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In the late 1960s, BMW introduced a simple product that made the company what
it is today. The 2002 was a straightforward, useful, two door coupe with a small but
powerful motor, light weight, four seats, and a decent trunk. It was economical, easy
to work on, and fun. It sold like crazy, and morphed over time into what is now known
as their 3-series, the mainstay of their global automotive line. One lesson from this
trajectory is that strategy doesn’t have to be complicated to be successful — a lesson
that has broad applications, including the topic of this blog post.

It's no secret that banks are facing tough times, with lousy spreads, exponential
increases in regulation, indifferent customers, and cunning competition. There are
many fancy ways to navigate this, but one simple one is deploying capital in attractive
financial businesses that generate strong margins — such as asset management.

Banks looking to diversify their revenue stream with investment management fee
income would be well advised to study TriState Capital’s acquisition-fueled buildout
of its RIA, Chartwell. The Pittsburgh depository started with an internal wealth
management arm, bought $7.5 billion wealth manager Chartwell Investment Partners
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in early 2014, picked up the $2.5 billion Killen Group in late 2015, and last week

announced the acquisition of a $4.0 billion domestic fixed income platform strategy TriState Acquisition Criteria Aberdeen Fixed Income Business Characteristics
from Aberdeen Asset Management.

Human Capital Key asset management team is coming along with AUM
The Aberdeen acquisition represents about $4.0 billion in domestic fixed income over Compatible Distribution Fits with TSC's existing product distribution platform
four strategies. Realized fees appear to be just shy of 20 basis points. Six portfolio o ) )
. . L . Geography Within TSC's Pennsylvania-focused footprint
managers from Aberdeen are coming with the acquisition, and the operation looks
fairly profitable on a pro forma basis, with TSC expecting EBITDA on the order of $3.5 Product Performance Strategies have history of consistently generating alpha
. . . . . o
million (annualized on a run rate basis), for a margin of approximately 45%. Meaningful Scale Will increase TSC Chartwell's AUM by over 35%
i i isiti EBITDA i f %o f $7.6 milli
A few things stand out about the TriState/Aberdeen acquisition. Financial Performance margins of over 85% on revenue of $7.6 million
(run rate)
»  Consistent acquisition criteria. TSC has a well-defined acquisition Financially Attractive Accretive to TSC's EPS by 7 cents, IRR estimated at 25%

criterion for growing the RIA that has remained consistent from the

original Chartwell acquisition. Appropriate and well-defined criteria
are significant for any bank looking to augment asset management
products through acquisition, because in many cases there are too What We’re Reading
many, often dissimilar, RIAs from which to choose. TSC seeks out
asset management capabilities with compatible product structures,

competent management teams, and consistent profitability that will The Federal Reserve has a publication on Community Banking in the 21st Century.

grow and enhance their existing business. They also have consistently
shopped within their existing geographic markets.

Attractive Pricing. TriState’'s acquisitions are consistently well-
7 9 q Y BankDirector’s article by Jack Milligan makes five predictions about the future of

bought. Aberdeen had a strategic motivation to sell these fixed income

banking.
products, which were a small enough part of their overall business to
let go of fairly cheaply. As a consequence, TSC is paying 1.5x run-rate
revenue, and more importantly, a little less than 4.0x EBITDA — a very
compelling valuation that sets up TriState Chartwell for an attractive Bryan Yurcan of American Banker has an interesting piece entitled “Will Todays
internal rate of return. FinTech Alliances Become Tomorrows Acquisitions?”
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»  Embracing the RIA Strategy. TSC appears to have gotten past the
usual cultural angst that depository institutions have developing an RIA.
The TriState investment management business has a separate identity,
and it doesn’t seem to bother bank management that these acquisitions
are dilutive to the bank’s tangible book value — in fact, they don’t even
mention it. The RIA does what it is supposed to do — deploy the bank’s
excess capital to produce discretionary cash flow. The bank’s earnings
grow, and so does the bank’s valuation.

With the latest acquisition, TSC has nearly doubled run-rate assets under management
since 2014, putting excess capital at the bank to work in attractively priced acquisitions
which have been individually and collectively accretive to earnings. The strategy has
worked well for Tri-State, and investors have taken notice. Over the past two years,
TSC'’s share price is up nearly 80%, while SNL Securities’ Small Cap U.S. Bank Index
is up less than half that much. Asset managers in general have fared much worse,
with the broad U.S. Asset Manager Index constructed by SNL showing a modest
decline over the same period.

Many banks are understandably wary of trying their hand at investment management.
RIAs are a different kind of financial institution in every way, cross-selling is often
more myth than reality, and it can be difficult to explain to bank investors how to
reconcile the differences in investment management performance characteristics
and more traditional bank measures. Still, in a world where banks are caught in the
gravitational pull of low NIMs and Basel Ill, and the asset management industry is in
need of consolidation, there is ample reason to consider the possibilities of pairing
up for mutual success.

Matthew R. Crow, ASA, CFA
901.685.2120
crowm @ mercercapital.com
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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 Median Valuation Multiples as of September 30, 2016
Price /
Month-to- Quarter-to- Year-to- Last 12 Price/  Price / 16(E) Price / 17(E) Price / Tangible Dividend
Indices Date Date Date Months LTM EPS EPS EPS Book Value Book Value Yield
Atlantic Coast 1.30% 8.48% 10.66% 20.62% 17.4x 16.5x 14.8x 118% 131% 2.0%
Midwest 2.74% 11.49% 14.04% 24.65% 15.8x 15.2x 13.1x 126% 147% 2.0%
Northeast 2.35% 9.92% 14.53% 21.75% 15.4x 14.9x 12.8x 121% 131% 2.9%
Southeast 2.34% 9.76% 7.31% 17.38% 15.1x 16.2x 14.4x 111% 118% 1.5%
West -0.19% 7.75% 7.04% 14.46% 16.5x 16.5x 13.5x 119% 131% 2.3%
National Community Banks 1.68% 9.63% 11.02% 20.10% 16.0x 15.8x 13.8x 121% 133% 2.0%
SNL Bank Index -3.40% 7.94% -2.42% 3.37%
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Median Price/Earnings Multiples

October 2016

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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Median Valuation Multiples for M&A Deals

Target Banks’ Assets <$5B and LTM ROE >5%
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Target Banks’ Assets <$5B and LTM ROE >5%, 12 months ended September 2016

Target’s

Price/  Price/ Price / No. Median Target’s Median

LT™M Tang. Core Dep of Deal Median LTM

Regions Earnings BV  Premium | Deals Value Assets ROAE

Atlantic Coast 177x  146% 6.0% 22 57.66 455,934 8.18%

Midwest 172x  141% 6.0% 70  23.20 123,598 8.78%

Northeast 214x  151% 10.1% 6 101.64 522,346 6.85%

Southeast 15.5x  142% 8.8% 27  58.56 186,063 11.02%

West 16.1x  141% 8.7% 14 56.25 218,543 11.05%

National Community 173x  143%  6.3% 139 3920 184,113 9.07%

Banks
Source: SNL Financial
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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, 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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