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| INTRODUCTION

Banking has been considerably consolidated
In recent years. The number of banks
remaining Is roughly half what it was as
recently as 10 years ago. This has had
profound implications for the financial structure
of our country. Many predict, or even
anticipate, the disappearance of community
banking or even banking itself and its
replacement by other forms of finance.



Exhibit |

Smmary Satigtics
Bark and Thrift Dedls
Nationa
197 Y 1998 Y 1999Y 2000Y 2001Y
Nunba o Dedls 462 504 36 275 149
Bark 349 411 282 209 114
Thrift 113 B3 74 66 35
Total Dedl Vaue($M) 96,834.2 280,2139 76,2164 944640 34,2181
Bark 75,380.2 265,307.3 688248 901309 263712
Thrift 21.454.0 23,906.6 7,451.6 43331 7,846.9
Total Assats ($M) 387,174 1,215,059 317845 576,971 123,617
Bark 256,84 1,085,521 280302 533371 78,855
Thrift 130,280 129,537 28 542 43,599 44,761
Texas
Nunba o Dedls 51 50 A 22 15
Total Dedl Value($M) 892.1 1,283.7 1,144.3 21314 333.8
Total Assats ($000) 5,452,964 6,755,831 5434788 21363804 217889



Il The Beginning

® How do most bank sales begin?

1) They receive a call from a would be acquirer
2) One or two key shareholders push the idea

e \What happens then?

1) In both the above cases, the Board will hire
a lawyer and, usually, a financial advisor.
2) The Board will get financial advice and will

proceed.



Ill There is a better way — Planning

® A Quick Summary of Strategic Planning

- ODbjective - optimize shareholder value

- Components:
An operational plan; a marketing plan; a
filnancing plan; an acquisition plan

® Optimizing Shareholder Value -The
Acquisition Plan

- Major capital transactions should be part
of any strategic plan

- The "Dilemma of the (minority) Shareholder”



AVARN | i

Alternatives
1) Repurchase

- Benefits and Drawbacks
2) Going Public

- Benefits



Exhibit 111
Studies Evidencing M arketability Discount

Years Covered Average
Study Reference _inStudy Discount
1) 1) 1966-1969 25.80% (a)
32.60% (b)
2) 2) 1968-1970 30.00%
3) 3) 1968-1972 33.45% (c)
4) 4) 1969-1972 35.60%
5) 5) 1969-1973 35.43%
6) 6) 1978-1982 45.00% (c)
7) 7) 1981-1988 33.75%
8) 8) 199%4-199%5 45.00%
9) 9) 1975-1992 51.50%
10) 10) NA (d) 28% 10 4%

(@ Allcanpanies

(b)  Nonreporting OT C canpanies

(9 Medanfigure

(d ExampledaabasedonApril 1993



Exhibit 1V

Texas Dedl: Dedl Price:
5 Day Premium
Buyer/Target Announce Date (%)
| ternetional Bancshares Corp./National Bancshares Corp. 07/31/2001 33.85
SouthTrud Corp/Bay Bancshares, Inc. 12/11/2000 20.09
BOK Finandd Corp/CNBT Bancshares, Inc. 08/21/2000 7.18
Washingon Mutual Inc./Bank United Corp. 08/21/2000 7.65
S ae National Bancdrs I nc/Independent Bank dhares I nc, 03/01/2000 25.49
13.87
East T exas Financial ServicedGilmer Fnandd Sarvices 11/17/1999 86.43
WidlsFargo& Co/Prime Bancdhares, Inc. 07/29/1999 16.90
51..67
Southwest Bancorp of Texas/Fort Bend Hol ding Corp. 10/21/1998 17.57
National
Total No. of
Year Transactions
2001 61 35.55
2000 97 32.84
1999 98 30.15

1998 104 24.09



V SELLING THE BANK

® The Decision to Sell

Examples:

Going Public
- Dividends

- Appreciating market value

Sub S
“Excess” dividends

Vs.

Vs.

Sell Bank

-Dividends (if sold for stock) or
Interest income or cash

- Appreciating value of stock received
or investment purchased with stock

-Control premium

Sell Bank

- Dividends (if sold for stock) or
Interest income or cash

- Appreciating value of stock received
or investments purchased with cash

- Control premium




V SELLING THE BANK (Cont’)

® The Process - Being “Pro Active”

- Retain experienced attorneys

- Retain a financial advisor

- Work with advisor to select potential
purchases

® \When Is a good time to sell?



Exhibit V

Price Ratios for Transactions by Year

Bank and Thrift Deals

National

199/y 1998y 1999y = 2000y  2001Y

Average Price/Book (%) 214.21

Bank 223.77
Thrift 184.32
Median Price/Earnings (x) 20.53
Bank 19.07
Thrift 26.15
Average Price/Assets (%) 20.07
Bank 20.68
Thrift 18.16

Texas
Average Price/Book (%) 206.72
Median Price/Earnings (x) 15.95

Average Price/Assets (%) 17.48

255.27
266.15
209.77

23.19
22.25
27.35
24.42

25.01
21.96

239.14

19.19

20.64

21.22
230.80
184.25

22.07
21.62
24.01
21.27

21.33
21.03

221.22

17.87

19.16

193.61
209.03
142.49

19.29
18.90
19.98
17.74

18.26
16.04

241.38

18.02

17.22

183.12
191.17
158.71

19.%4
18.90
28.46
17.65

17.86
17.04

202.32

16.22

17.89



Purchase Price/Earnings
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VI What makes a bank attractive?

Rural vs. City vs. Suburb
Growth/Earnings

Don’t be over capitalized
Size

Consistency
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VIl Cash vs. Stock

® Pooling is out

® Deal Resuts - Cash deals are better for the
acquirors

® The New Pooling Rules - Mandates periodic
valuation of intangible assets - not periodic

writedown



VIII Summing Up or “Grooming”
the Bank

If possible get the Bank to a good size.

® Extra equity Is useless - use it for buybacks
or expansion.

If rural, try to build up a suburban presence.
If big enough, build a presence in other
more attractive areas.

Above all, make the sale part of a plan.



