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Executive Summary 

This report is an evaluation of Citizens National Bank.  This bank was founded in 1924, and has been running smoothly since due to their superior customer service.  I have analyzed the bank’s ability to be profitable, leveraged, liquid, and mostly have financial stability for future experiences.  The methods of analyses are to look at the company’s trends and the most important in this analysis is the Return on Equity, but I have also calculated numerous other ratios that are very telling. For example I have also calculated the ROA, EM, NPM, and Tax efficiency and more.  All trends, calculation, and ratios can be found attached in the appendix at the end of the report.  The result of analyses shows that Citizens National Bank from Dec. 2005 to Dec. 2007 has steadily decreased their ROE for 3 consecutive years.  Than in 2008 they began to realize heavy losses due to the economic downfall, but still I believe that Citizens National Bank will come out of their slump by keeping their strong management team around them.   I believe liquidity is the most important thing for Citizens National Bank to obtain with their current status because being locked up into too many things may be hurtful for their future.

In conclusion, this report shows that the company has been in a slump for the last four years from 2005-2008.  Citizens National Bank has done the best they could by maintaining their leverage but still needs to accept plans for even wider diversification.  A few recommendations would be to remain leveraged to accept new projects.  Also another thing Citizens National Bank can do is reduce expenses is to cut non used operating expenses.  For the next few years I believe that Citizens National Bank should do anything they can to take on the least amount of debt, so the company can be liquid if in another tough economic crisis arises.  

It is hard to tell if the company is on the right path, by the numbers they look like they are doing well but this information provided can be different from what the bank’s actual business plan that was set.  Also in regards to the numbers it is in a small time span of four years in the past, but the more important numbers are how the company is doing now in present time and what they have forecasted for themselves to see if the bank is on pace to meet expectations.  But with the turn of the economy I am sure that Citizens National Bank is not where they expected to be.        
Citizens National Bank was discovered in late 1924 in Putnam, CT.  It was established to become one of the local banks in that area supported by its own capital.  The opening remarks of the bank’s president, Samuel Reynolds, set the tone for the new bank, “The policy of The Citizens National Bank will be to render every possible service to the community.”(History of Citizens National Bank)  With that said by Samuel Reynolds, Citizens National Bank became a power house in local banking services, which included legal and financial services, banking deposits and transactions, and lastly financing and real estate financing.  Citizens National Bank would not allow just anyone to handle these specific services and therefore have rigorous qualifications and standards which are set to be met.  Citizens National Bank is a part of the industry of national commercial banks, which reports to the central reserve depository.  Citizens National Bank’s estimated annual sales are about $13,608,657.  For being a community bank, it has become a center of daily transactions because it is well respected by the community and the customers know that they will not make false investments with the communities’ money. 
 Citizens National Bank is considered a top bank because they have received top honors for twenty years in a row, translating translate into the last 81 fiscal quarters since 1989.  One aspect of the business that Citizens National Bank prides itself on is great customer service and tailoring their plans to exactly what the customers are looking for.  Citizens National Bank does a lot of work for the community, such as setting up fundraisers for cancer patients and arranging their employees to do volunteer work to help those less fortunate.  They also participate in the March of Dimes with the Putnam High School, and give away college scholarships to people that are in need.  These activities were created by their CEO and President Mr. David L. Conrad, is the main reason why Citizens National Bank is as successful as they are in the community.  Along with that, the top down corporate structure has worked for Citizens National Bank because the Board of Directors take a lot of pressure off the CEO and all the committees that are put together make sure that the sponsorships and programs are all scheduled to run smoothly.  This approach creates the idea that Citizens National Bank should be the bank that all the other community banks set their standards to because of its attitude about putting their customers first as well as putting their community first.  Citizens National Bank knows that if they are active in helping their community they will build a trust level with those same people which in turn will bring in more customers.

Based on Citizens National Bank’s income statement and balance sheet I have derived the ratios which would indicate the status of their banking activities.  We will be able to determine positive trends and negative trends which would be beneficial for the bank itself.  The most important thing when doing these calculations is to find my group member information and the information that was averaged based on all the 58 banks in Connecticut. 

Some strength that Citizens National Bank has in their advantage is that they are strong community members.  They set up fundraisers, marathons, feed the needy.  This gives them the impression of being very helpful and customer friendly.  This is huge in the banking industry.  They were performing well during the years of 2005 to 2007 staying above the industry for the most part, but once they reached 2008 they hit a strong decline while the industry was able to minimize their downfall by being well diversified.  Some weaknesses that Citizens National Bank has is that they are a community bank competing with numerous big banks that are well known.  Another weakness they show is their inability to withstand heavy losses.  They have realized heavy losses in the year of 2008.  This is an area where they need to be ready for, because the loss is due to the bad economic conditions.  The threats that Citizens National Bank faces is the simple fact that they are competing against larger banks that are providing more services at better rates because they get more customers.  Another threat that can take Citizens National Bank down is another economic crisis like they just faced in 2008; if they don’t diversify their assets better they will realize heavy losses.  Something that can be looked at as a threat and weakness is that Citizens National Bank is competing with other larger banks for qualified employees, most people that are qualified will go towards banks that are well known and Citizens National Bank will be stuck with inexperienced employees. 
One of the ratios I believe to be very telling is the return on equity or ROE. ROE measures a bank’s profitability by exploiting how much profit a bank generates with the money that the customers have invested.  For Citizens National Bank, ROE had continually decreased from 11.78% in 2005 to 8.54% in 2007, and dropped way down to -10.499 % in 2008.  The gradual decrease in ROE indicated that Citizens National Bank is losing their relative competitiveness with the industry. The falling ROE means that Citizens National Bank is not meeting the expectations of the customers/investor that is indicted through the falling ROE from 2005-2007. But even more astonishing is that Citizens National Bank in 2008 has plummeted down to -11.499%.  Compared to the industry, Citizens National Bank is doing poorly because they are not maintaining their ROE around the same level, but for the industry ROE from 2005- 2008 respectively is  9.049%, 7.292%, 5.7%, .321%.  The industry has followed the same trend as Citizens National Bank; however the industry maintained a positive ROE in 2008.  This trend means that the banking industry is slowly decreasing their profits overtime which means that they are not producing as well as they should be.  For most banks this issue would occur because of the bad debt crisis that began in 2007 and continued onto 2008 and 2009.  People that are not able to pay their loans back are the ones that are hurting the banking industry.  
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Next I will look at the return on assets or ROA of Citizens National Bank.  They have remained relatively stable here from 2005-2008,  with a ROA of 1.765% 2005, 1.85% in 2006 with a gradual decrease to 1.417%, but in 2008 Citizens National Bank decreased their return on assets to -1.065%.  Now, compared to the 5 banks and the industry, Citizens National Bank is performing much better between 2006 and 2007.  During these years, Citizens National Bank’s ROA did decrease, but it was less of a decrease than the 5 banks.  As previously stated, Citizens National Bank’s ROA declined from 1.85% in 2006 to 1.417% in 2007, but the 5 banks declined from .955 in 2006 to .851 in 2007, and as for the industry in 2006 it went from .884% to .817% in 2007.  These figures show that during these two years Citizens National Bank was much more profitable than the other banks and it gave them more money to invest in advertising and other activities that would promote their bank to the public.  But due to the economic conditions, Citizens National Bank has realized heavier losses in 2008 in their ROA compared to the industry.  In 2008 Citizens National Bank has a ROA of -1.065%, while the industry had a minimal drop from .817% to .039% in 2008, indicating that the industry is stable compared to the local bank during tough economic times. 
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The next ratio that I will analyze is the net interest margin or NIM.  NIM examines how successful a bank’s investment decisions are compared to its debt situation.  In this case, Citizens National Bank is above the industry and the 5 banks, meaning that they are making sound investment decisions which are benefiting their bottom line.  In 2005, Citizens National Bank NIM was 4.239%, for the 5 banks it was 3.264% and for the industry it was 3.257%.  Citizens National Bank in 2005 was performing 1 % better than it competitors and the industry.  In 2006 Citizens National Bank had increased to 4.57%, but in 2007 decreased down to 4.031% and in 2008 it took a larger hit to 3.337%.  Citizens National Bank is still above the rest at the end of 2008 because the 5 banks have a NIM of 3.196% and the industry has a NIM of 3.044%.  This shows that Citizens National Bank is outperforming the competitors in their investment decisions, but it does not limit them to just investing in mutual fund and stocks. They give sound loan advice to people looking to buy houses and purchases of that nature.  A lot of the banks entering in 2008 were hit by the bad debt mortgages which took a toll on their balance sheets, but it seems that Citizens National Bank was holding high standards for people who wanted to purchases their first homes.  It shows that their decision have left them little to worry about and even though they realized some losses, they have not realizes losses like the rest of the industry has because Citizens National Bank is a local bank, they do not except anyone and everyone to buy a house.        
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Now I will touch upon Net Profit Margin in the commercial banks industry. The net profit margin or NPM tells you how much profit a bank makes for every $1 it generates in revenue.  In this case it is interesting to see that the NPM for Citizens National Bank is much higher than the competitor, which means that they are performing much better.  For every dollar that Citizens National Bank has invested they would make back 41.630% in 2005 and compared to the industry they would make only 31.99% back on each dollar invested.  In 2005 that is a 10% difference in NPM. In 2006 Citizens National Bank would generate 40.468% of revenues on each dollar invested, while the industry would only make 27.614% on each dollar invested.  This is approximately a 13% difference in the profit margin.  For 2007, Citizens National Bank has decreased by almost 5% down to 35.159% which is not that bad compared to the industry which is again 26.164%.  For the industry, this is a less than one percent change which is not that bad if you think about it. It is worse off for Citizens National Bank because they decreased by almost 5.5%.  Further, to analyze what happened in 2008, Citizens National Bank did a complete 360 degree turn to -31.904, meaning that Citizens National Bank incurred losses for every dollar that they invested in the year 2008.  The industry in 2008 is at 1.269%, which means that they will still be making profits for 2008 for every dollar that is invested.  This shows that the bank’s ability to manage their profits was hurt by the 2007-2008 economic down turn.  It also shows that the industry has prepared itself for a crisis like the one we are in now, while Citizens National Bank was trying to maximize their profits and saw a clear future ahead.  In reality, Citizens National Bank lost all of their profits from 2007 in one year in 2008.  
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The last ratio I will talk about is the tax efficiency ratio which judges how well the bank manages their tax benefits based on trading.  This ratio is important because the bank takes on many different type of investments and they are all taxable once their maturity is up and they decide to withdraw the funds that will be taxed.  The tax efficiency ratio is an important key to see how well a company will manage its after tax return of a mutual fund or any fund to it’s before tax return.  From 2005- 2008 respectively Citizens National Bank has a tax efficiency ratio of .7159, .7242, .7506, -.6754.  This shows that Citizens National Bank is keeping up with their investments and doing a fairly good job about not getting taxed on much of their investments from 2005- 2007. But in 2008 Citizens National Bank has struggled along with the downfall of the economy.  Even more impressive is the fact that my group analysis has shown a slightly different trend.  From 2005 – 2008 the group banks have a ratio of .6715, .5735, -.6708, 3.5549 respectively.  This shows that from 2005-2006 the group banks have been managing their tax benefits slightly above par, but in 2007 it drops down into the negatives which shows that the banks are doing poorly.  In 2008 the ratio jumps over 3.5, which during the recession is seemingly too high and shows that the banks are getting taxed for everything they have invested.
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There are a few recommendations I have for Citizens National Bank. The first is that they should more carefully manage their financial leverage.  If Citizens National Bank decided to use their debt to finance their assets, it would ultimately be better off than using equity capital.  Also I can see Citizens National Bank’s management taking a closer look at their operating expenses, because the more they can save in this department the more revenue Citizens National Bank will realize. Reducing expenses is the main objective for a bank because they want to see a large bottom line.  One key problem I think Citizens National Bank should work on is their investment strategy because Citizens National Bank realized major losses in 2008 during the economic crisis, and the biggest industry that was hurt was the Banking Industry.  I believe that if Citizens National Bank would have diversified better and forecasted better they would have limited their losses in 2008.  Another way Citizens National Bank could have limited their losses is by managing their asset portfolio only to meet liquidity needs while achieving maximum returns though assets they have acquired.  Although, these are just some ways to build up profitability I am sure Citizens National Bank can exploit other areas to save money and build their community bank. From looking at their past performance I believe if the management focuses on its core competencies, they will be very profitable in the future pending on how the economy turns out.       
In conclusion, I believe that Citizens National Bank has been performing well considering it is a local community bank.  It performs all of the financial services that are needed by a local bank but also has high standards for getting loans, which is necessary because they need to produce revenues for themselves.  Citizens National Bank is also closely involved in community affairs from running sponsorship programs, setting up fundraisers, and helping out those less fortunate.  These are all characteristics of a bank that cares about more than just banking. Citizens National Bank cares about the community they are serving and improving the environment around them.  I believe that once the economic downfall has turned around, Citizens National Bank will begin to realize returns similar to 2005-2006.  Citizens National Bank has a well formed corporate structure and they are balanced in their financial reports. Also, one of the more important things that will give them a competitive edge is the simple fact that they have strict qualifying requirements, allowing them to carefully chose who they loan money to for houses, businesses and more.  
