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« Comparative Processes

 Best Practices & Designing a Process That Fits

e Measured Results




Process Trust Results

Case for Change




ROE (%)

ROE Performance of Banks in PA

Experience Knowledge Process Trust Results
2003 ROE Distribution
35
6% of PA Banks are losing money
30 52% are earning between 0% and 10% ROE
31% are earning between 10% and 15% ROE *
25 11% are earning more than 15% ROE
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ROE Performance By Size

Process Trust Results

Experience

Knowledge

BO.00 e ‘
40.00 - |
30.00 -

20.00 -

10.00 -

0.00 -

(10.00)

! (20.00) +

i (30.00) _ _ . S . _ _

| Below $100 Million $100 Million -$250 Million $250 Million - $ 1Billion $ 1Billion - $ 10 Billion Above $10 Billion

I'| Number of Banks 70 66 99 29 5

|| AVERAGE 362 8.67 1273 1268 1238

| |mMAX 16.12 17.12 23.05 19.91 28.24

i B MN -17.10 -6.82 -10.53 2.12 -0.86




A Tale of Two Financial Institutions

.............................................................................................................. Experience ....Knowledge ...Process o TUSt o ResUlts
Assets (Billions) Employees

1.8 400 -
350-/
1.6—/ 300-/
250-/
1.4—/ 200-/
150-/
1.2—/ 100-/
504"

1 0

Eastern PA Bank Northern NJ Bank Eastern PA Bank Northern NJ Bank
25+

$23.2

20+

$14.1

154

104

Eastern PA Bank Northern NJ Bank Eastern PA Bank Northern NJ Bank

Net Income (Millions) Non Interest Income (Millions)




Deposit Pricing Decisions

A
T Experience Knowledge Process  Tmust  Resuts
Bank A Deposit Profitability
by Average Balance
% $600,000.00
%—’ Two Banks with $200 million in
S saonco Assets
D
Approx. 65 employees each
($200,000.00)
(8400.000.00) Less than $0 to $500 to $1500 to $5,000 to $10,000 to Greater
$0 $499.99 $]K\j;.?;g;4§§l.;9nc$eg,999.99 $49,999.99 $5t(t;’aonoo Bank B
2,000,000
1,500,000
Dramatically Different & 1000000
Profit Profile Driven by Pricing 3 =°
Decisions 3
(500,000)
Bank A Net Income = $2,OOO’OOO (1:000.000) Deposits < Deposits > Deposits > Deposits > Deposits > Deposits >
Bank B: Net Income $600,000 TR T TiShoo t7ee0 . <sooso. 0%
Average Balance
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Product Decisions

.............................................................................................................. Experience ~ Knowledge  Process o dTUSt o Results
. Real Estate, Real Estate,
Total Loans = $220 million Assets = $125 million Assets = $140 million

(57%) (99%)

/

Other Loans

Real Estate
Loans

Unsecured
Loans

Product Decisions
Make a Difference!

Staffing Staffing

» Application Processing Outsourced * 9 Lending

* 13 Lending » 1 Part time Asset Recovery

» 7 Asset Recovery * No-Call Center (Roughly comparable # of
» 15 Call Center (Also support other retail functions) branches and branch staff)

 Total FI Profit $1.1 million « Total FI Profit = $2 million




Points to Consider to Achieve Top Performance

Experience Knowledge Process Trust Results

A

Questions to Consider

* Are these differences just luck? Is performance a matter 'J ‘
of chance? J— A

 What makes top performers top? = -

 Does a mission statement make a difference? J

Potential Answers

e Build The Foundation
— Vision
— Strategy
— Process

» Pricing Products and Services to Attract Target Customers & Maximize
Short-Term Income While Positioning for Long-Term Value

* Deliberate Actions Based on a Foundation of Knowledge!




Process Trust Results

Vision & Strategy

10




Vision Creation

Experience

“If you don't know where you're going,

you'll end up somewhere else.”

140
120
100
80
60
ao
20 -

o
1st Qtr

Vision 2

e Short - Less than 6 to 8 words, Memorable & Motivati  ng
Visual - Something you can See
Outwardly Focused - Of Service to Others

Non-Bank Examples:

1

Knowledge

Process Trust Results

The People to Markets Products Communicatio\ Delivery &
Right Execute & Developmery Sales Customer,
Team Strategy Locations & Pricing & Bus. Dev. Service

Innovation, Leaning and Continued Development

Measuring & Tracking Results

Revenue
Net Income

Vision:

A Verbal Picture
Communicating
Where
You're Going

o “A Computer on Every Desk” Bill Gates Microsoft
 “A Man on the Moon By the End of the Decade” JFK

Community Bank Examples:

 We Drive Growth and Prosperity in our Community
 Every Customer is our Sales Force

11

Note:  David Campbell
2 Profit-Growth Banking, Roxanne Emmerich, 2003




Potential Differentiating Strategies

Experience Knowledge Process Trust Results

Define Strategy Crystalllz Define Strategy
Success Formatlon Strategy Opportuniti Cube Execute

Strategy — Answers How. One Key Element is What Make  You Different

Best Price Convenience Strategy

Requires: Lowest Requires: Most/Best Locations, Most
Expense Structure Hours, Most Delivery Channels

Example Commerce

Mass Niche
. _ : Requires: Astutely Picking Profitable
Requires: Effectively Segmenting Niches that are either Unrecognized by
customers to maximize profitability other Competitors or Difficult for them to

Pursue. Select Niches within each
Example: American Express Toyota/Lexus Customer Segment
Honda/Acura, VW/Audi

Mass Market — Customer Segmentation

Example : ING, MBNA
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The ING Model — Example Strategy

Results

Define Strategy Best Few
Success Formation

ING Mission Statement

“ING wants to be a client-focused, leading,
global, innovative and low-cost provider of
financial services through the distribution
channels of the client’s preference in markets
where ING can create shareholder value”  SeeNotel

Everything from marketing to office space is tied to

B Total assets

——FTE

Assets ($000)

Experience Knowledge Process Trust
Crystallize Define Strategy
.. Execute
Strategy Opportuniti Cube
$25,000,000 $19,145,012 900
800
$20,000,000 +
$15,000,000 -+
$10,000,000 +
$5,000,000 —+ $3,637,638
$913,914
$- —E—— :
O &
O QO
¢© ¢
o> o> >
\ \ AN
N NG N

their strategy and image as an innovative, low cost
provider of financial services.

Core Brand Value

GRASP acronym: Great deals, responsive, accessible, simple and easy, and passionate.

The Executive Team is . . . “always thinking of how to make the business better, bring in more assets, expand the customer

base. Everyone has a voice . . .”

In the call center the goal is 75 percent of all calls to be answered by a real person within 10 seconds. If calls overflow they
are rerouted elsewhere in the organization, including senior executives. The CEO requires everyone at ING Direct USA to

answer at least four hours of calls per month.

In July 2001 they signed up over 26,000 new customers. In one year of operation, its customer base exceeded 200,000, with

an increasing rate of new customers each month.

Note 1 ING Direct: Considering E-Brokering, Ken Marks, Ivey School of Business July 25, 2002
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Pricing and Product Development
Process
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Product Pricing:
More than Matching a Competitor

Pricing Myths:

1. If we match our competitors fee schedule we will earn similar income - MYTH
2. In order to win customers from larger competitors our prices must be equal or lower
3. We don’t have time to look at pricing

$26.00 $400,000 Develop Financial
$25.50 | - $300,000 Models and
$25.00 | .~ $200,000 [ Product Price Pricing Criteria.
$24.50 | + $100,000 o
—e— Contribution to
$24.00 + + % i .
Netincome Knowledge is

$23.50 + -+ $(100,000 o . .

( : Value in Pricing
$23.00 - - $(200,000)

Decisions!

Product Loca W\a\e Goss Vaidde Sem-Var.  Tadd Vaidde  Connbuionto

Price Vdure  Vdure Revenne DredB (patfixed) Bp Net inoone
Netional Bark $ 500 18,000 3000 $ 3/000 $ 350 % 050 $ 72000 $ 303,000
Gommunity Bark 1 $ 2400 25,000 8000 $ 408000 $ 1400 $ 900 $ 5/00 $ (167,000

$ 2450 20000 1000 $ 46650 $ 450 $ 200 $ 130000 |3 335500

Gommunity Bark 3
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Not all Fee Income Produces Long-Term Value

Bank A — Nearly No Income from Fees or Services Charges Forfeits Millions
of Dollars of Opportunity

Bank B — In addition to Standard Fees also Charges for Everything from
Teller Deposits to Telephone Support Calls ($2.5 for Telephone Support Call)

Bank C — Smart Charges for Appropriate Services

that Produce Value for Bank and Customers, and
Avoids Aggressive or Misleading Charges that
Upset Customers.

Who is likely to make the Most short-term profit?
Who is likely to make the Least short-term profit?

Who is likely to be best positioned to make and
the

16




Fundamental Differences Impact Pricing Process

Experience Knowledge Process Trust Results

Many major and minor business lines
Thousands of products

Knowledge is specialized/ fragmented
» Customers/ customer segments,
* Business line
* Products

people across the organization)

Process is formal & can take over a year for one segment

10’s of thousands of employees across the organization.
Teams of many people required to develop & price the many products (can include hundreds of

Mega

Assets > $250 Billion

Larger Community or

* Business lines structure formalizes and Regional Finangial Institution » Knowledge begins to fragment into more

may add additional sub-levels
* Number and complexity of products
increases

* Pricing process generally is formalized.

Process can takes weeks or months
per product or segment

pieces with greater specialization

* Hundreds of employees across the
organization with corporate employees
becoming specialists

S — » Product and Development can require
. input from over a dozen people/
Assets > $1 Billion functions

Small Community Bank * Limited number of customer segments ¢ Small number of people (2 or 3) can know

~ * Limited number of products nearly everything necessary to make
n * Less than 50 to 100 total employees product & pricing decisions (generalists).
'T'T * Pricing processes may be informal. » Understand all customer segments
Everyone works together regularly. » Understand all products
Process can be done in days or weeks » Some understanding of product

Assets < $250 Million per business line. profitability

17




Our Research Indicates Significant Variance in Serv

Overview of
Process

Important Factors
in Setting Prices

Use of Financial
Modeling in
Decision Process

New Product Idea
Generation

Designated
Product Managers

Designated
Profitability
Manager

Frequency Pricing
Decision are
Reviewed

Charge & Fee Pricing Processes

ice

Experience Knowledge Process Trust Results
Bank Size
Less than $250mil $250mil to $1Billion $1Billion to $10Billion Greater than $10Billion
Two or Three Committee Based with Split between Committee Based
individuals or and Single Point of Focus. Blend | Business Unit or Product

Committee, usually at
Senior Executive Level

Periodic Review - Corporate
Level

of Business Unit and Corporate
level decisions

Level

Competitors.
Overwhelming majority
base decision off of
competition

Majority base decision on
competition, Best in class
use bank profitability as
significant factor

Bank profitability is becoming the
main emphasis, although
competition still plays a significant
role

Financial Institution/
Business Unit Profitability

A few exceptions but
typically back of the
napkin, at best

The majority of the
respondents still use little
financial modeling, however
some are beginning to
emphasize it.

Becoming much more important,
especially with banks where the
main factor determining prices is
profitability

Many use some form of
Financial Models. Most FI
have used some outside
consulting within the past
few years for pricing
ideas.

Limited, typically follow
competition

Majority of ideas come from
competition

More emphasis beginning to be
placed on organic ideas in order to
gain competitive advantages.
Competition still watched closely

Business Unit or Product
Initiated. Some original
product research in
controlled environment.

No

Most do not, but some do

More banks beginning to dedicate
specific resources/ responsibilities
to product lines

Typically a Product
Manager role exists in at
least some parts of
institution

No/ CFO or CEO

No/ CFO or CEO

Profitability tends to get pushed
down to product line manager

Business Unit Finance
Teams Focused on
Profitability

Annually, Semi-
Annually Occasionally
Longer Span between
Reviews

Ranged from monthly,

quarterly, annually or even
semi-annually. Frequency
Varies Widely by Institution

Committee or Product Champion
Model. Monthly to quarterly with
pricing for any given product often
being reviewed every couple of
years.

Varies, Pricing for each
product may be reviewed
annually or every couple
of years

18




Design a Process that Fits

Experience Knowledge Process Trust Results

Choose The Right People for the Process

However, If People are Fixed, Then Design the Right Process for the
People

Be Realistic and Fit the Process within Size, Resources and Time
Constraints, but don’t Underestimate the Potential Value of an Effective
Process

If Time or Expertise Does not Exist Internally or to Refresh Thinking
Consider Engaging External Resources

19




Case Study: Bank A — Committee With Information
Champion

Experience Knowledge Process Trust Results

Bank A Product Development Model:

FI Assets = $180 Million

*  Group of Two Executives (CFO and COO) Annually Review Fee
and Service Charges.

*  Group initially used external firm to help gather customer, product
profitability, opportunities with greatest magnitude and generally
fresh thinking.

»  After group gathered background information base, they shared key findings with front line
staff and gained input and support as to which fees and service charges were likely to
create the most value for the bank.

*  Group also seeks front line and external firm input on new products and services and
potential value to institution.

* Results:
—  First Year of Process produced over $300,000 in new fee and service charge income.
— Over the past 30 months net income has nearly tripled from $600,000 to $1,700,000.
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. Case Study: Bank B - Product Champion

. Results:

Experience Knowledge Process Trust Results

Bank B Product Development Model:

FI Assets = $2 Billion

Product Champion Model

SVP - Retall Product Development & Strategy
SVP - Retail Credit Products

Reports to President & CEO

Champions the products within the holding company, analyzes customer needs,
Assists in creating new products and enhances existing functionality.

Involved in strategic initiatives relative to revenue generation, profitability and asset
quality.

Responsibility: Product Development and Product Profitability

Enhances the management of products

Focuses on Income Generation

— First 6 months of 2003 a gain of over 19% in Service Charge Income (over $600k), much of
increase in both 2002 & 2003 is from “Bounce Protection” which is similar to overdraft
opportunities we have discussed.

— 1n 2002 a 26% gain in service charge and fee income (over $1.4 million) related to deposit
accounts.

— 2002 Net income increases by over 14%.
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_Case Study: Bank C - Pricing Manager

Experience Knowledge Process Trust Results

Bank C Commercial Product Pricing Model:
FI Assets > $250 Billion

Year Long Process Run by a Project Manager (Previous Pricing Consultant)

Primary Goal: Maximize income by increasing prices to the maximum rate possible without
losing customers.

Secondary Goals:
- Minimize time impact on people that could be selling

- Minimize customer communications related to fee or product changes. Product collapse/ consolidation is
included in process to limit communications (goal: maximum 1 price change communication per year)

Business unit initiates, drives process and models financial outcome.

Project cost and anticipated income approved by finance (real authority to stop project if
anticipated return is not large enough).

Project is budgeted to cost $1 million and return $11 million once fully implemented.

One customer segment modified each year (Commercial, Middle Market, Business
Banking). Each Segment 3 Year cycle.

Customer review process allows for exception pricing at an account level if financial impact
to a customer is too large

Customers generating greater revenue more likely to be allowed exception pricing.

Product Prices set & .
Clstieriel Managers (P il & _Sales Reviewed at Customer Tracking &
Segment Select | Negotiate level ~ C C Learning
Selected elect Items Price Change _customer leve ommunication (3 months)
to Re-Price with Exception

Results:
—- One year gain on investment is 11 times expense.

22
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, Case Study: Bank D - R & D Process

Bank D Research & Development Model: FI Assets > $5 00 Billion

Evaluate Ideas Goal & Measure

Goal: Generate ldeas
Prioritize ldeas Measures: # of Idea’s &
Approved Ideas

\4

Conceive ldeas Assess ldeas

\4

Plan and Design

Goal: Design & Planning
Assign and Scope| _[Complete Design| _|Build Rollout Plan Measures: Cycle Time
" " Quality
Implement
Goal: Successful implementation

Measures: Cycle Time
Market Readiness of Idea
On-Time Implementation

Develop Test Plan—| Implement Idea

Test

. Goal: Stable Operating Environment
Monitor . > : i
» Report Results > Improve Process Measures: Operating Result
Performance
Recommend
Goal: Rollout of successful services
Complete | Review and | communicate Measures: Clarity and completeness
Recommendation| Approve Recommendation of recommendations
Source: R & D Comes to Services, Harvard Business Review, April 2003
23 FI — Performance Consulting




» Product Development & Pricing Review Process

T Experience T Knowledge | Process . Twst Resus
Final Sign Off,
Roll-Out &
- Tracking
5° + Business Unit
No e CFO
* Marketing
e Operations
e Compliance
Detailed 230
L. . %ﬂﬁ/\g‘/
Preliminary Analysis, as —
Regular, Periodic Findings to Exec Necessary -
Review of Market Grou - ,
€ Se ot Marke _ Daté_l& P (Materiality determines
egments  Brajinstorming from - Make prelim. No / Yes resources allocated)
Functional Areas: recommendations * Financial Modeling
. Focu.s on the . for changes » Test Marketing
solutions aqd their  Key income « Determine areas « Competitor Response
corresponding drivers analysis for additional » Operational Feasibility
prod_uct _ . Finance analysis e Compliance Ok
* Review driven by . Marketing « Receive guidance « Marketing Literature
gcr)llunor.]s « Operations for future * PR
ampion « Compliance emphasis &
 Front Line direction
T Repeat the process for the
next market segment |
24 FI — Performance Consulting
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4

A

Key Characteristics of an Effective Process

Experience Knowledge Process Trust Results

Markets Communicati Delivery &
& Sales Customer
Locations & Bus. Dev. Service

Innovation, Leaning and Continued Development

Measuring & Tracking Results

Start with The Right People & Commitment

Develop Strategy and Vision Which Then Drive Pricing
Decisions

Prior to Setting Prices, Collect and Understand Information
1. Customer Profitability

2. Product Profitability

3.  Segment Profitability

4. Potential Magnitude of Various Fee Changes

5

Competitive Information [Fee Schedules, Disclosure Statements & Non-Fee
Schedule Information (Actual Practice)]

Point of Accountability to Make Changes Happen
Decisions Implemented in a Timely Fashion
Organized Communication to Customers

25
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Track Results & Utilize in Future
Decisions
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Approximate Single Product Annual Profitability

Safe Deposit Box

1st Mortgage

Home Equity Loans

Direct Loans (Auto etc.)

Credit Card

Investment Accounts - IRAs

CD > 5 Years Month

CD 19 - 60 Month

Money Market

Savings

Checking - Pers. Interest DDA

Checking - Minimum Balance

Experience Knowledge Process Trust Results
$50.00 $100.00 $150.00 $200.00 $250.00 $300.00 $350.00 $400.00 $450.00

$-
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Track Results, Learn & Innovate

The The People to Markets Products Communicatio\ Delivery &
Right Strate Execute & Developmel Sales Customer,
Team ay Strategy Locations & Pricing &Bus. Dev. Service

Innovation, Leaning and Continued Development

Measuring & Tracking Results

28




Review: Are you Ready to Maximize Income?

Experience ~ Knowled ge  Process  Trust Results

Solid Foundation of Knowledge?

Vision and Strategy That you Are Willing to
Live By?

Balance Short-Term and Long-Term
Profitability?

Timely Decisions?
Structure for Action?

Measures of Success?
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