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The Profitability Challenge Defined

The latest FIS survey of the key challenges facing banker executives as 2009 moves into full swing finds that
expense management became a top priority item for 91% of the respondents. This is no surprise as the industry’s
efficiency ratio has deteriorated in lock-step with growing asset quality problems and the shrinking economy. The

cost/income ratio has risen to its highest level in the last 10 years and clearly reflects the pressure on profitability
confronting banks.

The special one-time FDIC assessment of 20 basis points on deposits to replenish the depleted deposit insurance
fund that was announced at the end of February further escalates this challenge.

Efficiency Ratio
Source: FDIC 12/31/08
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While this sharpened focus on cost is not particularly surprising (given the need to take any action to offset
growing asset quality challenges), it will prove more difficult than at any time in the past to achieve savings—
savings that must offset ongoing declines in interest margins and fee income generation.

The reason is simple: In the past ten years, the industry has already reduced operating costs (as a percentage of
average assets) by 76 basis points or nearly 22%. While individual banks may have experienced very different
results, the overall result has produced a steady, favorable trend in overall expense management.
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Achieving even larger reductions in expenses relative to the size of a bank will require improvements in personnel
productivity and aggressive steps to control spending on a wide range of purchased goods and services. Proven
approaches exist to improving both human resource management and procurement of goods and services and
they are discussed later in this paper.

In order for the efficiency ratio — the industry’s gross profit margin — to improve, bank executives must arrest the
ongoing decline in interest margins and fee income that are seen in the following chart. Becoming singularly
focused on costs runs the risk of missing the larger problem — pressure on revenue.
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Rigorous expense management alone can not offset the growing pressure on earnings caused by these trends.

Net interest income as a percent of average assets declined 68 basis points and non-interest income (fees, gain
on sale income, etc.) per the same percentage declined by 78 basis points in the past 10 years — as depicted in
the graph on the preceding page.

The balance of this paper is divided into four sections. The initial sections address:

Expense management-related staffing productivity improvement techniques
Strategic sourcing and procurement principles applied to the acquisitions of goods and services.
The final two sections address:

Approaches to more effectively addressing loan yields and interest margin management
A strategic approach to enhancing non-interest income.

Combined these approaches address the overall profitability challenge facing banks today. Each of these
approaches are based on our practical client experience and has a track record of producing measurable
improvements when applied rigorously.

Expense management improvements can be found in labor and personnel efficiency enhancements as well as in
the sourcing and supply of goods and services. Further detail on each of these approaches to cost containment
follows.

Proven Approaches to Raising Personnel Efficiency

With 2.21 million full-time equivalent management and staff workers employed by FDIC-insured financial
institutions, it is highly unlikely they are all producing a reasonable level of sales or are fully engaged delivering
value-added services.

Given the pressure on total revenues facing the industry and the increasing significance of compensation
expense for total operating costs, renewed attention to addressing employee productivity appears to be highly
desirable, if not absolutely necessary.

By any name — be it Industrial Engineering, System Analysis, Work Simplification, Process Improvement,
Business Process Re-engineering, Total Quality Management, Lean Management, or Six Sigma — the factors
contributing to productivity levels are many and varied. These factors interact with one another in numerous ways
to lower costs and improve revenues. Banks looking to significantly raise productivity need to follow a
comprehensive approach that accounts for the interaction of these key factors. Many times, an outside eye can
facilitate the fact-finding and analysis so important in reaching optimal courses of action. In our experience, the
best results are achieved by leveraging the cross-functional expertise of teams organized to address specific
opportunities in four key areas:

1. Process improvement

2. Staff capacity forecasting

3. Management reporting — key performance indicators
4

Change management
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PROCESS IMPROVEMENT
Critical elements for encouraging positive performance include:

Eliminating unnecessary work that consumes time without adding perceived value in the eyes of the customer

Simplifying tasks that must be completed to produce quality service, achieve sales objectives, and manage
risk effectively

Utilizing available technologies more effectively and implementing new systems to improve processing
throughput and ensure quality outcomes

Streamlining organizational structures to support both revised and enhanced workflows and achieve
reasonable management spans of control across the company

Realigning responsibilities and tasks to ensure that personnel with appropriate skills are assigned to complete
required work

Restructuring employee compensation, including variable incentives, to more closely align with all sales and
service objectives in all units of the bank

Aligning goals and measurement plans with the strategic objectives and metrics by which the bank’s
performance is assessed

Integrating a complete understanding of micro-market sales potential with all other elements of sales
management activities, including goal-setting and performance coaching

STAFF CAPACITY FORECASTING

With the support of staffing and scheduling tools to satisfy strategic objectives and achieve business goals,
systematically and consistently allocating human resources is critical to efficiency. Key points of staff capacity
forecasting include:

Establishing targets and supporting staffing levels to achieve them, driven by market business development
potential (as opposed to using “business as usual’ as the sole determinant of new sales goals)

Staffing both branch and support functions using criteria driven by service expectations consistent with the
bank’s desired image in the marketplace and commitment to the communities it serves

Allocating time consistent with prudent, compliant controls and statistically justified assessments of actual risk

Allocating staff to incorporate sufficient time for training and education, coaching and counseling, and general
oversight of all frontline and back-office units

Utilizing a well-conceived and consistently applied approach to determining capacity over time. This is
essential to realizing long-term benefits from more effective staff allocation and avoids one-time, quick-fix staff
cuts that never produce lasting results

MANAGEMENT REPORTING i KEY PERFORMANCE INDICATORS

Measuring critical results and monitoring progress in achieving improved productivity levels on a daily, weekly,
and monthly basis is of paramount importance. Key measurement categories include:

Sales and referrals
Service level agreements
Cost management
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CHANGE MANAGEMENT

Rigorously managing the implementation of changes through a complete change management regime is essential
and calls for:

Developing and executing a complete communication strategy to explain the rationale for changes to various
stakeholders

Identifying and mitigating risks that adversely affect the success of the objective, tracking, and reporting of
issues that surface during the change period

Using controlling tests of changes where appropriate and designing and managing to a carefully orchestrated
rollout schedule supported by skilled staff

Providing timely, high-quality training and coaching for staff affected by changes
Routinely auditing process change compliance and appropriate re-introduction where required

Strategic Sourcing and Procurement as a Business Strategy

Many bank executives fail to realize that the vast majority of external spending is buried within line-of-business
budgets and is managed solely by the line managers most interested and affected. IT buys computers, software
and telecommunication services; marketing buys commercial print and direct mail; retail buys armored courier and
ATM services; and so on.

And while it is true that the interest and expertise resident in these departments makes it crucial that they be fully
involved in the procurement decision, it is also true there is rarely enough procurement sophistication within the
departments to ensure optimal results. This leads to a highly fragmented vendor base and the loss of an
opportunity to aggregate spending with a few preferred suppliers — which is the essence of strategic procurement.

Strategic procurement for banks includes the following actions:
Precisely defining actual business needs

Thoroughly analyzing and understanding the economics of the industry from which goods or services will be
supplied

Understanding what degree of competition or partnering is appropriate based on the magnitude of potential
savings and business risk from switching suppliers

Codifying all requirements and quantities

Soliciting bids

Conducting multiple rounds of negotiations

Performing ongoing measurement of vendor compliance with contract terms and conditions

In short, strategic procurement is a coordinated, holistic process that aligns actual business needs and
requirements with service acquisition and then measures the entire catalog of goods and services against vendor
performance.
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MAKING PROCUREMENT RELEVANT

(

In order to appreciate the transformative power of strategic procurement, it is important to distinguish it from
traditional approaches to acquiring goods and services. In increasing levels of sophistication, the approaches can
be categorized as purchasing, procurement, and strategic procurement, with each category demonstrating
increasing levels of strategic awareness and operational sophistication, as shown in the following diagram.

Levels of Procurement Sophistication

Strategic
Procurement

Needs Definition
Consultative Model
Industry Analysis

Risk Mitigation
Vendor Partnering
Rigorous Analytics

Measurement
Procurement Clear Accountability

Economic
Impact Contracts Contracts
Bid Process Bid Process
Quality Standards Quality Standards

Purchasing

Purchase Orders Purchase Orders Purchase Orders
Fulfillment Fulfillment Fulfillment

Vendor Relations Vendor Relations Vendor Relations

Sophistication
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The following table, which is based on client engagements conducted by FIS, illustrates the potential impact of
strategic procurement on bank profitability. It lists the categories sourced in separate six-month projects at two

institutions, one a $45 billion bank, the other a $13 billion bank.

Using the discipline and rigor of strategic procurement, the banks were able to realize an average of 17% of
annual savings — savings that flowed directly to the bottom line. Moreover, with proper monitoring of procurement
processes and vendors, these particular institutions can reasonably expect these savings to recur for the next

several years.

Category Family

Spend Category

Spend ($thousands)

Average
Savings %

PCs & PC Servers 10,572 2,244 19.4

PC Maintenance 10,836 2,300 14.0

Information Technology Office Equipment 2,356 23.6

ATM Maintenance 6,405 1,830 14.8

Telecommunications 27,383 7,206 19.9

. . o Armored Car/Cash Replenishment 16,465 2,703 21.8
Financial Institution ]

Specific Credit Reports 7,024 1,756 10.0

DDA Processing 5,268 9.1

Office Supplies 4,947 1,050 21.9

General Office Business Forms 5,654 1,200 26.5

Courier Services 4,375 1,250 17.8

Postage 8,245 1,750 3.9

Cleaning Services 6,582 1,397 20.6

Facilities and Office Furniture 5,182 1,100 33.1

Infrastructure Utilities 10,633 2,257 16.0

Security 6,469 12.3

Commercial Printing 4,207 900 24.5

Promotional Items 3,080 1,100 11.0

Marketing Services Advgtising/Creative Services 10,836 1,200 13.5

Media Buying 3,300 1,100 26.1

Direct Marketing 16,245 3,448 9.8

Market Research 3,510 1,300 15.0

Travel Agencies 1,080 150 8.9

Travel Air/Hotel/Car Rental 3,250 650 13.2

Meeting Services 1,324 400 18.0

IT Temporary Staffing 3,518 747 27.0

Human Resources Executive Search 4,485 950 11.3

Administrative Staffing 7,143 1,520 18.4

Totals $192,074 $46,789 17.0
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MORE IMPACT, LESS DISRUPTION

Of all the cost-cutting strategies available to bank executives, capturing the savings through strategic
procurement is painless and non-disruptive. When it comes to expense-reduction programs, most bankers’ frame
of reference is on controlling budgets and managing headcount. Strategic procurement does not entail displacing
employees, redesigning the organization, or other disruptive actions, which often create an inwardly focused
organization ripe with uncertainty. These types of programs usually result in degraded employee morale and
eventually may negatively affect customer service.

As a management discipline, strategic procurement results in a redesigned procurement process with an
emphasis on discipline and accountability. It realigns the responsibilities and job requirements for the areas with
procurement responsibilities. These requirements are focused on strengthening the enterprise purchasing
function in terms of capabilities and skill sets, methodologies and tools, and responsiveness to the needs and
requirements of the internal customers.

The end state is a purchasing organization that is aligned to the bank’s strategic direction by employing a
systematic approach to defining requirements, selecting qualified vendors, and managing contracts and
relationships that provide improved quality of delivery and support, with improved or enhanced goods and
services at an improved price.

GAUGI NG THE BRAOQUREMENTPPROFICIENCY

For directors and shareholders, knowing the right questions to ask can help them more accurately gauge the
relative sophistication and awareness of the bank’s executive management concerning purchasing. The following
guestions can assist in that evaluation.

Does a corporate procurement strategy exist and does it link to corporate strategy, goals, and objectives?

How do senior and executive management establish accountability for procurement activities and do they
include measurement and rewards?

Does a group dedicated to strategic procurement exist within the organization, and do they have responsibility
or a role in all supply groups or categories within the organization?

Does the institution proactively leverage business cycle and volume upturns into more favorable contract
pricing and terms?

Are contracts and vendors managed by a specific group or by individual units?

Does the organization aggregate all spending for a particular supply group when negotiating contracts, or are
specific contracts pursued by individual units?

Do performance goals exist for vendors and are they actively managed to these standards?
Does the organization measure internal compliance to established purchasing contracts?
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Revenue enhancements can be found in lending margin contributions and non-interest income improvements.
Further detail on each of these approaches to revenue growth follows.

Solutions to Improve Lending Profit Contribution

There are several important drivers of lending performance that affect the ultimate outcome of lending businesses.
This paper addresses each of these opportunities for bankers to strengthen the profit contribution of myriad lines
of lending business with more effective business processes in four controllable areas:

Pricing discipline

Sales and negotiating skills

Operating efficiency/credit decision timeliness
Management reporting and incentives

PRICING DISCIPLINE

Our client analyses have found that many bankers have a credible tool to help them determine pricing based on
the overall relationship of the customer and the bank’s requirements for profitability and tolerance for credit risk.
Pricing loans to match the competition has not stopped the erosion of margins.

In short, without a sound starting point and an understanding of the price needed to reach the bank’s objectives,
there is little hope of resisting pushback from any client.

An effective pricing discipline can yield substantial improvements, including:

Increasing net interest margins in the loan portfolio

Rating borrowers on risk-adjusted profitability, ensuring that the bank is being paid for credit risk associated
with different grade loans

Encouraging officers to cross-sell other bank services and secure core deposits in order to improve
relationship profitability

Promoting profit-oriented relationship management and value-added selling
Ensuring the bank is being paid for its customer service

Measuring officers on risk-adjusted profitability and supporting risk-adjusted performance measures for
incentive programs

10
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SALES AND NEGOTIATING SKILLS

Perhaps not surprisingly, those who complain the loudest about their competitors giving away credit to undercut
their pricing frequently have the worst loan yields.

Building strong relationships in business is the key to success in a competitive marketplace. Knowing this, most
relationship managers rely on developing high-impact sales skills as a way to expand their customer relationships.

But an equally important skill in maintaining strong, professional relationships has often been overlooked. This is
the ability to successfully negotiate the terms of the sale after the customer signals that he or she is ready to
commit. This is when the stakes are highest in a relationship — when there is the most to gain and the most at risk.
The goals of effective negotiation include:

Uncovering and prioritizing the needs that lie beneath negotiation points for the customer and the bank
Conducting meetings that build solutions in a way that enhances the relationship

Using a creative process to break through seemingly insurmountable impasses

Responding to tactics and keeping negotiations centered

Using principled negotiation to get better outcomes for the bank

OPERATING EFFICIENCY

Pricing discipline and sales savvy will not compensate for poor underwriting and closing processes. While the
elapsed time to make and fund a loan varies significantly by credit product, it is clear that borrowers expect and
value timely decisions and error-free processing in funding the credit. Our experience with all lending products
has found common themes in business processes that should be addressed to optimize the loan experience:

Poorly deployed technology and/or inadequate use of available systems support all aspects of loan
processing and servicing, ranging from imaging and workflow management, to underwriting tools, to
document preparation systems

Misaligned duties and responsibilities are found across an organization, most typically with experienced
senior staff engaged in low-value-added tasks. This is particularly common in commercial lending

Under-utilized staff deployed in markets with low business potential and/or portfolio assignments overload
certain lenders while under-utilizing the full capacity of the lending staff

Redundant checks and controls do little or nothing to actually improve the quality control function, but instead
slow processing

MANAGEMENT REPORTING AND INCENTIVE SYSTEMS

The old saying that “you get what you measure” couldn’t be truer than with lending. Commercial lender production
and relationship reporting tends to be heavy on new business and asset quality, and somewhere between low key
and silent on other matters of profitability and the components of profit, including fees and rates.

There are typically meaningful opportunities to improve overall results by improving reporting and reward systems,
including:
Production goal-setting to include not just metrics for sales and credit quality, but also metrics for profitability,
including specific goals for margin income

Periodic reporting of and management follow-up to performance against the goals, including coaching and
other corrective actions to ensure focus on the desired results

Incentive rewards designed to ensure the collection of fees and achievement of margin goals to augment
production and asset quality metrics.

11
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Solutions to Raising Non-Interest Income

A number of solutions are available to effectively deal with growing core deposits and thus raising associated fee
income. The approaches range from simple to more complex and can be described as a continuum of
opportunities.

The approaches in order of complexity are:

Collecting current fees
Implementing market-based fees
Utilizing relationship-value pricing
Offering new products and services
Entering new markets

Entering new lines of business

Here is a review of each of these six approaches:

COLLECTING CURRENT FEES

Foregone fees due to waivers and refunds remain startlingly large across the full spectrum of fee-based services
offered by banks. It is not uncommon to find waiver rates in excess of 50 percent in some categories of activity.
An excellent way to begin improving revenue levels is to minimize these situations with tried-and-true techniques:

Establish targets for the absolute level of fees as well as a threshold for the acceptable level of waivers due to
reasonable management discretion. Embed this target or targets in regular incentive programs at all levels of
banking activity.

Generate routine management reports to provide continuous feedback on progress.

Reduce the opportunity for unapplied fees by automating fee initiation: make fee initiation a byproduct of the
event that should have generated the fee in the first place. If you can’t automate the input to generate the fee,
collection becomes infinitely more problematic.

Regularly reiterate the importance of non-interest income to the bank in staff meetings or sales workshops.

Arm front-line staff (for example, branch personnel, commercial lenders, and call center staff) with the kind of
objection-handling skills that focus on the value of the service to the customer. This will help them effectively
deal with the inevitable push-back from customers. Follow up with appropriate counseling in those cases
where staff was unable to achieve this goal.

IMPLEMENTING MARKET-BASED FEES

Though the skills seem elementary, banks often cannot realistically define the competition or recognize
unaddressed pricing opportunities. The most significant problem is the failure to properly define the competition,
especially when it comes to the fundamental deposit services. This can be done with relative ease.

The FDIC Summary of Deposit report is available down to the ZIP code level. There are a few markets in the
United States where a small percentage of banks do not dominate the overwhelming majority of the deposit
market. The 100 largest banks (by asset size) hold nearly two-thirds of the nation’s deposits and about 75 percent
of all the banking assets in the country. A basic business tenet postulates that the company that owns the share
drives the price. In most markets, just a few banks — the ones with all the deposits and loans — are the ones
against whom everyone should compare pricing.

12



WHITE PAPER
'\ A J Vj Expense Management Tops CEOs’ Agenda r— i S
-b' //l/lh\\\\

In the absence of more sophisticated pricing strategies (which will be discussed later in this paper), pricing in the
middle of the bank group that controls a market is perfectly safe and ensures that significant revenue gaps do not
ensue from inadequate fee schedules.

This brings us to a less significant but still useful reminder about pricing. Banks continue to provide many services
without any fee. The most straightforward approach to researching the extent of this starts with logging on to the
Internet and visiting the competition’s Web sites, or walking down the street to a competitor’s branch to acquire
their fee schedules. A quick side-by-side assessment may well reveal opportunities for fees that are not in place
in your bank. These are undoubtedly not large sums individually, but an aggregate that is worth the effort to
identify (with the caveat that you automate the charging of the fee and monitor the results).

UTILIZING RELATIONSHIP VALUE PRICING

Moving to the right of the continuum, a far superior approach to optimizing fee revenue is one initiated with a full
understanding of the value of each household and customer. This drives a pricing strategy that takes that value
into account. The level of analysis and the importance of the accuracy of underlying income and expense
allocations are of greater significance when using relationship value to price any set of services.

The most basic relationship-value pricing approach is the package that couples several services based
theoretically on: An understanding of the value of each piece of the package; and the expected total income from
users of the package. Many of these packages, however, are unprofitable in the aggregate for a variety of
reasons that include:

A poor understanding of direct, indirect, fixed, and variable costs that underpin packaged services, and an
inability to differentiate their nature of use and impact on these costs from different users of packaged
services. In essence, every customer gets the equivalent of a fashion dress shoe even if they need a work
boot to suit their actual use. This shortcoming can be addressed with constant vigilance and revisions to cost
analyses.

A lack of system controls and/or inadequate reporting that cause banks to lose track of the balances and
activities in the package. They may not realize, for instance, that the qualifying loan balance has been long
paid off but the checking account is still free. Another prime example is the “bank-at-work” consumer account
generated through a corporate customer relationship where a terminated employee continues to bank for free.
Systems can and should be modified to address this shortfall.

Mismatches against what various consumers and households want or find attractive in a suite of banking
services. An underlying market analysis leading to the introduction of “static packages” is basically ineffective.
The package solution is unresponsive to real customers and carries all the attractiveness of a “one-size-fits-all”
garment. This is a key reason why so many packages attract only a few customers.

The alternative — enabled by increasingly sophisticated technology and greater marketing insights that come from
the wealth of data on customer lifecycle value — is the ability to arrange relationship pricing interactively during a
sales session. This customized pricing reflects the array of services offered to the client (not just those available
in the static package) at a price both attractive to the client and reasonable to the bank based on aggregate
profitability.

The shortfalls related to reporting/visibility in the ongoing relationship and the efficacy of the underlying cost and
income assumptions are every bit as critical to this enhanced version of relationship pricing as they are to the
static package version.

OFFERING NEW PRODUCTS AND SERVICES

Most bankers can name any number of new bank products rolled out within the past decade. Some have been
very successful in terms of customer acceptance and are actually generating revenues in excess of their costs. In
this category, services, such as remote merchant capture (an operational save for bankers), and emerging

13
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products, such as payroll debit cards, appear to be sure successes since they fit into the widely-accepted basic
payment stream.

Unfortunately, the industry’s limited successes on the commercial/business side of the bank have not been
mirrored by consumer product rollouts. With the exception of the debit card (which is paid for by merchants, not
consumers), it is difficult to identify a new retail product or service that generates revenue and a reasonable
margin. It may not be intentional, but it is telling that 56 percent of all consumers in a recent market survey say
they pay nothing for banking services. Internet banking and bill pay, while in broader use, are basically given
away by most institutions.

How can the industry address this situation in the future, and in the process counter the building pressure for both
NSF/OD income and interchange revenues? The key is applying more discipline to the product development and
test marketing processes. For years, banks have been trying to bring product management and marketing skills
into the industry from major consumer product companies. What is still missing, however, are disciplines
involving:

Research to assess the value new services as well as market share size. A few focus groups are not
enough for meaningful research, and most organizations do not have qualified personnel to conduct it.

Aggressive execution when ample data is available. The industry doesn’t appear to react strongly enough
to adverse information. An example is the immediate and real drift of trust business from bankers to a wide
array of competitors. While research suggests that trust bankers must change their approach to acquiring a
burgeoning wealth market, actual responses are incredibly slow when they are provided at all.

Test marketing. No true consumer goods company introduces anything without meaningful test marketing,
yet it is virtually unheard of in banking. An “all or nothing” approach is used when introducing new products
and services. This is partly driven by the unresponsive nature of the underlying technology supporting most
banking products. This has to be addressed as bankers move away from legacy COBOL applications and the
kluge of wrapped and layered support systems that are connected to core accounting systems. Banks must
instead utilize technology platforms that are more modular and support rapid product deployment.

Patents and trade secret protection. Patents aren’t often cited in the banking industry as a means of
protecting the investment of creativity and capital in a new approach or product. Any product or service
introduced by the most leading-edge bank can be replicated in short order by hundreds of other banks after
they hear about it at a banking conference or read about it in a trade journal. This “defensive” response to
product introduction is a major contributing factor to the proliferation of profitless products and services.

Reliable costs and meaningful business cases. The problem of understanding shifting costs and
determining appropriate pricing has been touched upon in this paper. The methods and procedures exist to
get it right, but the absence of a rigorous product offering review undermines the assurance with which a bank
can embark on a course with at least a reasonable chance of producing net income. Moreover, killing
obviously failed products would do more to improve future products than most of the remaining elements
mentioned. A poor product launch in the automotive business costs the manager his or her job. When was the
last time a banker lost his or her job over launching an unprofitable product? Instead, the industry continues to
give products and services away in the name of customer retention, doubling down on failed value
propositions while increasing operating costs. The financial services industry learned the hard way that this is
no way to deal with a failed loan; it should do the same with product portfolios.

There are many emerging or at least underdeveloped product and service opportunities ranging from health
savings accounts to mobile banking. It will be interesting to see which manage to maintain a fee-based orientation
and which reveal themselves as economically unjustified misadventures.
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ENTERING NEW MARKETS

We have written before about the nature of the banking market, where it is concentrated, the mismatch of banking
resources to this potential and how to respond and the characteristics of banks with faster growth trajectories
when attempting expansions.

Suffice it to say that there are models for effectively and profitably entering new markets adjacent to a bank’s
current footprint or a field of the current trade areas served by the bank. The same additional analytical rigor and
expectations/consequences discussed above regarding new products also apply to new markets.

Risk in this arena is compounded by bankers who use the same marketing data to make the same expansion
plans into the same markets. Chicago went from being comparatively under-branched relative to the rest of the
country, to being fully saturated in the course of a few years. For some new entrants, the impact has been
something other than they anticipated when embarking on large capital spending initiatives with high cost entry
strategies. One only needs to look at the most recent market share data for Chicago and the size of the average
branch in the market to understand that entering a new market is not an instant panacea.

The proven approach to entering a new area is via acquisition — something the industry has been being doing with
great rigor for the past 25 years. The steps to a prudently structured deal are well-documented. The real value in
any of these deals is the post-transaction integration of two organizations to realize the upside potential
embedded in the pro forma projects used to justify the deal.

This is an area where discipline is enforced by the market in direct ways — declining share prices invariably
accompany ill-conceived or poorly executed transactions. Executives can and do lose their positions over flawed
or poorly executed acquisitions and mergers.

ENTERING NEW LINES OF BUSINESS

There are obvious and reasonable opportunities for bankers to expand their financial service offerings. It is easy
to lose track of the number of brokerages and insurance agencies acquired by commercial banks since the repeal
of Glass-Steagel. There is also no shortage of bankers exiting other lines of business, including mutual fund
management.

Our insights into effectively entering new business come from watching the industry for the past 25 years. Several
important characteristics have to be in place to make the acquisition or de novo foray into new business lines a
fruitful venture, including:

Completely understanding the business the bank is about to enter. If the new line of business isn’t part of the
management team’s personal, direct responsibility and competence, there cannot be too much or too costly
advice from people with proven expertise in the line of business being entered.

Making a counter-cyclical move into a new business when all others are abandoning it. In the current
environment, now is the time to acquire mortgage capabilities at steep discounts. Avoid entry when everyone
else is moving in the same direction — prices will be inflated and values low.

Moving beyond statements of “synergy and cross-selling potential” to deal pragmatically ahead of time with
the practicalities of how that is going to happen. The bank must assure itself every step of the way toward a
deal that everyone involved is motivated to realize the supposed synergies. This is accomplished by ensuring
they are compensated according to their success in optimizing the opportunities presented by the line of
business.
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Executing on the tactics within the above approaches to expense management and revenue growth are the daily
responsibilities of line business managers within the bank. Superior execution separates the top performing banks
from the also-rans. Many banks that are being successful in one of the approaches described in this paper. The

key to achieving greater overall profitability lies in managing to all the components and drivers of superior financial
performance.

The FIS Consulting team of specialists comprises practitioners in financial services, operations, technology, risk
management and retail and commercial banking. Our expertise spans the many facets of bank improvement
efficiencies. We deliver measurable results to increase efficiency, grow revenue and improve profitability.

For more information on FIS Consulting, call 800.822.6758 and or visit www.fisglobal.com.
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