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DELIVERY CHANNELS: THE ATM

The following is an excerpt from Bancography s
syndicated study Delivery Channels: The ATM.

Bancography assembled data from its various service,
satisfaction and loyalty tracking studies containing series
of questions inquiring into the usage and satisfaction of the
ATM. Bancography mined data from 13 institutions with
asset sizes ranging from $850 million to $12 billion and
service markets ranging from small communities to major
metropolitan areas. There were a total of 5,400 interviews
from 2005 and 2006. Bancography found that ATM usage
slightly increased in 2006 from 2005; however, satisfaction
with the ATM channel remained unchanged.

Bancography analyzed ATM usage and satisfaction by
three demographics: length of residence (LOR) in the
community, age and annual household income.

As length of residence (LOR) and age increased, ATM
usage dramatically decreased. Annual household income
by ATM usage and satisfaction did not uncover any
patterns or trends. Satisfaction with the ATM channel did
not vary significantly by demographic attribute.

Delivery Channels: The ATM will be available in July
2007 at a cost of $500. For more information, e-mail
research@bancography.com or call (205) 251-6227.
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ATM Usage vs. Satisfaction
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Questions Asked:
1. Over the past 3 months, have you used your institution’s ATM?
2. What was your overall satisfaction with your institution’s ATMs?

NEwW BRANCH DEPOSIT GROWTH BENCHMARKS: How Do YOUR BRANCHES MEASURE UP?

The past ten years have seen an unprecedented wave

of branching in the banking industry. With several
thousand branches being opened each year at an
average cost of over two million dollars, the industry

is collectively wagering billions of dollars on the
likelihood that consumers will continue to visit physical
branches to fulfill their financial needs. But are the
investments delivering the returns necessary to justify
their capital investments?

Most institutions approve new branches based on a
business case that forecasts a certain level of profitability
over a given period — usually a five year horizon.

And, since branch balances are highly skewed toward
deposits, deposit growth is often viewed as a proxy for
profitability. Common benchmarks for deposit growth
fall into the 40M — 50M range over the first five years of

the branch’s operation. However, there is evidence that
few branches actually meet even the lower end of this
range of expectations.

Bancography examined the historic performance of
branches opened over the past five years, as documented
by FDIC deposit statistics. The study address traditional
bank and thrift branches. Credit union branches were
omitted because credit unions are not required to report
deposits at the branch level; in-store and other alternate
configuration branches were eliminated given their
different objectives; and main offices of newly chartered
institutions were excluded since their initial deposit
bases can include large sums from early investors.

The study also excluded new branches that represented
one-for-one relocations of existing branches.

CONTINUED ON PAGE 2
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NEw BRANCH DEPOSIT GROWTH BENCHMARKS: HOwW DO YOUR BRANCHES MEASURE UP? CONTINUED FROM PAGE |

Before presenting the findings, one important note: Because
FDIC deposit statistics are reported only once per year on

June 30, statistics cited herein that classify a branch as open
for a given number of years actually reflect a range of open
dates. For example, the statement “branches that were
opened for two years” will actually refer to branches open
for more than one year and for no more than two years.

If the standard five year performance benchmark is to
capture 40M in deposits over five years, then few branches
are succeeding as forecasted. The median deposit base after
five years for branches opened between July 2001 and June
2002 was only 17M; fully half of all branches remained
under that level through their fifth year of operation.

To reach the top quartile of deposit growth, a branch needed
to reach 28M in five years; only 25% of branches exceeded
28M in deposits through five years of operation. Only

14% of branches exceeded 40M in deposits after five years,
with the top decile cutoff at 47M. So while 10% - 15% of
branches solidly met performance expectations, 85% likely
fell short.

The chart below illustrates that the difference between top,
middle, and bottom performing branches emerges quickly
and increases in each successive year.

The increased competition in the industry may account

for the slow growth of new branches, as in many markets
the rate of branch growth exceeds the rates of deposit and
household growth. This indicates that smaller deposit bases
reflect a fundamental shift in the industry’s dynamics, and
imply that banks must consider smaller footprints with
lower non-interest expense.
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Geography plays a role too: branches in metro areas
outperformed those in smaller communities, with median
five year deposits of 19M versus 13M, and top quartile
performance of 33M versus 23M. Of the ten most active
states in terms of branching, new branches in New Jersey
and California showed the highest median five year growth
at 30M; while the median five year deposit growth for new
branches in Tennessee and Texas fell below 15M.
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The sample shows hundreds of branches exceeding 40M
through five years or on target to reach that level through
their first two to four years of operation. But the fact
that 75% of branches will likely fall short of this popular
benchmark confirms that bankers must be more judicious
than ever in site selection and branch design, and more
willing than ever to support new branches with thorough
staff recruiting, sales training, and marketing initiatives.
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OoPs! THINGS TO REMEMBER WHEN NEGOTIATING FOR YOUR NEXT BRANCH SITE

With competition for prime branch sites more intense
than ever, bankers are moving quickly to secure their next
locations. Perhaps too quickly. In the rush to outrace
competitors into the next hot market, bankers sometimes
neglect to include some basic provisions into their

sale or lease agreements that could save the institution
considerable angst in the future.

One way to improve the likelihood of securing the most
advantageous possible site is to enlist the assistance of

an experienced commercial real estate agent. Given that
you’ll pay a commission at closing anyway, you’ll be well
served utilizing an experienced professional to review
your institution’s letters of intent and contracts. But for
those bankers who insist on ‘do it yourself” negotiations,
keep in mind the following items, most of which apply to
sites within broader developments.

++ Both sale and lease transactions can include non-
compete clauses. Seek contracts that prevent the
sale or lease of other parcels / storefront in the same
development to other financial institutions. Be sure
to include brokerages in your definition of financial
institution. If site resides in a grocery-anchored strip
center, include a prohibition against an in-store bank in
the lease document.

+ If your site is an outparcel with limited parking space,
request cross-parking rights for bank employees in the
center’s main parking lot. If your site is an inline space,
seek reserved parking in front of your bay.

++ In leased spaces, be wary of requirements that mandate
continuous operation. Some leases include severe
penalties for not maintaining operations. Avoid such
language; if the institution ever decides to close the
branch, it should be able to do so without facing
excessive rent above and beyond the remaining lease

payments. But in order to minimize attrition in the
event of a closing, do include a clause prohibiting the
lessor from leasing the space to a financial institution
within six months of the end of your institution’s lease
term. And always reserve the right to sublease the
facility; so that in the event of a closure, your institution
can recoup some of its remaining lease payments and
control what entity assumes its branch facility.

«» Specify signage rights and obligations in detail,

including the amount and placement of signage on the
main shopping center pylon. Further, some shopping
center contracts mandate that all tenant signs share a
common color or font. If this will compromise your
institution’s brand, seek an exception in your contract.

%+ Insure that the center maintains certain minimum

standards by including an option to terminate the lease if
occupancy falls below a certain level or if common areas
such as parking lots are not appropriately maintained.

«» For outparcels, specify whether the institution or the

developer is responsible for site preparation; and for
leases, the level of completion at which the space will be
delivered. Prompt the developer to take on as much of
these costs and efforts as possible — even if some are
passed through to the institution, the developer’s
cost may be lower than what the institution could
obtain independently.

+ Finally, even in the hottest market, don’t offer list price.

Present value is a concept well familiar to all bankers:

a certain offer today is worth more to the developer than
the uncertain possibility of a higher offer tomorrow. Bid
low and you may find your offer accepted so that the
developer can realize cash flow sooner rather than later.
If your initial offer is refused, you can always increase

it later.

CASH ADVANCE STORES: COMPETING FOR THE Low INCOME BORROWER

Fifteen years ago there were fewer than 500 cash advance
or ‘payday loan’ stores in the United States. Today, there
are 25,000 stores and, though the industry is much more
loosely regulated than banking and thus faces fewer
reporting requirements, estimates place the total volume
of cash advance loans at $30 - $50 billion annually. An
FDIC report defines cash advance loans as “small-dollar,
short-term, unsecured loans that borrowers promise

to repay out of their next paycheck or regular income

payment.” Many bankers do not view cash advance stores

as a threat, since they typically provide smaller loans than
most banks wish to underwrite to borrowers with credit
scores below the minimum that most banks will accept.

However, many lower income customers will see

their incomes increase, and banks may be ceding an
increasingly large opportunity to the cash advance
industry. This is particularly true among recent
immigrants, many of whom arrive distrustful of central
banking systems. But throughout American history,
immigrants have generated entrepreneurial wealth in
their first US generation and migrated into the heart of
the middle class by their second generation. Institutions
shunning these segments may be overlooking an
opportunity to capture long term, loyal customers.

CONTINUED ON PAGE 4
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CASH ADVANCE STORES CONTINUED FROM PAGE 3
The institution that can devise a credit product to serve this e Cash advance stores are disproportionately common in
segment at a less than usurious interest rate while maintaining  minority neighborhoods and near military bases.
acceptable loan loss levels would enjoy a seismic new
revenue stream. An overview of the cash advance industry
may prove helpful in evaluating whether your institution
should consider devising products for the segment now
served by the cash advance industry.

e Belying their local loan shark image, most cash advance
stores are owned by large corporations. The largest such
firm, Advance America, operates 2,900 stores in 36 states,

a network larger than all but three US banks. Two other
firms, Dollar Financial and Cash America, operate networks

e In 2006 consumers initiated almost 100 million loans at of over 1,000 branches, and at least three other firms
cash advance stores. Cash advance borrowers roll over their ~ maintain networks of over 500 stores.
loans an average of nine times annually, indicating a market

. o e California leads the nation with almost 2,500 cash advance
size of over 10 million borrowers.

stores; and several other populous states (Florida, Illinois,

e The average cash advance loan was only $325, though Texas) have over 1,000 stores. Payday loans are not legal
interest and fees bring the average repayment amount to in New York and eight other states. Several less populous
almost $800. but lower income states also have over 1,000 cash advance

stores, including Alabama, Louisiana, and South Carolina.
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WELCOME TO BANCOLOGY, A QUARTERLY JOURNAL FROM BANCOGRAPHY.





