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BANKING ISSUANCE


Comptroller of the Currency

Administrator of National Banks

Type:
Banking Circular
Subject:
Stock Appraisals


TO:
Chief Executive Officers of National Banks, Deputy Comptrollers (District), Department and Division Heads, and Examining Personnel

PURPOSE

This Banking Circular informs all national banks of the valuation methods used by the Office of the Comptroller of the Currency (OCC) to estimate the value of a bank's shares when requested to do so by a shareholder dissenting to the conversion, merger, or consolidation of its bank. The results of appraisals performed by the OCC between January 1, 1985, and September 30, 1991 are summarized.

References: 12 U.S.C. 214a, 215 and 215a; 12 CFR 11.590 (Item 2)

BACKGROUND

Under 12 U.S.C. Section 214a, a shareholder dissenting from a conversion, consolidation, or merger involving a national bank is entitled to receive the value of his or her shares from the resulting bank. A valuation of the shares shall be made by a committee of three appraisers (a representative of the dissenting shareholder, a representative of the resulting bank, and a third appraiser selected by the other two). If the committee is formed and renders an appraisal that is acceptable to the dissenting shareholder, the process is complete and the appraised value of the shares is paid to the dissenting shareholder by the resulting bank. If, for any reason, the committee is not formed or if it renders an appraisal that is not acceptable to the dissenting shareholder, an interested party may request an appraisal by the OCC. 12 U.S.C. Section 215 provides these appraisal rights to any shareholder dissenting to a consolidation. Any dissenting shareholder of a target bank in a merger is also entitled to these appraisal rights pursuant to 12 U.S.C. Section 215a.

The above provides only a general overview of the appraisal process. The specific requirements of the process are set forth in the statutes themselves.

METHODS OF VALUATION USED

Through its appraisal process, the OCC attempts to arrive at a fair estimate of the value of a bank's shares. After reviewing the particular facts in each case and the available information on a bank's shares, the OCC selects an appropriate valuation method, or combination of methods, to determine a reasonable estimate of the shares' value.

Market Value

The OCC uses various methods to establish the market value of shares being appraised. If sufficient trading in the shares exists and the prices are available from direct quotes from the Wall Street Journal or a market-maker, those quotes are considered in determining the market value. If no market value is readily available, or if the market value available is not well established, the OCC may use other methods of estimating market value, such as the investment value and adjusted book value methods.

Investment Value

Investment value requires an assessment of the value to investors of a share in the future earnings of the target bank. Investment value is estimated by applying an average price/earnings ratio of banks with similar earnings potential to the earnings capacity of the target bank.

The peer group selection is based on location, size, and earnings patterns. If the state in which the subject bank is located provides a sufficient number of comparable banks using location, size and earnings patterns as the criteria for selection, the price/earnings ratios assigned to the banks are applied to the earnings per share estimated for the subject bank. In order to select a reasonable peer group when there are too few comparable independent banks in a location that is comparable to that of the subject bank, the pool of banks from which a peer group is selected is broadened by including one-bank holding company banks in a comparable location, and/or by selecting banks in less comparable locations, including adjacent states, that have earnings patterns similar to the subject bank.

Adjusted Book Value

The OCC also uses an "adjusted book value" method for estimating value. Historically, the OCC has not placed any weight on the bank's "unadjusted book value", since that value is based on historical acquisition costs of the bank's assets, and does not reflect investors' perceptions of the value of the bank as an ongoing concern. Adjusted book value is calculated by multiplying the book value of the target bank's assets per share times the average market price to book value ratio of comparable banking organizations. The average market price to book value ratio measures the premium or discount to book value, which investors attribute to shares of similarly situated banking organizations.

Both the investment value method and the adjusted book value method present appraised values which are based on the target bank's value as a going concern. These techniques provide estimates of the market value of the shares of the subject bank.

OVERALL VALUATION

The OCC may use more than one of the above-described methods in deriving the value of shares of stock. If more than one method is used, varying weights may be applied in reaching an overall valuation. The weight given to the value by a particular valuation method is based on how accurately the given method is believed to represent market value. For example, the OCC may give more weight to a market value representing infrequent trading by shareholders than to the value derived from the investment value method when the subject bank's earnings trend is so irregular that it is considered to be a poor predictor of future earnings.

PURCHASE PREMIUMS

For mergers and consolidations, the OCC recognizes that purchase premiums do exist and may, in some instances, be paid in the purchase of small blocks of shares. However, the payment of purchase premiums depends entirely on the acquisition or control plans of the purchasers, and such payments are not regular or predictable elements of market value. Consequently, the OCC's valuation methods do not include consideration of purchase premiums in arriving at the value of shares.

STATISTICAL DATA

The chart below lists the results of appraisals the OCC performed between January 1, 1985 and September 30, 1991. The OCC provides statistical data on book value and price/earnings ratios for comparative purposes, but does not necessarily rely on such data in determining the value of the banks' shares. Dissenting shareholders should not view these statistics as determinative for future appraisals.

In connection with disclosures given to shareholders under 12 CFR 11.590 (Item 2), banks may provide shareholders a copy of this Banking Circular or disclose the information in the Banking Circular, including the past results of OCC appraisals. If the bank discloses the past results of the OCC appraisals, it should advise shareholders that: (1) the OCC did not rely on all the information set forth in the chart in performing each appraisal; and, (2) the OCC's past appraisals are not necessarily determinative of its future appraisals of a particular bank's shares.

APPRAISAL RESULTS
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1/1/85
107.05
110
178.29
5.3

1/2/85
73.16
NA
66.35
6.8

1/15/85
53.41
60
83.95
4.8

1/31/85
22.72
20
38.49
5.4

2/1/85
30.63
24
34.08
5.7

2/25/85
27.74
27.55
41.62
5.9

4/30/85
25.98
35
42.21
4.5

7/30/85
3,153.10
2,640.00
6,063.66
NC

9/1/85
17.23
21
21.84
4.7

11/22/85
316.74
338.75
519.89
5.0

11/22/85
30.28
NA
34.42
5.9

12/16/85
66.29
77
89.64
5.6

12/27/85
60.85
57
119.36
5.3

12/31/85
61.77
NA
73.56
5.9







* - The "Appraisal Date" is the consummation date for the conversion, consolidation, or merger.

NA - Not Available





NC - Not Computed

12/31/85
75.79
40
58.74
12.1

3/14/86
59.02
200
132.2
3.1

4/21/86
40.44
35
43.54
6.4

5/2/86
15.5
16.5
23.69
5.0

7/3/86
405.74
NA
612.82
3.9

7/31/86
297.34
600
650.63
4.4

8/22/86
103.53
106.67
136.23
NC

12/26/86
16.66
NA
43.57
4.0

12/31/86
53.39
95.58
69.66
7.1

5/1/87
186.42
NA
360.05
5.1

6/11/87
50.46
70
92.35
4.5

6/11/87
38.53
55
77.75
4.5

7/31/87
13.1
NA
20.04
6.7

8/26/87
55.92
57.52
70.88
NC

8/31/87
19.55
23.75
30.64
5.0

8/31/87
10.98
NA
17.01
4.2

10/6/87
56.48
60
73.11
5.6

3/15/88
297.63
NA
414.95
6.1

6/2/88
27.26
NA
28.45
5.4

6/30/88
137.78
NA
215.36
6.0

8/30/88
768.62
677
1,090.55
10.7

* - The "Appraisal Date" is the consummation date for the conversion, consolidation, or merger.

NA - Not Available





NC - Not Computed



3/31/89
773.62
NA
557.3
7.9

5/26/89
136.47
180
250.42
4.5

5/29/90
9.87
NA
11.04
9.9

* - The "Appraisal Date" is the consummation date for the conversion, consolidation, or merger.

NA - Not Available





NC - Not Computed

For more information regarding the OCC's stock appraisal process, contact the Office of the Comptroller of the Currency, Bank Organization and Structure.

Frank Maguire

Acting Senior Deputy Comptroller

Corporate Policy and Economic Analysis
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