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The Outlook for Bank M&A in 2013

Drivers

Buyer & Seller earnings pressure

Intensifying NIM pressure, soft loan demand,
negative operating leverage

Credit earnings leverage nearly over
Less problematic credit marks
Regulatory burden

Shareholder return pressure, estate planning
and succession issues

Lack of access to capital for small banks;
coming step-up in TARP/SBLF coupons

Higher valuation of buyers’ shares
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M&A Drivers and Roadblocks

Roadblocks

= Seller expectations

= Regulatory process

= Uncertain regulatory rulemaking
= Not enough CAMEL 2s (yet)

= Executive limbo post-deal (weak demand
for bank executives; need for W-2)

= Levered holding companies ... bank has
value, but limited value of parent
common after deductions for debt and
preferred
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Large Banks Eventually Will Pressure
Small Bank Loan Yields

U.S. Bancorp (USB) Associated (ASBC) Commerce (CBSH)

Yield / Cost of Funds 4Q12 4Q11 A 4Q12 4Q11 A 4Q12 4Q11 A

Commercial & Industrial 3.41 3.82  (0.41) 3.92 413  (0.21) 3.29 3.53  (0.24)
Commercial Real Estate 4.43 4.57 (0.14) 41 4.39 (0.28) 4.33 4.67 (0.34)
1-4 Residential Mortgage 435 475  (0.40) 459 471  (0.12) 415 464 (0.49)
Total Loans 355 360 (0.05) 398 427  (0.29) 464 501 (0.37)
Total Securities (TE) 248 291 (0.43) 279 2.76 0.03 259 2.56 0.03
COF - IB Deposits 038 048 (0.10) 030 053 (0.23) 028 037 (0.09)
Net Int Margin (TE) 3.55 3.60 (0.05) 3.32 3.21 0.11 3.35 3.44  (0.09)
30-Day LIBOR 0.27 0.35 (0.08) <> base for C&l loans

5 Year Swap 0.81 1.31  (0.50) <> base for 5-year CRE loans

Source: company quarterly reports and the Federal Reserve's H.15 (selected interest rates-daily)
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Downward NIM Pressure to Intensify
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Small Banks Cost Structure
(Efficiency Ratio) is Uncompetitive
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= ROE spread over 10-year UST similar to relative analysis for bonds
= YTD ROE spread of 6-8% is in-line with long-term history ... implies 8-9%
ROE, which is okay but ...
= Spread likely to compress absent a change in the economy and/or rates
84-89 90-99 00-07 08-12 00-12 84-12 YTD ROE 10Y UST g;:’e‘f_": V(;“;':Tz
Assets > $10B 7.2%
Assets $1-10B -1.7% 7.6% 8.3% -1.5% 6.9% 5.6% 9.9% 1.8% 8.1%
Assets $100M-$1B -4.6% 5.7% 6.6% 0.4% 5.8% 5.0% 7.7% 1.8% 5.9%
Assets < $100M -2.5% 3.8% 3.3% 0.5% 2.9% 2.3% 6.2% 1.8% 4.4%
All Insured Institutions -3.0% 71% 8.4% 2.2% 7.2% 6.6% 9.0% 1.8% 7.2%
Source: FDIC and Federal Reserve’s H.15
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Recent Trends

= Much promised M&A wave remains elusive, but activity is steady
= 241 deals in 2012 equated to 3% of year-end 2011 institutions

= Pricing remains subdued—as does the profitability of most sellers—
but 2012 saw some improvement as sellers’ financial position
improved and public market valuations improved

= Scarcity value always matters
= Largest 2012 deal was M&T buying Hudson City for $3.8B

= Consolidation has/will entail small banks getting larger, not big
banks getting larger (through M&A)
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Non-Assisted Bank &
Thrift Acquisitions 1990-2012
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Non-Assisted Bank &
Thrift Acquisitions Quarterly Trend
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M&A Multiples - P/E and Price/TBV
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2012-YTD P/TBV Distribution

Bank and Thrift Transactions
2012 to 2/6/2013
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Price/TBV vs. ROTE

Bank and Thrift Transactions
2012 to 2/6/2013
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2013 Keys

Upgrades of would be buyers following 2013 regulatory exams ... more buyers
Regulators make significant progress in Dodd-Frank related rule writing
Shareholder pressure for boards to act before returns erode

Would be seller recognition that math precludes pre-crisis pricing level

But, we believe pricing can improve modestly provided

= Credit continues to improve
= Public market valuations for small- and micro-cap banks (i.e., buyers) improve
= Buyers feel some pressure to acquire to offset earnings pressure

Sellers “get it” re: structuring stock-swap deals that allow the buyer’s shares to
appreciate (i.e., shared upside)

Credit Migration Positive

5.0%
4.5%
4.0%
3.5%
3.0%
2.5%
2.0%
1.5%
1.0%
0.5%
0.0%
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Pre-Crisis vs. Post Crisis Multiple Math

FDIC Metrics $100M - $1B Assets

2006 2012 Cha

Securities $275,000 $325,000 18.2% 0.75% 0.90% 1.05% 1.20%

Loans 650,000 600,000 1.7% 10.0x 74% 89% 104% 119%

Earning Assets 925,000 925,000 0.0% 12.5x 93% 12% 130% 149%

Total Assets 994,624 994,624 0.0% 15.0x 12% 134% 156% 178%

Equity 100,306 97,454 2.8% 17.5x 130% 156% 182% 208%
20.0x 149% 178% 208% 238%

Net Interest Income $37,278 $34,873 6.5%

Fee Income 12,234 11.538 5.7%

Total Revenues 49,511 46,410 -6.3%

Operating Expenses 31,499 32,255 2.4%

Operating Income 18,012 14,155 21.4%

Loan Loss Provision 1,705 3157 85.1% 0.50% 0.65% 0.80% 0.95%

Pre-Tax Income 16,307 10,998 -32.6% 10.0x 50% 64% 79% 94%

Taxes @ 30% 4,892 3,300 -32.6% 12.5x 62% 81% 99% 118%

Net Income $11.415 $7.699 -32.6% 15.0x 74% 7% 119% 141%
17.5x 87% 13% 139% 165%

NIM 4.03% 377% 0.26% 20.0x 99% 129% 159% 188%

Fees / Assets 1.23% 1.16% 0.07%

Efficiency Ratio 63.6% 69.5% 5.88%

Net Charge-Offs 0.16% 057% 0.41%

Provision / NCOs 164.0% 92.3% nm

Op Income / Assets 181% 142% 0.39%

ROA 115% 0.77% 0.37%

ROE 11.38% 7.90% -3.48%

Source: FDIC and Mercer Capital
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Public Market P/Es Are Near L-T Average
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But ... Public Market P/TBV Multiples Are Not

=> $10 Billion
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Public Market Valuations Improving

Median Price/Earnings

$100 Million - $1 Billion 14.7x 13.6x 11.8x 11.6x
$1 Billion - $10 Billion 15.0x 15.1x 12.9x 12.7x
> $10 Billion 19.1x 17.5x 13.4x 12.9x
Median Acquisition P/E nm nm nm 33.5x

Median Price/TBV

$100 Million - $1 Billion 75% 7% 68% 81%
$1 Billion - $10 Billion 109%  122% 104% 121%
> $10 Billion 153%  155% 132% 139%

Median Acquisition P/TBV ~ 114%  116% 104% M7%

Source: SNL Financial

Public Market P/E Relative to 20-Year Average
YE09 YE10 YE11 YE12 13-Feb

12.8x 13.6x 108% 100% 87% 85% 94%
13.4x 14.2x 106% 106% 91% 89% 94%
13.6x 15.2x 126% 115% 88% 85% 89%
32.0x
20- Year [l Public Market P/TBV Relative to 20-Year Average
YEO09 YE10 YE11 YE12 13-Feb
82% 116% 65% 66% 59% 70% 70%
122% 164% 67% 74% 63% 74% 74%
142% 218% 70% 1% 61% 64% 65%
101%

= Public market valuations are a proxy for the strength of acquisition currencies

= Valuations have rebounded from the 3Q11 sell-off (debt ceiling & funding issues
among European banks) .... Ongoing trend or a rebound?
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Hudson City
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In-market deal that provides for
improved market share in key markets
and expense saves

Strategic deal that further shifts center
of gravity to N. Va. from W. Va.

EPS accretion 12% in first full year;
FCAL to become 8th largest CA-based
public bank

Investors disliked TBVPS eam-back,
but 20/33% EPS accretion for
FY13/14E. Portland/I-5 play

Significant footprint expansion; 6-8%
FY14E EPS accretion. Street concern
re: relative size and who FMER had to
out-bid

Street liked the deal due to capital
accretion, infill in high densi
markets, low-risk balance sheet and
~8% EPS accretion for FY14E.

Price / Tangible Book Value (%)

Shared Upside of Profitability
and Multiple Expansion
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Final Thoughts

= Wall Street is paid to be bullish
= Observe the bloodless verdict of the market
= M&A always is a strategic proposition

= #1 factor buyers and investors control that determines return
on an investment is price paid

» Profitability x leverage x P/E = P/TBV
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Questions?

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

Mercer Capital

5100 Poplar Avenue, Suite 2600
Memphis, TN 38137
901.685.2120

www.mercercapital.com
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