Cost Cutting:
Doing More With Less

FinPro, Inc.
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The state of noninterest expense in
banking today
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Median Noninterest Expense/AA by Institution Type
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The thrift industry’s cost advantage is dissipating.
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Median Noninterest Expense/AA by Institution Size
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At the beginning of the decade, levels of noninterest expense were
nearly equal across asset size groups. Since then, size and
operating cost levels have begun to move in different directions.
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Noninterest Expense/AA: All Regions
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Median Non Interest Expense Levels Dec-03 LTM L=t e CAGR

Annualized 2003 - 2009
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The Salary and Benefits, Occupancy and Other categories make
up over 75.0% of non interest expense. Cost cutting should focus
on the “low hanging fruit” within these categories.
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Call Report Detail Non Interest Expense Call Report Line

e 534 .6 C/9 " 1

* $, D 03/.. G c/9 " .

6 3)-<($, C e /9 " The Call Report utilizes

/C E, 508 . D* «$. ( .. .G C/9 a total of 5 non interest

* - 50$ . G C/9 expense categories.

TFR Detail Non Interest Expense TFR Schedule Item

, 34 .G >
2,-50%$ . G *1
*# DB5A $C 503 . G *1 .
=1 2p= i .. 8 .G *1 The TFR utilizes a total
, 8 2 .G =11 of 7 non interest
/C E, 6 3)-G *1 expense categories.
8. # ee . < .4, 2/7.. .G *1
> .50 . G >1

Neither report provide any branch level expense detail and are
inadequate for performing an in depth expense analysis.
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Ledger Acct Cost Center Description Amount
® ! . " 50 8 *# .C ,-50% . "ol
° ! i , "C ,-50% . " " In total, FinPro’s
o 1 ) C ,-50$ . I research uses 37
° ! . , *) . $508 . " ' non interest
* ! - o ) . 8508 . o expense categories.
—e ! . 4 -3 29% , L
° ! ; "4 329% , I
—0 LA . " 9% |, P, -3.
Noninterest Expense Bank Level Branch 1 Branch 2 Branch 3 Call Center Total
° .50% . * %, "o " " "l
-+ 9 % , 50 . 4 3 2 ! B |
-9 9 3 s 508 . - -3
Occupancy (including depreciation) 121,513 120,486 96,046 157,440 194,240 689,725

Utilizing the cost center general ledger, the $690 thousand Occupancy
expense from the Call Report is shown in significantly more detail.
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Expense analysis process

— s
= FinPro
uilding value together

| &



+ $ .. .08 L, )T

“ Gather internal data

n Establish the appropriate peer groups

High level comparison to the comparable peer group

> If the non interest expense category is within the Bank’s
goal, or inline/below the peer, no action is needed.

> If the non interest expense category is above the peer or
Bank’s goal, further analysis needed (go to step 4).

Data Analysis and Solutions — C $ 2 $ 38-%, 1
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1. Gather internal data
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2. Establish the appropriate peer
groups
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« Type of Institution: CC ,-4, 1. -

= Geography: =3/ -, , 3 )5 2,3 2 .

= Total Assets: 4 ) G ==, 3Gl ==

- Age:4 ) , 31 , . 3
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Company Name Location Company Type Total Assets Date Established
/7,4, 1 /., = C .-4,1 " B 8
4,1 t6 2 ) ?,. 2 9 C ,-4,1 ! g1
4,1 ¢ ) . «C ,-4,1 ! 18" B
4, 1 ¢ «C .-4,1 B B
C s 4,1 6 , 1 = «C .-4,1 BIB 1
.4, 1 ?2-,C ) C .-4,1 B B
4,1 D 8 C .,-4,1 ! B B
4, 1 =.8 / (( ’_4’ 1 1 g g 1
. , 4,1 , B 3 (( -4, 1 g
7,K . 4,1 =, -, 3 6, . 2 =9 C 4, 1 B
4, 1 ): 1 = C .-4,1 "gp 1
= (C 4,1 4 .3, =9 «C .-4,1 By 1
) C 4,1 52-) 3 -#. C .,-4,1 R LI
Frs74,1 . : cC ,-4,1 B B !
Sample National Bank Somewhere, NJ Commercial Bank 286,945 2/27/2007
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3. High level comparison
to the comparable group
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Company Name

/(4,1

4,146 2 )
4,14 )

4,1 ¢

C , 4,1
. 4,1

F /74,1

Salary and
Benefits/AA

Occup & Fixed

Asset/AA

oodwill Impairment

Ls/AA

Amtz Exp&Oth
Impair Ls/AA

Other Nonint
Expense/AA

Peer Median

0.00

Sample National Bank

0.00

Variance to Peer Median
Data as of 06/30/2009

0.00
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Comparable Peer Group

Sample National

1st Quartile Bank

Minimum Median 3rd Quartile Maximum

Total Assets ($000)

Full-time Eqv Employees
(Actual) 1

Total Assets/Employees ($000)

Total Loans / Employees
($000) " I I 1
Total Deposits / Employees
($000) " !
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Non interest expense Status compared to the Further analysis needed?
category comparable peer median
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4. Data Analysis
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Salary and Benefits 1.27% 1.15% ’ 0.12%
Occupancy (including depreciation) 0.50% 0.41% 0.09%
Other 0.39% 0.33% 0.06%
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As such, “Salary and Benefits” should be analyzed first because it is the largest
component of the Bank’s non interest expense. It is also important to analyze
“Occupancy” and “Other” as the second and third largest categories, respectively.
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Comparable Peer Group

Sample National
Minimum 1st Quartile Median 3rd Quartile Maximum Bank

Total Deposits ($000)
ot ' 1 o1

Salary expense/ Total
deposits (%)

Total Deposits / Employees
($000) " ! 1]
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This is the breakout of a general ledger analysis done by FinPro. Each of these
categories (in red) have multiple sub-categories for an even more detailed analysis.
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Branch Level

Sample National Benchmark Variance to the

Bank Branch Benchmark

Deposits / FTE

Noninterest Expense / Sample National Benchmark Variance to the
Total Deposits Bank Branch Benchmark

To achieve a 0.41% Salary and Benefit Expense / total deposit ratio, the Bank would
need to decrease salary and benefit expense by $56.5 thousand. All signs point to
the conclusion that the Bank needs to cut at least one employee at the branch. The
institution’s overall expense ratio will benefit greatly if this analysis is done at all
branches and the necessary cuts are made.
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By reducing the teller head count from 7 FTE’s to 5 FTE’s, the transactions per
teller statistics are now inline with the benchmark. This data supports the notion
that Sample National Bank needs to cut one or more employees.
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Noninterest Expense / Assets Ratio , (% , ,-4, 1 Benchmark

Salary and Benefits 1.27% 1.15% 0.12%
Occupancy (including depreciation) 0.50% 0.41% 0.09%
Other 0.39% 0.33% 0.06%
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Branch Level

Sample National Benchmark Variance to the
Bank Branch Branch Benchmark

Noninterest Expense / Total Deposits
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By taking proactive steps, Sample National Bank should be able to reduce the
occupancy expense ratio from 0.47% to 0.33%, which will result in $111.7 thousand
in cost savings. For future branches, the Bank needs to control its costs before it
finds itself with significantly higher than average occupancy costs.
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Bank Level

Sample National Variance to the
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Bank Benchmark
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Expense Ratio / Assets

Bank Level

Sample National Sample

Effect of Cost Cutting Bank before  National Bank Cost Savings
Cost Cut after Cost Cut
. 508 . *H# D 5(% 50% @) '@ G
.50% . /3, 3/ 2 @ @ G !
+ 3" 3= 3 @ #/' - @ @ G

By cutting these expense categories, the Bank can save $201 thousand,
or decrease the total non interest expense / asset ratio by 0.09%.
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g ) 2 9 0% . ., ) . $%

Risk Category | Risk Category Il Risk Category lll Risk Category IV
< ,-4,. /.. ..C C, oo !

F . 39 3 . C ! ! ! !
3, - /3. (C B I

4 1 39% . /3% .C ' " "

Total Base Assessment Rate | 7-24 | 17 - 43 | 27 - 58 | 40 - 77.5
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Sample FDIC Expense Calculator

Financial Ratios

C.1=,. 2
< - 2 1$ ' C-l 2 K,' — '$' /.. --( C,
; » |+ " 8 .20¢C, 9.800 o0 "1 P 1
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- < ( ¢ +08C.17 2 3/.. 0.250 o0 : P e
= > / /3. 34 1 39%.C, 12.000 o0 1P '
A Sum of Contributions 3.855
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The cost savings would be $305.7 thousand on an annual basis. The
action would decline the overall non interest expense / asset ratio by
0.11%
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Noninterest Expense / Assets Ratio ,($ , ,-4, 1 Benchmark

Salary and Benefits 1.27% 1.15% ’ 0.12%
Occupancy (including depreciation) 0.50% 0.41% 0.09%
Other 0.39% 0.33% 0.06%
9 < '@ " @ " @
59 N " @ G
5 -323% "o " @ @
5*=C18% 1*$ 50$ @ '@ N
2,-D ¢ @ N B,
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,-4, 1 Benchmark
Salary and Benefits 1.27% 1.15% 0.12%

Occupancy (including depreciation) 0.50% 0.41% 0.09%
Other 0.39% 0.33% 0.06%
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5. Execution
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,-4, 1 Cost Cutting

Effects Benchmark

Salary and Benefits -0.07% 1.20%

Occupancy (including depreciation) 0.50% -0.07% 0.43% 0.41%
Other 0.39% -0.09% 0.30% 0.33%
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5 -3 23% " @ " @ " @
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Sample National Bank Sample National Bank
Before Cost Cutting After Cost Cutting
Total Assets (as of 6/30/2009) $ 286,945 $ 286,945
Last Twelve Months Last Twelve Months
[ 000's |%ofAssets| | 000's | % of Assets |
S G 8. G '@ G ' 1@
8 . n @ " @
< L/ 8. ! '@ ! '@
< < C " @ @
7 9 7 3 4 # - ' @ ' @
o $, -3 23 $ y 1 1 @ ' @
> '@ '@
oK < , '@ 11 )
59 ! '@ ! )
5 -323% , " @ " @
5 * =C 8 1*3$ 50% '@ @
21- D # ’ ' @ ' @
/38 2 '@ '@
/C E, 16 3) '@ '@
< 50% '@ ! "@
< C 4% +,0 ! !
+,0 @ # 8 ,0, !
Net Income $ 82 $ 767
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Sample National Bank Sample National Bank
Before Cost Cutting After Cost Cutting
$ 82 $ 767

Net Income
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Follow the FinPro process!
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Keep in mind the institution’s strategic plan
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Be creative
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