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512-351-3700
bsmith@AboundResources.com

Brad Smith — President, Abound Resources

20 years experience helping community banks
achieve their business goals by integrating strategy,
sales/marketing, operations and technology

500+ vendor evaluation projects in de novos to
multi-billion dollar institutions

Lead negotiator representing community banks on
200+ software, hardware and outsourcing contracts
valued at $150+ million

Former Manager of Deloitte & Touche’s Community
Bank Technology Consulting Practice

Advisor to several community bank trade
associations

Instructor at several banking schools

© Abound Resources, Inc.
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resources, and if you want them, just shoot me an email.
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Arhese slides with my speaker notes
Ansights into 201t community bank plans for 2011CEO, CFO/COQ/CIO

A simple Reg Q calculator

Musiness Banker job description
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Who We Are

Management consulting firm for the ; B/—\
Community Financial Institution (CFI) ;! ﬁ”"'?fﬁ??ﬂ???g

industry

* Helps CFIs with Growth, Efficiency and
technology initiatives

* Based in Austin, TX; clients in 30+ states

* Foundedin 1997 by former bankers and
Big 5 consultants

¢ 500+ software evaluations
* Vendor neutral

* Advisors average 20+ years in CFl
management; lending, cash
management, operationsand IT

* Endorsed by IBAT, ICBM and CUNA

© Abound Resources, Inc.
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,‘,_ng Do

Supporting Growth, Efficiency and Technology in
Community and Regional Financial Institutions

Strategic Operations
Planning & Payments

) ——

Retail
Strategy,
Marketing
& Sales

Small
Business &
Cash Mgmt

Loan
Processes

© Abound Resources, Inc.

Several things we can do that might be of value in the cash management and small
business banking areas:

AHelped a 1.5BB bank make a million dollars in cash management this year

AWe have a turnkey program for improving sales and fee income in your small
business and commercial line of business

AWe can evaluate your cash management product offering to see how competitive it
is and make product, systems, pricing and marketing suggestions

AEvaluate your small business and/or commercial sales model to see how to really
ramp up saleg particularly of commercial deposits and cash management services

AWe can measure your Reg Q impact and suggest either offensive or defensive
product strategies
AWe can pull the demographics of the small businesses in your market and quantify

the market potential in terms of loans, deposits and fee income. We can also
suggest industry or market specific bundles

AWe can help you respond to RFPs for large accounts, public funds, etc. and even do
jointsalescallsA ¥ &@2dz YSSR | /¢t 6SQ@S 320 G¢2
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A. The Rules and Regs

B. What It Could Mean to You and Your
Customers

C. Your Strategic Decision

D. Top 5 Strategies for Customer Account
Growth and Retention

E. Questions

© Abound Resources, Inc.

My objective today is to share some thoughts on Reg Q, its potential impact and our
top 5 strategies for commercial account growth and retention.

© Abound Resources, Inc
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The Rules arn?dr ﬁégs: Reg 0]

* Reg Q prohibits interest on commercial
demand deposits

* Original intent was to encourage companies
to invest money in areas that would stimulate
the economy

* Was intended to make bank deposits less
attractive

© Abound Resources, Inc.

Original Regulation Q dates back to Glas=agalbnd the Great Depression

© Abound Resources, Inc
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The Rules ahd Regs = Reg 0]

* Banks still needed deposits so they created
workarounds
— Earnings credit
— NOW accounts
— Zero balance accounts
— Sweep accounts and REPOs

© Abound Resources, Inc.
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rate and account analysis billing systems.

© Abound Resources, Inc
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® The Rules and Regs —”Iie’préiai of Reg Q

Effective July 21, 2011, Section 627 of the Dodd-
Frank Wall Street Reform and Consumer Protection
Act will repeal Section 19(i) of the Federal Reserve
Act and repeals the Board’s published interpretation
of Regulation Q and will remove references to Reg Q
found in the Board’s other regulations,
interpretations and commentary.

© Abound Resources, Inc.
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* Intent
— Encourage companies to keep their cash at banks

— Increase liquidity in banks
— Increase liquidity for the Fed

* Net effect

— Financial institution’s will be able to pay interest
on corporate checking accounts.

— They don’t have, they’re just able to.

© Abound Resources, Inc.

Intent of the repeal was to encourage companies to keep their cash at banks
increasing the liquidity in banks in general and the Federal Reserve in particular. The
huge reduction in corporate deposits in banks has a major impact on the Federal
Reserve System. The amount of actual dollars held by the Fed is way down. Fed uses
that money as float to clear checks, process wiresgetnd some economists have
warned that the Fed reserves could be completely depleted on a particular day and

bring the whole system to a halt.

© Abound Resources, Inc
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"',

wThe Rules and Regs — Te

Extension of TAG

* FDIC insurance permanently increased to
$250,000
* Temporary through December 31, 2012

— Unlimited deposit insurance for non-interest
bearing demand deposits

— IOLTA’s included, NOWs and MMDAs excluded
* Net effect
— Unlimited coverage only if no interest is paid

© Abound Resources, Inc.

This is a totally different issue than the repeal of Reg Q, but it needs to be factored
into your strategy for how to deal with it.

So for customers with balances >$250,000, they can choose interest or unlimited
insurance.

© Abound Resources, Inc
www.AboundResources.com
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ég;;;gsa;\\\\\;\\ﬁ__f///
®  The Rules and Regs — Political Status

___-—/

* Proposed alternative to increase MMDA
transactions to 24

* Proposed 2 year phase in
* Community bank’s concerns on Too Big to Fail
* FDIC comments on post 2012

© Abound Resources, Inc.

Some trade associations have been pushing to undo the Reg Q repeal legislation or at leas
slow it down. One alternative proposed is to increase the allowable MMDA transactions to
24 . Another is for a 2 year phase in of the repeal.

LQY y2 SELSNI 2y f2008Ay3% odzi 6FasSR 2y
I ydzZYoSNJ 2F YSYOSNR 2F (GKS CAyFyOAlLf {S
those will be successful. You need to be moving forward as if this will go into effect in July.

Another concern that is being voiced is related to the FDIC insurance. Since the federal
32OSNYYSyYy(ld KlFIa akKz2gy OGKIG GKSNB FNB az2ys
banks might be at a competitive disadvantage as big banks could overtly market or covertly
suggest that money above the $250,000 insurance cap in their checking accounts are safel
GKFY Y2ySe 2SN PupnInnn AY | 02YYdzyAdle

When | asked someone with the FDIC if they were concerned about this too big to fail
issue, he had no idea what | was talking about. He also reminded me that any change in
the insurance amount required legislation.

A reminder that the Fed is seeking comments on the Reg Q repeal and the comment
period is now through May 16

© Abound Resources, Inc
www.AboundResources.com 11
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* Increase in cost of funds

cash management services

accounts

* Decreased attractiveness in alternate
investment instruments

* More competition for commercial deposits,

* More funds flowing back into transaction

© Abound Resources, Inc.

Part of the coming competitiveness will be driven by both banks and credit unions

pulling back from consumer banking because of Durbin, Reg E, the new FDIC guidance

on NSF/OD.

The industry is realizing that future fee income will come from the commercial side of

the house.

© Abound Resources, Inc
www.AboundResources.com
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to Your Commercial Customers

Lots of decisions to make

— Interest or full FDIC insurance coverage. If their balances
exceed $250K, they can’t have it both ways

— How to balance hard interest payments with expense
reduction through compensating balances

— Tax implications of hard dollars vs soft dollars

— Are sweeps, REPOs or higher ECR better than hard dollar
interest

You need to be helping them
through their decision making process

© Abound Resources, Inc.

hdzZNJ AYRdzAGNE tA1Sa (2 alreée GKIFIGd 6SQNB FAy
out in front of this issue and help your customers through the decision process.

© Abound Resources, Inc
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to Your Commercial Customers

* They will be confused

— They’ll be bombarded my competitor advertising and
sales calls

— Analysis world is going to change a lot in the coming
months

— They may be excited about earning interest and
disappointed when they see the rates

You need to be meeting with them

© Abound Resources, Inc.
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FDIC fees will no longer be calculated based on deposits . but the cost of FDIC
insurance will go up more for larger banks than community banks. May help us.

© Abound Resources, Inc
www.AboundResources.com 14



Goals Achieved. Guaranteed.

ABOUND RESOURCES"

Id Mean to Your Institution

». What It Cou

* Choice to make on paying interest

— Do nothing
— Pay a soft earnings credit rate on balances to

cover service charges and then hard interest on

excess balances
— Pay hard interest on entire balance (effectively

eliminating the soft interest credit) and charge

hard dollars for services

© Abound Resources, Inc.

There are three basic choices to make:

AYou can do nothing. No change.
AYou can pay a soft earnings credit on balances to cover service charges, and then

pay hard interest on any excess balances. This is where most bankBgneng
out how to automatically determine at what point they want to pay interest
AHigher cost of funds. Need to offset with more feased services.
AYou caneg, pay hard interest on the entire average balance which would effectively
eliminate the soft interest credit and charge hard dollars for services rendered.

KFNR AyGSNBaildz az27¥i

Poll the audience.
I NB @&2dz 32Ay3a (2 LI &
cm: 2F | dZRASYOS NBALRYRSR a52y Qi (y26¢H
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Example - Potential Impact

of Paying Interest

Sample Results Under Three Rate Scenarios

Your Req Q Scenarios -Paying Interest at
Your Financial Institution Your Baseli 0.15% 0.25% 2.00%
Total Interest Income S 38,236,000 | S 38,236,000 | S 38,236,000 | S 38,236,000
Interest Expense S 7,450,000 | $ 7,450,000 | S 7,450,000 | $ 7,450,000
Addl Interest Expense Under Scenario* S - S 124,497 | 207,495 | S 1,659,960
Interest Expense - Adjusted S 7,450,000 (S 7,574,497 | S 7,657,495 |S 9,109,960
Non-Interest Income $ 13,509,000 | $ 13,509,000 | $ 13,509,000 | $ 13,509,000
Non-Interest Expense $ 29,538,000 | $ 29,538,000 | $ 29,538,000 | $ 29,538,000
Provision for Loan & Lease Loss S 405,000 | $ 405,000 | $ 405,000 | $ 405,000
Realized Gain/Loss Held to Maturity Sec 3 7,000 | $ 7,000 | S 7,000 | $ 7,000
Realized Gain/Loss Avail for Sale Sec S 3,327,000 | S 3,327,000 | $ 3,327,000 | $ 3,327,000
Pre-Tax Net Operating Income S 17,686,000 | S 17,561,503 | $ 17,478,505 | S 16,026,040
Efficiency Ratio 66.68% 66.87% 67.00% 69.28%
Pre-Tax ROA 2.04% 2.03% 2.02% 1.85%
Replacement Income Needed*** 5 124,497 | S 207,495 | $ 1,659,960
Not all' doom and gloom - our plan is to increase this bank’s pre-tax profits by $3MM in 5
years: $1.2MM in fees, $800K in value of balances and $1MM from increased C&JA{SrJdcgng |

Example above:

- $800MMbank with $83MM in norinterest bearing commercial deposit accounts.
Industry average is closer to 4% of assets in commercial DDA.

- Three different scenarios of interest on those $83MM deposits. 2.0% scenario is the
NA&al 2F YIFIGOKAY3I | O2YLISGAG2NXA GSIF aSNI N
- All other things constants so it does not account for fees or changes in balances

based on paying interest or not.

St Ol £ Odzf F G2 NJ (2

(@

LT &2dzQR fA1S | FTNBS 9E
bsmith@AboundResources.com

With interestbearing accounts paying 25 basis points or so, paying interest may not

seem to be a big deal. But as rates increase and FDIC transaction account guarantee
programs phasing out, it will cause a major competitive change. With a higher cost of
Fdzy RaX @&2dzQf f y SSHRaseéldervkesFa Sl 6AGK Y2NB T

Not all doom and gloom if you approach thighe right way, it can be a money maker.

OEI YL SXPATFT &2dzOQNB Ay GSNBaGSR Ay fSINYyAyY:

© Abound Resources, Inc
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=
®_ What It Could Mean to Your Institution

Near-term implications
— Lot of work to do right now

— Vendors are totally confused. You may not be able to do what you
want to do.

— Lots of trial and error from July through December and then again
leading up to Dec 2012

— Some customers will forego interest now to get maximum insurance.
This may be best way to keep them from moving.
* Longterm implications
— Sweeps, MMDAs and NOW may survive as product to earn higher
rates than what you might offer in a DDA account
— MMDAs could become just another tier on a tiered-rate transaction
account, with the lowest tiers paying nothing or next to nothing.

— Account analysis?

© Abound Resources, Inc.

¢KS FdzidzNB A& Fddi1e& 06SOFdzaS 6S R2y Qi (1y?2
guess pretty clearly what the neterm implications are:
ANearterm

A Lots of work to do right now retention, new product packaging

ASome customers will forego interest in order to get maximum insurance
while the economy returns. This may be your opportunity to retain those
accounts right now. Push them towards fully insured accounts.

ALongterm implicationsc some of the money moving mechanisms might eventually
fade away.

A Sweeps may survive as means for commercial customers to earn higher
rates than what you might offer in a DDA account

AMoney Market and NOW will stick around at least for a while as long as
banks want to offer a product that can pay a bit more than a transaction
account.

AMMDAS could become just another tier on a tieresde transaction account,
with the lowest tiers paying nothing or next to nothing.

A Account analysig | think it survives as the billing system émrporates
Whether ECR survives is up for debate.

© Abound Resources, Inc
www.AboundResources.com 17



ABOUND RESOURCES"

Goals Achieved. Guaranteed.

e
®_ What It Could Mean to Your Institution

* The Big Question on CEQ’s minds
— What’s everyone else going to do in my market?

* The Big Question you need to ask your CEO

— What are we going to do when several
competitors offer interest right away? And what
would happen if someone offers a 2% teaser
rate?

© Abound Resources, Inc.

The big unknown is what everyone else is going to do. What happens if a big
bank in your market offers a teaser rate of 2% on commercial checking? Or a
credit union? How are you going to respond?

A lot of wait and see what the other guy is going tocday the time you

NBaLR2yR G2 | O2YLISIAG2NI 2FFSNRAYIZ @&2dz
market that would have moved
Because the worst case nearS N a OSy I NRA2 A&a AT | . A3

looking like some credit unions and community banks) offers some crazy

teaser rate, like 2%. What are you going to do? Do you wait it out? Do you

offer 0.5% and hope your relationships are strong enough that your customers
62y QG fSIOSK 52 &2dz 2FFSNI moT P2 Fa |

© Abound Resources, Inc
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Your Strategic Decision

* Lots of decisions to make

* But all of those decisions need to be driven by
— Your business strategy
— Your financial goals

— Whether you view this as a time to grow your
commercial line of business (offensive or
defensive strategy)

© Abound Resources, Inc.

ou have a decision to make. Take the offensive or defensive aﬂproach The pros and cons of paying interest
rea ﬁbons down to whether you want to differentiate and geiarketshare® h G KSNB A aSzZ A0 Qa 2dzadl
much your cost of funds increases.

hFFSYyaa@dsS 62dd R 65 G(KIG @2dzONB I2Ay3 (2 SELX 2A0 GKAA 3
market to offer interest. Maybe even offer teaser rates. That can be a great strategy for some of you. Early
adopters will get the benefit. Add some fees to offset

Defensive is a wait and see whaf the competition does. However, you need to be prepared for it now, becayse the
NBalLlRyasS GAYS dF1Sa + gKAfES® TyR AT e2dz RQ)/Qu NBEaLR2yR
relationships. In our opinion, reacting to the com Fetltlon is not the right strategy for any bank. By the time you

respond to a competitor offering interest, you will have lost those early adopters and at risk accounts

So you need to evaluate the scenarios and consider liquidity, impact on earnings and what your product, sales,
marketing and compliance plan would be.

2 KS§ NHzyyAy3a GKS FAYEYOAFE AYLI OG FylLtéaArazs &2dz gl yia i
NA&ET1é 2F 0SAY3I AYLEOGSR® ' yR (GKSYy dzyRSNJI RAFFSNByY G _ NI (¢
SELISyaSs ySi AyiSNBal YFINHAYI STFFAOASYyOeé NI GA2 yR S|
OF t Odzf FGA2y&a FT2NJ é2dzz SYl Atbsvith. | yR LQEf 6S KILILR (2 &¢

And Run your ALM models based on different rate scengrd® Y YSNOA It OKSO1Ay3 KFayoQid o
will be now

But at the end of the day, the decision is going to be driven by:

Koffensive or defensive

Arhen, how are you going to increase commercial fee income to offset interest expense

BKIFIGQa 2dzNJ ySg LI O1F3ISR LINRBRdAzOG 2FFSNAy3

AKIHioa GKS AYLI OG 2y e2dzNJ altSa Y2RSt IFyR YIFINJSdGAy3 Y

© Abound Resources, Inc
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Your Strartéig'ié Decision

Regardless of your strategy you need to have
your new packages in place for July

© Abound Resources, Inc.
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finalizing those packages, we need to t&kriously,
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based on what customerswagt: 4 € S ad dzyGAf NI ( ]
unwise to simply wait and see what everyone else does.
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Account Growth and Retentlon

Emergency retention strategies

Segment your commercial market

Lead with deposits

New sales model

New packaging

© Abound Resources, Inc.

{2 y2g8 GKI hééésﬁmiemmat dould d mean to you and your
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business.

© Abound Resources, Inc
www.AboundResources.com 21



ABOUND RESOURCES"

Goals Achieved. Guaranteed.

Immediate focus on retention of customers -
penetration of sticky products, account
management calls

» Targeted retention tactics for most valuable
“at risk” accounts

— Bill pay

— RDC

— ACH origination

— Mobile
You need to pI as if all your commercial customers are going to receive teaser ads touting
G CNES SO1TAYy3 LI dzA wW:HE O

The first step is protectlng your customers from those attadkgorove penetration of
GatAaAOleéd LINPRdAzOG&a o6o0Aff L&z w5/ SGO00 Fa |

ALRSY(GATFe @2dz2NJ Y2ald LINBFAGIOES O2YYSNODALFE C
do a simple calculation based on average balanges act|V|ty/fees and loan relationships.
¢tKSYy ARSYGATEe Y2aid albd NRalé¢ O0dzad2YSNE® { S
laser targeted retention tactics.

A Business bill pay. $850 to incent them to pay 3 bills. Others include RDC, merchant
ASNIAOSad ¢KS Y2NBE aSNBAOSEA>E GKS KINRSNJI A
teaser rate.

A For example, of the respondents offering ACH origination services, almoshiotie
have fewer than 10 customers using the product. Of the respondents offering remote or
merchant capture to customers, almost half (49%) have fewer than 10 customers it.

AhyS 2% GKS 3INBIG vedka Aa GKFG &2dz R2y Qi K
olyla KFE@S (KS LINRPRdAzOGAZ (GKSeé 2dzaid R2y Qi L
A2S KI@S I OFaK YIyrFr3aSYSyid dzl3S aidzRé b2 Ke

Management Services and What To Do About It". Email me for a copy.

/| SYSyli GK2aS NBflFIGA2yaKALA y26d , 2dz K @S cn
segmenting, 6 weeks for executing your strategies (calls, visits, diagtetc) and 1 week
to get them set up on new services.

© Abound Resources, Inc
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#2: Segment Your Market

Small business banking
* Huge, growing market

* Under-served by Big Banks, loyal to community
banks and credit unions (emerging)

* 2.5 x more profitable than consumers
* Largely unaffected by Financial Reform

*  66% of small business owners are affluent
(vs 33% of consumers)

* Strong cross sales — 65% have both personal
and business accounts at same bank

© Abound Resources, Inc.

There are a number of ways to segment your commercial custoqergenues, number of
employees, life stage, industry, cash needs, treasury management needs, etc. If nothing else, at least
segment them into two groups based on sgemall business and medium to large business. And then
221 +d 6KSGKSNI avitt odzaiySaa Aa | YIENJSGO e2dz 41
A Many banks focus their sales and marketing efforts on the mmiltion dollar businesg what most
people consider the middle market. These are the companies that maintain large balances, buy
treasury management services and have lending needs. But most ignore the small business segment
even though you already have most of the products to service them.

A Small bioppty and numbers

A 27MM total businesses in the US. 1MM over $1MM in revenue. . 26MM less than $1MM in revenue.
(~25% have $100K$1MM in annual revenue, ~75% have <$100K in annual revenue and 89% of
them have no employees. ) Grew by 18% from 2@R07, with the greatest % growth coming
from the ethnic groups. 18% breakdown 14% growth in whit@wned, 61% in black owned, 44% in
Hispanic owned, 41% Asian.
A Underserved by Big Banks. They value trust, advice, service and long term relationships. Effective
small business banking requires a level of service and understanding that Big Banks struggle to .
LINE OARS® ¢KS& glyd G2 olyl 6AGK @&2dz odzi GKS@& R:
have to let them know. CautionBofAis coming

A Small business customers are 2.5x more profitable than a consumer. They are _more afﬂ emt
of small business owners are affluer#33% of consumersStrongcrossda St t 60SG8SSy GKS 2
personal and business accouat§5% have both with the same bank

A Consumer Financial Protection does not apply to small businesses

A Different go to market strategy though. They want credit cards and debit cards. Their loans are $50K,
maybe $100K. they want equipment leasing.

A Commerciak; still huge opportunity on larger commercial
A You likely need a more effective sales model for cash mgmt services
Acg&llendinggo SO2 YAy 3 Y2NB F20dzAaT adNRBy3 GAS Ay gAGK Ol

© Abound Resources, Inc
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in Business Banking

“Lead with lending” mentality

* No one owns small business
— Commercial Lenders want to hunt elephants, not quail

— Branch Managers are too bogged down in branch
management

“Me too” products

— No product differentiation and guiding prospects based
on # of items isn’t advice-based selling

Wait for walk- in traffic

Reactive “selling” = low penetration

Give too many services away for free s s e

No one goes to see small businesses.

Are you really selling RDC or ACH origination when you only have 10 customers using
AGK ¢KIFGQa NBIFIOGAGS 2NRSNJ GIFT1AYy3as y2i | R

Giving away services for free is going to be problenfati®eg Q when you likely
A0FNI LIFeAy3d AyiuSNBad 2y olflyOoSad [ 2dz 4
start paying interest.

© Abound Resources, Inc 24
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2 SONB y2¢ o0dzZAf RAYy3A (KNEB X ahedltRadza padkige,la)r O1 | 3
retail package and a restaurant package.

9YLI Af YS AT @2dzONBF AYGSNBAGSR Ay dza NHzy:
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