This report contains information on banks.  It presents information on all Connecticut banks, a specific bank, and a peer group of four other banks.  It includes financial statements such as the report of condition, report of income, and the performance and condition statement. These financial statements were provided from the FDIC website. They can also be found in the back of this report.  A variety of ratios were used in this project to evaluate the financial management of the bank.  They evaluate a bank’s performance, profitability, and its corporate strategy. 

The banks that were included in the peer group section of the financial statements were:


Newtown Savings Bank


Farmington Savings Bank 


First County Bank 


Rockville Bank

The ratios used for profitability were:

Return on Equity (ROE)


Return on Asset (ROA)


Net Interest Margin (NIM)


Net Non-Interest Margin (NNIM)

The ratios used for liquidity were:


Liquid Asset ratio


Loan to Deposit 


Net Loan to Total Asset

The ratio used for Interest Rate Risk was:

Uninsured Deposits to Total Deposits 

The data that is being used to evaluate these banks are from Dec 2005- Dec 2008.  The ratios above were used to show the differences in the way that management managed their banks.  These ratios are meant to show if banks are being managed efficiently, correctly, and profitably.
The bank that I will be evaluating and comparing to all Connecticut banks and to the peer group is the Fairfield County Bank.  Fairfield County Bank was established May 14, 1871.  It is located on 150 Danbury Road in Ridgefield, CT 06877.  What’s known today as Fairfield County Bank was known many years ago as Ridgefield Savings Bank.  Fairfield County Bank operates as a subsidiary of Fairfield County Bank Corp. In January 2, 2007 it changed its organization type to stock savings bank.  FCB has 24 offices around the Fairfield County which include cities like Bridgeport, Danbury, Darien, Fairfield, Norwalk, Redding, Ridgefield, Stamford, Trumbull, Weston, Westport, and Wilton.  This bank is chartered and insured by the Federal Deposit Insurance Corporation (FDIC) since July 1, 1960.  
Fairfield County Bank’s strategy throughout the years has been to acquire and open many institutions.  Today Ridgefield Bank is a division of Fairfield County Bank.  Their strategy is to keep opening offices throughout the Fairfield County.  They just opened a new office in Stamford on April 2, 2009 and plan on opening another in Westport.  They are most interested in the financial needs, wellness, and soundness of the Fairfield County community they serve by providing banking, insurance services, and investment services, and supporting charities and many other causes.  They offer securities through INFINEX Investments Inc. They are a member of FINRA and SIPC.  FCB is most dedicated to loaning out real estate loans followed by commercial and industrial loans.  Even though they are involved in lending loans they are not involved with credit cards.  By opening many of these branches they are providing many people with jobs even when the unemployment rate has been increasing in both CT and Fairfield County.  Fairfield County Bank’s report of condition shows that their salaries and employee benefits have been increasing as years go by.      
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Profitability Management
In this section I will be evaluating Fairfield County Bank (FCB) relative to all Connecticut banks and four other banks profitability.  The ratios that I will be using to do so will be: ROE, ROA, NIM, and NNIM.  These ratios will allow me to know if FCB is doing well relative to other banks in CT and a peer group.  
Profitability Ratios

	
	Ratio
	2005
	2006
	2007
	2008

	
	ROE 
	10.4%
	9.3%
	6.9%
	3.9%

	
	EM
	10.7
	10.6
	10.8
	10.9

	
	AU
	9.2%
	9.8%
	9.8%
	9.5%

	FCB
	NPM
	10.5%
	8.9%
	6.6%
	3.8%

	
	ROA
	.97%
	.87%
	.64%
	.36%

	
	NIM 
	3.7%
	3.6%
	3.5%
	3.7%

	
	NNIM
	-2.22%
	-2.30%
	-2.52%
	-2.62%

	
	
	
	
	
	

	
	ROE
	8.8%
	7.0%
	5.7%
	.3%

	
	EM
	8.2
	8.0
	7.0
	8.3

	
	AU
	7.8%
	8.4%
	8.7%
	8.0%

	CT BANKS
	NPM
	13.9%
	10.4%
	9.3%
	.5%

	
	ROA
	1.08%
	.88%
	.81%
	.04%

	
	NIM 
	3.08%
	3.06%
	3.10%
	3.04%

	
	NNIM
	-1.45%
	-1.60%
	-1.72%
	-2.12%

	
	
	
	
	
	

	
	ROE
	7.8%
	7.1%
	6.4%
	1.7%

	
	EM
	10.4
	10.5
	10.6
	12.4

	PEER GROUP
	AU
	8.2%
	8.6%
	8.6%
	8.2%

	
	NPM
	9.1%
	7.8%
	7.0%
	1.7%

	
	ROA
	.75%
	.67%
	.60%
	.14%

	
	NIM
	3.3%
	3.1%
	2.9%
	2.9%

	
	NNIM
	-2.09%
	-2.11%
	-2.02%
	-2.11%


Since Return on Equity (ROE) is a more superior ratio to measure profitability it will be used first.  When looking at the ROE of Fairfield County Bank through the period of Dec. 2005- Dec. 2008 it shows that it has been decreasing.  When looking at the simple equation net income divided by total equity it shows that as the years go by the total equity has been increasing as the net income decreases causing the ROE to also decrease.  When it comes to the industry and the peer group their ROE has also been decreasing.  For CT banks the ROE decreased through out the years but was more noticeable in Dec. 2008.  In Dec. 2008 the net income had declined close to $500,000.  For the peer group which consist of four other banks showed also that in Dec. 2008 the ROE decreased because of a decline in the net income close to $19,000.        
When comparing Fairfield County Bank to the CT banks which is the industry in this case, and to the peer group, FCB’s ROE has been doing better percentage wise.  While they have all been decreasing, FCB’s ROE percentage is higher than the others.  When analyzing the equity multiplier and asset utilization for FCB relative to the industry it shows that FCB has effectively managed its assets and used its debt to fund its operation effectively. FCB’s asset utilization is a little bit higher than that of its industry meaning that they have good asset mix decisions and good interest rate risk management.  FCB’s equity multiplier has ranged from 10.6 the lowest to 10.9 the highest between the periods of 2005-2008 while the industry ranges from 7.0 to 8.3.   These ratios have caused the ROE to become higher than the industry.   When comparing the net profit margin to the industry it shows that FCB could have done better between the years of 2005-2007.  In the year ending 2008, FCB’s net profit margin went above the industry.  This is basically saying that the Fairfield bank compared to the industry and peer group is generating more of a profit with the money that shareholders have invested.                    
When it comes to the Return on Asset of Fairfield County Bank, the industry, and peer group it shows that it is also decreasing.  When looked at the equation to calculate ROA, two factors that can be looked at to see why the ROA is decreasing are the net income and total assets.  In the FCB and peer group case the reason why the ROA is decreasing is because the net income is decreasing while the total assets are increasing.  In the case of CT banks the net income decreased, while in the year ending Dec. 2006 the total asset decreased a bit causing the ROA to decrease a little bit more than usual. In the upcoming years the total asset increased but not by much still having a result of a decreasing ROA.   When comparing the percentages through the years between Dec.2005- Dec. 2008, FCB shows that in 2005-2007 it didn’t do as good as the banks in their industry.  In the year following, FCB compared to the industry did 12 times better.  Even though the percentage was low .36% it did better than the industry which had a percentage of .03%.  The reason why FCB did 12 times better was because the net income of its industry had decreased by a significant amount.           

Net interest margin for Fairfield County Bank and peer group decreased from Dec. 2005– Dec. 2007 but increased for the year ending Dec. 2008.  When it comes to the peer group it does increase at the year ending Dec. 2008 but only by a small amount.  There was no significant change from the year ending Dec. 2007 and Dec. 2008.  As for the industry the NIM decreased for the year ending 2006, increases for 2007, and then decreases again in year 2008.  Looking closely into Fairfield County Bank’s NIM, the reason why it decreased from 2005 – 2007 was because even though the interest income was rising so was the interest expense causing the NIM to decrease.  The result of a decreasing NIM is caused by rising interest costs on deposits, other borrowings, and also an increase in competition.  In the year ending Dec. 2008 the NIM increased because of a decrease in the interest expense.  This is a more desirable outcome.  Banks are able to do this by increasing their loan and security income.  It can also happen if the costs of funds fall like in FCB’s case.
When compared to the industry Fairfield County Bank has greater percentages than the industry and the peer group.  Even though throughout the years the percentages increased and then decreased they stayed above the industry.  FCB is earning more, rather than paying out interest on the borrowed funds.              
Net non interest margin for Fairfield County Bank and the industry have both been increasing from 2005- 2008.  When looking closely to see why the percentage of NNIM for FCB and the industry is increasing is because the non interest margin and total assets are both increasing as the years go by.  Comparing the percentages between both, the FCB has a larger percent for NNIM than its industry.  This tells you that FCB doesn’t have higher fee based revenue.  FCB will have to try to increase their fee income while trying to control non interest expense to make their negative non interest margin less. When compared to the peer group, FCB has larger percentages but not by much.  The peer group also has larger percentages than the industry indicating that the peer group also has to work on getting the NNIM spread narrower.          
Liquidity Management
The liquidity of a bank is an important part of a bank.  Liquidity allows a bank to run smoothly by having sufficient funds and borrowing capacity to meet deposit withdrawals and other cash needs.  Banks are allowed to acquire liquidity in two ways, either by liquidating a banks asset or by borrowing through deposits.  There are many ways that you can evaluate a bank to see if they are liquid.  The ratios that will be used to do this will be: Liquidity asset ratio, Loans to deposit ratio and net loans to total asset ratio.  These ratios will allow me to know if Fairfield County Bank compared to all Connecticut banks and to the peer group is able to maintain a good balance between excess cash and not having enough cash to provide depositor with their deposits in the short run.
Liquidity Ratios
	
	Ratio
	2005
	2006
	2007
	2008

	
	Liquid Asset
	7.7%
	8.0%
	6.9%
	4.8%

	FCB
	Loan to Deposit
	109.0%
	108.5%
	110.2%
	113.5%

	
	Net loan / TA
	85.5%
	84.8%
	86.0%
	87.1%

	
	
	
	
	
	

	
	Liquid Asset
	27.5%
	21.1%
	24.1%
	23.2%

	CTBANKS
	Loan to Deposit
	89.5%
	96.3%
	95.8%
	95.5%

	
	Net Loan/ TA
	64.9%
	71.5%
	69.1%
	69.6%

	
	
	
	
	
	

	
	Liquid Asset
	20.9%
	17.0%
	15.4%
	15.0%

	PEER G
	Loan to Deposit
	94.7%
	101.4%
	106.2%
	114.4%

	
	Net Loan/ TA
	74.3%
	78.0%
	79.9%
	79.7%


When analyzing the liquid asset ratio, Fairfield County Bank has a lower percentage ratio than its industry.  The liquid asset ratio increased in 2006 but then decreased a little there after. FCB’s ratios ranged from 4% to 8% while the industry’s ratio ranged from 21% the lowest to 27% the highest.  This indicates that FCB has very low levels of liquidity.  In a positive note that means that FCB is managing its liquidity more profitably but should try to be more liquid before its risk of becoming short of cash catches up. A way that FCB can be more liquid is by selling securities, keeping more cash as deposits, money market mutual funds, and having US Treasury bills on hand so that they can easily be converted into cash if needed.  When FCB is compared to the peer group, FCB still shows low percentages.     
When analyzing the loan to deposit ratio Fairfield County Bank has its percentage increasing throughout the years of 2005- 2008 with the exception of year 2006 which declined by .5%.  When compared to the industry FCB has a larger percentage each year than the industry.  This indicates that FCB is able to keep operating with low levels of cash.  At the same time this means that the bank does not have enough cash on hand in case of many withdrawals.  A reason why FCB might not keep much of liquid cash is because loans allow banks to acquire much needed income.  Also a reason why the industry is lower than FCB is because other banks in Connecticut may have had a lack of demand for loans through the years.  When comparing FCB to the peer group the loan to deposit ratio is increasing throughout the years but not more than FCB.           

Another liquidity ratio that can be used to evaluate a bank’s liquidity can be net loans to total assets.  When analyzing net loans to total asset ratio Fairfield County Bank’s percentage increases throughout the years from 84% to 87%.  When compared to the industry FCB has a higher percentage every year than its industry. The industry ranges from 65% the lowest to 71% the highest.  This means that FCB has a lot of its assets invested in loans.  A reason might be because of their good credit clients. Since they service people in the local areas, they might already have a relationship with these clients.  They might already know who will be worthy of paying their loan off and those who would not. When FCB is compared to the peer group it has a larger percentage than the peer group.            

Interest Rate Risk Management 
When it comes to interest rates, management has to be on top of what’s going on in the economy.  Interest rate risk is the risk to a banks profits or value for a firm’s capital to become lower due to uncertain future interest rates.  Changes in interest rates can cause changes in the net interest income and other rate sensitive income which can affect the value of a banks assets and liabilities (FDIC).  The ratio that will be used to measure interest rate risk will be uninsured deposits to total deposits.  This ratio will allow management to evaluate the bank’s interest rate risk.  
	
	Ratio
	2005
	2006
	2007
	2008

	FCB
	UD to TD
	43.1%
	47.1%
	48.5%
	44.9%

	
	
	
	
	
	

	CT BANKS
	UD to TD
	21.1%
	19.4%
	28.2%
	29.9%

	
	
	
	
	
	

	PEER G 
	UD to TD
	19.2%
	18.4%
	18.1%
	14.3%


Uninsured deposit to total deposit ratio for Fairfield County Bank increased between the years of 2005 and 2007.  In 2008 the percentage had decreased to 44%.  The decrease was caused by a decrease in uninsured deposits while total deposits were increasing.    The industry’s percentage had decreased from 2005 to 2006, but then increased there after. The industry’s decrease was caused by a decrease in both the uninsured deposits and total deposits.   The peer group had begun to decrease but leveled off between the years of 2006- 2007 and then decreased again in 2008.  The reason the ratio decreased was because the uninsured deposits had decreased.  A reason that the uninsured deposit to total deposit ratio decreased in 2008 might have been because of the economy.  Depositors might not have felt safe with the way the economy was going.  The economy was heading into a recession so they felt their deposits had to become insured and allocate their money into different accounts in different banks.  When comparing FCB’s percentage to the industry, FCB was well above the industry and the peer group.  As FCB’s percentage increase they face interest rate risk if rates go up, they will lose some deposits in this type of situation.     
Conclusion & Recommendations 

This report evaluates Fairfield County Bank’s profitability, liquidity, and its interest rate risk management.  Fairfield County Bank is compared to the industry which is all CT banks and a peer group that includes four banks.  

When using the Dupont model to calculate the ROE to show the profitability it shows that FCB was doing a better job than its industry and the peer group.  The Return on Equity ratios for FCB was higher than the industry which ranged from 10% the highest to 4% the lowest.  When evaluating the Return on Asset, FCB’s percentages were not above the industry except for the year ending 2008. In 2008 FCB’s percentage was 12 times better than the industry. When compared to the peer group, FCB had done better than its group.  Fairfield County Bank’s net interest margin had a better percentage then the industry and its peer group.  While the net non interest margin for FCB was not good when compared with either the industry or the peer group.   

Even though the ROE was higher than the industry, FCB should try to increase its NPM.  When compared to the industry FCB’s NPM was lower.  A way that they can fix it is by influencing factors such as cost management and credit risk management practices.  In order for Fairfield County Bank to increase their ROA they should concentrate on trying to increase its net income throughout the years.  Its total assets were increasing but the net income kept decreasing causing the decrease in ROA.  For the net non interest margin FCB should try to increase its total non interest income by increasing the fees from trading assets and liabilities, foreign exchange transactions, service charges, and other fiduciary activities.  This will cause the non interest margin to become less widen.  

When evaluating Fairfield County Bank’s liquidity it shows that they are not concerned about keeping a certain amount of assets in the form of liquid assets.  When the liquid asset ratio was calculated FCB had a lower percentage then the industry as well as the peer group.  When the loan to deposit ratio was calculated it showed that FCB’s percentage was higher than both the industry and the peer group.  In the case of net loans to total asset, FCB’s percentage was above the industry and the peer group.

Looking at the three ratios FCB is not liquid enough. Fairfield County Bank should try to become more liquid when it comes to their assets.  They should concentrate on having more assets that can be convertible into cash when depositors want to withdraw money from their accounts.  FCB should set a larger amount of liquid assets to have on hand.  FCB should try to lower their loan to deposit ratio and net loans to total assets.  FCB is relying on deposits too much to make out loans to other customers, and again not providing itself with enough of a cushion to protect it from a bank panic.  

FCB’s uninsured deposit to total deposit percentage when compared to the industry was above it.  FCB’s percentage ranged from 43% to 48% while the industry ranged from 19% to 29%.  When compared to the peer group FCB also went above it.  The peer group’s percentage ranged from 14% to 19%.  This shows that Fairfield County Bank has to take precautions on the way interest rates operate.  Since their percentage is increasing they will lose deposits as the years go by.  FCB might want to find a median where they can keep deposits even when interest rates rise or decline.

Executive Summary
This report evaluates Fairfield County Bank’s standing relative to the industry and peer group.  The industry consists of all Connecticut banks.  The peer group includes four banks which are Newtown Savings Bank, Farmington Savings Bank, First County Bank, and Rockville Bank.  FCB was evaluated by using profitability ratios such as ROE, ROA, NIM, and NNIM.  The liquidity ratios that were used were liquid asset ratio, loan to deposit, and net loans to total assets.  When evaluating interest rate risk management the ratio used was uninsured deposits to total deposits.  

The ratios used analyzed Fairfield County Bank and showed that they are a profitable bank.  Even though some of the ratios showed that they were under the industry the ROE showed that they were profitable. When liquidity was analyzed Fairfield County Bank was not that liquid but that’s the reason why they are profitable.  They care about lending out loans and bringing in income.  They prefer to have loans then to have cash sitting around.  

Some of the findings through out the report show that even though Fairfield County Bank is profitable they need to become a little bit more liquid.  They should concentrate on having more assets that can be convertible into cash when depositors want to withdraw money from their accounts. They might also want to increase their net profit margin.  A way that they can fix it is by influencing factors such as cost management and credit risk management practices.  Another ratio they might want to increase is their ROA which can be done by increasing their net income.  
Fairfield County Bank overall was a good, profitable, well managed bank.  Some of the ratios that were not above the industry might have been caused by the economy and its recession.  
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