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FOWER LUNCH

By Sujoicr Srinvosom

‘Banking on Expansion

Webster Bank's chairman and CEO is spearheading the bank’s growth in new markets.

chster Bank [NYSE: WBS), the largest independent bank
in New England, with assets of 518 billion and marker
capitalization of $2.5 billion, continues to expand across
the state, and is achieving promising growth in commer-
cial and consumer loans, deposits and rerail earnings. Over a lunch
of filer mignon and coffee at Max Downtown in Hartford, James
C. Smith, Webster's chairman and CEQ, vells Connecticrs Business
Magazine that the bank is "better than its been ina long time.”

Indeed. Gaing forward. WHBS it posi-
tioned to increase fis loans and deposics,
rE(EUL{ lm[r:m il'lili .'I.I'll,i II,'I“'I:T C].F‘ﬂ'ﬁ.l.rl.' [1e]
the wholesale banking business.

Smith L] the l:mwd1 of WHS' marker in
Cosuecthond, b tormant line |l.'..'l.b"|.'.|iL'luTL'l.1.-ﬂ:|
(;'!11EurJ.b]u with southeastern Massachasetes,
and Jower than Rhode Idand and Weschesor
County—bur higher in torms of job growth
in the last vear and a hall

el o with our custamers as they
grow; we'll grow s we ey to expand i ever-
Increasing concentric circles as we've done
im thee basz 20 vears,” he savs. Plans are on the
drawing board to lunech new products, such

a1 a primary educarion-oriented praceice
that will add to the bank’s health care, not-
tor-prafit, media and communications and
financial services practices.

T]\-l-' im.'lII hl‘imﬂ ‘“.'EII'I'IEI.'I.. JI'II.I flatitimlated
are potentially strong growth arcas for the
futasre. Smith savs thar curnenly, almoss 1o per
cent of WHS commercial banking customers
rake their insurance servicos from Webster
Insurance. “Wie're looking to grow this to o
pereent of 46 percent. So we're working very
wiell scross our baisiness lines o meet the full
sct of necds of our customers, he adds

Smith points out thar the bank’s newest
produces and services, which are Weh-
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linked, continue po be offered by the cash
management group. " We're now arcracting
new customers with cash management
services a6 the eadl” he save

However, issues surrvunding better regu-
latory compliance—namely, implementing
methods 1o deteet money lasndering—and
pressures from short-term interest rates,
have pummeled the bank’s profis. Webster
management’s informal agreement with
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the US. Office of the Comptroller of the  a third of our assers, and now we're down  more—we'll have more commercial loans

Curreney o shore up the bank’s compli-
ance process could resule in “regularary
interference [thar] may provoke reassess-
ment of WHBS's strategic aleernatives,”
wrote Beth Messmore and Heather Wolf,
research analyses for Merrill Lynch, in the
lacess available carnings review, released in
July of this year,

However, the duo estimates the bank's
takeour valuation at $14. “Beeause WEBS
trahc ar a 1o pereent w15 percent discount
ta peer banks on a forward PE basis, we
view the stock as an unusual value play” they
wrote, "W expect WBS'S valuation gap o
fade with broader recognicion of improving
EPS qualiey and margin stabilization, Our
1z-month fair value rarger is 5507

Jared Shaw, a banking analvst and senior
vice president ar Keefe, Bruyeree & Woods
Inc. in Harcford, does noe belivve thar WBS'
regulatory issues will impact its outlook,
since the industry in general has had w
respond o increased scruting subsequent
to the Bank Secrecy Act, the Sarbanes-
Oxley Act and che USA Parrioe Ace. “This
was more of 2 wake-up eall for Webseer”
subsequent to Webster's transition 1o 2 com-
merciil bank charter, he savs. “The bank has
a higher level of regulation now and has
realized that it importne w add people
in-house [in the compliance agea]”

FINANCIALS

“As we grow very rapidly, we watched our
capital very closely. So we underwroee all of
our lean portfolios very conservatively, One
of the changes in the last couple of years
is that as we've increased our capital base
through the qualicy of our cammings, we are
willing to take some risks in order to grow
with our customers,” Smith explains, “We
recognize thats essenrial if we are going to
grow as financial partnees. So, the face cha
we have such a low ratte of nen-acerual
assets compared t any peer group is 4 real
assct to us ar this tme. We can mke incre-
mentally more risk today chan we would
hawve raken two or three years ago.”

According oo Shaw, the banking analysr,
WBS' capiral bs tight and lower than that of
the rest of irs pL‘l:I."i—rht il!du!"‘:" average
of cquity to asses is six 10 seven percent;
Webszer's ratio is closer 1o 4.4 percent.

Smith says the bank is building its tan-
gible capital levels to abour & percent. *We
want 0 be rock strang in terms of capinl
levels)” he savs,

WBS has also taken steps o reduce its
sensitivity to changing interest rates by
closely managing the duration of its assees
and liahilicies. *We have been paving down
our wholesale bormowings, which wsed to be

— www clbmog.com b

abour 22 percent or s, We've reduced our
securitics portfolio by a chird also in the ks
eouple of years. We believe we could develop
a more reliable growing camings stream if
we were boss reliable on moregage assets. So
you'll sce that over the nest couple of years,
our halance sheer profile will change even

[compared] ta mortgage loans”

BALANCING ORGANIC
AND INORGANIC GROWTH

WEBS has made a series of acquisitions in
the last 20 years, buying up cammercial
banks. savings banks, insurance agencies

CTBizMag

Power Lunch

21k

Oct 2006



and trust companies. ~Yes, we risked some
nl.pil:i]. but noT [ I'n'l;l’.'h. ﬂn\! wo |tﬂm’:d
in the process,” says Smith.

He points our thar originally, the bank
made 2cquisitions 1o enhance its comperi-
tiveness and grow into the commercial and
retail banking, insurance and investment
advisory services markees, “Now,
maat af our growth is onganic—we're
growing Faster than the marker and
expanding continually in Connecticur
and beyond, particularly in southeast
ern Massachuserrs” he says.

But the bank is open to more
sequisitions. “Our recent acquisition
of the $8c0 million NewMilBank
[based in Mew Milford, a subsidiary
of MewMil Bancorp Inc., strengthens
our franchise in the western part of
the stare.” he =5,

These days, WS approaches acqui-
sitions with a very ditferent mind-ser.
“Mow, we wanr acquisitions o angment
our growth, instead of driving our growth,’
he says, “In the 19905, acquisitions were a
main part of our busines; now they are a
supplemental pare. We're big enough now,
o acquisicions don't have the same impace
on the balance sheer and revenue as chey

0.50%

0.40%

0.30%

D.20%

0.10% -

used ro. We've recognized that, ultimately,
to be successful, we need to be able to grow
arganically. 5o we have foeused on organic
growth as the primary means of growth.”
The bank is growing fast in western,
southwestern and eastern Connecticur.

“Ohur marker share in Fairficld County has
NPAs/Total Assets

0.41%

Connecticut, was [that] we couldn't rely on
a slow-growth macket vo deliver the kind of
growth, revenue and profit dhag would be
necessary to sustain ourselves as an inde-
pendent organization.” Since becoming a
public bank in 1986, WRS has doubled in
size every four years, he adds,

Smith says that when a bank
buvs an inscitution thar has mostly
morrgage loans on the balance shier,
it ends up with more commereial
loans after the acguisition. And due

to marker overlap, it creates share-
halder value through the cfficiencies,
Transactions where an enrity is SITong
in commercial banking are more of
an immediare revenue enhancement
opportunity. " You've got to be able to
identify the valee in cach acquisition

12531004

12731003

12310s

63008

and underseand how it meers your

o e ey STFARERHC goals” he says.

moved up from nowhere to about number
five now.” says Smich. “But legislators
and policymakers should help facilitare
an environment in which we can creare
beerer and higher paving jobs. The stare’s
got a long way o go. Frankly, one of the
reasons that Webster expanded outside of

With regard o the NewMil acqui-
sition, which is expected o close in the next
couple of months, WBS is set 1o buy back
approximately 20 percent of its commaon
stock in the open marker, poines our Smith,

“The MewMil acquisicion is a logical one
for the bank, since it adds o its branches in
Fairfield County,” says Shaw, “A lot of banks
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are seeking to grow in Fairfield Couney,
5o heing able to do an acquisition with a
prime deposit base is goad for the bank’
business—ir’s cheaper in the long run when
compared to expansion.”

TECHNOLOGY AND PEOPLE
“We're increasingly using technology w
be able ro berter deliver products and

services to our custamers, and to link 31587

overall customer relationships across

our business lines” Smich says. And §1204 [~ ———
technalogy has been che bank’s bigges
challenge in the past few years, he 5997

noges, “Today, Webster employs three
people per &1 million of assers—1a
years ago, It was five people for 51
million in assets. OF course, we have
grown our emplovee base in the last 1o
years or so; bue thar they are managing
a higher level of assers than they were
able to before is a clear example of the
importance of the efficiency of tech-
nology in delivering financial services”

Over the lase two vears, the bank has
transitioned to Fidelity National systems,
which has strcngthmr.n.[ its commercial bank
placform. "I will give us unit produccivicy

gains as we add new customens and process

6.0

morg transactions, and ics scalable vo ae least
three cimes our shee without having to make
any systems changes” Smith poins ou
And what does the bank look for in fts
people? “When I'm recruiting somebody,

I'm looking for someone who's an expert in

Loans
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Al goenpound prOW paltulations exeiuda Kans held Jar ol and
51 5 billion of Moss /R loons ocquine on 541404 (50,2 tition of
consumer, 5.5 befion of commarciol, 508 bitkon of residential)
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theit ficld; someone who knews more than
[ do, because my job is to bring the ream
wogether and creatc that exera synergy” ays
Smith. *1 believe in the capacity of every
individual 1o exceed expectations. [ Toward

== el

this], we invest In our emplovees, encourage
crearivicy, try not to be negarive, creare
opporrunities for sdvancement and investin
emplovee educacion.”

FAMILY AND HOBBIES .
Smith, who lives in Middlebury with

his wife of 20 years, and their son and
datghter, enjoys golf, classical music
and theatee. “My son James loves to
play golf, and one of the grear rewards
1 ger is being out there on the golf
course with my 17-year-old, warching
him shoot”

Friday nighes are dare nights.
“Almaost every Friday since we've
known each ocher, Carhy and 1 have
gone out for dinner. We've missed a
few bur not too many—even three
davs after aur kids were born, we went
aiit for dinner]”

His role model? “My father, who
started our company n 1915, during
the Depression, if you could jmagine”
says Smich. “My dad had chiee rules, Firse,
remember vou're in the business of taking
risks. Second. never take a risk you can't
afford. Third, yould berter know the difficr-
enee between rules number one and owo” B
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