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Mercer Capital’s Bank Watch

Bank M&A 2024 — Off the Bottom

In our year ago M&A epistle, we speculated that activity would improve and that a
related theme could be equity recap transactions. The prediction was hardly heroic
because M&A activity in 2023 represented a multi-decade low, while low public
market multiples for a small subset of banks with high CRE exposure signaled
investor expectations that an equity infusion was possible.

M&A activity rose off the bottom in 2024, but not by much while pricing remained
modest by historical standards. There were 126 transactions as of December 23 that
equated to 2.7% of January 1 bank charters compared to the multi-decade low of 101
transactions in 2023 (2.1%). Transactions with a disclosed value increased to 54 with
an aggregate value of $16.8 billion from 26 deals in 2023 ($4.2 billion), though the
aggregate value this year was the sixth lowest since 1990.

There were two notable equity recaps (Flag Financial, NYSE: FLG; First Foundation,
NASDAQ: FFWM) and lots of equity raises to fund balance sheet restructurings,
including a $2.8 billion equity raise by KeyCorp (NYSE: KEY). We look for more equity
raises in 2025.

The set-up as of year-end 2024 is for much more M&A activity in 2025.

» Institutional investors have supported M&A by funding nine common raises
buyers undertook to strengthen post-closing capital ratios.

» Bank stocks as acquisition currencies improved as P/E multiples have
expanded to 11-13x consensus 2025 estimates compared to 9-11x consensus
2024 estimates last year.

» Earnings are expected to improve in 2025 after two years of contraction for
many banks as NIMs stabilize or improve while credit costs increase only
modestly.

» The incoming Trump Administration is expected to pursue policies that are
business friendly, including the appointment of bank regulators who nix or
modify a range of burdensome regulatory edicts and more quickly approve
merger applications.

How much, if any, M&A activity accelerates with or without improved pricing in 2025
remains subject to multiple variables as always. The economy and bank credit quality
are in good (or good enough) shape and public market multiples have improved.

Also, spreads on high-yield bonds and leverage loans are tight at multi-year lows,
reflecting investor optimism about credit quality for the time being. The corollary is
that credit marks for most sellers were limited compared to the existing loan loss
reserve before factoring in the CECL “double counting” reserve build.

Figure 1 — National Bank M&A Activity
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However, there is one roadblock that remains: the bond market. Since the first Fed
rate cut in mid-September, yields along the belly and long-end of the UST curve have
increased 60-80bps with yields approaching the October 2023 cycle highs. Mark-
to-market of would-be sellers fixed-rate loan and bond portfolios is a much greater
pricing hurdle for buyers and sellers than was the case in September as unrealized
losses are, in effect, realized as far as merger accounting is concerned.

The “why” market determined rates have risen could impact bank M&A activity, too. If
rising rates signal an expected strengthening in the economy, then lending and bank
earnings should improve, which would support M&A. Alternatively, M&A activity may
remain depressed if rising rates signal more inflation, which in turn probably would
weigh on public market P/E multiples.

Multi-Decade Low Pricing (x-GFC Years)

As shown in Figure 2, the average M&A P/TBV multiple declined to 120%, a multi-
decade low excluding the post-GFC clean-up years of 2009-2012. The post-GFC
peak average multiple of 174% occurred in 2018 as public market multiples expanded
in 2017 with the reduction in corporate tax rates and then gradually rising short-term
rates that caused NIMs to expand without much mark-to-market drawbacks. Since
then, multiples have trended lower as the flat yield curve of 2019 gave way to COVID
in 2020, sharply rising rates in 2022, the failure of SVB in March 2023 and a deeply
inverted yield curve that only recently un-inverted.

The median P/E improved to 16.4x in 2024 from 12.9x in 2023 largely because sellers
had lower profitability as reflected in reported trailing 12-month earnings vs 2023
sellers whose earnings reflected higher NIMs. Regardless, buyers are focused on
proforma earnings as measured by the sum of core earnings plus after-tax expense
savings. Generally, proforma P/Es are in the range of 6x to 9x when buyers are public
and report the metric to investors though pricing has tended toward (or below) 6x for
community bank sellers the past two years.

Figure 2 — National Average M&A Multiples
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Modest multiples inclusive of expense saves are necessary to generate EPS
accretion, and EPS accretion is necessary to recoup day one dilution to TBVPS.
Since the GFC, investors have been intensely focused on the time to recover TBVPS
dilution as a means to limit buyers’ pricing flexibility. Our take on current pricing is that
investors want recovery in 2-3 years, in part because there is too much uncertainty
about future EPS accretion vis-a-vis certainty about day one dilution.
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Figure 3 — Notable Deals with Common Raises

Equity  Price/

TBVPS Dilution Ownership Split
Raise TBV

Buyer / Seller Day 1 Yrs Buyer Seller New $s

UMB Financial Corp. MO

4/29/24 Heartland Financial USA Inc. CO No $1,990 $210 153% 107% 27.6x 6.7x 28% -16% 3.1 yrs 65% 32% 3%
WesBanco Inc. wv

7126/24 Premier Financial Corp. OH No $959 $17 142% 86% 12.1x 8.6x 26% -13% 2.8 yrs 62% 30% 8%
Renasant Corp. MS

7129/24 The First Bancshares MS No $1,177 $200 184% 119% 15.5x 9.2x 30% -14% 3.4 yrs 60% 34% 6%
Atlantic Union Bkshs Corp. VA

10/21/24  Sandy Spring Bancorp Inc. MD No $1,600 $350 128% 67% 18.4x 5.7x 27% -8% 2.0yrs 63% 29% 8%
Mid Penn Bancorp Inc. PA

11/1/24 William Penn Bancorp. PA No $126 $70 101% 84% NA 5.0x 45% 5% 2.4yrs 72% 16% 12%
Old National Bancorp IN

11/25/24  Bremer Financial Corp. MN No $1,401 $400 100% 55% 13.4x 6.1x 30% -10% 2.0 yrs 82% 13% 6%
Berkshire Hills Bancorp Inc. MA

12/16/24  Brookline Bancorp Inc. MA Yes $1,141 $100 118% NA 15.3x 7.8x 25% -17% 2.9 yrs 51% 45% 4%

(1) Berkshire-Brookline cost saves projected @ 13% of the combined banks' non-interest expenses, shown as 25% above as a % of the "seller"
(2) Equity raise excludes underwriter option for over-allotment (greenshoe)
(3) P/E Syn = seller earnings with after-tax expense synergies
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Institutional Investor Sentiment Improves

The bear market of 2022-3Q23 gave way to a bull market in 4Q23 that improved
investor sentiment and provides a foundation for a better M&A market in 2025 if bank
stocks hold gains or improve further (see Figure 4). Large banks as measured by
the S&P 500 Bank Index rose 34% year-to-date through December 23 as investors
reassessed the potential for large bank M&A in the Trump Administration overlaid
with business models that are more geared to the booming capital markets. Among
smaller bank indices, the NASDAQ Bank and KBW Regional Bank indices rose 17%
and 10%, respectively.

Although M&A pricing was subdued in 2024, we view the willingness of institutional
investors to provide buyers equity at a 4-5% discount to the market as a notable
positive that underpins support for transactions that are appropriately priced and
structured. Generally, the capital is needed to offset day one dilution to the tier one
common equity capital ratio that otherwise would be recovered via earnings within
several years and/or reduce the proforma CRE/capital ratio.

Another encouraging data point from 2024 was the market reaction to perennial
acquirer Old National Bancorp (NYSE: ONB) when it announced the acquisition
of Minneapolis-based Bremer Financial Corp. for $1.4 billion of stock and cash on
November 25. ONB’s shares rose 6% on the announcement that entailed pricing
around BFC’s tangible book value (though not marked TBV), the sale of CRE loans,
and a $400 million common raise. Positive reactions encourage activity just as
negative reactions are a hurdle.

PODCAST
Jeff Davis on the Banking Sector’s 2025 Outlook

- SIMPLY

Over the past two years, tight monetary policy strained banks’ margins and
balance sheets, exposing vulnerabilities in CRE. With potential Fed easing
and regulatory relief ahead, Jeff Davis, Managing Director at Mercer Capital,
discusses the state of banking, expected regulatory changes, and strategies for
navigating the current macro environment.

APODCAST BY
BEYFHNFINANCIAL

LISTEN NOW

Public Market Multiples vs Acquisition Multiples

Figure 4, on the next page, compares the annual average P/TBV for banks that were
acquired for $50 million to $250 million with the average daily public market multiple
each year for the SNL Small Cap Bank Index. The chart illustrates the point that
acquisition pricing is highly correlated with public market multiples.

Buyers measure this differential as the pay-to-trade ratio, which is the market-based
measurement of the book-to-book ratio when the seller marked equity for known
problem loans not covered in the loan loss reserve, appreciated assets, contingent
liabilities and the like. Generally, transactions that involve a publicly traded buyer
will entail a pay-to-trade multiple in the vicinity of 80% to 95% though sometimes
a multiple above 100% may be observed when the seller’s earning power may be
understated, or strategic considerations cause the buyer to step up.

Although not shown, pay-to-trade ratios when based upon the seller’s proforma P/E
with expense saves vs the buyer’s P/E should be well below 1.0x, otherwise there

would be no EPS accretion and no recovery of day one dilution to the buyer’s TBVPS.

The Exchange Ratio vs “Price”

While investors are focused on price, it is worth noting that the central issue in M&A
is the exchange ratio rather than price when the sole or primary consideration is
shares of the buyer. Price is a function of the buyer’s share price, which fluctuates
daily, and the exchange ratio. Whether the buyer’s shares are reasonably priced is a
separate issue to consider. Nonetheless, sellers who transacted in 2023 and 2024
may have been disappointed by pricing vs the pre-COVID years but likely received
shares that were attractively priced that performed well during 2H24. Likewise, buyers
who transacted in 2018 may have encountered the opposite situation. The outlook for
2025 seems to fall somewhere between the two as of late year 2024.
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About Mercer Capital

M&A entails a lot of moving parts of which “price” is only one. It is especially important
for would be sellers to have a level-headed assessment of the investment attributes
of the acquirer’s shares to the extent merger consideration will include the buyer’s
common shares. Mercer Capital has 40 years of experience in assessing mergers,
the investment merits of the buyer’s shares and the like. Please call if we can help
your board in 2025 assess a potential strategic transaction.

Figure 4 — Average Annual M&A P/TBV vs Public Market P/TBV

December 2024

i
#QMM

Jeff K. Davis, CFA
jeffdavis @ mercercapital.com | 615.345.0350

225%

200%

175%

$50-$250M M&A Deal
Value

Small Cap Bank Index 167% 166% 164% 199% 192% 157% 121% 145%

184% 175% 161% 187% 186% 175% 139% 157%

= $50-$250M M&A Deal Value

= Small Cap Bank Index

© 2024 Mercer Capital / www.mercercapital.com

150%
125%
100%
75%
50%
25%
0% 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024

12/23/24
158% 126% 123% 123%
141% 121% 123% 146%


http://www.mercercapital.com
http://mercercapital.com/insights/newsletters/bank-watch/
https://mercercapital.com/professional/jeff-davis/
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Mercer Capital’s Bank Group Index Overview
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Regional Index Data as of December 26, 2024

Price / Price / Price / Price /

Quarter- Last 12 2024 (E) 2025 (E) Book Tangible Dividend

to-Date Months EPS EPS Value Book Value Yield

Atlantic Coast Index -4.3% 11.2% 12.9% 10.5% 14.9x 13.8x 12.0x 121% 123% 2.4%

Midwest Index -4.3% 9.0% 24.9% 22.0% 12.1x 13.6x 12.0x 99% 111% 3.1%

Northeast Index -5.7% 9.8% 14.9% 13.0% 11.9x 11.8x 9.9x 104% 122% 3.1%

Southeast Index -5.8% 11.7% 271% 25.8% 14.0x 12.1x 10.7x 103% 128% 2.7%

West Index -6.1% 9.3% 13.3% 12.1% 12.9x 13.7x 10.5x 112% 125% 2.8%

Community Bank Index -5.1% 10.0% 16.7% 14.7% 13.0x 12.8x 10.5x 105% 124% 2.7%

S&P U.S. BMI Banks -5.5% 13.6% 36.0% 35.5% na na na na na na

Source: S&P Capital I1Q Pro.
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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
Reglonal PUb"C in the states of five U.S. regions. Click on the map to view the reports from

Bank Peer Reports the representative region.

Atlantic Coast Midwest Northeast

Southeast West

© 2024 Mercer Capital // Data provided by S&P Global Market Intelligence
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Mercer Capital assists banks, thrifts, and credit unions with significant corporate valuation requirements,
transaction 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 » Litigation support » Tax compliance
» Financial reporting for banks » Stress Testing » Transaction advisory
» Goodwill impairment » Loan portfolio valuation » Strategic planning
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