
Maine Association of Community Banks
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Bank Directors Workshop

òRole of the Board in Understanding Bank 

Performanceó



Jim Clarke, Ph.D.

610-688-9466   jjClarke2@aol.com 

· Lecturer on Finance and Strategy, ABA National School of Banking & a number 

of state banking schools, including the Maine/NH School at Dartmouth 

College.

· Conducts ALM programs across the country for ABA, RMA and FMS, and 

many state associations, including former Maine/NH school.

· Conducts directors education seminars across the country for both banks and 

bank associations.

· Frequent speaker at bank conventions ðRMA Convention & Massachusetts 

Bankers Convention in 2009.

·Member of the board of two community banks [chairs Board ALCO] and a 

mutual fund [chairs audit committee] 
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Agenda
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· Role of Board ðRole of Care Involves Due Diligence!

· Uniform Bank Performance Report

· Income Statement Analysis ðGetting behind the numbers

· Keep Ratios and How They Interact

· Fee Income Č Inside and Outside the Box

·Operating Expenses ðWhat are the key metrics on which to focus? 



Role of Care ðThe focus of this program!
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}Directorõs decisions must be based on best judgment after careful 
consideration of all the facts.

}You donõt have to be an expert ðbut a couple experts doesnõt 
hurt!

}You are protected by business judgment rule!

}Carefully evaluate matters of substance!

}Monitor management decisions and the risk profile of bank!



To Perform Role of Care
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·You must make a commitment ðattend meetings and 

prepare for meeting! Most of us handle this very well!

·You need to be able to participate in due diligence!

_____________________________________________

·Financial literacy is critical!

·Understand the number strategically ða good Trustee or 

Director needs to get behind the numbers! What do the 

numbers mean strategically?



Data Source: Uniform Bank Performance 

Reports
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}Common Sizing Balance Sheets & Income Statement 

}Trend & Comparative Analysis

}Discuss Peer Groups ðmost participants are FDIC/State

}Think about your Bankõs Peer Group?

}Special case ðDe novo banks!   

}I will try to focus on the most important information in 
a UBPR [a few of you are OTS banks and receive UTPR 
which is very similar]    



The Income Statement

7

·The margin is the key!

·Fee income adds franchise value!

·Expenses matter!

·Efficiency measures! 



Interpreting the Income Statement
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+ Interest Income

- Interest Expense

= Net Interest Income [Margin]

- Loan Loss Provisions

+ Non Interest Income

- Operating Expenses

+/ - Gains or Loss on Securities

__________________________

= Pre-tax Income

- Income taxes

= Net Income [ROA] x Financial Leverage = [ROE]



Net Interest Margin or Spread
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One of the most important ratios!

Net Interest Margin = Interest Income/Average Assets

Minus Interest Expense/Average Assets

Net Interest Margin= Yield on Assets minus Cost of   

Money

_____________________________________________________

Key to operating strategy!



Stop & Discuss Business Strategies
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Wal-Mart Nordstrom

We sell at the lowest price always! We provide superior quality & service! 

Priceis the leader in promotion ða 

commodity business.

Ads avoid use of price a relationship

business!

Wal-Mart is a low margin business. Nordstrom must be a high margin business. 

Expense control and efficiency are the keys 

to success!

Expense tend to be higher in this business 

model.

Moral of the story :There must be a 

spread between margin and expenses to 

achieve profitability.

Moral of the story: You canõt have Wal-

Mart's margin and Nordstromõs expense 

ratio and be successful. 



Changing the Margin
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To change the margin the Bank must change yield on assets or cost of money.

· Yield on Assets (Increase)

1. Change the Loan to Asset Ratio (Increase) 

2. Change the composition of loan portfolio (Increase    

risk ðcredit risk)

3. Lengthen loan & security maturity [Increase interest 

rate risk]

· Cost of Money

1. Reduce dependence on wholesale funding sources.

2. Increase core deposits ðTransaction Accounts

3. Use funding mismatches [Increase interest rate risk]



Core Deposits: The best correlation 

to success in community banking!
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FDIC Definition: DDA + NOW + MMDA + SA + 

CD < $100,000 [$250,000]

Practical Considerations: 

·Low cost 

·insensitivity to change in rates 

·and cross sell opportunities.  



Non Interest or Fee Income
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What is non interest income ðthe sources?

1. Fiduciary Income ðTrust

2. Deposit Services Charges

3. Insurance

4. Investment product sales

5. Net Servicing Income

6. Gains on loan sales

7. BOLI Income

8. Other ðInside or outside the box?



Interpreting Success ðFee Income

·Does it synergize with our business model?

·What matters Č Revenue or Profit?

·Does anyone in management or any board member 

understand the business line?

·Can we find benchmarks for fee income success?
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Operating Efficiency: Second best correlation to 

success in community banking!

·The best correlation for a narrow business model!

·Donõt apologize for being a cheapskate!

·Expenses matter ðyou see it quickly if you study peer data!

·Broaden your model will increase expenses ðgo back to fee 

income ðwhat matters?  Revenue or profit? 
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