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Expectations simmer for more bank M&A in Chicago

By Kevin Dobbs and Chris Vanderpool

The colossal Chicago banking market consolidated sub-
stantially over the past 10 years, particularly among small
community lenders. The number of banks and thrifts under
$1 billion in assets in the metropolitan area fell from 220 in
2006 to 106 by the end of 2016 — driven largely by M&A, ac-
cording to an S&P Global Market Intelligence analysis.

There were 66 whole-bank deals announced in Greater Chi-
cago over the past 10 years. That compares with 66 in the
New York City area and 53 in the Los Angeles metro. But
Chicago remains relatively flush with community banks. The
New York metro area had 83 banks under $1 billion in assets
at the close of 2016; L.A. had 50. Analysts

say Chicago has long had more community
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Federal Reserve policymakers this week raised their key
benchmark interest rate by 25 basis points — the second
such move in three months. Fed officials indicated they
could continue to raise rates further in 2017 if economic
data is favorable. A higher rate environment likely would
make many banks’ loans more profitable. If that coincided
with lower corporate tax rates and fewer regulations, more
small banks would have fewer expenses and better earn-
ings outlooks.

But the benefits of higher rates might take several quarters
to show, Milsaps said. Many banks may also be uncertain
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But now, many of those local banks need
more scale, so the Windy City is ripe for
further deal activity. With heavy compe-
tition and regulatory burdens impacting
small banks, dozens of them could poten-
tially sell, analysts say. Larger community
and regional lenders also want toincrease
their size to gain efficiencies and better
compete with national banks, which moti-
vates them to shop as buyers.

“The feedback we are getting from the
banks is that the long-running motivations
for consolidation are still there,” Kevin
Fitzsimmons, a Hovde Group analyst who
covers Chicago banks, said inan interview.

Sandler O’Neill & Partners analyst Brad
Milsaps, who also covers the Chicago mar-
ket, hears the same drumbeat. “In talking
with the banks,” Milsaps said in an inter-
view, “we are told there is still a lot of con-
versation going on about M&A.”

To be sure, he said, some small banks are
likely delaying serious deal talks early this
year amid anticipation of positive impacts
from higher interest rates, potentially
lower taxes and calls for deregulation.
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Data compiled March 6, 2017.

Analysis includes commercial banks, savings banks, and savings and loan associations
headquarted in the Chicago-Naperville-Elgin, Ill-Ind-Wis metropolian statistical area.
Nondepository trusts were excluded.

Institution counts and financial data based on regulatory filings for Dec. 31 of 2006 and 2016.
Source: SNL Financial, an offering of S&P Global Market Intelligence
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aboutthe form, timing and passage of taxreform and dereg-
ulation legislation championed by President Donald Trump
and leaders in the GOP-controlled Congress, he added. As
such, sellers are still likely to emerge this year and perhaps
into 2018.

“You still have a lot of smaller banks that will have to ulti-
mately decide what the future holds for them,” Milsaps said.

At the same time, after a bank-stock rally since the Novem-
ber 2016 elections, Fitzsimmons said many would-be sellers
will probably try to capitalize on buyers’ strong currencies
and sell out while markets are bullish.

“You do have some competing forces, so | don’t know if
things accelerate from here,” Fitzsimmons noted. “But | also
do think we will continue to see consolidation continue at
generally a steady pace.”

Likely buyers in Greater Chicago are those already active on
the M&A front there, analysts say, notably including First
Midwest Bancorp Inc. and Wintrust Financial Corp. Both
have closed several deals in and near the Chicago area over
the past severalyears, buying community banks and leading
the consolidation drive.

Michael Scudder, First Midwest president and CEO, said
during the company’s recent earnings call that, when it
comesto more M&A, “there’s really no barriers to the further
pursuit of opportunities.” And, “as faras the environment for
those types of activities, | haven’t seen a significant uptick
or downtick in terms of just general conversations and dis-
cussions that are out there broadly,” he said. This suggests
that deal activity could continue as it has in recent years.

Edward Wehmer, Wintrust president and CEO, offered a
similar assessment about his company’s earnings call. He
said Wintrust “will take what the market gives us” and not
“overpay for banks.” But, he added, “our acquisition pipe-
lines are active in all lines of business and ... we are very
excited about our prospects for 2017.”

MB Financial Inc., another acquisitive Chicago bank, is also
open to M&A possibilities. President and CEO Mitchell Fei-
ger said on a recent earnings call that, following years of
consolidation, opportunities could prove fewer in number
than previous years simply because there are fewer banks
left. But, “we remain interested in acquiring other really
good companies,” he said.

Profitability trends at Chicago and Midwest Banks
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Data compiled March 6,2017.
Analysis includes commercial banks, savings banks, and savings and loan associations headquartered in the Chicago-Naperville-Elgin, Ill-Ind-Wis

metropolitan statistical area. Excludes nondepository trusts.
Financial data based on regulatory filings.

ROAA = return on average assets; ROAE = return on average equity
Source: SNL Financial, an offering of S&P Global Market Intelligence

212 7th Street NE, Charlottesville, VA 22902 Phone: +1.434.977.1600 Fax:+1.434.293.0407 www.spglobal.com/marketintelligence

© 2017, S&P Global Market Intelligence. All Rights Reserved. Proprietary and Confidential. Use limited and subject to S&P Global Market Intelligence license.




S&P Global
Market Intelligence

Sandler O’Neill’s Milsaps also said Midwest banks outside
of Chicago are likely looking for opportunities in the market,
given Chicago’s prominence in the region. “It’s still the capi-
tal of the Midwest, so if you are sitting almost anywhere in
the region, getting a slice of Chicago could look good from a
growth standpoint,” he said.

He also noted that M&A activity could include large regional
banks acquiring smaller regionals or big community banks.
Though big bank deals have been rare in recent years, there

Huntington Bancshares Inc. in 2016 paid about $3.4 bil-
lion to acquire Ohio-based FirstMerit Corp., a bank with a
significant Chicago presence. And Canadian Imperial Bank
of Commerce said last year that it planned to buy Chicago-
based PrivateBancorp Inc., which has more than $20 billion
in assets, for about $3.8 billion. That deal is projected to
close early this year.

“So we are looking for more signs of bigger deals, too,”
Milsaps said.

are recent examples of this.

Top 20 deposit holders in the Chicago metro area

Active Total deposits MSA market share
Rank Company (top-level ticker) City, state/country branches’ ($B) (%)
1 JPMorgan Chase & Co. (JPM) New York, NY 380 46.30 20.33
2 Bank of Montreal (BMO) Toronto, Canada 218 17.33 7.61
3 Bank of America Corp. (BAC) Charlotte, NC 158 15.19 6.67
4 Wintrust Financial Corp. (WTFC) Rosemont, IL 137 14.93 6.56
5 Citigroup Inc. (C) New York, NY 62 10.60 4.65
6 U.S.Bancorp (USB) Minneapolis, MN 175 10.52 4.62
7  First Midwest Bancorp Inc. (FMBI) Itasca, IL 130 10.24 4.49
8 Fifth Third Bancorp (FITB) Cincinnati, OH 149 9.72 4.27
9 PNC Financial Services Group Inc. (PNC) Pittsburgh, PA 151 9.37 4.11
10  MB Financial Inc. (MBFI) Chicago, IL 101 9.23 4.05
11 TCF Financial Corp. (TCB) Wayzata, MN 128 6.26 2.75
12 Canadian Imperial Bank of Commerce (CM) Toronto, Canada 22 3.45 1.51
13  Huntington Bancshares Inc. (HBAN) Columbus, OH 39 2.58 1.18
14  Associated Banc-Corp (ASB) Green Bay, WI 26 2.53 1.11
15 First Bancshares Inc. Merrillville, IN 41 2.47 1.08
16  Northern Trust Corp. (NTRS) Chicago, IL 10 2.34 1.03
17  Byline Bancorp Inc. Chicago, IL 61 2.25 0.99
18  First American Bank Corp. Elk Grove Village, IL 48 2.14 0.94
19 Wells Fargo & Co. (WFC) San Francisco, CA 10 2.06 0.90
20 West Suburban Bancorp Inc. (WNRP) Lombard, IL 44 1.99 0.87
Group total 2,090 181.49
MSA total 2,815 227.72

Data compiled March 6,2017.

Analysis limited to the Chicago-Naperville-Elgin, Ill-Ind-Wis metropolitan statistical area.

Branch data is based on FDIC Summary of Deposits as of June 30, 2016, and is pro forma for openings, closings, mergers and acquisitions as of March 6,
2017.

" Excludes nonretail branches, as defined by SNL Financial. The criteria used to determine an institution’s “nonretail” status includes bank charter type,
brokered deposits, credit card loans and the institution’s broad market participation for banking services as per SNL's determination. Institutions that do
not fit these criteria may still be considered “retail” if the company offers a full range of banking services.

Deposits are capped at $500 million at each branch.

Analysis is at the holding company level and excludes credit unions.

Top-level ticker based on the highest-level entity’s home-country stock exchange.

Source: SNL Financial, an offering of S&P Global Market Intelligence
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