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 We have been asked to analyze the publically available financial 

information of State Farm Bank, FSB (“bank”) in order to draw conclusions 

regarding its operations.  The bank’s Thrift Financial Reports from 2007, 2008, 

2009, 2010 and June 20, 2011 were analyzed for this report.  This timeframe 

coincided with a recession and banking crisis in the United States.  A peer group 

of all 1,100 savings institutions in the United States 1  was utilized to draw 

comparisons with State Farm Bank’s ratios.   

 

Background:  
 State Farm Bank, FSB (“bank”) is a $15 billion federal savings bank 

headquartered in Bloomington, Illinois and chartered in March 1999 by the Office 

of Thrift Supervision (“OTS”).   The OTS was merged into the Office of the 

Comptroller of the Currency (“OCC”) in July 2011 because of the passage of the 

Dodd-Frank Act.   The bank is now regulated by the OCC, as well as the FDIC, 

by virtue of its federal deposit insurance. 

 The bank is a wholly-owned subsidiary of State Farm Mutual Auto 

Insurance Company, a thrift holding company regulated by the Federal Reserve 

System. 

 According to the bank’s website, the focus of the bank “is on consumer-

oriented financial products, complementing State Farm’s insurance focus on 

personal lines.  State Farm Bank is a nontraditional financial institution and 

doesn’t have branch offices.  The bulk of direct customer interaction and product 

assistance is provided by State Farm Agents, augmented by a telephone call 

center, the mail, and the Internet.  State Farm Bank offers a wide variety of 

deposit, loan and financial card accounts to help meet [the] needs” of its 

customers.2 

 
 

!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
1 The Peer Group of all savings institutions nationwide was used instead of the Peer Group of savings 
institutions over $5 billion because the comparisons of the former Peer Group were more favorable to State 
Farm Bank. 
2 State Farm Bank, FSB website. 
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Analysis of the Condition of State Farm Bank: 
 
 Overall, the bank’s condition is improving as noted in the June 20, 2011 

Thrift Financial Report filed with the OTS, especially vis-a-vis the last three years.   

The bank’s condition has suffered because of asset quality problems.  It has 

remained well-capitalized, however, because of injections of capital from its 

parent. 

 Below is an analysis of the condition of State Farm Bank including a 

discussion of the last three years, if appropriate. 

 

Profitability: 

 One of the prime indicators of the condition of a financial institution is 

profitability.  State Farm Bank has returned to profitability after four years of net 

losses.   However, its return on assets (“ROA”) of .16% as of June 30, 2011 

compares unfavorably with the average ROA for all savings institutions 

nationwide of .66% indicating that work remains to be done to sustain 

profitability.3   

 As shown below, the bank moved into the red in 2007 with net losses 

continuing through 2010: 

 

   2007:    $17.6 million net loss 

   2008:  $158.9 million net loss 

   2009:  $157.8 million net loss 

   2010:    $35.1 million net loss 

 June 30, 2011 YTD:    $11.9 million net income4 

 

!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
3 See Appendix A. 
4 See Appendix B. 
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 Part of the reason that State Farm Bank suffered these losses was 

because of deterioration in its loan portfolio, necessitating heavy provisions for 

loan losses. 

  

Loan Portfolio: 

 The condition of the loan portfolio is a principal component of the overall 

condition of a bank because the loan portfolio is usually such a large segment of 

a bank’s balance sheet and can negatively impact net income if loans begin to 

sour. 

 State Farm Bank’s loan portfolio consists primarily of loans to individuals 

(50%) and of 1-4 family residential loans (35%) as of June 30, 2011. 5   These 

ratios have held steady since 2007, underscoring the bank’s consumer focus.  

When compared to the peer group, the bank had five times the loans to 

individuals as of June 30, 2011, six times as of year-end 2009, and seven times 

as of year-end 2008. 6    Of these loans to individuals from 2007 to 2010, 

approximately one-third were credit cards and two-thirds were “other loans to 

individuals,” most likely automobile loans.  It was not until the June 30, 2011 

Thrift Financial Report that automobile loans were broken out and were two-

thirds of the bank’s “loans to individuals,” leading to the conclusion that this was 

probably a large component prior to this date.7 

 The bank appears to be diversifying into commercial real estate, 

multifamily residential real estate and commercial loans, although these 

percentages as of June 30, 2011 are, with the exception of commercial real 

estate, still negligible.8   

 

Loan Loss Provision and Charged-off Loans: 

 The loan loss provision is “the amount needed to make the allowance for 

loan and lease losses adequate to absorb expected loans and lease losses 

!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
5 See Appendix G. 
6 See Appendix H. 
7 See Appendix H. 
8 See Appendix H. 
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(based upon management’s evaluation of the bank’s current loan and lease 

portfolio).”9  The loan loss provision is a charge to current earnings, thus acting 

like a drain on profitability when asset quality problems arise. 

 State Farm Bank’s loan loss provision was 1.09% of assets as of June 30, 

2011. This was lower than the previous three years, but still compares 

unfavorably with the peer group average of .60% and indicates that there may be 

some more work to be done to improve asset quality.   

 As noted below, the bank’s loan loss provision began to spike in 2008 

when $376 million was added to the Reserve for Loan and Lease Losses.   In 

2009 and 2010, additional provisions of $419 million and $261 million 

respectively were taken, for a total of $1 billion in the three-year period 2008-

2010.10  The bank’s loan loss provision ratios are higher than and compare 

unfavorably for all time periods with peer group averages. 

 

   

Loan Loss Provision State Farm State Farm Peer Group11 

 $ in millions % of Assets % of Assets 

2007 $132   .93%   .65% 

2008 $376 2.32% 1.59% 

2009 $419 2.56% 1.48% 

2010 $261 1.67% .90% 

YTD 6/30/11 $81 1.09% .60% 

 

 

 One factor necessitating the increases in loan loss provisions was the 

increase in charged-off loans.  Charged-off loans are removed from the balance 

sheet because they are uncollectible.12  As noted below, the bank’s net charge-

offs, that is charge-offs minus recoveries, increased during the three-year period 

!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
9 FDIC website. 
10 See Appendix C. 
11 See Appendices C and D. 
12 FDIC website. 



State Farm Bank Analysis  Ghiglieri & Company 
  September 19, 2011 

6 

from 2008 through 2010.13   The charge-offs as a percentage of assets was 

double or more for all time periods noted below relative to peer group averages. 

 

Net Charge-offs State Farm Bank State Farm Bank Peer Group 

 $ in millions % of Assets % of Assets 

2007   $89   .63%   .33% 

2008 $231 1.42%   .78% 

2009 $372 2.27% 1.17% 

2010 $329 2.11%   .93% 

YTD 6/30/11   $91 1.22%     .70%14 

 

 The charge-offs have been predominately in the “loans to individuals” 

category, particularly credit cards and other consumer loans, including 

automobile loans. 

 

 

!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
13 See Appendix C. 
14 See Appendices C and D. 
15 Prior to March 2011, automobile loans were shown in Other Consumer Loans.  See Appendix H. 
16 See Appendix E. 

State 
Farm’s 
Charge-
offs by 

category 

1-4 Family 
Residential 

RE  
($ millions) 

Credit Cards 
($ millions) 

Auto Loans 
($ millions) 

Other 
Consumer 

Loans      
($ millions) 

% of Total 
Charge-

offs 

2007   $15   $51 $0   $57 99% 

2008   $94   $91 $0   $83 99% 

2009 $139 $158 $0 $140 95% 

2010 $108 $177 $0   $80 92% 

YTD 
6/30/11 

  $48   $52 $1515    $3   97%16 
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 Another source of charge-offs has been home equity lines of credit, which 

are included in the 1-4 family residential real estate loan category, noted above.  

As shown below, charge-offs of home equity lines of credit jumped in 2008 and 

again in 2009 and were back to the high 2008 levels in 2010.  In 2008, home 

equity lines of credit charge-offs comprised almost all of the 1-4 family residential 

loan charge-offs.  In 2009 and 2010, home equity lines of credit charge-offs 

began to decline as a percentage of the 1-4 family residential loan charge-offs 

with loans secured by first real estate liens charge-offs making up the 

difference.17  

 

Charge-offs 
of Home 

Equity Lines 
of Credit 

State Farm Bank 
by Dollars 

(millions of $) 

State Farm Bank by % 
of Charge-offs of 1-4 
Family Residential 

Loans 

Peer Group by % of 
Charge-offs of 1-4 
Family Residential 

Loans 

2007   $14.2 91% 34% 

2008   $89.1 98% 25% 

2009 $123.4 89% 29% 

2010   $87.0 80% 30% 

YTD 6/30/11   $31.5 65% 24% 

 

 The still high levels of loan loss provisions and charge-offs indicate that 

more work may need to be done to improve asset quality and sustain profitability. 

 

Capital: 

 Another indicator of a financial institution’s condition is the level of its 

capital ratios.   Regulators view capital in three primary ways:  (1) Tier 1 leverage 

ratio, which is the traditional capital ratio of core capital divided by average 

assets; (2) total risk-based capital ratio, which is calculated by ranking all assets 

according to a prescribed risk formula to arrive at a percentage of capital that 

!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
17 See Appendix E. 
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must be carried by the bank; and (3) Tier 1 risk-based capital ratio which is Tier 1 

capital divided by risk-weighted assets. 

 The chart below shows how the regulators view each type and level of 

capital: 

 

 

 

Regulatory 
Category 

Tier 1 Leverage Tier 1 Risk-Based Total Risk-Based 

Well-Capitalized > 5.0% > 6.0% > 10.0% 

Adequately 

Capitalized 

> 4.0% > 4.0% > 8.0% 

Under-

Capitalized 

< 4.0% < 4.0% < 8.0% 

Significantly 

Under-

Capitalized 

< 3.0% < 3.0% < 6.0% 

 

 There are penalties for falling below the well-capitalized capital ratios.  For 

banks that become less than well-capitalized, banking regulators will take 

enforcement actions to require the banks to restore capital to satisfactory 

levels.18  These banks are also required to pay higher premiums for FDIC deposit 

insurance. 

 As noted below, State Farm Bank’s Tier 1 leverage at June 30, 2011 was 

9.88%, well above the well-capitalized floor of 5.0%.  The peer group average for 

all savings institutions was 10.57%.19  The bank’s Tier 1 risk-based capital ratio 

was 12.84% at June 30, 2011, well above the well-capitalized floor of 6%.  

However, the peer group average of 17.42% was significantly higher than the 

bank’s ratio. The bank’s total risk-based capital ratio was 14.11% at June 30, 
!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
18 According to the OTS and OCC websites, no enforcement action has been taken against State Farm Bank 
for capital or any other reason.   
19 See Appendix A. 
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2011, also well above the well-capitalized floor of 10%.  The peer group average 

of 18.67%, however, exceeded the bank’s ratio by a wide margin.20 

 State Farm Bank was well-capitalized from 2007 through June 20, 2011.  

The closest it came to falling below the well-capitalized level was in 2008, when 

total risk-based capital fell to 10.52%, just barely above the 10% floor for well-

capitalized banks. 

 

State Farm 
Bank’s Capital 

Ratios 

Tier 1 
Leverage 

Ratio 

Tier 1 Risk-
based 

Capital Ratio 

Total Risk-
Based 

Capital Ratio 

Peer Group % 
of Risk-Based 
Capital Ratio 

2007 7.35% 9.94% 11.17% 16.79% 

2008 7.30% 9.26% 10.52% 13.21% 

2009 8.66% 11.17% 12.44% 16.43% 

2010 9.56% 12.16% 13.43% 18.26% 

YTD 6/30/11 9.88% 12.84% 14.11% 18.67%21 

 

Injections of capital: 

 Part of the reason that State Farm Bank has maintained its well-

capitalized ratios is because there have been a total of $700 million in capital 

injections by the parent, State Farm Mutual Auto Insurance Company.  As noted 

below, in 2008, there was a $250 million sale of stock. In 2009, there was 

another $250 million sale of stock. In 2010, there was $200 million in “other 

transactions with parent holding company,” which are, according to the 

definitions given by the FDIC, “capital contributions other than those for stock or 

dividends to the holding company in the form of property rather than cash.22 

 

 

 

  
!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
20 See Appendix A. 
21 See Appendix A. 
22 See Appendix B. 





State Farm Bank Analysis  Ghiglieri & Company 
  September 19, 2011 

11 

 

APPENDIX A 
 
 

FDIC – STATISTICS ON DEPOSITORY INSTITUTIONS REPORT 
 

STATE FARM BANK, FSB  
AND 

ALL SAVINGS INSTITUTIONS 
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APPENDIX B 
 
 
 

FDIC  - STATISTICS ON DEPOSITORY INSTITUTIONS REPORT 
 

CHANGES IN BANK EQUITY CAPITAL 
FOR STATE FARM BANK, F.S.B. 
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APPENDIX C 
 
 
 

FDIC – STATISTICS ON DEPOSITORY INSTITUTIONS REPORT 
 

INCOME AND EXPENSE BY DOLLAR AMOUNT 
FOR STATE FARM BANK, F.S.B. 
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APPENDIX D 
 

FDIC – STATISTICS ON DEPOSITORY INSTITUTIONS REPORT 
 

INCOME AND EXPENSE BY PERCENTAGE OF ASSETS 
FOR STATE FARM BANK, FSB 
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APPENDIX E 
 
 

FDIC – STATISTICS ON DEPOSITORY INSTITUTIONS REPORT 
 

LOAN CHARGE-OFFS AND RECOVERIES 
 

BY DOLLAR AMOUNT 
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APPENDIX F 
 
 
 

FDIC – STATISTICS ON DEPOSITORY INSTITUTIONS REPORT 
 

LOAN CHARGE-OFFS AND RECOVERIES 
 

BY PERCENTAGE OF ASSETS 
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APPENDIX G 
 
 

FDIC – STATISTICS ON DEPOSITORY INSTITUTIONS 
 

NET LOANS AND LEASES 
 

BY DOLLAR AMOUNT 
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APPENDIX H 
 
 

FDIC – STATISTICS ON DEPOSITORY INSTITUTIONS REPORT 
 

NET LOANS AND LEASES 
 

BY PERCENTAGE OF ASSETS 
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APPENDIX I 
 
 

 

         
 
 

 Ghiglieri & Company, a bank consulting firm headquartered in Austin, 
Texas, was founded in 1999 by Catherine A. Ghiglieri, former Texas Banking 
Commissioner.  The company provides services to bank boards of directors and 
management ranging from strategic planning, to management studies, to  
compliance with regulatory enforcement actions.  
 
 Ms. Ghiglieri is a co-founder of The Bank Directors’ College, which 
provides training for bank directors on a number of topics.  She is also co-author 
of The Ultimate Guide for Bank Directors.  Ms. Ghiglieri spent 18 years with the 
Comptroller of the Currency, the regulator of national banks and most recently, 
federal thrifts, prior to becoming the Texas Banking Commissioner.    She has 
been a guest lecturer at Georgetown University's McDonough School of 
Business and has published numerous articles on banking and bank regulation. 
 
 Ms. Ghiglieri is a native of Toluca, Illinois.  She holds a Bachelor of 
Business Administration degree in Finance from the University of Notre Dame, 
and a Juris Doctor from Georgia State University.  She is a member of the State 
Bar of Georgia and the District of Columbia Bar.   
 
 

 


