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Mercer Capital’s Bank Watch

2025 Core Deposit Intangibles Update

Since Mercer Capital’s most recently published article on core deposit trends in
September 2024, deal activity in the banking industry is showing some signs of
improvement. There were 77 deals announced in the first and second quarters
of 2025 as compared to 65 during the same period of 2024. It is possible that
transactions will pick up further due to a less stringent regulatory environment in the
Trump administration. Additionally, funding pressure has eased significantly over the
last two years, and mark-to-market adjustments on loans and deposits are declining.
Despite short-term interest rates declining from their peak, we have seen a marginal
uptick in core deposit intangible values in the most recent deal announcements.

Figure 1 :: U.S. Treasury Yield Curve

Figure 2 :: Federal Reserve Dot Plot
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While many factors are pertinent to analyzing a deposit base, a significant driver of
value is market interest rates. All else equal, lower market rates lead to lower core
deposit values. In its September 2024 meeting, the Federal Reserve reduced the
target federal funds rate by 50 basis points. This was the first downward adjustment
since the FOMC began increasing rates in March 2022. In its third and fourth quarter
2024 meetings, the Federal Reserve reduced the target federal funds rate by 25
basis points at each meeting. After several quarters of steady rates, an additional 25
basis point reduction occurred in the September 2025 meeting. These cuts left the
benchmark federal funds rate in a range between 4.00% and 4.25%.
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As shown in Figure 1, on the previous page, the yield curve for U.S. Treasuries has
shifted downward relative to last year at this time for terms of less than five years, and
the market expects further downward movement in short-term rates in the near-term.

The Federal Reserve’s “dot plot; presented in Figure 2, on the previous page, exhibits
a wide dispersion of expectations for the near term, especially for 2026. Although
the magnitude of future adjustments to the target rate is unclear, the expectation is
clearly for lower rates.

Trends In CDI Values

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 mid-September 2025. 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, the level of noninterest income generated, 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 definition of core
deposits. 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, 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. Non-retail
funding sources such as listing service or brokered deposits are excluded from core
deposits when determining the value of a CDI.

Figure 3 summarizes the trend in CDI values since the start of the 2008 recession,
compared with rates on 5-year FHLB advances. Over the post-recession period,
CDI values have largely followed the general trend in interest rates—as alternative
funding became more costly in 2017 and 2018, CDI values generally ticked up as well,
relative to post-recession average levels. Throughout 2019, CDI values exhibited a

declining trend in light of yield curve inversion and Fed cuts to the target federal funds
rate during the back half of 2019. This trend accelerated in March 2020 when rates
were effectively cut to zero.

Figure 3 :: CDI as % of Acquired Core Deposits
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CDlI values have been somewhat flat compared to last year, averaging 2.47% through
mid-September 2025. Excluding one transaction with an unusually low core deposit
intangible ratio, the average is closer to 2.70%. This compares to a 2.73% average
for all of 2024, 2.58% for 2023, 1.60% for 2022 and 0.63% for 2021. Recent values
are above the post-recession average of 1.53%, and on par with longer-term historical
levels which averaged closer to 2.5% to 3.0% in the early 2000s.

As shown in Figure 3, reported CDI values have followed the general trend of the
increase in FHLB rates. However, the averages should be taken with a grain of salt.
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The chart is provided to illustrate the general directional trend in value as opposed to

being predictive of specific indications of CDI value due the following factors:

The September 17th Federal Reserve rate cut is not reflected in the data
above. While the impact on CDI values of one 25 basis point reduction in
the Fed Funds target rate may not be highly material—given that the forward
rate curve has anticipated falling short-term interest rates for some time—
continued reductions in the Fed Funds target rate or downward shifts in the
yield curve may result in a larger decline in CDI values.

General market averages do not reflect the individual characteristics of a
particular subject’s deposit base.

Most of the values presented above reflect the estimated core deposit
intangible value at deal announcement, rather than the final core deposit
intangible value as determined post-closing. Additionally, the quantity of
transactions with known core deposit intangible value is fairly low for many
periods. In the fourth quarter of 2024, for example, no transactions occurred
with a disclosed core deposit intangible value.

Forty-four deals were announced in July, August, and the first half of September, and

13 of those deals provided either investor presentations or earnings calls containing
CDI estimates. Excluding two outliers with an average estimated CDI value of 1.3%,
these CDI estimates ranged from 2.0% to 3.9% with an average of 3.0%. However,

the CDI premiums cited in investor presentations can be somewhat difficult to
compare, as acquirers may use different definitions of core deposits when calculating
the CDI premiums reported to investors. For example, some acquirers may include

CDs in the calculation, while other buyers may exclude CDs or include only certain

types of CDs.

Generally, we expect CDI values to fall in concert with falling market interest rates.
How fast they decline could depend on several factors:

»

Cost of Funds. Last year at this time, we expected that notifications of
lower rates would trigger some depositors, who had become accustomed
to higher rates, to seek alternatives. This would potentially limit a financial
institution’s desire to reduce deposit rates given the need to preserve deposit
balances. To the extent that a customer is particularly rate-sensitive, that
account movement has likely already taken place, so there might be more
room for downward movement in deposit rates. As shown on Figure 4, in
falling rate environments, the median cost of funds has tended to decrease
at a slower rate than the Fed Funds target rate. However, interest rate beta
is in part determined by the size of the financial institution, as evidenced by
Figure 5.

Figure 4 :: Median Cost of Funds as Compared to Target Federal Funds Rate
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Figure 5 :: Cost of Funds by Asset Size — 2Q22 to 2Q25
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Figure 6 :: Total Industry Deposits Per Federal Reserve H.8 Release
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September 2025

Deposit Levels. In 2022, total industry deposits fell 1.1%, the largest annual
decline on record. Last year at this time, approximately half of respondents
expected their organization’s deposits to increase between 1% to 5% over
the next 12 months. This compares to the actual annual increase of 2.27%
experienced by commercial banks during 2024. However, in the first and
second quarters of 2025, deposits only increased modestly. In the same
survey for the second quarter of 2025, over 80% of bankers expect deposits
to grow over the next twelve months. All else equal, lower deposit runoff
assumptions lead to higher indications of CDI value.

Deposit Mix and Deposit Beta. Over the decade leading up to 2023,
nationwide average deposit mix shifted in favor of noninterest bearing
deposits. In 2023 through 2025, this trend began to reverse in a higher
interest rate environment. However, the deposit mix shift toward interest
bearing deposits might not continue in a falling interest rate environment.
As noninterest-bearing deposits have higher CDI values, this could be a
mitigating factor for the anticipated decline in CDI values.

Figure 7:: Deposit Mix Over Time
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» Uncertain Rate Outlook. The expectation is for lower rates, but the FOMC
expressed concern related to both inflation and payroll data at the most
recent meeting. The balancing act required to promote economic growth
while mitigating inflationary pressures creates a murky view of the rate
environment over the next couple of years.

Trends In Deposit Premiums Relative To CDI Asset
Values

Core deposit intangible assets are related to, but not identical to, deposit premiums
paid in acquisitions. While CDI 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 value of the deposit
franchise), the purchase price also reflects factors unrelated to the deposit base, such
as the quality of the acquired loan portfolio, unique synergy opportunities anticipated
by the acquirer, etc. As shown in Figure 8, deposit premiums paid in whole bank
acquisitions have shown more volatility than CDI values. Deposit premiums were in
the range of 6% to 10% from 2015 to 2023, although this remained well below the pre-
Great Recession levels when premiums for whole bank acquisitions averaged closer
to 20%. Netinterest margin pressure—caused by assets originated at low rates during
the pandemic and deposits that proved more rate sensitive than expected—resulted
in deposit premiums in 2024 falling to levels last seen in the Great Financial Crisis.
That is, low cost core deposits proved valuable in 2024, but CDI values in whole bank
transactions were diminished by mark-to-market adjustments on the asset side of
the balance sheet, which also resulted from the higher rate environment. In 2025,
net interest margin pressure has subsided, and deposit premiums have increased.

Figure 8 :: CDI Recorded vs. Deposit Premiums Paid
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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. Figure
9, on the next page, presents deposit premiums paid in whole bank acquisitions as
compared to premiums paid in branch transactions.

Deposit premiums paid in branch transactions have generally been less volatile than
tangible book value premiums paid in whole bank acquisitions. Only three branch
transactions with reported premium data have occurred year-to-date in 2025. For
those transactions, the deposit premiums were 7.0%, 4.6%, and 7.5%. The same
number of branch transactions with reported premium data occurred in 2024, and the
premiums were similar. The lack of branch transactions, though, is indicative of their
value. With high short-term funding costs and tight liquidity, few banks have been
willing to part with stable, low cost core deposits.
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Accounting For CDI Assets

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 an accelerated amortization method, including the sum-of-the-years
digits method, was selected in approximately two-thirds of these transactions.

Conclusion

Core deposit intangible values are influenced by many factors, and each institution’s
deposit base is unique. Mercer Capital has deep experience analyzing CDI values
and advising financial institutions in transactions and strategic decisions. Contact us
to discuss how we can help your organization navigate these trends.

Figure 9 :: Average Deposit Premiums Paid

September 2025

Figure 10 :: Selected Amortization Term (Years)
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Figure 11 :: Selected Amortization Method
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Recent
Representative
Transactions

In addition to valuation services, Mercer
Capital provides transaction and
financial advisory services to banks,
thrifts, and credit unions.

>> View more transactions

© 2025 Mercer Capital // www.mercercapital.com

September 2025

Business First Bancshares, Inc.

®1BANK

Baton Rouge, Louisiana
has agreed to acquire

Progressive Bancorp, Inc.

PROGRESSIVE
BANK

Monroe, Louisiana

Mercer Capital served as
financial advisor to

Progressive Bancorp, Inc.

— July2025 —

Y-12 Federal Credit Union
Y-12
| creDIT UNION
Oak Ridge, Tennessee

has acquired

First State Bank of the Southeast

FSB
First State Bank

Middlesboro, Kentucky

Mercer Capital served as
financial advisor to
Y-12 Credit Union.

— July2025 —

First Missouri Bancshares, Inc.
v VERIMORE
‘ BANK

Brookfield, Missouri

has agreed to acquire

CCSB Financial Corp.

Clay County l

Liberty, Missouri

Mercer Capital served as
financial advisor to First Missouri
and rendered a fairness opinion

— January 2025 —
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Mercer Capital’s Bank Group Index Overview

Return Stratification of U.S. Banks

September 2025
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Total Return Regional Index Data as of September 26, 2025

Month-to-
Date

Last 12
Months

Price/LTM
EPS

Year-to-
Date

Quarter-to-
Date

Price / 2025
(E) EPS

Price / 2026
(E) EPS

Price / Book
Value

Price / Tangible
Book Value

Dividend Yield

Atlantic Coast Index -1.1% 8.9% 7.4% 17.8% 11.1x 11.2x 9.5x 110% 114% 2.6%
Midwest Index 0.6% 10.4% 11.0% 21.4% 13.1x 10.8x 9.6x 104% 124% 2.8%
Northeast Index -0.6% 6.3% 10.4% 19.2% 14.0x 9.7x 8.9x 108% 123% 3.1%
Southeast Index -0.9% 10.8% 12.6% 18.4% 12.8x 11.8x 8.2x 100% 112% 2.4%
West Index 1.2% 10.4% 4.9% 28.3% 13.5x 13.3x 10.8x 110% 114% 3.2%
Community Bank Index 0.1% 9.5% 8.8% 20.7% 12.7x 10.6x 9.3x 108% 117% 2.7%
S&P U.S. BMI Banks 2.6% 9.8% 22.2% 37.7% na na na na na na

Source: S&P Capital 1Q Pro.
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Median Price/Earnings Multiples Median Price/Tangible Book Value Multiples
Target Banks’ Assets <$5B and LTM ROE >5% Target Banks’ Assets <$5B and LTM ROE >5%
30 - 250% -
25 |
200% 1
[}
é 20 A §
2, X 150% 1
3 H
EE 0 2
—w o
hy &
3 u 100% 1
T 10 8
a
5 | 50% -
01 LTM 0% -
2007/2008/2009)2010/20112012 2013|2014 2015 2016/2017|2018 2019)2020/2021/2022/2023/2024| 515 2007 2008|2009 2010/ 2011|2012(20132014/2015/20162017|2018/2019|2020|2021 2022 2023 2024 5;2"’5'
[mU.S. |22.1/19.9/19.3|21.7|21917.0 16.5|17.5 18.818.119.5/22.4 | 16.3 13.914.5 14.1 10.5 14,5 14.2 ‘wUS. 228 196 145 141 132 130 134 155 148 143 170 178 168 150 152 166 127 139 155

Source: S&P Capital IQ Pro. Source: S&P Capital IQ Pro.

Median Core Deposit Premiums Median Valuation Multiples for M&A Deals
Target Banks’ Assets <$5B and LTM ROE >5% Target Banks’ Assets <$5B and LTM ROE >5%, 12 months ended September 26, 2025
20% - Target’s Target’s
Price/  Price/ Price / b Median Median
18% 1 LTM Tang. Core Dep Assets LTM
16% Regions Earnings BV  Premium ($000) ROAE
g 14% Atlantic Coast 174x  173% 8.5% 8 150.6 828,948 8.7%
§ 12% 4
= Midwest 13.8x 151% 8.0% 13 122.5 1,533,551 12.2%
o 0/
§_ 10% 4
§ 8% 4 Northeast 15.5x  133% 2.5% 5 98.8 877,064 10.3%
6% -
o | Southeast 9.9x  150% 10.4% 5 105.8 589,417 16.5%
1 l West 17.3x  154% 7.0% 4 119.1 992,721 8.4%
0% -
L™
2007/2008/2009/2010/2011/2012|2013/2014/2015/2016|2017/2018|2019/2020|2021 20. 023(2024 9 i
2025 National Community
‘IUAS. 18.4{12.06.9%|6.3% 5.4%|4.3%5.5%|7.5%|7.5%|6.1%| 10.0|9.6%(9.3%|5.5%(6.9%|7.1%(2.4%5.4%|7.9% Banks 14.2x 155% 7.9% 35 106.3 923‘816 10.7%

Source: S&P Capital IQ Pro. Source: S&P Capital 1Q Pro.

© 2025 Mercer Capital / www.mercercapital.com 9


http://www.mercercapital.com
http://mercercapital.com/insights/newsletters/bank-watch/

Mercer Capital’s Bank Watch September 2025

Mercer Capital’s Updated monthly, 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

oTCQX

with assets greater than $1.5 billion

Southeast West

© 2025 Mercer Capital // Data provided by S&P Global Market Intelligence 10
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MERCER
CAPITAL

BUSINESS VALUATION &
FINANCIAL ADVISORY SERVICES

MERCER CAPITAL

Depository Institutions Services

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

Depository Institutions Team

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

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

Heath A. Hamby, CFA
615.457.8723
hambyh @mercercapital.com

Eden G. Stanton, CFA, ASA
901.270.7250
stantone @ mercercapital.com

Mary Grace Arehart, CFA
901.322.9720
arehartm@mercercapital.com

Luke Tanner
469.904.6719
tannerl@mercercapital.com

www.mercercapital.com
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