
BANKNEWS • MAY 2006

FEATURE Story

Many bank owners
neglect to adequately prepare
for the sale of their banks.

Lack of preparation can cost owners a
great deal at the closing table. As with any
important decision, readiness is vital to
targeting the desired result.

If you are considering selling your bank
in the next five to 10 years, now is the
time to lay groundwork. Here are nine
ways — not listed in order of importance —
to help you develop and implement a
strategic plan to increase your bank’s value.

Think like a buyer
Put yourself in the buyer’s shoes. If you

were to buy your bank, what would con-
cern you? Looking in the mirror can be
enlightening, as most bank
owners are focused on day-
to-day operations and may
need to consider their banks
objectively and comprehen-
sively.

Mold 
a strong
management
team

If buyers view your
involvement as vital to the
bank’s success, you will
either be forced to stay on
after a sale or the value
may be reduced. Identify
key employees to groom as
leaders in your stead. This
includes transferring any
relationships with major
customers to other qualified
personnel. In the buyer’s
eyes, this will help lessen

Invest in the future
Many owners believe decreasing certain

expenses will pay off with a higher pur-
chase price by inflating earnings. However,
avoiding needed improvements, informa-
tion technology upgrades or new 
equipment purchases can negatively affect
value. Also, appearances do matter in a
transaction. Dilapidated equipment or facil-
ities in need of maintenance or updating
diminish the bank’s overall impression.

Unify shareholders
Buyers prefer to purchase 100 percent

of a bank from a small number of like-
minded owners. In many cases, there may
be minority owners who may not have
the same objectives as majority owners.

Buying back the minority
owners’ shares well in
advance of a sale may
ensure a smoother transac-
tion and may increase value.
If such a buyout is not feasi-
ble, then it is important to
obtain their agreement to
sell. Without a unified posi-
tion, the sale of a closely
held bank is not only diffi-
cult, but may also be
impractical. 

Prune your
branches

If your bank has multiple
branches, it might make
sense to sell one or more of
the branches before selling
the entire bank. If your
branches are spread out geo-
graphically, a potential
buyer might discount the
value because of difficulty in
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the risk of negative perceptions due to
your exit. A buyer should feel your depar-
ture will be a seamless transition without
a leadership vacuum.

Clean up your 
loan portfolio 

One of the buyer’s most common
methods to reduce the purchase price is
through the loan portfolio. Without ade-
quate loan loss reserves and/or with loans
on the books that should have been 
written off, the buyer perceives an oppor-
tunity to decrease the original offer. If you
increase your reserves, you not only
appease regulators, you may also prevent
a buyer from lowering the purchase price
due to a perceived shortfall. 
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Create a pool of buyers
Too many times, an owner assumes he

or she knows who will be the buyer.
Often such transactions take place and
everyone walks away happy, especially the
buyer. But without adequate competition,
a single potential buyer will not be forced
to make his or her best offer since no one
else is bidding. When it is time to sell,
make sure your advisor does a broad
marketing effort to attract potential buyers
you may not be aware of, but who are
looking for a bank just like yours. 

Form a multidisciplinary
team of advisors

Choosing the right investment banker is
one of the most important decisions you
will make in enhancing the value of your

bank. An investment banker with transac-
tional experience can educate and prepare
you and your bank for every aspect of the
sale process. This advisor manages the
transaction from start to finish, ensuring a
smooth process allowing the owner to
focus his or her efforts on managing the
business. Selling a bank is a team effort.
In addition to the investment banker, a
solid team of advisors includes a CPA,
financial advisor, merger and acquisition
attorney and estate planner. Evaluate each
team member for the right training and
experience, along with a high degree of
integrity and professionalism. 

For most owners, selling a bank is a once-
in-a-lifetime opportunity. Be sure you are
fully prepared to sell at the right time and
receive top dollar in the transaction. BN

managing the operations or force you to
retain a branch not located where the
buyer envisions growth. An underper-
forming branch might reap higher value
in a separate transaction, yielding funds
you could put to better use elsewhere.

Consider your timing
Timing has a significant impact on

value. An underperforming bank may sell
for more in an up market than a high-per-
forming bank does in a down market.
Too many bank owners decide to sell
based on their age or an unexpected
event, rather than the overall business cli-
mate. An experienced intermediary can
help keep you informed about industry
and market conditions and when it is the
right time to sell.

Patrick M. Hayes is vice president of BKD Corporate Finance, LLC,  a wholly owned subsidiary of
BKD, LLP,  assisting with succession and exit planning, mergers, acquisitions, sales, recapitaliza-
tions, management buyouts and ESOPs. BKD Corporate Finance is a member of NASD, SIPC and
the Moores Rowland International North American Corporate Finance Group, whose national and
international alliance of corporate finance resources enhances its own alliance of buyers, sellers and
investors.
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