INTRODUCTION
Silicon Valley bank(SVB) is a high-tech commercial bank based in the US. It was founded in 1983, therefore is aged 38 and has a total asset volume of $84.48 billion and total equity of $5.8 billion as per 2020 statistics. The bank has more than 4930 employees who earn an average salary of $101485 per year and has 29 operational offices in the united states and subsidiaries in: London in United Kingdom, Hong Kong, Beijing and Shanghai in China, Herzliya Pituah in Israel, Frankfurt in Germany and Toronto in Canada. The bank has a capital ratio of 12.08% tier 1.

Part A: performance analysis
	
	Silicon Valley Bank

	PROFITABILITY RATIOS
	2020
	2019
	2018
	2017
	2016

	ROE
	0.1683
	0.2003
	0.2057
	0.1238
	0.109

	ROA
	1.39%
	1.80%
	1.76%
	1.01%
	0.87%

	EM= ROE/ROA
	12.10791367
	11.1277778
	11.6875
	12.2574257
	12.5287356

	AU (Income)
	0.0251
	0.0332
	0.0343
	0.0294
	0.0262

	Interest income/ TA
	16.83
	20.03
	20.57
	12.38
	10.90

	Average loans/ TA
	0.434377612
	0.47327061
	0.464076702
	0.43735583
	0.41565471

	Rate: Total loans
	0.99
	0.91
	0.99
	1.10
	1.13

	Investment securities/ TA
	0.360319853
	0.22171425
	0.141049712
	0.22985948
	

	Rate: Investment securities
	1.81

	2.27

	1.89

	
	

	Noninterest income/ TA
	0.021449032
	0.01932364
	0.013488986
	
	

	Securities gains and losses/ TA
	0.360319853
	0.43735583
	0.43735583
	
	

	Net Interest margin
	2.67
	3.51
	3.57
	3.05
	2.72

	ER (Expense)
	0.023720733
	0.02533176
	0.02151391
	0.02088982
	0.01954642

	Interest expense/ TA
	0.021449032
	0.01932364
	0.013488986
	
	

	Cost of interest bearing funds
	85,326
	212,807
	75,921

	
	

	Demand deposit/ TA
	0.585052703

	0.613549595

	0.717613481

	
	

	Interest-bearing debt/ TA
	0.00983345
	0.00550511
	0.012610481
	0.01437553
	0.01808934

	Noninterest expense/TA
	0.023720733
	0.02533176
	0.02151391
	0.02088982
	0.01954642

	PLL/TA
	0.001070309

	0.001054671

	
	
	

	Efficiency ratio
	1.708371355
	1.40850028
	1.220111107
	
	

	Risk ratios
	
	
	
	
	

	Charge offs/ total loans
	0.20
	0.24
	0.22
	0.27
	0.46

	Loan loss allowance/ total loans
	0.99
	0.91
	0.99
	1.10
	1.13

	Core deposits/ total assets
	0.874390714

	0.870993993

	0.8704719

	
	

	Short-term investments/ total assets
	0.142808219

	0.0938458

	0.0510761

	
	

	Total Loans/ Total deposits
	0.391144439
	0.46707529
	0.49779178
	0.45116775
	0.4453517

	
	
	
	
	
	

	Total Capital/ Total Assets
	0.092351449

	0.095275474

	0.098333776

	0.096256114

	0.09787405


	
	
	
	
	
	

	Growth in equity
	1749393

	1354098

	936414

	537241

	

	Assets per employee ($millions)
	23430.22454

	14402.61724

	11547.2574

	10388.33002

	9063.622718


	Loans per employee ($millions)
	9164.602028

	6727.106694

	5748.129817

	4686.879513

	4036.499797


	Net income per employee ($000)
	437.3801217
	425.274037
	384.1760649
	288.107302
	233.371805

	


bank’s return and risk analysis
SVB has had an ROA of above 1%since 2017 when it first crossed the 1%mark from 2016 value of 0.87%. that shows the company has been more than 1% relative to total assets. The bank has values of asset utilization of 0.0251 in 2020,0.0332 in 2019,0.0343 in 2018,0.0294 in 2017, 0.0262 in 2016. 2020 had the lowest asset utilization factor which means only $0.0251 of income was generated for every dollar of assets the bank owns.in 2018 there was the highest asset utilization of $0.0342.
The cost of bearing funds was $85326, $212807, $75921 in 2020,2019 and 2018 respectively. Clearly the cost of defaulted loans was the highest in 2019 and lowest in 2018 and thus 2018 had the lowest risk of customer loan defaulting. Other risk ratios are shown in the table for each year.
return on equity (ROE) decomposition analysis
Return on average equity ("ROE") which is a measure of business ability to make profit relating to equity was 16.83% in 2020 which was a drop from 2019 which was 20.03% which was a drop from 2018’s value of 20.57. in 2017 ROE was 12.35% and was 10.90 %in 2016. Generally, the values of ROE have been on a steady rise since 2016 indicating a rise in net income per a dollar of shareholder’s investment.
 The operating efficiency ratio is 50.92% with a non-GAAP core operating efficiency ratio of 55.90%+++.


The peer bank to Silicon Valley bank is first republican bank has an asset size of $142,502,134 and whose operations are banking, financial services and investment services just like Silicon Valley bank. Income statements of first republican bank are attached below.
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For the SVB bank to change its interest rate exposure, it should change investment, pricing strategies, funding and lending and carry out management of repricing and maturity of those factors.

Part B
Interest rate risk management
the table below shows how net interest margin varies across the years for SVB.  
	2.67
	3.51
	3.57
	3.05
	2.72


SVB partners with specialists to offer a wide range of financing options and diversify interest rate exposure.
Banks can also do that through interest swaps where one party pays fixed interest rate but receives a floating rate and the other party paying a floating rate receives a fixed rate.an option for entering into a swap is called a swaption.
This can also be done through caps also known as ceiling which is a call option for rates. Interest rate cap is a series of component options or caplets for each period the cap agreement exists.it is designed to provide protection against a rise in the benchmark interest rate
Another technique is collaring which is achieved by simultaneously buying a cap and selling a floor











Part C: CORPORATE GOVERNANCE ANALYSIS
Corporate governance refers to principles set by the bank to direct all its operations encompassing all fields.it involves balancing the interests of all the stakeholders.
Mechanisms used include:
a) Structure of the board: a board of directors is used to ensure the risk of shareholder and investors is earning enough returns. Board members are selected by shareholders at annual meetings and have the duty to set compensation levels, oversee directors, set vision and mission statements for the company and del with conflicts that may arise. The board being comprised of people that are not direct employees of the company, is an object opinion for governance.
b) Compensation: this is a performance-based management organization which offers individuals shares, additions, time off inclusive of other many benefits.
c) Balancing power: multiple departments, divisions and manager are put in place to spread responsibility and limit tasks individuals undertake and thus ensures no one can overextend the resources of the company.
d) Internal controls: these are procedures each staff member follows in a company set up which helps safeguard a company’s financial information as well as business information.
e) Code of conduct outlines the responsibilities stakeholders should comply with when exercising their authority.
SVB uses board of directors headed by the CEO, enforces a strict employees code of conduct which they ensure is strictly adhered to and on top of that maintains the highest standards of business ethics.


Part D: CAPITAL ADEQUACY
As per the first balanced sheet, 
SVB has a Continued strong capital, with all capital ratios considered "well-capitalized" under banking regulations. SVBFG and SVB capital ratios, respectively, were: - CET 1 risk-based capital ratio of 11.04% and 10.70%. - Tier 1 risk-based capital ratio of 11.89% and 10.70%. - Total risk-based capital ratio of 12.64% and 11.49%. - Tier 1 leverage ratio of 7.45% and 6.43%.

	
	2020
	2019
	2018
	2017
	2016

	ROE
	0.1683
	0.2003
	0.2057
	0.1238
	0.109

	ROA
	1.39%
	1.80%
	1.76%
	1.01%
	0.87%

	
	
	
	
	
	

	Earnings per common share-basic
	$                  23.05 

	$                                     21.90 

	$                  18.35 

	
	

	Earnings per common share-diluted

	22.87

	21.73

	18.11

	
	



From the ratios above, it is clear the bank has capital adequacy for involvement in trade and provision of the services it provides.
To attain capital adequacy, the bank follows stipulations by the central bank and bank regulators. Risk weighted assets take credit risk, operational and market risk into account. Required CRAR should be well above 8%. For first republican bank, it had the below tabulated results:
2021 total risk-based capital was 14 420 504, 12 842 344 in 2020,10 802 209 in 2019,9 505 044 in 2018 and 8 615 389 in 2017. its capital adequacy assessment the bank incorporates current and pending regulatory requirements, maintains internal controls regarding planning and capital adequacy assessment processes which are inclusive of model validation, comprehensive documentation and audit review. The same mitigations are repeated each year.
Part E: ARTICLE ANALYSIS / SUMMARY
Early warning indicators of banking crises: expanding the family
 Many studies, including at the BIS, have found that one can identify such unsustainable booms reasonably well based on, say, deviations of credit and asset prices from long-run trends breaching certain critical thresholds. in recent years the BIS has regularly published credit-to-GDP gaps, economy-wide debt service ratios (DSRs) and, less frequently, property price gaps. Research has pointed to the importance of specific subcategories of debt as a source of vulnerabilities, especially household debt and cross-border and/or foreign currency debt.
To assess the EWI performance of both household and international debt, we draw extensively on BIS statistics, notably the international banking and securities statistics as well as sectoral credit data and DSRs and secondly map the statistical analysis into current conditions, taking into consideration the information from aggregate indicators. We therefore decide to clarify some common misconceptions about the interpretation of EWIs below
We develop three key findings. First, indicators relying on cross-border debt do contain useful information about future banking distress. Second, it is possible to further improve performance by combining individual indicators a case in point being combining debt variables with property prices and finally, we conclude that the indicators currently point to the build-up of risks in several economies. The structure of the feature is such that the rationale behind the EWIs is reviewed followed by evaluating their performance and finally draw on the findings of the previous step to discuss current vulnerabilities.
The rationale behind EWIs
EWIs are used to record financial cycle booms in a stylized style. The financial cycle (Minsky (1982), Kindleberger (2000), Borio (2014)) is a self-perpetuating sequence of financial expansions and contractions that can aggravate business volatility. Financial booms that are too large can cause stress and even financial disasters. While progress has been made, quantifying the financial cycle remains difficult since there is no one aggregate measure of financial activity and the underlying theoretical modeling is lacking. However, there is a growing consensus that credit aggregates and asset prices, particularly property prices, play a key role (Terrones et al.)
Existing BIS EWIs convert the intuitive core idea of a financial boom into simple and transparent measures. The BIS has published and monitored aggregate private sector credit-to-GDP gaps, residential property price gaps, and private non-financial sector DSRs on a regular schedule. The credit-to-GDP gap is determined by subtracting the credit-to-GDP ratio from its (one-sided) long-term trend. 2 Detrending is aimed at removing the impact of benign, long-term changes in the underlying series, such as those caused by financial development. The gap widens if the increase in the credit-to-GDP ratio outpaces the trend for a longer length of time, suggesting the possibility of an economic meltdown
The credit-to-GDP gap is defined as the difference between the ratio of total non-financial sector credit to GDP and its trend as calculated using a one-sided Hodrick-Prescott (HP) filter with a smoothing parameter of 400,000. With such a large value, the trend will move quite slowly. The difference between inflation-adjusted residential property prices and a similarly constructed trend is known as the residential property price gap.
See Drehmann and Tsatsaronis (2014) for a discussion of the usefulness of this trend metric in this context’Due to the fact that most countries do not collect statistics on amortisation payments, these are calculated using data on debt maturities, interest rates, and outstanding debt. DSRs rise during credit booms, and rapid credit expansion translates into greater debt service later on (Drehmann et al (2017)). And, because they account for interest payments, they may outperform the credit gap or credit growth, which occurs when debt accumulates steadily but more slowly over time, rendering balance sheets vulnerable to interest rate increases.
As a result, it's unsurprising that credit, DSRs, and property price disparities were all rather high prior to previous crises (Graph 1). For similar reasons, they are effective as EWIs on their own and even better when combined (Borio and Lowe (2002a), Drehmann et al (2011), Drehmann and Juselius (2012), Detken et al (2014)Recent research has highlighted the importance of the household sector in addition to the aggregate credit changes covered by the current BIS EWIs. While increased family debt enhances consumption and output growth in the short term, it does so at the expense of long-term growth. In the short term, too much of it can stifle output growth, but in the medium to long term, it can boost it’ (See, for instance, Mian et al. (2017), Lombardi et al. (2017), and Zabai (2017).) Household debt that is too high has also been linked to the onset of financial crises (e.g. Jordà et al. (2016), IMF) (2017),Drehmann and colleagues (2017). As a result, indices for monitoring household debt trends are important.Many central bank financial stability reports (e.g., the Bank of England's) include them prominently.Canada (2017), the European Central Bank (2017), and the Bank of England (2017)

Evaluating EWIs
[bookmark: _GoBack]When formally assessing the EWIs' performance, it would be great to know how policymakers weigh the trade-off between missed crisis calls (type I errors) and false alarms (type II errors). However, due to the lack of experience from which to predict expected costs and benefits (CGFS (2012)), this cannot be done with any precision. In the absence of well-defined trade-offs, one way to evaluate EWI performance is to consider the full mapping between type I and type II errors. The receiver operating characteristic (ROC) curve denotes this mapping (see Box A for details). The area under the curve (AUC) is a simple and easy-to-understand summary measure of a binary (yes/no) signal's signaling quality. The AUC of a completely uninformative indicator is 0.5. Similarly, the AUC for the perfect indicator is 1. An informative indicator's AUC is between and statistically different from 0.5. the thresholds, we assume that policymakers select one that minimizes the noise-to-signal ratio (the proportion of false alarms to correctly predicted events) while capturing at least two-thirds of the crises, as proposed by Borio and Drehmann (2009). (Box A explains the relationship between this criterion and the ROC curve.)
Standalone indicators
We proceed in two steps to evaluate and compare the performance of the indicators on their own. To begin, we use the AUC criterion to assess their general information content. The indicators are then evaluated from an operational standpoint by analyzing optimal thresholds based on specific preferences.
We do so by comparing two samples: the full sample available for each indicator and the much smaller common sample. The common sample allows us to compare like with like, but it significantly reduces our sample size. As a result, we also use the entire sample available for each indicator as a comparison. Despite our efforts to gather as much data as possible, predicting crises inevitably entails predicting rare events. The credit-to-GDP gap has the best data coverage. Even so, we only cover 30 crises. The common sample includes 19 episodes, 12 of which are associated with the Great Financial Crisis (GFC). Furthermore, the data set is skewed toward advanced economies. As a result, using the entire sample available for each indicator is critical for robustness. We only report this for the threshold analysis for the sake of brevity. Furthermore, we performed robustness checks, which are not reported here, by running the statistical tests on pre- and post-2000 subsamples to ensure that the GFC did not influence the results.
Combined indicators
Previous research has shown that combining data from the credit and asset markets to create composite indicators can improve performance. This is understandable given that financial booms are characterized by both exuberant credit growth and buoyant asset prices. Given the position. Despite their poor performance as collateral, the literature has highlighted how residential property prices amplify the financial cycle.As a result, we derive optimal thresholds for debt variable combinations and Property values We use the same reasoning as before. However, in order for a warning signal to be issued,We now require that I the debt indicator has exceeded the threshold and (ii)(ii) the property price disparity was greater than 11 in the 12 quarters preceding the breachWe chose 11 as the single critical threshold obtained for this variable.based on accurately predicting at least two-thirds of the crises
Conclusion
The performance of household and international debt as EWIs for banking distress has been formally assessed in this special feature. These variables, like their more widely used counterparts based on aggregate debt, are discovered to contain useful information about banking system vulnerabilities. The household debt service ratio stands out among the household-based indicators. Cross-border claims outperform foreign currency debt in terms of international debt indicators. At the same time, it is critical to consider data limitations when evaluating these results. Even in samples with high data coverage, crises are uncommon. And they become "rarer" for samples that include household or foreign currency debt. This precludes a more in-depth, robust analysis of EMEs in particular. More precise comparisons and inferences would necessitate overcoming these constraints. As a result, improving data is an area that deserves more attention.
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Assets

AS OF DECEMBER 31

Gash and cash equivalents

Investment securities:
Debt securities available-for-sale
Debt securities held-to-maturity
Equity securities (fair value)

Total investment securities.

Loans:
Single family (1-4 units)
Home equity lines of oredit
Multifamily (5+ units)
Gommercial real estate

Single family construction

2019

$1,699,557

1,282,169
17,147,633

19,586

47,985,651
2501432
1242852
7,537,085

761589

2018

$2811,150

1,779,116
14,436,973

18,719

18,449,388

16,234,808

37955252
2582718
10357830
6677440

645,924




image6.png
Multifamily/commercial construction
Business

Stock secured

Other secured

Unsecured

Total loans.

Allowance for loan losses

Loans, net

Loans held for sale
Investments in life insurance

Tax oredit investments

Premises, equipment and leasehold improvements, net
Goodwill and other intangible assets

Other assets

Total Assets.

1,532,834
11,646,816
1,807,511
1,433,399
3,072,062

90,796,831

(496,104)

90,300,727

23,304
1,434,642
1,100,509
386,841
235,260

2,633,307

$116,263,634

1,576,582
10898503
1432011
1105751
2572367

75,865,282

(439,048)

75,426,234

98985
1376579
1,057.541
a2488
273978
1,593,441

$99,205,204
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Liabilities and Equity
'AS OF DECEMBER 31
Liabilities:
Deposits:
Noninterest-bearing checking
Interest-bearing checking
Money market checking
Money market savings and passbooks
Gertificates of deposit

Total deposits

Short-term borrowings
Long-term FHLB advances
Senior notes
Subordinated notes

Other liabilities

Total Liabilities

2019

$33,124,265
19,696,859
12,790,707

10,586,355

90,133,246

800000
12200000
97,719
777,885

2,003,677

2018

$30,033,658
17,089,520
10,217,436
10,245,107

11,377,515

13,035,060

79,063,236

100,000
8700000
96432
777475
990284

90,527,427

106,412,527
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Shareholders' Equity:

Preferred stock, $0.01 par value per share;

1,145,000 and 940,000 shares issued and outstanding
Common stock, $0.01 par value per share;

168,620,708 and 164,801,950 shares issued and outstanding
Additional paid-in capital
Retained earnings
Accumulated other comprehensive income (loss)

Total Shareholders’ Equity

Total Liabilties and Shareholders’ Equity

See notes to consolidated financia! statements in our Annusl Report on Form 10,

1,145,000

1,686
4214915
2484375

5131

9,851,107

$116,263,634

940,000

1,649
4,024,306
3,781,206

(19,383)
8,677,777

$99,205,204
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YEAR ENDED DECEMBER 21

Interestincome:
Loans
Investments
Other
Gash and cash equivalents

Total interest income

Interest expense:
Deposits.
Borrowings

Total interest expense.

Net nterest income
Provision for loan losses

Net interest income after provision for loan losses

2019 2018 2017
$2,986210 $2442,469 $1,903,070
547,988 540,758 521,837
21,446 25,187 14,861
23,835 23,197 11,850
3,579,479 3,031,606 2,451,618
500,557 290,040 134,786
314,755 240458 165,369
815312 530,498 300,155
2,764,167 2,501,108 2,151,463
61,690 76,092 60,181
2,702477 2425016 2,001,282
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Noninterest income:
Investment management fees
Brokerage and investment fees
Insurance fees
Trust fees
Foreign exchange fee income
Depositfees
Loan and related fees
Loan servicing fees, net
Gain on sale of loans
Gain (loss) on investment securities
Income from investments in life insurance
Other income

Total noninterest income

350,332 341,530 282,868
41,035 31,867 26,666
12,708 10,000 5555
16,549 14,633 13,658
41,026 35,606 27,691
26,071 24,974 22,638
19,819 15713 13012
11,348 13,302 13,200

535 5616 9,233
(3,436) 5,202 (@33)
45570 40670 37,874

6,662 4,233 8,304
577,220 543,445 460,461
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Noninterest expense:
Salaries and employee benefits
Information systems.
Occupancy
Professional fees
Advertising and marketing
FDIG assessments
Other expenses

Total noninterest expense.

Income before provision for income taxes
Provision for income taxes

Netincome

Dividends on preferred stock

Net income available to common shareholders

Basic eamings per common share

Diluted earnings per common share

1,245,526 1,109,228 930,908
273,337 241,752 208,625
192,678 152,258 136,746
68,099 60,058 56,950
65961 60,463 48,398
38,750 58,122 55,792
262,101 234,838 202,122

2,146,461 1916719 1,639,541

1,133,236 1,051,742 912,202
202,907 197,914 154,542
930,329 853,828 757,660
49,070 57,725 58,040

$881,250 $796,103 $699,620

$525 $489 s444
$5.20 sas1 $431
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Basic earings per common share
Diluted earnings per common share
Dividends per common share
Weighted average shares — basic

Weighted average shares — diluted

See notes to consolidated financia! statements in our Annusl Report on Form 10,

$5.25 $4.89 $4.44
$520 $481 $431
5075 s071 5067
167,908 162,048 157,624
169,551 165,612 162,340





