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Agenda

• Banking in a Tough Economy

• Proven Quick Revenue Opportunities in 2009
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10 Best Years in Banking

2002 1.33 
1999 1.31
2004 1.31
2003 1.29
2005 1.28
1997 1.23
1993 1.20
2000 1.19   
1996 1.19      
1998 1.19

Source:  FDIC

Annual Return on Assets
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Proven, Quick Opportunities

Grow Non Interest Income
– Debit Rewards
– Recapture lost fees to debit declines and NSF Best 

Practices
– Merchant-Funded Revenue™
– Managing RDI Services

Grow Relationships and Balances
– Second Chance Checking 
– Turbo Charged Referral Strategy
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Debit Rewards
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Debit Card Segmentation

Here’s the Opportunity
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NSF Best Practices
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The NSF Business

Industry Myths:

• The “poor” overdraft the most

• Number of OD/NSFs drives risk

• Average Collected Balance is a good risk predictor

• Type of account predicts risk

• Age of account is the best risk measurement



	

Industry Trends:

• NSF presentment has been falling since 2008 and 
has taken a significant drop in the 1st quarter of 
2009.

• The percentage of accounts that overdraft has been 
declining.

• Have we been killing the golden goose?

The NSF Business



�


Measurement / Management

• What is measured can be managed.

• What are your NSF trends and what should be 
tracked?

– Gross NSF Income

– Waivers

– Refunds

– Charge Offs
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Anyone’s NSF Income Down?
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Service Charges on Deposits 
% Change Over Prior Year By Quarter
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The NSF Business
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Service Charges on Deposit Accounts 

� Monthly maintenance fee

� NSF Fees

� Failure to maintain minimum balance

� Withdrawal fees from non-transaction accounts

� Inactive / dormant fees

� Closing fees

� Stop payment fees

� Foreign ATM fees
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Industry Trends:

• NSF Revenue is a significant “line of 
business” for you.

• Why are we seeing a decline?

• Do you know?

The NSF Business
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Paper or Plastic?

And what it means to your bottom line
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Metrics you need to know

• How many of you know:

– What are your NSF trends?

– What is your overall pay ratio for NSF items?

– What are the transactional characteristics of those 
accounts that overdraft?

– What are the transactional characteristics of those 
accounts that charge-off?

– How many debit declines you had last month (and the 
trend over time)?
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Don’t be blinded by love

• We love debit cards

• We love interchange income

• But…
– Be vigilant
– As volume shifts from checks to debit cards, it can 

negatively impact NSF income if you aren’t watchful
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OD/NSF 
Items

# of 
Accounts

% of 
Accounts

# of NSF 
Presented

% of NSF 
Items

# of NSF 
Paid Pay Ratio

Avg # of 
NSFs

0 202,758 73.58%
1 to 9 44,055 15.99% 173,317         14.1% 152,917 88.2% 3.9

10 to 19 12,578 4.56% 189,562         15.5% 163,663 86.3% 15.1
20 to 29 5,695 2.07% 149,184         12.2% 125,160 83.9% 26.2
30 to 39 3,218 1.17% 120,628         9.8% 99,461 82.5% 37.5
40 to 49 2,145 0.78% 103,087         8.4% 83,974 81.5% 48.1

50+ 5,114 1.86% 489,479         39.9% 400,036 81.7% 95.7
Total 275,563 100% 1,225,257      100% 1,025,211 83.7% 4.45

OD/NSF 
Items

# of 
Accounts

% of 
Accounts

# of NSF 
Presented

% of NSF 
Items

# of NSF 
Paid Pay Ratio

Avg # of 
NSFs

10+ Users 28,750 10.43% 1,051,940 85.85% 872,294 82.92% 36 .59

Segmentation of NSF Users & The Almighty 
Pay Ratio
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# Accounts % of Accts NSFs % of NSFs Items Paid Pay Ratio
0 Items 272,505     74.3% -             
1 to 9 66,804       18.2% 217,863     20.7% 209,749     96.3%
10 to 20 13,377       3.6% 186,789     17.7% 178,053     95.3%
21 to 30 5,020         1.4% 125,402     11.9% 117,960     94.1%
31 to 40 2,805         0.8% 98,472       9.4% 91,225       92.6%
41 to 50 1,871         0.5% 84,435       8.0% 76,998       91.2%
51+ 4,262         1.2% 340,039     32.3% 290,464     85.4%
Total 366,644     100% 1,053,000  100% 964,449     91.6%

Bank is experiencing 
high charge-offs

% of Accts % of NSFs
Non-Users 74.3%
Users 25.7% 100%
Heavy Users 7.5% 79.3%

Segmentation of NSF Users
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The Importance of Measuring Pay Ratio

• High performing financial institutions average 
greater than an 85% pay ratio today on NSF 
items.

• Why is this ratio increasing? 
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Alternative Pay Ratio

OD/NSF 
Items

# of 
Accounts

% of 
Accounts

# of NSF 
Presented

% of NSF 
Items

# of NSF 
Paid

# of 
Returned Pay Ratio

Avg # of 
NSFs

0 202,758 73.58%
1 to 9 44,055 15.99% 173,317         14.1% 152,917 20,400 88.2% 3.9

10 to 19 12,578 4.56% 189,562         15.5% 163,663 25,899 86.3% 15.1
20 to 29 5,695 2.07% 149,184         12.2% 125,160 24,024 83.9% 26.2
30 to 39 3,218 1.17% 120,628         9.8% 99,461 21,167 82.5% 37.5
40 to 49 2,145 0.78% 103,087         8.4% 83,974 19,113 81.5% 48.1

50+ 5,114 1.86% 489,479         39.9% 400,036 89,443 81.7% 95.7
Total 275,563 100% 1,225,257      100% 1,025,211 200,046 83.7% 4.45

These numbers do not reflect 
transactions that were declined at 

point of sale and ATM Which artificially inflates this.
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Alternative Pay Ratio

Remember when we deny a POS or ATM 
transaction we deny:

1. Customer of purchase / cash
2. The ability to charge an NSF fee Note how “pay ratio” fell from 

an overall 83.7% to 82.6%

OD/NSF 
Items

# of 
Accounts

% of 
Accounts

# of NSF 
Presented

% of NSF 
Items

# of NSF 
Paid

# of 
Returned / 
Declined Pay Ratio

Avg # of 
NSFs

0 202,758 73.58%
1 to 9 44,055 15.99% 175,483         14.1% 152,917 22,566 87.1% 3.9

10 to 19 12,578 4.56% 191,932         15.5% 163,663 28,269 85.3% 15.1
20 to 29 5,695 2.07% 151,049         12.2% 125,160 25,889 82.9% 26.2
30 to 39 3,218 1.17% 122,136         9.8% 99,461 22,675 81.4% 37.5
40 to 49 2,145 0.78% 104,376         8.4% 83,974 20,402 80.5% 48.1

50+ 5,114 1.86% 495,597         39.9% 400,036 95,561 80.7% 95.7
Total 275,563 100% 1,240,573      100% 1,025,211 215,362 82.6% 4.45
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Recapture Debit Decline NSF Income

NSF/OD fees are earned only on approved POS transactions 
not declined transactions. This means fees are lost to banks 
as more customers switch from paper returns to debit 
declined transactions.
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Sample Debit / ATM Denial Report



��

Lost Revenue

A financial institution with 40,000 accounts has lost over 
10% of NSF income simply because consumers have 
switched from checks, and returned checks get a fee 
and debit declines do not.
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Prudent risk management includes:

Measurement / Management

• Understanding characteristics of accountholders 
that utilize NSF services.

• Provide more opportunity where warranted 
through higher limits.

• Understand characteristics of accounts that have 
high propensity for charge-off.

• Lower limits where warranted.
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Prudent risk management includes:

Measurement / Management

• What drives risk when paying into overdraft?

• What is the #1 predictor of risk?
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Assuming both accounts have had overdrafts

Account A
Average Monthly 

Deposits total 
$1,200

Account B
Average Monthly 

Deposits total 
$4,000

Which account is more likely to have more overdrafts?
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Measure and Manage

• Be sure to know your NSF numbers

• Go back and analyze your account base

• Make adjustments where prudent
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Merchant Funded Revenue

34
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Merchant-Funded Revenue™:
Super Pantry Offer

Busey Bank made a reward offer to shop at 
Super Pantry to customers through existing mail, 
email and web.
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Super Pantry Operations

• We handled all email, mail and web offers, 
tracking and rewards delivery through our 
rewards program 

• Super Pantry paid only if results achieved:
4 swipes @$25 =   $100
Blended profit (12%) $  12
Cost of Reward $  10 (100 pts)

• Cheaper, simpler and more leverage-able than 
other convenience store reward programs.
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Incremental Business

• We were also able to track whether the 
customers that qualified for the offer had 
shopped consistently at Super Pantry in the 
past.

37
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Super Pantry Results

• 300 New customers in April, 
2008, 80% sustaining use.

• Payback in same month.

• Super Pantry expanding with 
ongoing targeted offers.
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Managing RDI Services

39
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RCK re-presentment

• As we know, most checks will eventually clear, but is 
there intelligence that can be applied (i.e. submit 
around paydays)?

• There are vendors that can take the returned check, 
convert it to an RCK ACH item and present it when it 
has the “best” possibility of clearing.

• The vendor is paid by charging the customer that 
wrote the bounced check a state regulated 
collection fee.  Your small business customer gets 
100% of the recovered checks!

40
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Check 
“bounces” and 
returned item 
goes back to FI 
for NSF.

FI batches together 
returned items and sends 
to vendor’s processing 
center. FI doesn’t have to 
do a single thing from this 
point on.

Vendor will re-
submit returned 
items up to 2 
additional times 
(for 3 total 
submissions).

Vendor strategically 
times when it will re-
submit the items for 
payment. (Strategy 
revolves around likely 
paydays, etc.)

Entire face 
amount of items 
collected goes to 
payee merchant.

Vendor puts through a 
charge for a state-
regulated collection fee 
(this is how vendor 
makes its money so it 
can return 100% of 
collected amount to 
merchant).
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Second Chance Checking

42
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What are your rules for opening?

• Do you even use Chexsystems?

• No hits on Chexsystems?
• Some hits?

43
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Second Chance Checking

• There is increasingly intense competition for 
“qualified” depositors.

• There is a large and growing percentage of 
“unbankable” customers that bankers are typically 
turning away.
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Is Serving the “Under-banked” Segment Really 
a Good Idea?

“The opportunity is substantial and growing fast. 
And the companies that crack the code will 
make a lot of money for their shareholders.”

— Thomas Brown,

Bank Analyst and founder of bankstocks.com
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How a Second Chance Checking 
Program Can Add Value:

1. By increasing fee income.

2. By growing deposits, we increase investable / lendable funds at a 
low cost.

3. By improving and simplifying the account opening process.

4. By placing customers in accounts appropriate for their situation, 
we enhance customer satisfaction.

5. By structuring accounts carefully and monitoring customer 
performance, we control checking account loss risk.

6. By saying “yes” when we used to say “no”, we help the bank’s 
front line associates look like heroes.
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84% Opened
Cleared via 
ChexSystems®

3% Opened 
Exceptions

13% Denied

Today

How Second Chance Checking works �

14.5% “Second 
Chance” Accounts 
Opened Via 
QualiFile®

1% Opened 
Exceptions

1.5% Denied

Optimized, 2009

83% Opened
That Would Have 
Also Been Opened 
via  ChexSystems®
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Account Acquisition
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Numerous Account Acquisition Strategies

• High Interest

• Free Gift

• Gift in Lieu of Interest

• Technology – Remote Capture

• Do you have a strategy?



�


Account Acquisition

Account acquisition has gotten harder.  Industry openings are down 14% 
from two years ago and balances are down 10%. 
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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. 
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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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Acquiring Checking Accounts
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Opening New Accounts
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Rewarding Prospects
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Harness the power of word-of-mouth

• Know the math – only 1% to 2% of your 
customers will “play”

• BUT THEY MAKE ALL THE DIFFERENCE!!!!

55
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How does it work?

• The offer to an existing customer:  If you refer a 
new customer to us, you will get a reward and 
they will get a reward.

• But…tracking is hard, right?

56
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Automated System
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Automated Tracking and Reporting
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Know your results!
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Something to think about 
for 2010
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Little Ol’ Me

• I live in Dripping Springs, Texas (suburb of Austin)
• We have 7 banks in town – 2 National (big guys) 

and 5 local
• I Googled “Banks Dripping Springs TX” and found:

– Not a single one on the first page
– One on the second page
– My community bank on the 5th page

• How often do you get to the 5th page of a search?

61
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It’s time

• Several community banks have reported online 
openings represent about 5% - 6% of overall 
openings to-date…and it is growing each month.

• Studies indicate that 2/3 of consumers under 35 
will open their bank accounts online by 2015.

• Where do you go for info?

62
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Some old truths apply

• 3 Biggest reasons people change banks:
– Mad at their old bank
– Moved
– Changed jobs

63



��

Some old truths don’t apply

• Old:  How did you find your new bank?
– Location
– Location
– Location

• Now:  75% of consumers research the new bank 
online before ever tripping over the doorstep
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The Technology isn’t that hard…but 
change is!

• After all, we HAVE TO:
– Know our customer, which means seeing original 

people and documents in person
– Get an original sig card
– Open accounts only where we have branches

65
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We have tried that, but…

• Some of you will say you tried, but only got 
garbage.

• Many others are making a mint off your garbage.

• Get out of your box!!!

66
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Summary

• Are you having fun?

• As always, smart bankers can outperform their 
peers.

• This is get rich slowly through hard work.

• No magic bullets, but disciplined, incremental 
improvement over time.
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Contact

Erik M. Hoghaug
Managing Director

Phone:  910-254-9383 x 222
Email:  ehoghaug@myrewards.net


