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Agenda
 What's up?
e Banking Industry Trends
 Big is Big
* Trouble in Credit City
e Bank Performance Trends

3 Key Areas to Focus on in 2009

 Technology Utilization / Efficiency
e Growing Core Deposits
 Increasing Non Interest Income



Banking Industry Trends



Asset Distribution — Big Is Big
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Banking Industry

Number of Commercial Banks and Total Assets

+ % & &

o0 -( -- mr.



The Disappearing Small Bank
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Bank Failures
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Credit Issues









Let the Good Times Roll
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Banks Disappearing
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Bank Performance Trends



Bank Performance Trends

Net Interest Margin
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That’s Going to Leave a Mark!

* For banks under $10B that represents an
average drop of about 80 b.p.

* In raw dollars, that means for every $100MM of
earning assets the bank lost $800,000!



Bank Performance Trends

Non Interest Income / AA
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Bank Performance Trends
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Bank Performance Trends

Non Interest Expense
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Bank Performance Trends

Deposits per Employee
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The Importance of Retail Strategy

FRB New York, “The Role of Retail Banking in
the US Banking Industry.” Dec. 2007

— “Retail banking generates between 50 and 75 percent
of net operating revenue...”

— “Returns on retall business line consistently exceed
those on nonretall activities, often by a margin of two-
to-one or three-to-one”

— “Retall banking offers higher returns relative to risk”



Thoughts About 2009 for Banks

Retail Banking Drives Regional and Community Bank
Performance

Deposit accounts drive liquidity
Deposit acquisition provides spread

Deposit accounts drive profitable, consistent and sustainable
fee income

Deposit accounts drive relationships



Thoughts About 2009 for Banks

Credit Quality is still King
Being conservative is back in vogue

For those Senior Lenders who were criticized for your conservative
underwriting — stand up and take a bow.

Focus on the basics — blocking and tackling
We must become more efficient
We must continue to grow non interest income

For most in this room, core deposits are important



“The business of banking Is
simple,

when It’'s complex it’'s wrong.”

Adam Smith



3 Key Areas of Focus for 2009



Focus 1:

Technology Utilization / Efficiency



The Table has Turned

 Where 10 years ago technology was the
great leveler between small and large
banks

 Today we find large banks outpacing the
small with better technology execution



Let’'s Talk Turkey

* Online account opening

« Remote Capture



Don’t Buy New Technology Until You
are Committed to Change the:

e Process
 People

e Utilization



5 Practical Ways on How to
Increase Your Technology
Utilization



Increase Technology Utilization

e Look at structure and processes to see
whether the old system’s parameters and work
flows have merely been layered on top of the

new system

e A great test -- review the criteria you used to
choose your last core processor



Increase Technology Utilization

 Make sure your original reasons for
Implementing the technology are being
realized



Increase Technology Utilization

* Find out whether employees are clinging
to old habits creating redundant paper
processes or otherwise shrinking from
using the system’s features and functions



Increase Technology Utilization

 How well have your current vendors
trained your employees on fully utilizing
technology they sold?



Increase Technology Utilization

* Look in the mirror: Has Executive
Management remained fully attentive after
the technology conversion/acquisition to
monitor full iImplementation?

 Does Executive Management lead the
way by using technology?



Focus 2:

Growing Core Deposits



Numerous Account Acquisition Strategies

* High Interest
e Free Gift

e Gift In Lieu of Interest

Technology — Remote Capture

Do you have a strategy?



It Is About “Stealing” Market Share

 The number of households is basically fixed
 The percentage of accounts in play Is static

 The gquestion: How can you get more than “your
fair share”

This is absolutely about you getting more of the
market and your competitors getting less.



Account Acquisition

Account acquisition has gotten harder. Industry openings are down 14%
from two years ago and balances are down 10%. (Balances are
Increasing)
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Account Competition

 Many New Threats/Competitors...
— Non Traditional
— Non Bank
— Internet
— Latest Product Craze




Direct Mall is Proving Harder

The credit card provides an example of the fall in mail
response to .15%



Acquiring Checking Accounts

Research consistently shows that top performers today open new
transaction accounts primarily first by location and second by word of
mouth referrals.




Acquiring Checking Accounts

Studies show that referred customers open accounts with (1) higher
average balance, (2) stay with their Financial Institution longer, and (3)

help bring more customers.
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Manual Tracking -- $%$#@!

« But how do you track all the referral coupons?

* You need to couple your referral program with
technology so referral tracking is automated.



Now that we have them how do we keep them?




The Account Is Open — Now What?

e Out of the “X” number of accounts you have
opened In the last “y” time period

What percentage of the accounts are active?



After an Account is Opened

“It enters the great dark period”

Bank Executive



Onboarding an Account

Now that the customer has an
account, how do we turn it Into a
relationship?



he No Brainer

The more products a customer USES with the
bank, the less likely they are to leave.

Always easier said than done.



Retention Begins with the Account Opening
Experience




Account Opening Experience

How much time does it take?

How many forms must the
customer sign?

Are all forms laser printed in one
package?

Appearance of account opening
desk?




Account Opening Experience

e Does the customer receive:
— Starter kit
— Debit card (The primary delivery channel for today’s customer)

— Temporary user name & password to Internet
Banking

— Time to receive:
e Checks
e Debit Card



Debit Card Penetration and Use
POS Trans / Spend per Interchange | NSF / Acct
Debit Card Segments % of Accts Acct / Month Month Acct / Year Year
Non Card Holders 35% 0.00] $ - $ - 1.00
Card Holders Non Users 20% 0.00] $ - $ - 1.50
Under 20 Times 30% 9.00| $ 350.00 | $ 40.00 5.00
Greater than 20 Times 15% 39.00( $ 1,500.00 | $ 220.00 7.00
Total 100% 9.00| $ 330.00 | $ 39.00 3.50
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Early Retention is Key

 Attrition rates are often two or three times higher
during the first 3-6 months after account opening

e /5% or more of cross-selling opportunities occur

within the first 90 days of new customer
relationships

Source: BAI Research Test Study



Convenience Banking Services

 Debit Card -- #1
* PIN
e Signhature
« ACH
e Direct Deposit
 ACH Debit
* Internet Banking
 Internet Bill Pay
* Online Statement Delivery



Convenience Banking Services

Why should we get our customers to utilize these
products?

1. Increases bank revenue

a) Interchange revenue
b) Increase likelihood of NSF
c) Lower delivery costs

You become the customer’s primary bank
Retain account longer
They are convenient for customers

a & W

They typically don’t cost anything for
customer to use



Focus 3:

Increase Non Interest Income



Increasing Non Interest Income

e Debit Card Rewards
e Merchant Income
e Account Acquisition

e Short term liquidity products



Increase Non Interest Income

e Debit Card Rewards

— Grow interchange income
— NSF income



Debit Card Penetration and Use

POS Trans / Spend per Interchange | NSF / Acct

Debit Card Segments % of Accts Acct / Month Month Acct / Year Year
Non Card Holders 35% 0.00] $ - $ - 1.00
Card Holders Non Users 20% 0.00] $ - $ - 1.50
Under 20 Times 30% 9.00| $ 350.00 | $ 40.00 5.00
Greater than 20 Times 15% 39.00( $ 1,500.00 | $ 220.00 7.00
Total 00% 9.00| $ 330.00 | $ 39.00 3.50
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Here’s the Opportunity




A New Reality

Old adage: — “The bank that has the checking
account owns the customer”

New reality: “The bank that has the checking
account where the debit card is being used
heavily owns the customer”



Increase Non Interest Income

e Debit Card Rewards
e Merchant Income
e Account Acquisition

e Short term liquidity products



New Merchant Funded Revenue

Merchant funding is a new key revenue source for
financial institutions generating 2.5% of spend or
revenues three times interchange.

— Merchant funding should be targeted as major
revenue generator for FIs, not just cost saving tool.

— Merchant funded revenue to FIs may exceed
Interchange revenue by 2013.

— Key is to create more heavy debit users and matching
merchant offers to in-store offers.




Account Acquisition

 More accounts will grow:
— Interchange
— NSF Income
— Interest Margin

Net Present Value of a new retail customer is $500 - $700
This Is conservative!



Increase Non Interest Income

e Debit Card Rewards
e Merchant Income
e Account Acquisition

e Short term liquidity products

— Enhance NSF Best Practices



Got NSFs?



Increase Non Interest Income
e Debit Card Rewards
 Merchant Income
e Account Acquisition

e Short term liquidity products

— Enhance NSF Best Practices

— Deferred presentment service transaction / pay day loans
« Call them whatever you want — customers are using them
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Summary

e 2009 will continue to be a tough year for the
banking industry

 We must use these tough times to:

— Become more efficient
— Grow our account base

— Grow non-interest revenue

 We know our credit folks will continue to be busy

« For well run banks, 2009 could be a pivotal year



This still 1s the Season for
Community Banking

If you’re up for the challenge
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