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Insights Into Income Growth

Objectives for Today

e Process & Drivers for Maximizing Profitability

* Focus on Key Tactical Drivers (Non-Interest Income
& Expense Reduction)

“The computer is no better than its programme.”
-Elting E. Morison
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Strate Execute Development Sales Customer
oy Strategy Locatlons & Pricing & Bus. Dev. Service

Innovation, Leaning and Continued Development

Start with the “Right Team ”

Develop an actionable strategy that Distinguishes your
products and services

Choose the right Markets and Locations to fit the strategy

Develop appropriate Products and Pricing to fit strategy &
maximize profitability

Let strategy help Drive the Balance between traditional
Interest Income & Fee and Service Charge Income

Before implementing any pricing changes develop
Knowledge of both financial and non-financial implications.

TRACK RESULTS




\ From Good to Great

Experience Knowledge Process L — Results ...
The The People to Markets Products Communicatiol Delivery &
Right Strate Execute & Developmeny>  Sales Customer,
Team 9y Strategy Locations & Pricing & Bus. Dev. Service

Innovation, Leaning and Continued Development

Measuring & Tracking Results

1. Choose the Right Team
2. Listen for Value




Strategy Creation

Experience Knowledge Process Trust Results
“If you don't know where you're going ) > >> > s >>
1 Team Strategy Locatlons Pricin & Bus. Dev Service
you'll end up somewhere else.”
-David Campbell Messuring & Tracking Resul
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Listen for Contributions from Others that will create Lasting Value

Develop a Strategy that Differentiates you (Services, Pricing, Quality, Market etc)

Create a Map & TAKE Consistent ACTIONS

Communicate why customers should want to do business with you!

* Public Relations one of the most overlooked tools

Communicate Markets
Communicate Why you are Different (Obviously works best if you ARE different)
* If you have something to say, SAY IT!




»
»

Strategy without Execution is . . .

Experience Knowledge Process L — Results ...
The The People to Markets Products Communicatiol Delivery &
Right Strate Execute & Developmeny>  Sales Customer,
Team vy Strategy Locations & Pricing & Bus. Dev. Service

Innovation, Leaning and Continued Development

Measuring & Tracking Results




Location, Location, Location

T bxperience T Knowledge | Process | Tust  Resus
83% of
customers visit
a branch 1 or
more times per
month. (Gallop
Survey)
It may be beautiful (or inexpensive), but is it strategic?
Is it the best value for both short-term and long-term profitability?
Have you ever closed a branch because it wasn't profitable?
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Tools & Building Blocks

.............................................................................................................. Experience ... KNOWIEAGE | PIOCESS e IS e RESUMS
“If you'll not settle for anything less than your b est, [ e > Peé’féime Mk De..gi;ymn}
you will be amazed at what you can accomplish in i s S"ategv Locations f T &2 oot/ servce

your | |VeS" - V| nce Lom bard | Innovation, Leaning and Continued Development

Measuring & Tracking Results

®* The Simplified Model
®* Revenue — Expense = Profit
+ Revenue Income ($000)
“+Interest Income
+Fees
+Service Charges
+Miscellaneous Income

0 2001
- Expenses = 2002
- Interest Expense = 2003
- Loan Loss
- Labor (Salary & Benefits) ’ Net Income

- Technology (& Processing)
- Occupancy
- Other

®* Assumption: Profit goal is fixed (by market requirements or senior management etc.)
®* To meet profit goal, we must change one or more of the components of revenue or expense

®* The challenge is to develop a strategy to identify the component that has the greatest positive impact
and lowest negative impact

®* That is what we look at and consider today.

Which Profit Drivers are you Willing to Consider Ch anging?




Return On Equity

ROE Performance of Banks in PA

Experience Knowledge Process Trust Results

2002 ROE Distribution of PA Banks
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. * 8% of Banks in PA are lossing Money
30 * 56% are earning less than 10% ROE -
* 30% are earning between 10 & 15% ROE
25 * 15% are earning over 15% -
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Comparative Financial Data

Experience Knowledge Process Trust Results

1.60%

1.40%

1.20%

1.00%

0.80%

ROA%

0.60%

0.40%

0.20%

0.00%

Return on Assets

‘ 2000 2001 2002 \

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

Bank Size in Total Assets

Note: Based on financial information from banks in Pennsylvania.
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ROE Performance By Slze
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DDA Case Study:
# of Deposits by Balance

Experience Knowledge Process Trust

Number of Accounts
Grouped By Average Deposits

Deposits > = 50,000
Accounts = 350

| (4%)

Deposits > = 7,500
and < 50,000 Deposits < 500
Accounts = 1,600 Accounts = 2,499
(16%) (25%)

Deposits > = 5,000

and < 7,500

Accounts = 615

(6%)

Deposits > = 500

Deposits > = 1,500 and < 1,500
and < 5,000 Accounts = 2,280
Accounts = 2,520 (24%)

(25%)

Results
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DDA Case Study:
Total Assets by Average Balance

Experience Knowledge Process Trust

Total Deposits
Grouped By Average Deposits

Deposits > =500

and < 1,500 Deposits > = 1,500
Assets = and < 5,000,
$2,219,976 (2%) Assets =
$7,097,673 (7%)

Deposits > =5,000
and < 7,500,
Assets =
$3,858,345 (4%)

Deposits <500
Assets = $550,075
(1%)

Deposits > =
50,000,

Assets =
$53,348,385 (55%)

Deposits > =7,500
and < 50,000
Assets =
$29,727,355 (31%)

Results
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DDA Case Study:

| Contribution by Average Balance

Contribution to Net Income
(including interest & fee income)
Grouped by Average Deposits

Note: based on an institution with
just under $200 million in assets

2,000,000

1,500,000

1,000,000

Estimated
Contribution to Net 500,000
Income

(500,000)

(1,000,000)

Deposits Deposits Deposits Deposits Deposits Deposits
< 500 >=500 =>=1,500 >=5,000 >=7,500 > =
and < and < and < and < 50,000
1,500 5,000 7,500 50,000

Additional Strategies

 Decrease products & services that are losing Money. Not only do 20% of your customers produce
80% of your profit, 25% of your customers may actually cost you nearly 50% of your profits.
« Large national banks are fairly effective at getting rid of customers costing them money

» ldentify profitable target customers & determine ways to cross sell profitable products
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DDA Case Study:
| Fee Income by Account Balance

Experience Knowledge Process Trust Results

Total and Average Fees
By Average Deposit
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Non-Interest Income

Experience Knowledge Process Trust Results

Other Non-Interest Income / Total Income % by ROA P  ercentile

— 2002 All

12.0%
10.0%

8.0% -
6.0% -
4.0% -
2.0% -

0.0% . . : . . : : . . :
Top5% 5% -10% 10% - 20% - 30% - 40% - 50% - 60% - 70% - 80% - 90% - Bottom
20% 30% 40% 50% 60% 70% 80% 90% 95% 5%

ROA %

Top performers have significantly more “Other non-interest income” than all
other performers with the exception of the bottom performers which may be
explained by their lower income. That is total Non-interest Income is 2 to 5
times higher at the top performers than the lower performers.

Note: Other Non-Interest income is defined as service charges, commissions and fees, examples include: Monthly
service charge fee, transaction fee’s such as overdrafts and misc. income such as safe deposit box fee’s etc.
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Non-Interest Income By Assets Size

Experience Knowledge Process Trust Results

Other Non-Interest Income / Total Income %
= 2002-2000 Data - All == 2002-2001 Data - Less Savings Associations
16.0% \
|
14,00 S e 13.5%
12.0% -
10.0% -
80% - 7.7%
6.00 e e T
0, a
4.0% p.1% 3.3%
1.9%
0 |t
2.0% 2.1%
0.0% ‘ : ‘
Below $100 Million $100 Million - $250 Million ~ $250 Million - $1 Billion $1 Billion - $10 Billion Above $10 Billion
Average Average Average Average Average

Note: Other Non-Interest income is defined as service charges, commissions and fees, examples include: Monthly
service charge fee, transaction fee’s such as overdrafts and misc. income such as safe deposit box fee’s etc.




., Components of Non-Interest Income

.............................................................................................................................. Experience ~ Knowledge  Process o dTUSt o Results
@ Fiduciary Activities B Service Charges O Inv Banking and Advisory Fees
O Insurance Commission Income O Net Gains on Sales of Loans B Other Non-Interest Income

O Additional Noninterest Income

0 27.4%

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

» Fiduciary activities are relatively significant at the smallest and largest institutions,

 Insurance income becomes vastly more significant at institutions over $10 billion in assets

e “Other Non-Interest income” and “Services Charge” | ncome account for between 65 and 80%
of non-interest income at financial institutions be tween $100 million and $10 billion in assets.
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ROE Performance By Slze
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Product Pricing:
t 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 + 4 $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) . . .

Value in Pricing

$23.00 L $(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 $ 2500 18,000 3000 $ 3/000 $ 350 % 050 $ 7200 $ 303,000
Gommunity Bark 1 $ 2400 25,000 8000 $ 408000 $ 1400 $ 900 $ 5/000 $ (267,000

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

Gommunity Bark 3
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Waitch for Income Leakage

Policies that cost money.
Example:
» Automatic fee waivers
* Incorrect waiver decisions e.g.
» Not waiving fees for
profitable customers
» Excessive authorization to
waive fees at branch or
customer service level
» System parameters that waive
or charge the incorrect fee
* Disclosed fees that are not
charged or collected
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Key Leakages

®.

«System Parameters that Leak Income
*Overlooked Profitability in Products

Human factors in Profitability Growth
«Cumulative Impact of Unlocking Hidden Income
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Expense Side
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Communications, Sales & Business Dev.

Experience Knowledge Process Trust Results

The The People to Markets Products Delivery &
Right Strate Execute & Developmery Customer,
Team 9y Strategy Locations & Pricing Service

Innovation, Leaning and Continued Development

Measuring & Tracking Results

Are we waiting for business to walk in
our door?

 Build sales culture  drive business in
the door close the deal

 Public Relations PR PR PR

« Active Sales Lead and Prospecting

* Networking

Once we have our strategy, choose
our target and actively develop the
business
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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

25




Summary Steps to Maximize Profitability

|
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Experience Knowledge Process Trust Results

The People to Markets Products Communicatio Delivery &
Strate Execute & Development Sales Customer
9y Strategy Locations & Pricing & Bus. Dev. Service

Innovation, Leaning and Continued Development

. Choose the Right Team
. Determine your Overall Strategy, Quantify the Value, Let the Strategy Drive Related

Decisions
1. Specific Strategy with Action Plan
2. Quantify the likely Cost and Benefits of the Strategy

. Take Action and make Decisions Consistent with the Strategy
. Ensure the “Right” Locations and Delivery Team for your Strategy
. Understand key Profitability Drivers for “Major” Products, Product Offers and

Customers and Customer Segments

. Model Value Prior to Pricing Products
. Measure and Track Results
. If you Hire Outside Help:

1. Only pay for Realized Value, Not by the Hour
2. Look for a Firm with both the “Big Picture” and “Specific Meaningful Opportunities”
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