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Executive Summary
This report provides an analysis and evaluation of the current and future profitability, liquidity and credit risk of Farmington Savings Bank compared to its peer group which consists of Newtown Savings Bank, First County Bank, Rockville Bank, Fairfield County Bank, and Union Savings Bank. There will also be a comparison to all banks in Connecticut. Methods of analysis include trend, horizontal and vertical analysis as well as ratios such as return on equity, return on assets, and uninsured deposits to total deposits to name a few. The financial statements will be located in the appendices. Results of data analyzed show mixed results. Farmington Savings Bank lags its peer group in ROE and ROA, but exceeds its peer group when it comes to liquidity and credit risk ratios.

The report finds the prospects of the company in its current position are positive. The areas of weakness require further investigation by management. 
Recommendations discussed include:

· Improving ROE
· Improving ROA
 
The report also investigates the fact that the analysis conducted has limitations. Some of the limitations include: 
· Forecasting figures are not provided, the current economic conditions do not provide enough detail, for example monthly details are not known and results are based on past performances not present.
Introduction
Farmington Savings Bank was established on 8/1/1851 and was granted a charter by Connecticut on 8/12/1851.  FSB opened on 8/25/1851 in the home of Deacon Hart who lived on Main Street. Two years after Simeon Hart’s death, the bank moved to 27 Main Street, the home of Samuel Cowles. In 1965 the bank moved to its first permanent home located on 32 Main Street. Farmington Savings Bank has been on Main Street in Farmington for over 150 years.  Farmington Savings Bank is a subsidiary of First Connecticut Bancorp.  FSB has a total of 16 branches, all located in Connecticut. Farmington Savings Bank is chartered as a FDIC savings bank, so its primary regulator is the FDIC.  
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Profitability 
Profitability ratios help to analyze a company’s performance. Some key profitability ratios include return on equity (ROE), return on assets (ROA), and net interest margin.
ROE can be broken down into the following equation: ROE = net profit margin x asset utilization x equity multiplier. Analysis of Farmington Savings Bank reveals that their net profit margin has been declining every year from a peak of 1.01 all the way down to .33 in 2008. This means that Farmington Savings Bank’s net income has been declining as a percentage of total operating revenues. Asset utilization has remained constant over the four year period. The equity multiplier decreased from 11.76 in 2005 to 10.64 in 2007, then it spiked up to 11.99 in 2008. This indicates that Farmington Savings Bank had less financial leverage until 2007, and then in 2008 they had more debt. What is interesting is that the ROE has declined every year from 10.09% in 2005 to 2.13% in 2008. Even with the increased financial leverage in 2008 Farmington Savings Bank had its lowest ROE. This is most likely attributed to the global recession.
Table 1
	Farmington Savings Bank
	2005
	2006
	2007
	2008

	Net Profit Margin
	1.01
	0.92
	0.88
	0.33

	Asset Utilization
	0.01
	0.01
	0.01
	0.01

	Equity Multiplier
	11.76
	10.99
	10.64
	11.99

	Return on Equity 
	10.09%
	8.44%
	5.75%
	2.13%


Analysis of the peer group indicates a declining net profit margin from 1.01 in 2005 through 2007 to .59 in 2008.  Asset utilization remained constant over the last three years, and then dropped to .00. The equity multiplier has increased every year from 10.47 in 2005 to 11.77 in 2008 which again indicate the use of more financial leverage. As with Farmington Savings Bank, the peer group had a declining ROE from 8.48% in 2005 to 3.35% in 2008. 

Table 2
	Peer Group
	2005
	2006
	2007
	2008

	Net Profit Margin
	1.01
	1.01
	1.01
	0.59

	Asset Utilization
	0.01
	0.01
	0.01
	0.00

	Equity Multiplier
	10.47
	10.55
	10.70
	11.77

	Return on Equity 
	8.48%
	7.10%
	6.32%
	3.35%


Analysis of all banks in Connecticut indicates a drop in net profit margin from 1.03 in 2005 to .92 in 2006. Then it jumped to .99 in 2007, most likely due to an increase in subprime lending.  In 2008 net profit margin took a nose dive down to .12. Asset utilization has remained constant from .01 in 2005 to 2007, and then dropped to .00 in 2008, the same results as the peer group. This means that in 2008 all banks in Connecticut were less efficient in utilizing their assets to generate income when compared with the prior year. The equity multiplier has the same trend as Farmington Savings Bank, and the ROE has the same trend as both Farmington Savings Bank and the peer group. 

Table 3

	All CT banks
	2005
	2006
	2007
	2008

	Net Profit Margin
	1.03
	0.92
	0.99
	0.12

	Asset Utilization
	0.01
	0.01
	0.01
	0.00

	Equity Multiplier
	8.68
	8.25
	6.98
	8.31

	Return on Equity (%)
	9.05%
	7.29%
	5.70%
	0.32%


Looking to the trend year to year, the percent change supports the results of a declining ROE every year. The peer group performed the best, simply meaning that they lost the least percentage of ROE year to year, while all banks in Connecticut suffered a 94.37% decline from 2007 to 2008, this was the largest decline by far. This can be due to the larger public banks in Connecticut loosing value in their equities. It’s important to note that Bank of America had the largest deposit base in Connecticut, a 21.34% share, which has a large impact on all results when it comes to all banks in Connecticut.  
Table 4
	% Change of Return on Equity

	 
	2005 to 2006
	2006 to 2007
	2007 to 2008

	Farmington Savings Bank
	-16.38%
	-31.81%
	-62.97%

	Peer Group
	-16.28%
	-10.98%
	-47.01%

	All CT banks
	-19.42%
	-21.82%
	-94.37%


Return on assets is an efficiency ratio; it measures how a company can convert assets into income.  We can break ROA down even further to net profit margin x asset utilization. This will lead to our ROE calculation of ROA x equity multiplier. As we would expect because of our ROE calculation, our ROA decreased every year from 2005 to 2008. This helps explain why all of the banks in our analysis have had a decreasing ROE every year from 2005 to 2008. 

Table 5
	Return on Assets

	 
	2005
	2006
	2007
	2008

	Farmington Savings Bank
	0.86%
	0.77%
	0.54%
	0.18%

	Peer Group
	0.81%
	0.67%
	0.59%
	0.28%

	All CT banks
	1.04%
	0.88%
	0.82%
	0.04%


	% Change of Return on Assets

	 
	2005 to 2006
	2006 to 2007
	2007 to 2008

	Farmington Savings Bank
	-10.52%
	-29.56%
	-67.15%

	Peer Group
	-16.88%
	-12.23%
	-51.81%

	All CT banks
	-15.14%
	-7.62%
	-95.27%


Net interest margin is how large the spread between income and expense is, and how efficient the company is when it comes to controlling its earning assets and if they are able to get inexpensive funding. The larger the spread indicates that a company is being more profitable. As expected our analysis continues to show that profits are being squeezed. For Farmington Savings Bank and its peer group the general trend shows that net interest margin is declining steadily from 2005 to 2007, and then rising in 2008. The same can’t be said for all Connecticut banks which continue to decline through 2008. This mean that Farmington Savings Bank and its peer group are being more profitable than the year before while all Connecticut banks decline in 2008. This is directly correlated to the fact that large banks like Bank of America suffered large losses in the asset backed security market. Most small local community banks did not get involved with the subprime market so they are fairing better then the larger banks.
Table 6
	Net Interest Margin

	 
	2005
	2006
	2007
	2008

	Farmington Savings Bank
	3.78%
	3.56%
	3.29%
	3.33%

	Peer Group
	3.54%
	3.36%
	3.15%
	3.28%

	All CT banks
	3.58%
	3.54%
	3.44%
	3.40%

	% Change of Net Interest Margin

	 
	2005 to 2006
	2006 to 2007
	2007 to 2008

	Farmington Savings Bank
	-5.74%
	-7.69%
	1.29%

	Peer Group
	-5.12%
	-6.36%
	4.34%

	All CT banks
	-1.19%
	-2.92%
	-1.02%


Liquidity

It is important to look at the liquidity of a firm, and how sufficient a firm can convert assets to cash in order to take care of present and future obligations. Some key ratios to help determine the liquidity of a bank are; the loans to deposit ratio, and the uninsured deposits to deposits. The loans to deposit ratio reveals if the bank is able to convert deposits into loans. If a bank has a high ratio this is an indication that the bank is able to manage with a low level of cash. 

Table 7
	Loans to Deposit Ratio

	 
	2005
	2006
	2007
	2008

	Farmington Savings Bank
	72.89%
	77.47%
	82.56%
	102.04%

	Peer Group
	107.02%
	112.14%
	116.03%
	120.70%

	All CT banks
	93.49%
	96.80%
	96.35%
	95.48%


When analyzing this ratio there is general uptrend for both Farmington Savings Bank and its peer group from 2005 to 2008. All banks in Connecticut had a stable ratio only moving in a range of 3.31% and they also were comfortable operating with little cash on hand, but their loans never exceeded their deposits. 
In 2005 thru 2007 Farmington Savings Bank is significantly lower than its peer group and all Connecticut banks. This implies that Farmington Savings Bank decided to have higher levels of cash during these years. In 2008 Farmington Savings Bank’s ratio jumped 23.60% from 2007 which indicates that they were willing to operate at a lower cash level. The peer group operated at a much higher ratio from 2005 to 2008 with a peak of 121% in 2008. 
The amount of uninsured deposits shows clients who usually have million dollar accounts can cause liquidity issues, because they will go to another bank if that other bank offers them a better rate on their deposits. Farmington Savings Bank had a 23.84% change from 2005 to 2006 the largest among the group. The peer group increased 14.28% in 2006 to 2007, and then dropped to 17.15% from 2007 to 2008.  All Connecticut banks stayed constant from 2005 to 2006 with a ratio of 20% then skyrocketed 41.87% from 2006 to 2007. Essentially this means that all Connecticut banks received deposits from wealthy clients, which can cause liquidity issues if those wealthy clients find another financial institution that offers them a more attractive rate of return for their deposits. 
Table 8
	Uninsured Deposits to Total Deposits

	 
	2005
	2006
	2007
	2008

	Farmington Savings Bank
	20.43%
	25.30%
	22.38%
	20.05%

	Peer Group
	24.13%
	25.00%
	28.57%
	23.67%

	All CT banks
	19.59%
	19.61%
	27.82%
	29.75%


	% Change of Uninsured Deposits to Total Deposits

	 
	2005 to 2006
	2006 to 2007
	2007 to 2008

	Farmington Savings Bank
	23.84%
	-11.54%
	-10.41%

	Peer Group
	3.61%
	14.28%
	-17.15%

	All CT banks
	0.10%
	41.87%
	6.94%


Credit risk
Credit risk is when some of the firm’s assets have a chance of declining in value. Some indicators of credit risk are loss allowance to total loans, and nonperforming loans to total loans.  
The loss allowance to total loans is a measure of how the firm is preparing for possible loan losses by building a reserve. Intuitively if this ratio increases it signals a firm is expecting future losses. We can see that Farmington Savings Bank has a ratio that decreases steadily from 2005 to 2008. This is a good sign because even though there are recessionary conditions Farmington Savings Bank is not expecting an increasing amount of loan losses. The peer group’s ratio declines from 6.37% from 2005 to 2006. They also increased 10.62% from 2007 to 2008. This is an indication that the peer group is expecting more loan losses in the future. All banks in Connecticut only decrease one year, 6.37% from 2005 to 2006.  They rise 15.91% from 2007 to 2008. This raises a red flag, because this means that all Connecticut banks are expecting increasing future loan losses from the prior year. Bank of America has such a large presence in our state that we can assume that they are preparing for more losses as they we heavily involved in the subprime market. Bank of America is not the only one, we also have to include other large banks like Webster and Peoples United who have who control 12.42% and 10.60% of deposits in Connecticut. 

Table 9
	Loss Allowance to Loans

	 
	2005
	2006
	2007
	2008

	Farmington Savings Bank
	1.57%
	1.39%
	1.21%
	1.12%

	Peer Group
	0.85%
	0.80%
	0.71%
	0.78%

	All CT banks
	1.06%
	0.99%
	1.07%
	1.24%


	% Change of Loss Allowance to Loans

	 
	2005 to 2006
	2006 to 2007
	2007 to 2008

	Farmington Savings Bank
	-11.70%
	-12.88%
	-7.20%

	Peer Group
	-6.37%
	-11.62%
	10.62%

	All CT banks
	-6.73%
	7.69%
	15.91%


As the non performing loans to total loans ratio increase credit risk rises and failure could be imminent. It is also important to note that you would expect this ratio to rise in the wake of the global recession. More workers are becoming unemployed which in turn means they can’t pay their mortgage or their other credit obligations. Farmington Savings Bank led the pack in 2005 with a ratio of 0.50%, but faired better in 2008 with the lowest ratio of 0.70%. All of the banks have the same general trend their ratios decrease from 2005 to 2006 then rise from 2007 to 2008. All Connecticut banks started off with the best ratio of 0.39% in 2005 then ended up with the worst ratio of 1.25 in 2008. Again, this can be attributed to the larger banks like Bank of America whose subprime borrowers are not paying their debt obligations on time. 
Table 10
	Non Performing Loans to Loans

	 
	2005
	2006
	2007
	2008

	Farmington Savings Bank
	0.50%
	0.10%
	0.34%
	0.70%

	Peer Group
	0.43%
	0.28%
	0.62%
	1.20%

	All CT banks
	0.39%
	0.37%
	0.61%
	1.25%


	% Change of Non Performing Loans to Loans

	 
	2005 to 2006
	2006 to 2007
	2007 to 2008

	Farmington Savings Bank
	-80.80%
	254.66%
	107.17%

	Peer Group
	-35.08%
	118.36%
	95.57%

	All CT banks
	-4.35%
	62.63%
	106.87%


Conclusion
It’s important to note that net loans & leases account for about 60-80% of total assets, while total deposits account for about 70-85% of total liabilities. Farmington Savings Bank net loans & leases increased steadily every year, while its peer group dropped 0.37% from 2007 to 2008. All banks in Connecticut’s net loans & leases were more volatile going up from 2005 to 2006, dropping from 2006 to 2007, then rising from 2007 to 2008. A higher change means that the banks are willing to lend more money, that in turn means that those banks should have lower deposits because they are lending that money, this supports our loan to deposits ratio results.       
Table 11
	% Change of Net Loans & Leases (% of Total Assets)

	 
	2005 to 2006
	2006 to 2007
	2007 to 2008

	Farmington Savings Bank
	8.29%
	6.16%
	7.69%

	Peer Group
	3.31%
	1.37%
	-0.37%

	All CT Banks
	6.09%
	-4.09%
	0.28%

	
	
	
	

	% Change of Total Deposits (% of Total Liabilities & Equity)

	 
	2005 to 2006
	2006 to 2007
	2007 to 2008

	Farmington Savings Bank
	1.89%
	-0.40%
	-12.87%

	Peer Group
	-1.41%
	-2.03%
	-4.22%

	All CT Banks
	2.46%
	-3.64%
	1.19%


The recent upward trend in the unemployment rate can be attributed to the global recession. The overall trend seems to reflect that when our county is in a recession there will no doubt be a higher unemployment rate. Historically, Connecticut has had lower unemployment then the country, but more recently Connecticut is matching the United States with a 5.8% unemployment rate in 2008. 
Chart 1
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Looking to the graph below, notice how bankruptcy filing decreased as a percent change from the prior year for 2006. Then there is a dramatic jump in filings for the first quarter of 2007. The trend is troubling because this graph represents a percent change from the prior year, so we want to see negative numbers, any positive number means that the bankruptcy filing rate is increasing. After 2006 Connecticut had only one quarter of declining bankruptcy filings, and then continued on the same path as the rest of the country. There is a direct correlation to the bankruptcy filing rate when compared to the unemployment rate. We notice that as the unemployment rate rises, so does the bankruptcy filing rate. 
Chart 2
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There is a dramatic increase in foreclosures in the past few years. From about half way through 2005 through 2008 the amount of foreclosures started to increase drastically. This is partly because of the subprime catastrophe. As the interest rates started to increase the homeowners couldn’t afford the increased mortgage payments, and began to stop making payments. This eventually led to foreclosures. Connecticut is fairing better than the United States this past decade when it comes to foreclosures started. From 2007 to 2008 the gap widened from a difference of about 0.50% to about 1.5%  
Chart 3
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There is a direct correlation when it comes to the increased unemployment rate and the increased bankruptcy filing rate and the increased amount of foreclosures started. It’s easy to see the impact that the recession has on banks. All banks ROE and ROA dropped significantly through 2008.

Farmington Savings Bank has weathered the financial crises rather well when compared to its peer group as well as all of the banks in Connecticut. Farmington Savings Bank lags behind its peer group in ROE and ROA, the way they can become more competitive is by loaning more money at an interest rate that exceeds what it is paying for deposits. The problem with that is Farmington Savings Bank is in great shape when it comes to liquidity, their loans to deposit is lower than its peer group, and their uninsured deposits to deposits is lower as well. Farmington Savings Bank is also in better shape when managing credit risk, they have more set aside for potential loan loss, but have the least amount when it comes to non-performing loans. This signals that Farmington Savings Bank is being cautious. Finally, Farmington Savings Bank outperformed its peer group when it came to net interest margin; they had a larger spread, therefore being more profitable when using that measure.   
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