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The market's long-standing premium for high-quality, low-cost deposit franchises continues to define bank valuations and sharpen the strategic focus of M&A in a higher-for-longer interest
rate environment.

The valuation gap between banks with strong and weak deposit franchises remains wide. In the second quarter, the median price to tangible book value for public banks with above-median
non-interest-bearing deposit concentrations stood at 156.8%, representing a premium of more than 22 percentage points over their below-median peers, an S&P Global Market Intelligence
analysis found.

This valuation premium reflects the scarcity of such deposits. The industry's aggregate non-interest-bearing deposit mix has fallen significantly from its peak of 28.9% in the fourth quarter
of 2021, stabilizing around 20.2% in recent quarters.
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Among the 10 banks with the highest price to tangible book multiples as of Sept. 21, all 10 had a cost of deposits below the 1.80% public bank median, and seven had a non-interest-
bearing deposit concentration above the 22.15% median.

In stark contrast, the franchises of the lowest-valued banks consistently feature less attractive deposit metrics. Among the 10 banks with the lowest price-to-tangible book values, nine had a
cost of deposits above the median, and nine had a non-interest-bearing deposit concentration below the median.
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The focus on deposit quality is also a prominent theme in the M&A market. Bank acquirers have assigned a higher value to sellers with larger concentrations of non-interest-bearing
deposits. In 2026, the median deal value for targets with a non-interest-bearing deposit concentration exceeding the industry median was 156.6% of tangible book value, roughly 17
percentage points higher than the median for targets with a below-median concentration.

This article contains embedded media that cannot be displayed in a PDF. Click here to view it on the web.

Acquirers have consistently highlighted low-cost, durable deposit franchises as a core component of deal rationale. In the acquisition of TriCo Bancshares, for example, acquirer First
Hawaiian Inc. pointed to the target's "premier deposit franchise" with a 1.26% cost of deposits. Similarly, Esquire Financial Holdings Inc. in its acquisition of Signature Bancorp. Inc. cited
the target's "low-cost core commercial deposit franchise" with a 35% non-interest-bearing deposit mix as a key strategic benefit.

Both deals ranked among the top 10 most expensive US bank deals by price to TBV so far this year.

The data also suggest that M&A has become a critical strategic tool for banks with high-quality deposits but facing challenges with organic growth. While many of the most expensive
M&A targets in 2026 featured superior deposit cost and mix metrics, they also often reported below-median deposit growth, indicating that a sale can be a pathway to realizing the value of
a strong but slow-growing franchise.
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