for 

transactions announced in the 20 months since the election were 173% and 23.0x 

compared to 147% and 20.3x for the 20 months ended November 8, 2016.  Multiple 

expansion is even more pronounced when only 2018 deals are considered because 

the YTD median P/TBV and P/E multiples are 193% and 25.4x.

Not surprisingly (to us), the median multiples for cash deals did not rise as much, 

increasing to 141% after the election compared to the 20 month pre-election median 

of 123%.  Cash did not inflate in value over this period like public market bank stock 

valuations; hence, the only meaningful factor that drove the limited improvement in 

cash acquisition multiples was the increase in ROE.  

In addition, cash activity slowed post-election because buyers and sellers waited to 

see if would be sellers’ earning power would increase from a reduction in corporate 

tax rates, which was not confirmed until late 2017.  Transactions in which the primary 

form of consideration consisted of the buyer’s common shares did not have to wait for 

the tax issue to be resolved because buyer and seller both faced the issue.

Small Deals, Larger Deals, and Perhaps Big Deals

M&A is largely a story of the consolidation of the small banks by large community and 

small regional banks.  Two decades ago the theme was the same, but overlaid was 

the formation of the nationwide and multi-region franchises through mega-mergers 

such as NCNB/Bank of America and Wells Fargo/Norwest.  

Since the financial crisis, activity has mostly been confined to small deals with deal 

values a fraction of the pre-crisis and especially pre-2000 amounts.  Annualized year-

to-date deal value is $33 billion, which compares to approximately $26 billion annually 

during 2015-2017.  By comparison, the value of announced transactions in 1997 and 

1998 were many multiples greater at $97 billion and $289 billion, respectively.  

During the past five years there only have been 10 deals that exceeded $2 billion of 

consideration and 22 deals in which the consideration exceeded $1 billion.  As shown 

in Table 2 on page 4, the two largest transactions involved Canadian banks, while 

three involved the large Ohio-based banks.  

What We’re Reading

Christopher Wren of the Institutional Risk Analyst recaps the 2018 Mortgage Bankers 

Association Secondary Expo and discusses trends of the current environment in 

“Mortgage Banking Post QE.”

As Q2 earnings season begins, Kevin Dobbs gives several factors to focus on such as 

loan growth and deposit costs. 

(subscription required)

American Banker reviews Southern Bancorp’s M&A strategy of acquiring smaller 

banks in rural communities. 

http://www.mercercapital.com
http://mercercapital.com/insights/newsletters/bank-watch/
https://www.theinstitutionalriskanalyst.com/single-post/2018/05/28/Mortgage-Banking-Post-QE
https://www.theinstitutionalriskanalyst.com/single-post/2018/05/28/Mortgage-Banking-Post-QE
https://www.theinstitutionalriskanalyst.com/single-post/2018/05/28/Mortgage-Banking-Post-QE
https://platform.mi.spglobal.com/web/client?auth=inherit#news/article?id=45062430&KeyProductLinkType=2
https://www.americanbanker.com/news/for-this-bank-buyer-the-countrys-where-the-action-is?feed=00000158-babd-dda9-adfa-feff8fb10000
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Table 2

Announce 
 Date

Deal Val  
($B) Buyer

Assets  
($B) Seller

Asset  
($B)

P/TBV 
(%)

P/E 
(x)

Jan-15 $5.4 Royal Bank of Canada $941 City National $36 239% 21.3x

Jun-16 $4.9 Canadian Imperial Bank $513 PrivateBancorp $20 265% 23.5x

May-18 $4.6 Fifth Third $142 MB Financial $20 271% 14.8x

Oct-15 $4.0 KeyCorp $95 First Niagara $39 168% 19.3x

Jul-14 $3.4 CIT Group $44 IMB HoldCo $23 103% 13.7x

Jan-16 $3.4 Huntington $71 FirstMerit $26 164% 15.1x

Aug-16 $2.5 TIAA Board of Overseers NA EverBank Financial $27 147% 21.7x

Nov-14 $2.5 BB&T $187 Susquehanna $19 172% 16.6x

Jul-13 $2.4 PacWest Bancorp $5 CapitalSource $8 169% 5.4x

Mar-17 $2.2 Sterling Bancorp $14 Astoria Financial $15 159% 35.4x

May-17 $2.2 First Horizon $30 Capital Bank Finl $10 203% 28.2x

Sep-13 $2.0 Umpqua Holdings $11 Sterling Financial $10 167% 19.1x

Aug-15 $1.8 BB&T $191 National Penn $10 219% 17.7x

Jan-17 $1.7 Pinnacle Financial $11 BNC Bancorp $7 270% 23.8x

Jul-16 $1.5 F.N.B. Corp. $21 Yadkin Financial $7 232% 22.3x

Source: S&P Global Market Intelligence
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Change may be afoot, however.  Fifth Third’s $4.6 billion pending acquisition of  

MB Financial is its first bank acquisition since 2008, and it was announced a couple 

of days before President Trump signed into law the Economic Growth, Regulatory 

Relief, and Consumer Protection Act.  Among other things, the financial deregulation 

law moved the SIFI asset threshold from $50 billion to $100 billion and provided 

significant relief for institutions such as Fifth Third that fall within the $100 billion to 

$250 billion asset bucket.  

Notably, during the past five years only CIT Group crossed the prior $50 billion SIFI 

threshold via acquisition, and apparently did so at the urging of regulators who wanted 

CIT to shore up its deposit funding.

We look for more activity among mid-sized regional banks that are near or over  

$50 billion of assets; however, deal activity among the very largest banks is off the 

table given the $250 billion asset threshold for the global SIFI designation and the 

10% nationwide deposit market share cap if pierced via acquisition.    

The potential fly in the ointment to the robust bank M&A environment is the flattening 

yield curve and the attendant underperformance of bank stocks this year.  If bank 

stocks lag and valuations compress further, then it may be difficult for buyers to meet 

inflated seller expectations that rarely take into account downward moves in buyers’ 

share prices.

How We Can Help

The adage banks are sold rather than bought is largely true, meaning most banks 

transact when the sellers are ready to do so.  Sometimes that occurs after years of 

planning; sometimes it occurs unexpectedly when another institution makes a casual 

inquiry.  

Mercer Capital has over three decades of experience as a financial advisor helping 

institutions navigate the process as buyer and seller.  Even if your board has no 

interest in selling (or buying) we would be happy to present an overview to your 

board about the lay of the land as it relates to the public market, M&A market and 

what actions your board might consider to enhance value. Please call if we can be 

of assistance.

Jeff K. Davis, CFA 

615.345.0350 

jeffdavis@mercercapital.com

http://www.mercercapital.com
http://mercercapital.com/insights/newsletters/bank-watch/
https://mercercapital.com/professional/jeff-davis/
mailto:jeffdavis%40mercercapital.com?subject=
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Mercer Capital’s Bank Group Index Overview Return Stratification of U.S. Banks

by Asset Size

Median Valuation Multiples

Median Total Return as of June 29, 2018 Median Valuation Multiples as of June 29, 2018

Indices
Month-to- 

Date
Quarter-to- 

Date
Year-to- 

Date
Last 12 

 Months
Price/ 

LTM EPS

Price /  
2018 (E) 

EPS

Price /  
2019 (E) 

EPS
Price /  

Book Value

Price /  
Tangible 

Book Value
Dividend  

Yield

Atlantic Coast Index 1.1% 4.9% 8.8% 15.6% 25.4x 15.7x 13.9x 141% 171% 1.8%

Midwest Index 0.7% 6.3% 8.8% 16.3% 19.7x 14.6x 13.0x 165% 196% 2.0%

Northeast Index 0.6% 5.6% 9.3% 17.7% 21.1x 14.4x 12.8x 153% 172% 2.0%

Southeast Index 2.0% 9.7% 10.7% 15.6% 26.8x 16.7x 13.9x 153% 168% 1.2%

West Index 1.8% 9.3% 13.3% 26.1% 19.8x 16.0x 15.3x 166% 193% 1.4%

Community Bank Index 1.1% 6.7% 9.8% 17.7% 21.9x 15.3x 13.4x 154% 175% 1.8%

SNL Bank Index -1.6% -1.0% -2.3% 10.0%

Mercer Capital’s Public Market Indicators July 2018

Assets $250 -
$500M

Assets $500M 
- $1B

Assets $1 -
$5B

Assets $5 -
$10B Assets > $10B

Month-to-Date 1.70% 4.33% 0.35% -1.94% -1.68%
Quarter-to-Date -1.42% 8.24% 7.97% 6.90% 0.44%
Year-to-Date -2.86% 11.91% 8.62% 6.55% -2.99%
Last 12 Months 13.8% 21.7% 14.9% 9.1% 9.9%
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2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 LTM
U.S. 19.9% 18.7% 12.0% 6.9% 6.3% 5.4% 4.3% 5.5% 7.5% 7.5% 6.1% 10.0% 10.8%
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Price / 
LTM  

Earnings

Price/  
Tang. 

BV

Price /  
Core Dep 
Premium

No.  
of  

Deals

Median 
Deal  

Value 
($M)

Target’s  
Median  
Assets 
($000)

Target’s 
Median 

LTM  
ROAE 

Atlantic Coast 21.3x 161% 10.0% 11 83.3 396,754 7.6%

Midwest 18.0x 173% 9.6% 77 53.4 172,520 9.7%

Northeast 28.4x 191% 12.0% 8 51.4 283,750 6.2%

Southeast 20.4x 173% 9.5% 38 56.4 218,701 9.1%

West 24.2x 194% 12.0% 26 89.3 376,801 9.4%

National Community 
Banks

21.6x 176% 10.8% 160 56.0 241,066 9.1%

Source: S&P Global Market Intelligence

Median Valuation Multiples for M&A Deals

Target Banks’ Assets <$5B and LTM ROE >5%, 12 months ended June 2018

Median Core Deposit Multiples

Target Banks’ Assets <$5B and LTM ROE >5%

Median Price/Tangible Book Value Multiples

Target Banks’ Assets <$5B and LTM ROE >5%

Median Price/Earnings Multiples

Target Banks’ Assets <$5B and LTM ROE >5%

Mercer Capital’s M&A Market Indicators July 2018
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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 
five U.S. regions. Click on the map to view the reports from the representative region.

© 2018 Mercer Capital // Data provided by S&P Global Market Intelligence 8

Atlantic Coast Midwest Northeast

Southeast West

Mercer Capital’s 
Regional Public  
Bank Peer Reports

Mercer Capital’s Bank Watch July 2018

http://mercercapital.com/insights/rbprs/rbpr-w/
http://mercercapital.com/insights/rbprs/rbpr-se/
http://mercercapital.com/insights/rbprs/rbpr-ne/
http://mercercapital.com/insights/rbprs/rbpr-mw/
http://mercercapital.com/insights/rbprs/rbpr-ac/
http://www.mercercapital.com
http://mercercapital.com/insights/rbprs/rbpr-ac/
http://mercercapital.com/insights/rbprs/rbpr-mw/
http://mercercapital.com/insights/rbprs/rbpr-ne/
http://mercercapital.com/insights/rbprs/rbpr-se/
http://mercercapital.com/insights/rbprs/rbpr-w/
http://mercercapital.com/insights/newsletters/bank-watch/


Mercer Capital assists banks, thrifts, and credit unions with significant corporate 
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 

insights underpin the valuation analyses that are at the heart of Mercer Capital’s services to depository institutions.

»» Bank valuation

»» Financial reporting for banks

»» Goodwill impairment

»» Litigation support

»» Stress Testing

Mercer Capital is a thought-leader among valuation firms in the banking industry. In addition to scores of articles and 

books, Creating Strategic Value Through Financial Technology, 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.

Mercer 
Capital
Financial Institutions Services

Jeff K. Davis, CFA

615.345.0350

jeffdavis@mercercapital.com 

Andrew K. Gibbs, CFA, CPA/ABV 

901.322.9726

gibbsa@mercercapital.com

Jay D. Wilson, Jr., CFA, ASA, CBA 

469.778.5860

wilsonj@mercercapital.com

MERCER CAPITAL

Memphis

5100 Poplar Avenue, Suite 2600

Memphis, Tennessee 38137

901.685.2120

Dallas

12201 Merit Drive, Suite 480

Dallas, Texas 75251

214.468.8400

Nashville

102 Woodmont Blvd., Suite 231

Nashville, Tennessee 37205

615.345.0350

www.mercercapital.com

Contact Us

Copyright © 2018 Mercer Capital Management, Inc. All rights reserved. It is illegal under Federal law to reproduce this publication or any portion of its contents without the publisher’s permission. Media quotations with source attribution are encouraged. 

Reporters requesting additional information or editorial comment should contact Barbara Walters Price at 901.685.2120. Mercer Capital’s Bank Watch is published monthly and does not constitute legal or financial consulting advice. It is offered as an 

information service to our clients and friends. Those interested in specific guidance for legal or accounting matters should seek competent professional advice. Inquiries to discuss specific valuation matters are welcomed. To add your name to our mailing list 

to receive this complimentary publication, visit our web site at www.mercercapital.com.

»» Loan portfolio valuation

»» Tax compliance

»» Transaction advisory

»» Strategic planning
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