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Mercer Capital’s Bank Watch

Bank M&A 2023

Subdued But Potentially Explosive

M&A activity was depressed for a second consecutive year in 2023 as M&A pricing
fell to multi-decade lows excluding the Great Financial Crisis (GFC) years. At some
point, we expect an explosive rebound though a recession—especially a deep one—
would delay the liftoff. In the interim, recap transactions may increase as seen with
the recently announced $150 million recapitalization of Blue Ridge Bancshares Inc.
(NYSEAM: BRBS).

December 2023

As of December 21, only 96 bank and thrift deals had been announced, which equated
to about 2.0% of the number of charters as of January 1 — a level that is equivalent
to the recession years of 1991 and 2009. The aggregate deal value for transactions
that included disclosed pricing was only $4.6 billion, by far the lowest deal value since
1990 when an equivalent amount of non-assisted deals was announced. Adjusted for
inflation, deal value was ~40% of 1990.
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Emblematic of the tough M&A environment was the terminated merger agreement
between Toronto-Dominion Bank (NYSE: TD) and First Horizon (NYSE: FHN) in May
2023. The failed deal represented another negative datapoint for bank investors
following the failures of Silicon Valley Bank and Signature Bank in March and First
Republic Bank on May 1. All three banks were members of the S&P 500, and the
CEO of SVB was a director of the Federal Reserve Bank of San Francisco.

TD was unable to secure regulatory approval for the merger that was announced in
February 2022 that would have entailed $13.5 billion of cash consideration, or $25.00
per share for First Horizon. Pricing equated to 227% of year-end 2021 TBVPS and
~17x the 2022 EPS consensus estimate.

At announcement, the Fed was expected to gradually lift rates in 2022 to the benefit
of bank earnings. When the deal was called off, FHN’s shares fell to ~$11 per share
because there would be no cover bidder to step forward and because banks had
been revalued to 7-9x earnings as rapidly rising rates created a myriad of problems,
including declining NIMs and EPS estimates. Additional perspective on the deal can
be found here.

Roller Coaster Markets

The bear markets that developed for bank stocks and fixed income in 2022 continued
until 2023 when a November rally in the bond market, confirmed by a Fed pivot on
December 13, lessened the pain. Among the data points:

»  The NASDAQ Bank Index declined 7% year-to-date through December 21
following an 18% reduction in 2022;

»  The NASDAQ Bank Index declined 35% year-to-date as of May 4, rebounded
during the summer then fell to near the May lows by mid-October when the
10-year UST yield hit 5%;

» By December 21, the NASDAQ Bank Index rallied 28% from October 31,
7% of which occurred the week that Jerome Powell appeared to pivot to rate
cuts for 2024;

»  After raising the Fed Funds target rate 425bps in 2022, the Fed boosted the
rate 100bps in 2023 to 5.25% to 5.50% - the highest rate since 1H07;

»  Although the yield on the 10-year UST rose to 5% in October, it ended the
year where it began near 3.9%;

»  The Treasury yield curve remained inverted for a record period since July
2022 for the 10/2 spread and October 2022 for the 10/3M Bill spread with
the curve deeply inverted most of this time (-50bps and -150bps as of late-
December); and

»  Recession forecasts notwithstanding, credit spreads narrowed, including
the ICE BofA High Yield Index to 3.41% at December 21, 2023 from 4.81%
at year-end 2022.

The favorable movement in bank stock prices, rates and credit spreads — if sustained,
which could require the Fed to follow through with cuts — portend a material pickup
in M&A activity in 2024.

Nonetheless, any increased probability for a recession to develop (inverted yield
curves tend to precede them) may impede deal activity, as this would introduce
The recent rally in the bond market
notwithstanding, fair value marks to underwater bond portfolios and fixed rate loan

uncertainty around asset quality metrics.

portfolios are still a stumbling block given investor preference for acquirers to recoup
day-one dilution to TBVPS within 2+ years. For larger deals, an additional headwind
is the significant amount of time required to obtain regulatory approval.
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Multi-Decade Low Pricing (x-GFC Years)

The average P/TBV multiple was 128% in 2023. As shown in Figure 2, the average
transaction multiple since the 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, rebounded to about 150% in 2021 and 2022 before slumping in the rising
rate, inverted yield curve environment of 2023.

The median P/E declined to 12.9x in 2023 from about 15x in 2021 and 2022; however,
buyers focus on pro forma earnings with fully phased-in after-tax expense saves that
often are on the order of 6x to 9x unless there are unusual circumstances.

Figure 2

December 2023

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 become intensely focused on the time to recover
TBVPS dilution as a means to limit buyers’ pricing flexibility. About ten years ago, 3-5
years was considered acceptable. Our take on current pricing is that investors want
recovery in 2-3 years, in part because there is too much uncertainty re future EPS
accretion vis-a-vis certainty about day one dilution.
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Figure 3
$50-$250M Relative Val $50-$250M Relative Val
M&A Deal Standard Small Cap Standard M&A P/TBV / M&A Deal Standard Small Cap Standard M&A P/E / Index

Value Deviation Bank Index Deviation Index P/TBV Value Deviation Bank Index Deviation P/E
2001 248% 7% 217% 9% 1.15 19.7x 7.7x 14.5x 0.7x 1.36
2002 267% 95% 236% 13% 1.13 21.0x 6.5x 16.5x 0.9x 1.27
2003 302% 77% 248% 19% 1.22 12.4x 19.2x 16.0x 1.1x 0.78
2004 301% 97% 290% 15% 1.04 26.7x 9.8x 18.2x 1.0x 1.47
2005 302% 73% 289% 9% 1.05 26.3x 9.6x 17.9x 0.7x 1.47
2006 306% 55% 290% 6% 1.06 23.9x 8.6x 18.0x 0.5x 1.32
2007 283% 73% 242% 19% 1.17 23.8x 8.1x 15.9x 1.3x 1.50
2008 214% 66% 196% 12% 1.09 22.0x 6.8x 14.7x 1.2x 1.49
2009 106% 27% 145% 12% 0.73 8.4x 0.0x 16.0x 1.4x 0.53
2010 126% 58% 149% 8% 0.85 20.5x 5.3x 16.0x 1.5x 1.28
2011 172% 26% 147% 15% 1.16 34.6x 18.5x 14.8x 0.6x 2.34
2012 134% 36% 144% 4% 0.93 23.5x 12.0x 14.4x 0.5x 1.63
2013 147% 51% 159% 12% 0.92 19.7x 11.6x 15.5x 0.9x 1.27
2014 184% 73% 167% 6% 1.10 21.4x 9.5x 17.8x 0.6x 1.20
2015 175% 53% 166% 3% 1.06 21.2x 9.2x 17.7x 0.7x 1.20
2016 161% 28% 164% 14% 0.98 22.1x 10.5x 17.3x 1.4x 1.27
2017 187% 35% 199% 5% 0.94 20.0x 6.9x 20.3x 0.8x 0.98
2018 186% 35% 192% 13% 0.97 25.7x 11.6x 20.9x 2.0x 1.23
2019 175% 33% 157% 6% 1.1 17.7x 8.3x 14.5x 0.7x 1.22
2020 139% 30% 121% 16% 1.15 13.8x 3.1x 11.9x 1.6x 1.16
2021 157% 36% 145% 9% 1.08 17.3x 7.2x 13.5x 1.1x 1.28
2022 158% 32% 141% 8% 1.12 15.1x 9.4x 10.9x 0.7x 1.39
2023 126% 23% 121% 13% 1.04 9.4x 2.6x 9.0x 1.2x 1.04

Source: S&P Global Market Intelligence
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Public Market Multiples vs Acquisition Multiples

Figure 3 (on the previous page) compares the annual average P/TBV and P/E for
banks that were acquired for $50 million to $250 million since 2001 with the average
daily public market multiple each year for the SNL Small Cap Bank Index. Among
the takeaways are the following:

»  Acquisition pricing in the pre-GFC years, as measured by P/TBV multiples,
was comfortably above 250%.

»  Since 2013, average P/TBV multiples approximated 160% to 180% until
COVID struck in 2020.

»  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 2022-2023.

»  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.

»  P/E multiples based upon unadjusted LTM earnings approximated 20x prior
to 2019 but have trended lower since.

»  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 6-9x, the result being EPS
accretion for the buyer.

Premium Trends Subdued

Investors often focus on what can be referred to as icing vs the cake in the form of
acquisition premiums relative to public market prices. Investors tend to talk about
acquisition premiums as an alpha generator, but long-term performance (or lack
thereof) of the target is what drives shareholder returns.

Figure 4

Avg Price Change After Announcement

Buyer Seller

Deals 1-Day 5-Day 1-Day 5-Day
2017 61 -0.4% -0.1% 9.8% 16.8%
2018 48 -1.1% -1.4% 7.6% 16.7%
2019 38 -0.7% -0.7% 10.6% 17.8%
2020 15 -2.4% -2.9% 4.4% 1.9%
2021 58 -0.1% -0.8% 8.5% 16.7%
2022 31 -1.1% -2.5% 14.9% 19.7%
2023 14 -1.9% -2.1% 6.5% 17.2%
* Transactions announced in which the deal value is > $100M and the buyer is
publicly traded

Source: S&P Global Market Intelligence

As shown in Figure 4, the average five-day premium for transactions announced in
2023 that exceeded $100 million in which the buyer and seller were publicly traded
was about 17%, a level that is comparable to recent years other than 2020. For buyers,
the average reduction in price compared to five days prior to announcement was
2.1%. There are exceptions, of course, when investors question the pricing (actually,
the exchange ratio), day one dilution to TBVPS and earn-back period.
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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 2024 assess a potential strategic transaction.

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

Figure 5 :: M&A TBV Multiples vs. Index TBV Multiples
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Mercer Capital’s Public Market Indicators

Mercer Capital’s Bank Group Index Overview
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Regional Index Data as of December 26, 2023

Price / Price / Price / Price /

Quarter- Last 2023 (E) 2024 (E) Book Tangible Dividend

to- Date 12 Months EPS EPS Value Book Value Yield
Atlantic Coast Index 16.3% 21.6% -2.6% -1.9% 9.6x 10.1x 12.1x 126% 131% 2.6%
Midwest Index 15.8% 23.1% 2.0% 3.2% 9.6x 9.8x 9.9x 96% 120% 3.4%
Northeast Index 14.3% 271% 8.1% 8.6% 10.0x 10.6x 11.8x 113% 123% 3.1%
Southeast Index 17.3% 27.8% -0.2% 1.7% 8.3x 8.7x 10.1x 108% 122% 2.7%
West Index 17.6% 25.4% 8.2% 9.0% 9.6x 10.6x 10.7x 110% 113% 3.3%
Community Bank Index 15.8% 24.9% 4.3% 5.1% 9.6x 10.2x 10.8x 110% 126% 3.1%
S&P U.S. BMI Banks 12.6% 23.6% 9.5% 11.1% 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
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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

© 2023 Mercer Capital // Data provided by S&P Global Market Intelligence
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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

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

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

|
Jay D. Wilson, Jr., CFA, ASA, CBA ] Mary Grace Arehart, CFA
o 469.778.5860 901.322.9720
wilsonj@mercercapital.com arehartm@mercercapital.com

Vincent R. Baumer
269.904.6714
baumerv@mercercapital.com

www.mercercapital.com

»  Tax compliance
»  Transaction advisory
»  Strategic planning

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

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