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Key Questions For Directors 

 Do You Know Your Bank’s “Financial Story”? 

 

 Do You Know How it Compares to Other 

Community Banks?  

 

 Do You Think It Matters?  
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Some Community Bank  

Performance Benchmarks 



Pop Quiz:  Median U.S. CB ROE? 

 All U.S. 

QCBI 

banks only 

 Tax-

affected 

S-Corps 



Banking Cost of Capital? 

CAPM Model Current Normalized

30 Yr T-Bond at 8/28/17 2.48% 4.00%

Equity Risk Premium 5.50% 5.50%   Duff & Phelps

Expected Equity Return 7.98% 9.50%

Risk Premium for Size/Liquidity 3.67% 3.67%   Duff & Phelps

Banking Industry Risk Factor 2.00% 2.00%   Subjective

Equity Cost of Capital 13.65% 15.17%



ROE Distribution: 2Q 2017 

 All U.S 

QCBI 

banks only 

 Tax-

affected 

S-Corps 

 



Pop Quiz:  Median Michigan CB ROE? 

 All 

Michigan 

QCBI 

banks only 

 Tax-

affected 

S-Corps 



Michigan CB Performance Ratios  

 Michigan QCBI banks only 

 Medians 

 



Michigan CB Performance Ratios  



Michigan CB Performance Ratios  
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Using Performance & Peer Data 



Everyone Needs Goals! 



Strategic Plan? 

Budget Strategic Plan  

Short Term Point-Point (M/M) Long Term / Trends 

Perfunctory Analytical 

Internal / Self-focused External / Comparative 

Yardstick: Self created Yardstick: Competition 

Must Measure  

to Manage! 



Regulated = GOOD! 

= Exact # Of Benefits to 

Being Regulated: 

 

Free, Voluminous 

Competitive Data! 
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The Good & Bad News… 



Peer Performance Data: Why?  

 BECAUSE YOU CAN: The Call Reports require quarterly reporting 

in excruciating detail – take advantage of it!  

 BECAUSE YOU CAN: Reams of public data available on EVERY 

competitor 

– Private or public, small or large – HUGE LUXURY! 

 BECAUSE YOU CAN : “Common sizing” the data permits you to 

compare JP Morgan vs National Bank of St. Anne 
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JP Morgan St. Anne

Assets ($mm) 1,914,658$     48$                

NIM 1.86% 3.74%

Efficiency Ratio 66.4% 67.6%

Cost of Funds 0.23% 0.23%

ROAA 0.85% 0.55%

ROAE 8.86% 4.50%



Know Your Financial Story 

 Identify Strengths & Weaknesses: compare your bank against 

specific local peers (or best performing peers anywhere) 

– What is your “Financial Story”? 

– And has that changed over time? 

 Understand Local Market Trends: are competitors suffering similar 

loan pricing pressure?  Are they growing faster than you?  Is the 

overall market growing? 

  Get Objective Data: Public peer data, not necessarily filtered by 

management, is a critical tool to measure performance 

  Stay Ahead of Regulators:  Know how you stack up in the eyes of 

the regulators, and understand what regulators are likely to criticize 

ahead of time 



Useful Data:  3 Simple Rules 

1. Access, analyze and present all the performance data of the 

bank over a meaningful time period 

 

i.e. “absolute” performance over time 

 

2. Do the same for a group of peers that can be used to place 

the bank’s performance into context  

 

i.e. “relative” performance over time 

 

3. Present the data in a format that can be easily digested by 

directors, consistently 

  - including those who are not experienced or formally educated in 

interpreting financial information  
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Who You Callin’ a Peer?  

• Peer Groups Matter: Determine who you aspire to / compete with 

• Purely local 

• Best performers (regional / national) 

• Best mix of business (loan niches, non-spread business, etc) 

• UBPR Peer Groups: 20+ large & diverse groups 

# of Banks

Avg Assets/ 

Bank

# of 

States

3 Banks $300 million - $1 billion

1220 $527,736 51

4 Banks $100 million - $300 million, 3+ branches in MSA

536 $198,852 45

5 Banks $100 million - $300 million, 3+ branches NOT in MSA

687 $185,994 41

UBPR Peer Goup 



Return vs Safety: Competing Goals? 

Return / 

Profitability 

Safety / 

Soundness 

Management 



Safety & Soundness:  

  Canaries & Cushions 

Safety / 

Soundness 

Real risk locked in 

during underwriting – 

years ago! 
 

Canary Warnings: 

• Past Dues & NPAs 

 

Cushions: 

• Capital 

• Loan Loss Reserve 

 



Performance Goals 

Return / 

Profitability 

“Outcome” 

Goals: 

Bottom 

Line 



Return / Profitability 
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Performance Building Blocks 

ROE 

ROA 

Capital 

Leverage 

Business 

Plan 

Capital 

Plan 

Simpler 

Decision / 

Execution 

Asset 
Mix 

Deposits 

Branch 

People 

Markets 

Pricing 



Performance Goals 

Return / 

Profitability 

“Process” 

Goals: 

Analyze 

Building 

Blocks 



Financial Story: Book of Business 

Spread Income 

Balance Sheet Utilization 

• Loans/Deposits 

• Earning Assets / Assets 

Asset Mix Funding Mix 

• Loans 

• Investments 

• Other 

Earning 

Assets 

• Non-Earning 

Assets 

• Deposits 

• Other 

Funding 

• Capital 

Yields & Costs 

Asset Yields Funding Costs 

• Investments 

• Loans 

• Key Types 

• Deposits 

• FHLB 

• Sub Debt 

• Preferred 

Other Revenue 

Deposit Related 

• Service Charges 

Other Lines of Business 

• Mortgage 

• SBA 

• Trust 

OH Expenses 

Operating Overhead 

• Personnel 

• Branches / Occupancy 

• Other Overhead 

Operating Effectiveness 

• Assets/Employee 

• Revenue/Employee 

• Net Operating Ratio 

• Deposit/Branch 

Manage/Plan:   

Most Control? 

Opt-In 
Most  

Direct Market 

Driven 



Core Operating Earnings 
(a.k.a. Pre-Tax Pre-Provision, enhanced)  
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Net Interest 

Income 

“Core”  

Non-Interest 

Income 

“Core”  

Non-Interest 

Expense 

Core  

Operating 

Earnings 

Excludes: 

• Securities G/L 

• OREO Costs 

Excludes: 

• Goodwill  

Write-offs 

Return: Break it down   

The Ultimate  

“Common Size” Tool! 
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Your Bank’s Financial Story 



Your Financial Story: Facts 

Fast growing, very profitable bank:  QED? 



Your Financial Story: Method 

Growth / trends 

Over meaningful 

time period 

Peer 

Comparison 

Recent 

results 

Key  

metrics 



Your Financial Story 

Red flags 

Strengths 

Changes 

over time 



Your Financial Story: vs Peers 

Red flags 

Strengths 

Strengths 



Your Financial Story: vs Peers 

Vs. Each 

Peer 

Trend vs. 

Peers 

Recent 

Rank  

Net Interest Margin 



Your Financial Story: vs Peers 

Vs. Each Peer 

Trend vs. 

Peers 

Recent 

Rank  

1-4 Family Resi Loans Mix 



Your Financial Story: vs Peers 

Vs. Each 

Peer 

Trend vs. 

Peers 

Recent 

Rank  

Yield on Loans 



Your Financial Story: vs Peers 

Vs. Each 

Peer 

Trend vs. 

Peers 

Recent 

Rank  

Cost of Deposits 



Use Peer Data to Set Goals 

Set Outcome Goals 

• “Absolute” goals (e.g. 1.0% ROA) 

• “Relative” (e.g. top 20% of peer group) performance levels 

 

Determine Appropriate Process Goals 

• Drill down on components of profitability 

 Common size every key aspect 

• Focus on 80/20 rule of what “moves the needle” 

• Assess SWOTs vs Peers 

 

Focus on what you control 

• Management decisions vs market forces 

 

Measure to Manage 

• Periodically compare performance to goals and to peers 

 

 



Everyone Needs Goals! 




