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At this time last year, we thought bank M&A would be described as a second year
of “gaining altitude” after 2020 was spent on the tarmac following the short, but deep
recession in the spring of 2020. Our one caveat was that bank stocks would have to
avoid a bear market following a strong performance in 2021 because bear markets
are not conducive to bank M&A.

The caveat was correct. Bear markets developed in both bank stocks and fixed
income that included the most deeply inverted U.S. Treasury curve since the early
1980s. Among the data points:

»  The NASDAQ Bank Index declined 19% through December 28;
»  The Fed raised the Fed Funds target rate 425bps to 4.25% to 4.50%;
»  The yield on the 10-year US Treasury rose 236bps to 3.88%; and

»  Credit spreads widened, including 150bps of option adjusted spread (OAS)
on the ICE BofA High Yield Index to 4.55% from 3.05%.

The outlook for deal making in 2023 is challenged by significant interest rate marks
(i.e., unrealized losses in fixed-rate assets), credit marks given a potential recession,
soft real estate values, and the bear market for bank stocks that has depressed
public market multiples. For larger deals, an additional headwind is the significant
amount of time required to obtain regulatory approval.

However, core deposits are more attractive for acquirers than in a typical year given
rising loan-to-deposit ratios, the high cost of wholesale borrowings and an inability
to sell bonds to generate liquidity given sizable unrealized losses. A rebound in bank
stocks and even a modest rally in the bond market that lessens interest rate marks
could be the catalysts for an acceleration of activity in 2023 provided any recession
is shallow.

A Recap of 2022

As of December 28, 2022, there have been 167 announced bank and thrift deals
compared to 216 in 2021 and 117 in 2020. During the halcyon pre-COVID vyears,
about 270 transactions were announced each year during 2017-2019.

As a percentage of charters, acquisition activity in 2022 accounted for 3.5% of the
number of banks and thrifts as of January 1. Since 1990, the range is about 2% to 4%,
although during 2014 to 2019 the number of banks absorbed each year exceeded
4% and topped 5% in 2019. As of September 30, there were 4,746 bank and thrift
charters compared to 4,839 as of year-end 2021 and about 18,000 charters in 1985
when a ruling from the U.S. Supreme Court paved the way for national consolidation.

Also notable was the lack of many large deals. Toronto-Dominion’s (NYSE: TD)
pending $13.7 billion cash acquisition of First Horizon (NYSE: FHN) represents 61%
of the $23 billion of announced acquisitions this year compared to $78 billion in
2021 when divestitures of U.S. operations by MUFG and BNP and several larger
transactions inflated the aggregate value.

Pricing—as measured by the average price/tangible book value (P/TBV) multiple—
was unchanged compared to 2021. As always, color is required to explain the price/
earnings (P/E) multiple based upon reported earnings.

The median P/TBV multiple was 154% in 2022. As shown in Figure 1, the average
transaction multiple since the Great Financial Crisis (GFC) peaked in 2018 at 174%
then declined to 134% in 2020 due to the impact of the short but deep recession on
economic activity and markets.

The median P/E in 2022 eased slightly to 14.6x from 15.3x in 2021; however, buyers
focus on pro forma earnings with fully phased-in expense saves that often are on
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the order of 7x to 8x unless there are unusual circumstances. Accretion in EPS is multiple each year for the SNL Small Cap Bank Index.!" Among the takeaways are
required by buyers to offset day one dilution to TBVPS and to recoup the increase the following:
in TBVPS that would be realized on a stand-alone basis as investors expect TBVPS

payback periods not to exceed three years »  Acquisition pricing prior to the GFC as measured by P/TBV multiples

approximated 300% except for the recession years of 2001 and 2002 when
the average multiples were 248% and 267%.

Public Market Multiples vs Acquisition Multiples

»  Since 2014, average P/TBV multiples have been in the approximate range
Figure 2 compares the annual average P/TBV and P/E for banks that were acquired of 160% to 180% except for 2020.

for $50 million to $250 million since 2000 with the average daily public market

Figure 1 :: 1990-2022 National Bank M&A Multiples
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" The Dow Jones MicroCap Bank Index is used in 2022 because the SNL Small Cap Index was discontinued in 2021.
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The reduction in both the public and acquisition P/TBV multiples since the
GFC reflects a reduction in ROEs for the industry since the Fed adopted a
zero-interest rate policy (ZIRP) other than 2017-2019 and 2022.

Since pooling of interest accounting ended in 2001, the “pay-to-trade”
multiple as measured by the average acquisition multiple relative to the
average index multiple has remained in a relatively narrow range of roughly
0.9 to 1.15 other than during 2009 and 2010.

Figure 2 :: 2000-2022 Acquisition Multiples vs Public Market Multiples
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Price / Tangible Book Value

P/E multiples based upon unadjusted LTM earnings have approximated or
exceeded 20x prior to 2019 compared to 14-18x since then.

Acquisition P/Es have tended to reflect a pay-to-trade multiple of 1.25
since the GFC but the pay-to-trade multiples are comfortably below 1.0x
to the extent the pro forma earnings multiple is 7-8x, the result being EPS
accretion for the buyer.

Price / Earnings

Relative Val
$50-$250M M&A Standard Small Cap Bank Standard M&A P/TBV / $50-$250M M&A Standard Small Cap Bank Standard Relative Val M&A
Deal Value Deviation Index Deviation Index P/TBV Deal Value Deviation Index Deviation P/E / Index P/E
304% 93% 207% 9% 1.47 20.6x 6.4x 12.9x 0.6x 1.60
248% 77% 217% 9% 1.15 19.7x 7.7x 14.5x 0.7x 1.36
267% 95% 236% 13% 1.13 21.0x 6.5x 16.5x 0.9x 1.27
302% 77% 248% 19% 1.22 12.4x 19.2x 16.0x 1.1x 0.78
301% 97% 290% 15% 1.04 26.7x 9.8x 18.2x 1.0x 1.47
302% 73% 289% 9% 1.05 26.3x 9.6x 17.9x 0.7x 1.47
306% 55% 290% 6% 1.06 23.9x 8.6x 18.0x 0.5x 1.32
283% 73% 242% 19% 1.17 23.8x 8.1x 15.9x 1.3x 1.50
214% 66% 196% 12% 1.09 22.0x 6.8x 14.7x 1.2x 1.49
106% 27% 145% 12% 0.73 8.4x 0.0x 16.0x 1.4x 0.53
126% 58% 149% 8% 0.85 20.5x 5.3x 16.0x 1.5x 1.28
172% 26% 147% 15% 1.16 34.6x 18.5x 14.8x 0.6x 2.34
134% 36% 144% 4% 0.93 23.5x 12.0x 14.4x 0.5x 1.63
147% 51% 159% 12% 0.92 19.7x 11.6x 15.5x 0.9x 1.27
184% 73% 167% 6% 1.10 21.4x 9.5x 17.8x 0.6x 1.20
175% 53% 166% 3% 1.06 21.2x 9.2x 17.7x 0.7x 1.20
161% 28% 164% 14% 0.98 22.1x 10.5x 17.3x 1.4x 1.27
187% 35% 199% 5% 0.94 20.0x 6.9x 20.3x 0.8x 0.98
186% 35% 192% 13% 0.97 25.7x 11.6x 20.9x 2.0x 1.23
175% 33% 157% 6% 1.1 17.7x 8.3x 14.5x 0.7x 1.22
139% 30% 121% 16% 1.15 13.8x 3.1x 11.9x 1.6x 1.16
157% 36% 145% 9% 1.08 17.3x 7.2x 13.5x 1.1x 1.28
158% 32% 141% 8% 1.12 15.1x 9.4x 10.9x 0.7x 1.39

Source: S&P Capital IQ Pro.
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Figure 3 :: 2000-2022 M&A TBV Multiples vs. Index TBV Multiples
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Source: S&P Capital 1Q Pro.

Premium Trends Subdued Figure 4
Investors often focus on what can be referred to as icing vs the cake in the form of Avg Price Change After Announcement
acquisition premiums relative to public market prices. Investors tend to talk about Buyer Seller
acquisition premiums as an alpha generator, but long-term performance (or lack 1-Day 5-Day 1-Day
thereof) of the target is what drives shareholder returns. 2017 61 0.4% 0.1% 9.8% 16.8%
As shown in Figure 4, the average five-day premium for transactions announced 2018 48 -1.1% -1.4% 7.6% 16.7%
in 2022 that exceeded $100 million in which the buyer and usually the seller were 2019 38 -0.7% -0.7% 10.2% 17.2%
publicly traded was about 20%, a level t.hat.is c?mparable to rec.ent years ?ther 2020 15 2,49 2.9% 4.49% 1.9%
than 2020. For buyers, the average reduction in price compared to five days prior to

0, 0, 0, 0,
announcement was 2.5%. There are exceptions, of course, when investors question 2021 58 -0.1% -0.8% 8.5% 16.7%
the pricing (actually, the exchange ratio), day one dilution to TBVPS and earn-back 2022 31 -1.1% -2.5% 14.9% 19.7%
period. For instance, Provident Financial (NASDAQ: PFS) saw its shares drop 12.5% Source: S&P Capital IQ Pro.

after it announced it would acquire Lakeland Bancorp (NASDAQ: LBAI) for $1.3 billion
on September 27, 2022.
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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 2023 assess a potential strategic transaction.

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

WHAT WE’RE READING

Home prices continued to fall in October, down 0.5% from September as measured by the S&P CoreLogic Case-Shiller National Home Price Index, representing
the fourth straight month-over-month decline.

The FDIC’s Quarterly Banking Profile showed strong loan growth across the banking industry in the third quarter as total loan and lease balances increased 10%
from the prior year, the largest annual increase recorded in the history of the Quarterly Banking Profile.

U.S. net farm income is projected to reach $160.5 billion in 2022, its highest level since 1973 (in inflation-adjusted dollars). Rising crop prices helped drive the growth
in income which has in turn boosted demand for land, equipment, and seeds.
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Mercer Capital’s Public Market Indicators

Mercer Capital’s Bank Group Index Overview

Return Stratification of U.S. Banks

December 2022
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Total Return

Regional Index Data as of December 23, 2022

Price / Price / Price / Price / Price /

Quarter- LTM 2022 (E) 2023 (E) Book Tangible Dividend

to-Date EPS EPS EPS Value Book Value Yield

Atlantic Coast Index -1.7% 5.1% -5.9% -5.3% 10.7x 10.3x 8.6x 134% 141% 2.8%
Midwest Index -2.4% 8.3% 2.2% 3.9% 9.7x 9.5x 8.7x 108% 135% 3.1%
Northeast Index -1.4% 12.9% 6.3% 8.2% 8.5x 8.2x 7.8x 122% 128% 2.9%
Southeast Index -2.8% 4.8% 2.3% 3.3% 9.8x 9.8x 9.8x 127% 135% 2.7%
West Index -1.6% 11.0% -1.4% -0.6% 10.5x 9.7x 8.5x 17% 125% 2.7%
Community Bank Index -2.1% 7.6% -0.4% 0.7% 9.6x 9.6x 8.5x 123% 133% 3.0%
S&P U.S. BMI Banks -8.9% 7.8% -18.2% -177% na na na na na na

Source: S&P Capital IQ 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%
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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 December 27 2022
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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

© 2022 Mercer Capital // Data provided by S&P Global Market Intelligence
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MERCER CAPITAL

Depository Institutions Services

MERCER
CAPITAL

BUSINESS VALUATION &
FINANCIAL ADVISORY 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
»  Financial reporting for banks »  Stress Testing
»  Goodwill impairment »  Loan portfolio valuation

Depository Institutions Team

Andrew K. Gibbs, CFA, CPA/ABV
901.322.9726
gibbsa@mercercapital.com

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

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

Mary Grace Arehart, CFA
901.322.9720
arehartm @ mercercapital.com

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

www.mercercapital.com

»  Tax compliance
»  Transaction advisory
»  Strategic planning

Jay D. Wilson, Jr., CFA, ASA, CBA
469.778.5860
wilsonj@ mercercapital.com

William C. Tobermann, CFA
901.322.9783
tobermannw @ mercercapital.com

Copyright © 2022 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.
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