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Mercer Capital’s Bank Watch

2018 Core Deposit Intangibles Update

With the Fed positioned to hike the Fed Funds and IOER rates several more times
following the September meeting, it is a good time to look at the recent trend in core
deposit values. Mercer Capital previously published articles on core deposit trends in
2016 just before the November election, and again in October 2017.

Coming out of the recession, the prolonged low interest rate environment held
values of core deposit intangible assets acquired in bank transactions at historical
lows. Deposit premiums paid in transactions likewise remained below pre-recession
levels. Following the 2016 election, amid expectations of stronger economic growth
and rising rates, core deposit values and deposit premiums both saw some modest
increases by the fourth quarter of 2017. Three rate hikes by the Fed in 2018 have
driven rates sufficiently high that banks are now beginning to price deposits more
competitively as liquidity tightens.

Using data compiled by S&P Global Market Intelligence, we analyzed trends in core
deposit intangible (CDI) assets recorded in whole bank acquisitions completed from
2000 through August 2018. CDI values represent the value of the depository customer
relationships obtained in a bank acquisition. CDI values are driven by many factors,
including the “stickiness” of a customer base, the types of deposit accounts assumed,
and the cost of the acquired deposit base compared to alternative sources of funding.
For our analysis of industry trends in CDI values, we relied on S&P Global Market
Intelligence’s definition of core deposits." In analyzing core deposit intangible assets

' S&P Global Market Intelligence defines core deposits as, “Deposits, less time deposit accounts with bal-
ances over $100,000 and foreign deposits if available or deposits, less all deposit accounts with balances
over $100,000 and foreign deposits.”
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Source: Federal Reserve Statistical Release H.15
Note: Figures shown are the average yield for the last month of the quarter.

for individual acquisitions, however, a more detailed analysis of the deposit base
would consider the relative stability of various account types. In general, CDI assets
derive most of their value from lower-cost demand deposit accounts, while often
significantly less (if not zero) value is ascribed to more rate-sensitive time deposits
and public funds, or to non-retail funding sources such as listing service or brokered
deposits which are excluded from core deposits when determining the value of a CDI.
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Current CDI values reported in acquisitions Chart 2: CDI as % of Acquired Core Deposits
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Chart 4: Selected Amortization Term (Years) Chart 5: Selected Amortization Method
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(Chart 4). Less than 10% of transactions for which data was available selected
amortization terms longer than ten years. Amortization methods were somewhat
more varied, but an accelerated amortization method was selected in approximately
half of these transactions (Chart 5).

Core deposit intangible assets are related to, but not identical to, deposit premiums
paidin acquisitions. While CDl assets are an intangible asset recorded in acquisitions
to capture the value of the customer relationships the deposits represent, deposit
premiums paid are a function of the purchase price of an acquisition. Deposit
premiums in whole bank acquisitions are computed based on the excess of the
purchase price over the target’s tangible book value, as a percentage of the core
deposit base. While deposit premiums often capture the value to the acquirer of

assuming the established funding source of the core deposit base (that is, the

© 2018 Mercer Capital // www.mercercapital.com

value of the deposit franchise), the purchase price also reflects factors unrelated to
the deposit base, such as asset quality in the acquired loan base, unique synergy
opportunities anticipated by the acquirer, etc. Additional factors may influence the
purchase price to an extent that the calculated deposit premium doesn’t necessarily
bear a strong relationship to the value of the core deposit base to the acquirer. This
influence is often less relevant in branch transactions where the deposit base is the
primary driver of the transaction and the relationship between the purchase price
and the deposit base is more direct.

Deposit premiums paid in whole bank acquisitions have shown more volatility than
CDI values, rising more substantially in the post-recessionary period and continuing
to improve through the year-to-date 2018 period as a result of improvement in deal
values. Despite improved deal values, current deposit premiums in the range of 12%
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remain well below the pre-financial crisis levels
when premiums for whole bank acquisitions
averaged closer to 20% (Chart 6).

Deposit premiums paid in branch transactions
have generally been less volatile than tangible
book value premiums paid in whole bank
deposit
premiums are up from the 2.0-4.0% range

acquisitions. Branch transaction

observed in the financial crisis, but have
remained in the 4.0-5.5% range since 2017, as
shown in Chart 7.

For more information about Mercer Capital’s
core deposit please
contact us.
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Chart 6:

CDI Recorded vs. Deposit Premiums Paid

September 2018

35%
3.0%
25%

= 20%

© 5%
1.0%
0.5%
0.0%

21%

/

18%

15%

Chart 7: Average Deposit Premiums Paid

12%

@)

N
q,Q\
eposit Premium Paid

- 9%
r 6%

Deposit Premium

- 3%

r 0%

16.00%
14.00%
12.00%
10.00%
8.00%
6.00%
4.00%
2.00%
0.00%

gr o oF &
5P P %

AL\
N N —

== \\'hole Bank Acquisitions

T T

gr o>
o r@.(b (@\u

T T

X D
Il

T T T T T 1

> S
& (& (& §
® ®

DRSS

Branch Transactions


http://www.mercercapital.com
http://mercercapital.com/insights/newsletters/bank-watch/
https://mercercapital.com/professional/madeleine-davis/
mailto:davism%40mercercapital.com?subject=

Mercer Capital’s Bank Watch

What We’re Reading

Banking Exchange’s interview with new president and CEO of the Independent
Community Bankers of America, Rebeca Romero Rainey, discusses prevailing trends in
community banking and recent legislation.

September 2018

Join Us at This Year’s Fi FinTech Roundup
October 10-12 // Fredericksburg, TX
Free for Bankers

Amidst retrospectives 10 years after the collapse of Lehman Brothers, Sophia Furber
and Declan Harty highlight potential risks for the next recession.
(subscription required)

The Wall Street Journal’s Daily Shot Blog (September 24) includes data that equities
have surpassed real estate as a percentage of household net worth.
(subscription required)

Join Jay Wilson in October at the Fi FinTech conference in
Fredericksburg, Texas. This complimentary event for bankers features
roundtable discussions from community bankers, FinTech experts,
and regulators with the aim of helping community bankers implement
FinTech that benefits their banks. Jay will facilitate a roundtable

discussion on the topic of Mergers & Acquisitions.

Learn More & Register for the Event >
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Mercer Capital’s Bank Group Index Overview Return Stratification of U.S. Banks
by Asset Size
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Median Valuation Multiples
Median Total Return as of July 31,2018 Median Valuation Multiples as of August 31,2018
Price / Price / Price /
Month-to- Quarter-to- Year-to- Last 12 Price/ 2018 (E) 2019 (E) Price / Tangible Dividend
Indices Date Date Date Months LTM EPS EPS EPS Book Value Book Value Yield
Atlantic Coast Index 0.9% -1.1% 77% 18.3% 22.4x 15.2x 13.8x 142% 162% 1.8%
Midwest Index -0.8% -1.0% 7.8% 17.0% 18.2x 14.0x 12.4x 162% 188% 2.0%
Northeast Index -1.6% -1.2% 7.9% 17.8% 19.8x 14.5x 12.9x 147% 165% 2.0%
Southeast Index 1.2% -0.2% 8.9% 17.0% 24.3x 16.0x 13.7x 147% 163% 1.3%
West Index 0.8% -0.1% 13.9% 26.4% 19.3x 15.2x 15.0x 162% 178% 1.5%
Community Bank Index -0.2% -0.8% 8.7% 18.7% 20.1x 14.9x 13.1x 149% 168% 1.9%
SNL Bank Index 1.2% 6.6% 4.2% 20.5%
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Median Price/Earnings Multiples

September 2018

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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Target Banks’ Assets <$5B and LTM ROE >5%
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Median Valuation Multiples for M&A Deals

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

Regions

Atlantic Coast

Midwest

Northeast

Southeast

West

National Community

Banks

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
21.3x  169% 10.2% 10 80.3 323,503 9.2%
20.2x  173% 9.5% 81 59.3 132,781 10.1%
29.9x  194% 12.2% 9 55.5 323,797 6.2%
23.1x  171% 10.9% 32 50.8 218,701 8.9%
23.9x  203% 12.0% 24 89.3 376,801 9.2%
22.7x  176% 10.6% 156 58.5 228,321 9.1%

Source: S&P Global Market Intelligence
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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
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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, 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.
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