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Mid-Atlantic sees slight pickup in deals 
 

By Nick Gorski 

There have been some signs that the merger and acquisition market is improving slightly in the mid-Atlantic region, at least among smaller banks. 

Three deals were announced in the mid-Atlantic last month: Stroudsburg, Pa.-based ESSA Bancorp Inc.'s acquisition of Bethlehem, Pa.-based First Star 
Bancorp Inc.; Philadelphia-based Beneficial Mutual Bancorp Inc. (MHC)'s purchase of SE Financial Corp.; and Sandy Spring Bancorp Inc.'s acquisition of 
Annapolis, Md.-based CommerceFirst Bancorp Inc. All three deals were on the small side, with the asset size of the targets less than $500 million and the 
deal compensation less than $35 million. 

 

Observers noted that there were several reasons for the pickup in smaller deals, including stabilizing credit and easing seller expectations. 

Dennis Gibney, a managing director at FinPro, said the Northeast portion of the country has seen more stability in credit. That has made it easier for buyers 
to determine what the mark on an acquisition should be, though buyers and potential sellers can still disagree. "If we went back two years it was, you're 
catching a falling knife, and it was very difficult to put a true number to it," he said. 

In western Pennsylvania, where S&T Bancorp Inc. is acquiring Ebensburg, Pa.-based Mainline Bancorp Inc., companies have seen less credit deterioration 
than other markets, said Austin Associates managing director and principal Richard Maroney Jr. Pennsylvania has several potential buyers with strong 
currencies, he said, which is beneficial for companies looking to sell. "There are certainly parts of the Midwest in particular, where we do a lot of our 
business, where there aren't very many buyers for a $250 million bank because all the buyers have their own asset quality issues," he said. 
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Stronger credit also makes for more attractive targets. Maroney, who worked with Mainline on the transaction, said that while Mainline did not have strong 
profitability, it also lacked significant asset quality issues.  

Expectations have become more reasonable in the Northeast, at least among some sellers. At smaller institutions, the realization is dawning that the new 
environment will be difficult for banks that lack scale. Spread and margin compression, along with higher noninterest expenses and "lingering credit costs" 
will make it more difficult for smaller companies to succeed in the new environment, Gibney said. Many companies may hold out until they can receive a 
higher price, but that depends on the circumstances of each bank. "If they're facing an awful lot of regulatory pressure, obviously they're going to be more 
motivated and they're going to have to re-evaluate their price expectation," he said.  

David Danielson, president of Danielson Associates, added that another reason for small banks to sell is that it creates liquidity for the seller's shareholders. 
"Even though the deals are smaller, it does create liquidity for the sellers that they didn't have before," he said. Danielson Associates is a division of 
Ambassador Financial Group, which advised ESSA Bancorp on its sale.  

Smaller institutions are also easier to plug into existing footprints, as buyers have sought to improve their franchise. Danielson said the primary goal for many 
recent buyers has been to find an institution that expands the bank's geographic franchise, with cost savings and increasing scale the secondary 
consideration.  

The bankers also said M&A activity is likely to continue to pick up in 2012. Maroney said Austin Associates' deal pipeline is stronger than it was a year ago. 
He believes that activity will increase in the next year, with some markets such as Pennsylvania leading the way. "Whether or not we get back to where we 
were at five, six years ago, where we had 250 to 300 transactions a year, we may not be quite there yet," he said.  

Gibney said the single greatest factor for a pickup in merger activity is an improvement in buyer currencies. With valuations currently more focused on 
tangible book value than earnings, buyers are focused on the dilution that occurs in a deal, along with the earn-back period. "If an institution is trading almost 
solely on tangible book value, most deals are going to be somewhat dilutive to the acquirer's tangible book value, barring an FDIC-assisted deal, which you 
don't see a whole lot of in the Northeast," he said. 
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