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“The biggest organizational
challenge of the Z1Century will
be to change fast enough to
survive”

PeterDrucker

Dependence on Courtesy Pay

Per FDIC survey:

“FDIC Study of Bank Overdraft Prograins

* 93% ofNSFsare generated by 14% of accouigp
holders

* 68% ofNSFsare generated by 5% of account
holders
* This 5% pays more than NSFsper year

* Many banking companies say that up to 50%
of Courtesy Pay fees are generated by ATM
and ACH transactions
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Current Changes in Reg. E re:
Courtesy Pay

Reg. E: Electronic Funds Transfer Act changes
going into effect in two phases:
1. New Accounts: Compliance required by July 1, 201
2. Existing Accounts: Must comply by August 15, 201(
* Only pertains to Consumer accounts
Changes only effect ATM and naecurring debit

and POS transactions

« All ATM transactions

Not Preauthorized or Standing ACH transactions
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Current Changes in Reqg. E re:
Courtesy Pay

* You must give your members the right of
Affirmative Consent (Opin) to allow CU to
charge a fee on ATM or ortame POS and
debit transactions that cause the account to ¢
negative

* You must inform members they caevoke
the Optin at any time withireasonable
noticée




Current Changes in Reg. E re:
Courtesy Pay

Carit make‘optin’ a condition of receiving a
checking account

If any member abuses account, you can closg
it

You could offer a variety of checking
accounts with different options

Potential Future Changes in
Reg. E re: Courtesy Pay

Some powerful Senators have been talking
about limits on how many times a bank or Cl
can charge an account holder for overdrawin(g
their accounts

One plan says, 1 overdraft charge per month
and 6 per year.



Spread Analysis - ROA

As a % of Average Assets 12/31/09* 12/31/
Yield (Interest income) 4.95 7.63
Less: Cost of funds (1.74) (3.64)

Net Interest Margin 3.21 3.99
Less: Operating costs (3.29) (3.32)
Less: Provision for loan losses (1.11) 0.44)

Net loss before other income (1.19) 8.2
Plus: Other revenues

(Fee income, Other) 1.36 0.78
Equals: Return on Assets (ROA) 0.16 1.02

* . . .
Effect of early Corporate Bailout transactions in 209 removed
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8 Pitfalls to Avoid

Lack of strategy
No Optin success goal
Lack of monitoring goal

Failure to include staff (communication)
No Rainmakers
No stories and demos for staff or members

Failure to use multiple channels to
market/communicate

No ongoing effort to obtain opin




Improving Opt -In Success

. Know what percent of revenue is at risk

. Establish TEAM to keep this moving this alor[g
. Develop an aut@onfirmation for the web

. Communicate/marketing to members

. Monitor percentage of members optimgy
1. Existing

2. New accounts

Improving Opt -In Success

. Provide procedures and FAQ for staff
. Ensure ongoing compliance
. Ensure staff training

. Communicate the ORIN issue with your
members

10. Celebrate all the successful Gips you have
received!




Improving Opt -In Success

e Include CU staff and Core Systems provider
in this process

e Possible Staff Team to assist in this process:

New Accounts
Telephone Center
Teller Operations
Internet editors
Training
Compliance

Selling Opt-In

With your list of members who overdraft a
great deal (the 5% to 10%), contact them

Make an outgoing sales call

Use your best sales people

Be prepared to tell members of the new law igld
how it will effect them

Have talking points prepared
Pay incentive: after 15 or 20, $R per opin
If Opt-in is not right product, find right producy




Selling Opt-In

Watch recent transactions by high use memliEig

If an ATM or debit overdraft comes through,

call them:

“l was looking at the system and saw your
overdraft last night. There is a new Federal
regulation coming into effect. If you did this
after July 1, we may have to bounce your chels
or close your account. But if you eptor move

to a new account type, we can continue to ofg
you this convenience.
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Selling Opt-In

After working with the top 5 to 10 %, go to the
next 15% and attempt to sell them

Combined, this is the top 25%.

The final 75% would only be sold when
opportunity arises via:

Website

Telephone center

\WET

In-person at teller or FSR (MSR) desk




Selling Opt-In

The final 75% would only be sold when:

 They have an ATM or ACH transaction

attempt declined

Call them the next day and say

“| saw you attempted an ATM (debit card) transaditast
night that was declined. We could have covered that
payment for you. If this is something that you tbt;mbe an
inconvenience and would prefer to have your payment
covered, you can ofit to our ATM and ACH coverage.

Selling Opt-In
The final 75%:

This is also a new opportunity to identify
profitable members who are not currently
covered by ODP and resell the product to
them.
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ATM/Branch Locator Site Search

Zipcode

ighborhood

CREDIT UNION Help us make sure your debit card purchases are
cleared no matter what. Ask how to Opt-in.

SAVINGS CHECKING INVESTMENTS LOANS & CREDIT CARDS RATES

-

. Capture Your Retirement Now
‘ with Neghborhoo Fiansial Serviess

ONLINE BANKING
Member Number.
Password:

Refirement Planning + Mutual Funds + Estaie Plauning
IRATSAMOLK « Finaneial Managment  and More

»8ignUp »Cemo » More Infa

Save Money Borrow Money Easy Access To Money

Convenience Services

Opt In Request for Courtesy Pay

Recent requlatory requirements now require members to sign a consent form to participate in
overdraft protection (Courtesy Pay) plans for ATM and debit transactions. As you know Courtesy Pay
protects your checking account when you don't have enough funds in your checking accountto cover
aretail transaction. Flease note that you do not need to sign the form to continue Courtesy Pay for
checks or ACH items.

*indicates arequired field
*Mame (First M. Last)

*Member Mumber
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What You Need fo Know about Overdrafts and Overdraft Fees

An overdraft occurs when you do not have enough money in your account o cover a transaction, but
we pay it anyway. We can cover your overdrafts in two different ways:

1. We have standard overdraft practices that come with your account

2. We also offer ouerdraft protection plans, such as & link to @ savings account, which may be less
expensive than our standard overdraft practices. To leam more, ask us about these plans.

This notice explains our standard overdrafl practices.

What are the standard overdraft practices that come with my account?
We do authorize and pay overdrafts for the following types oftransactions:

0 Checks and other transactions made using your checking account

0 Automatic bill payments

After August 15, 2010, we will not autharize and pay overdrafts for the following types of ransactions
Unless you ask us to (3ee below):

0 ATMtransactions
0 Everyday debit cardtransactions

We pay overdrafts at our discretion, which means we do not quarantes that we will always autharize
and pay any type of transaction. Ifwe do not autharize and pay an gverdraft, your fransaction will be
declined.

12



What fees will be charged if Neighhnrhnnd Credit Union pays my overdraft?
Under our standard overdraft practices:

o We wil charge you a fee of $17.50 each fime we pay an ATH or debit card ransaction overdraft
We will charge you a fee of $30 each time we pay a check or ACH transaction averdraft

0 There is no limit on the total fees we can charge you for overdrawing your account.

What if | want Neighborhood Credit Union to authorize and pay overdrafts on
my ATM and everyday debit card transactions?

If you also want us to authorize and pay overdrafts on ATM and everyday debit card ransactions,
simply click “Yes" below and then submitthis form. You may also call 214-748-9393 or toll-free 1-
800-321-3728.

Get On-Line Approval

*'want Neighborhood Credit Union to authorize and pay overdrafts on my ATH and everyday debit
card transactions. | understand that | have an ongoing right to revoke this consent at any time.

Yeg Mo

Please click the submit button below to complete the form.

SUT
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Manage Non-Interest Income

» Service RevenuesOverdraft

Protection

* Fee Income- NSF and late loan fee

o Commission Income sales of something
 Interchange Income Debit and Credit cards
» Other Norinterest Sources

Service Revenue Enhancement

Review your current fee structure
Banks are increasing fees, because they mugg

» Determine what each product or service cosiig
be sure to include people and admin costs

* Look at the fee you charge your member

» Your fee should cover the cost AND give yol|
a profit.

Little reason to offer product or service if you

aren't going to make profit
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Replacing Courtesy Pay

Fire Up old Overdraft Lines of Credit
with a TWIST

From $100 to $5000
Charge maximum interest (18%)
Charge a $5 $10 transfer fee (aftef?3sf)

Charge $2@%$25 late payment fee (or whatev«
law will allow)

NSF fees will still be large

A Courtesy Pay Alternative

Consider what Probity Financial tried
« $300 to $500 courtes

« Pay a monthly fee of $Z9.
overdrafts within the limit

» Any check exceeding the overdraft limit
treated as an NSF (at regular NSF fee)
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A Courtesy Pay Alternative

7,500 checking accounts
5% = 375 accounts (major abusers)
375 @ 2O0NSFs@ $30 = $225,000/year

B
[ ]} Probity Financial Method Pay a monthly fee of
$29.95 and get a $300 to $500 limit

375 @ $29.95 x 12 months = $134,775/year
Plus 1 NSF per mo @ $25 = $112,500/year

$247,225/year

3L

VISA or MasterCard Interchange Income

CrossSell your credit cards at every
opportunity

Improve your rewards program
Emphasize your better Grace Period
CU credit cards better in every way
* Price, TermsRepricing etc.

Provide every eligible member a Debit Card
at account opening
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Consider giving all new accounts the following
bundle

Checking account

Debit card

Overdraft line of credit ($100 min, $300 max
Courtesy Pay opt in

Open up

* Bill pay

» Direct Deposit

» E-statements

ATM Surcharge Fees

e Put ATMs in public places and surcharge
non-members or ncfiany credit unioh
members

* New York Municipal CU has ATMs in 9
local McDonalds- only a 99 cent surcharge
and both the CU and the McDonalds owner
love it (and now in 16

Grocery Stores)
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Become Ruthlessly Efficient
And Innovative in Efficiency

* |f you wanted to cut more costs, where would
you cut them from§ ;

 Compensation? :
» Office Occupancy or Office Operatiors?
* Training, Education and Marketing?
NO! It will come from improving efficiency!

Measure Efficiency

 Efficiency Ratio: National Average = 71%
» Operating Expense to Assets = 3.25%
» Compensation to Controllable Income = 36.1%

“If you dorit measure it,

You dorit manage Iit.
Dr. Edwards Deming

36
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Efficiency Ratio

Operating Costs to Controllable Income Ratio

Operating Expenses (not including PLL)
Net Interest Margin + Ncinterest Income

CU Average = 71% (lower is better)

You want this to decline over time. This would
indicate that you are improving efficiency

Watch People Costs
Compensation to Controllable Income Ratio

Compensation
Net Interest Margin + Ncinterest Income

CU Average = 36.1%
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Watch People Costs

Before adding staff, require supervisor justify the
position:
Do you really need this position?
Could you outsource it?
Could work patterns be adjusted?
Could you use a temp or a floater?
Could you use a permanent ptinie person?

If actually needed, could you hire from our good
temps?

Simple Steps to Improve Efficiency

Remove
these

VALUE ADDED:

. Value for us or
Retain these
Value for member or

Meets Regulatory
Requirement
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- *Tell the CEQ Prograrmn- provide staff 2

e

o

INTRANet Suggestion Box passing
s5Upervisors
> Give the winner a trip to Las Vegas!

— Alr, hotel and show.not the chips!
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> Look at all your contracts

9

9

Review All Vendor Relationships

:)
Renegotiate contracts with all vendors

Offer to increase your contract if:

> The will decrease your cost by 10% or 15%

VWhat do you nave to lose?
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Payday Loans Payday LIKE Loans

> FHuge demand

> Consurners suffering at hands of unscrupulou
lenders

> Consurner groups estimate that meany Title

Loan porrowers are paying int
300%, some as high as 3,000%

- We can offer similar service and &
the mermber and the CU

erest e

oenefit botn

sceeding

o
43

()

Peayday Lending @ C
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For-Profit
Payday
Lender

CU
Payday

CU
Payday

CU
Payday

Lender 1| Lender 2 | Lender 3

A/
Ly
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Payday Loans- Payday LIVE Loans
A $20 rrnl rural CU
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Nearly every credit union reports very large
orofits aind very few chargaffs

12/31/09 ROA= 0.76% 17% Capital

/—

Peayday Loans- Payday LIKE Loans

> Credit unions have always macde Micro Loans
> Bestif consumer education is included

> Must pe willing to price loan éSunPrirmeanc
accept sensible losses
> But Credit Unions are showing t

10 nat
pe small, evern in the Great Recessiorn

true &5 emoJe fservmg the underserved

Solu't]ons:

nttp:/imwwy.rezlsolutions.coopPayDayl oan Guide
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Sales No Longer Optional

rlave you made the changes to SELL?
> Hiring?
> Training?

> Incentives?

> Technology?

- Facilities location and layout?
> Managermeant Duyin?

> Board buy-in?

/
L
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By Tirn Harrington, CPA
T.E.A.M. Resources

7049 Tanque Verde Road, PMB
Tucson, Arizona 85715

(800) 7889542

tharrington@forTearnResources.com
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