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Executive Summary 
This study looks at various financial ratios of Newtown savings bank and other banks in CT from 2005 to 2008 and analyzes the management practices which have been the primary cause of all ratios.  All ratios are calculated and can be found in the tables provided. 
Financial ratios include:
· Gap
· Current ratio
· ROA and ROE
· Net interest margin
· Liquidity asset ratio
· Risk adjusted margin
· Loans to deposit ratio
· Total loan loss provisions to loans
Management practices include:
· Credit risk management
· Profitability management 
· Liquidity risk management
· Interest rate risk management
Evaluating the bank’s management practices by looking at financial statements and ratios do have limitations.
Some of these limitations include:
- The latest data available is December 2008.
- While financial statements and ratios do help to evaluate the effectiveness of management practices, they do not reveal the details. As a result, it is hard to make recommendations as to what can be done to improve the bank’s management practices.

Introduction
The objective of this study is to calculate the various financial ratios of major saving banks in Connecticut and research their financial management practices and evaluate performance results in response to the ratios, and compare with the specific bank assigned to each individual in the group. To evaluate the bank performance, the study will look at bank’s liquidity risk management, interest rate risk management and credit risk management as well. Looking at various financial ratios is a good way to start evaluating bank performance as there will be wide differences in ratios of different banks.
The study data was drawn from the balance sheets and income statements of saving banks in Connecticut. To ensure the accuracy, all the financial statements of banks come directly from Federal Deposit Insurance Corporation website. The study uses the data from December 2005 to December 2008 for all the financial ratios calculated in the study. 
Liquidity risk 
Liquidity is the ability to meet cash and collateral obligations without incurring unacceptable losses. Consequently, liquidity risk refers to a risk that a given security or asset cannot be traded quickly enough in the market to prevent a loss. The importance of proper liquidity management practices is more important than ever due to the current market situation. 
Newtown Savings Bank
	
	12/31/2005
	12/31/2006
	12/31/2007
	12/31/2008

	Liquidity asset ratio
	17.00%
	13.96%
	12.39%
	10.76%

	Current ratio
	108.99%
	109.27%
	109.17%
	107.51%

	Loans to deposit ratio
	103.39%
	105.25%
	112.78%
	117.63%


Other Banks in CT
	
	12/31/2005
	12/31/2006
	12/31/2007
	12/31/2008

	Liquidity asset ratio
	25.96%
	19.86%
	20.84%
	22.54%

	Current ratio
	113.94%
	114.20%
	116.58%
	113.70%

	Loans to deposit ratio
	89.47%
	96.29%
	95.77%
	95.48%



Liquidity ratio of Newtown savings bank is considerably lower compared to other banks in CT. Moreover, the ratio is decreasing as the years go by. This indicates that Newtown savings bank is not managing its liquidity as well as the other banks in CT. If Newtown bank fails to manage its liquidity properly in upcoming years, there is a possibility that the bank will face the cash deficit. On the other hand, Newtown bank’s loans to deposit ratio is higher compared to other banks in CT. This indicates that Newtown bank prefers to hold a low level of liquid assets, while spreading out as much as possible through loans. As a result, the bank’s income would be higher.  
Interest rate risk
Interest rate risk refers to the possibility or probability interest rates will change, subjecting the bank to lower profits or a lower value for the firm’s capital. This is commonly calculated by diving interest sensitive assets by interest sensitive liability. Interest rate risk can be a major risk for bondholders as they will be directly affected by the change in this risk. The relationship between interest rates and the prices of bond is inversed. In other words, as interest rates go up, the prices of bond will fall as a result. Gap management is commonly used to determine the maturity of distribution and the re-pricing schedule for a bank’s assets and liabilities. Gap is calculated by subtracting interest sensitive liabilities from interest sensitive assets.
Newtown Savings Bank
	 
	12/31/2005
	12/31/2006
	12/31/2007
	12/31/2008

	Rate sensitive assets
	669,337
	734,967
	770,986
	874,186

	Rate sensitive liabilities
	581,142
	637,108
	661,351
	763,978

	Net interest margin
	3.34%
	0.82%
	3.19%
	3.06%

	Gap
	88,195
	97,859
	109,635
	110,208



Other Banks in CT
	 
	12/31/2005
	12/31/2006
	12/31/2007
	12/31/2008

	Rate sensitive assets
	59,225,535
	56,841,779
	58,542,979
	65,657,436

	Rate sensitive liabilities
	50,978,621
	48,821,819
	48,678,401
	57,609,956

	Net interest margin
	3.42%
	3.39%
	3.25%
	3.24%

	Gap
	8,246,914
	8,019,960
	9,864,578
	8,047,480



Looking at gaps in Newtown savings bank and other banks in CT, it is pretty clear that all banks are asset sensitive, which means interest sensitive ratio must be greater than one for all the banks. The bank is asset sensitive. This indicates that if interest rates rise, the interest earned on assets will rise relative to the interest paid on liabilities and net interest margin will rise. Conversely, if the interest rates fall, interest earned on asset will fall more than the interest paid on liabilities. As a result, bank’s net interest margin will fall as well. To prevent loss in case the interest rates fall, the bank can extend asset maturities or shorten liability maturities. The bank can also increase the amount of interest sensitive liabilities relative to interest sensitive assets.
Credit risk 
Credit risk is the risk due to uncertainty in counterparty’s ability to meet its obligation. In other words, it is the risk that debtor will fail to make the payment in a timely manner. Calculating provision for loan loss is a crucial step in determining a bank’s credit risk. The credit risk will have two impacts on the bank’s finance. First, bank will not be able to acquire interest on the possible default loans and this will directly cause the bank to lose some of its income. Second, the bank will have to make provisions for non-performing assets, and this has to come from the bank’s net interest income. The bank’s credit risk can be measured by calculating total loan loss provisions as % of loans and risk adjusted margin, which calculates the impact the credit risk will have on bank’s profitability. The risk adjusted margin is better reflection of bank’s management abilities than net interest margin because it shows the margin of loan loss provisions. 
Newtown Savings Banks
	
	12/31/2005
	12/31/2006
	12/31/2007
	12/31/2008

	Total loan loss provisions to loans
	0.64%
	0.38%
	0.49%
	0.59%

	Risk adjusted margin
	3.99%
	0.91%
	3.62%
	3.06%



Other Banks in CT
	
	12/31/2005
	12/31/2006
	12/31/2007
	12/31/2008

	Total loan loss provisions to loans
	1.01%
	0.96%
	1.06%
	1.22%

	Risk adjusted margin
	4.68%
	4.18%
	3.93%
	3.70%



Total loan loss provisions to loans and risk adjusted margin of Newtown savings bank are relatively lower than other banks in CT. This indicates that the bank practiced a lower risk policy, which might have resulted in lower risk adjusted margin. High loan loss provision would normally be seen as a major cause of inadequate profitability. Therefore, it is somewhat surprising that the other banks in other CT managed to achieve higher risk adjusted margin when their total loan loss provisions to loans were higher than Newtown savings bank. Consequently, this suggests that lower risk adjusted margin in Newtown savings bank might have resulted from low earnings and high cost rather than inadequate loan loss provisions. In other words, Newtown savings bank failed to achieve adequate profit in their core business.
Profitability
Newtown Savings Bank
	
	12/31/2005
	12/31/2006
	12/31/2007
	12/31/2008

	ROE
	7.94%
	1.98%
	6.86%
	0.38%

	ROA
	0.65%
	0.17%
	0.58%
	0.03%



Other Banks in CT
	
	12/31/2005
	12/31/2006
	12/31/2007
	12/31/2008

	ROE
	8.83%
	7.09%
	5.38%
	0.16%

	ROA
	1.08%
	0.88%
	0.77%
	0.02%



Ultimately, banks in U.S. are private businesses because they must obtain the capital from the public to keep their operation going. If a bank’s profit is seen as inadequate, the bank will face the difficulty in obtaining the capital and the funding cost will grow, and this will hurt the bank’s profitability as a result.  In order to evaluate the performance of bank, ROE and ROA must be calculated and compared to other banks in the industry. In a nutshell, ROA is a measurement of efficiency. It is an indicator of how well the firm is managing its assets to achieve maximum profitability. ROE is somewhat similar to ROA, but it is more focused on measuring returns to shareholders. Since maximizing shareholder’s value is a primary goal for any organization, ROE would generally be considered as a better measurement of profitability than ROA.  ROA and ROE of Newtown savings bank were relatively lower than other banks in CT. Lower ROA in Newtown savings bank indicates that they failed to manage and utilize assets effectively compared to other banks in CT. And Lower ROE indicates an inadequate capital structure of the bank, especially the bank’s equity financing. To achieve higher ROE, Newtown savings bank should consider controlling their expense more adequately or imply more effective tax management practices.
To improve the profitability as a whole, the bank should consider reconstructing its cost management practices. Effective cost management can improve bank’s productivity. As a result, the bank will be able to offer financial services at a lower cost, which will enable the bank to pursue aggressive pricing strategies. 
Conclusions
Liquidity risk management: Newtown savings bank has been practicing low liquidity policy (liquidity asset ratio 10% to 17%), while other banks in CT maintained liquidity levels well over 20%. Also, liquidity asset ratio of Newtown savings bank has been decreasing relative to other banks in CT. 
Interest rate risk management: From 2005 to 2008, all banks in CT including Newtown savings bank maintained the positive gap. Net interest margin in all banks were in the range of 3.3% to 4.0% except for Newtown savings bank in 2006. The bank reported net interest margin of .82% in 2006. Their ROA and ROE were significantly lower in that year as well. This indicates that the bank had a bad year in terms of profitability and its poor interest rate management could have been the main reason.    
Credit risk management: Total loan loss provision to loan and risk adjusted margin for all banks have been up since 2005. Once again, Newtown savings bank reported the risk adjusted margin of only .91% in 2006. This indicates that year 2006 was the problematic year for Newtown savings bank.
Profitability: ROA and ROE for all banks in CT including Newtown savings bank fell significantly lower in 2008. They were as low as .02%. While this might have been the result of ineffective asset management and inadequate capital structure of banks, financial market crisis and the recession also have to be taken into account.
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