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How About Profits at the
Branch of the Future
“[Sample] Bank has reinvented banking with the opening of the [Branch of the Future]. To
experience the future of banking today, simply step across the threshold.” So went the
2012 press release announcing the opening of the next generation of the bank branch.
On June 30, 2014, that branch had $23
million in total deposits, down $1 million
from one year ago. The branch of the
future concept was not enough to inspire
customers to open accounts in droves
while sipping coffee and surfing the net.
Branch demand and utilization by
customers is changing rapidly, and there
is no shortage of opinions on the look and
feel of the branch of the future. I recently
read an article about Poland’s mBank,
that is designing kiosk and light branches
to complement their traditional branch
network (see photo). The smaller branch
concept gets significant play in professional
publications. But let’s not forget that we
have past experiences with a “light branch”;
namely the declining in-store branches.
These branches were notorious for being
low-balance transaction-oriented branches
that did not enjoy great success.

ABOUT THE AUTHOR
JEFF MARSICO is Executive Vice President of The
Kafafian Group, Inc. where he specializes in facilitating
the development of client strategies, mergers &
acquisitions, profit/process improvement consulting
engagements, profitability consulting, and regulatory
order assistance.

located in a mall. Malls are experiencing
difficulty in the United States, as millennials
opt for smaller, urban environments to
shop. And the rest of us are increasingly
buying online. So putting a light branch in
a mall that is being vacated by Macy’s may
not be a winning strategy if your bank’s
objective is to increase visibility through
strategically located, yet smaller branches.
All talk of visibility and foot traffic aside,
the measure of branch success should be
profits. In the chart below, derived from The
Kafafian Group’s (TKG) peer database of
hundreds of community bank branches, we
see that the revenue generated from deposit
spreads, asset spreads (typically consumer
loans), and fees (typically deposit fees) as
a percent of branch deposits averaged 2.08
From first-hand experience training in percent for commercial banks and 1.88
an in-store branch, I found it difficult to
attract higher balance and small business
customers, significant contributors to
branch balances and therefore profits. This
highlights an important banking concept:
revenues are mostly driven off of balances,
not activity.
mBank’s light branch depicted above is

percent for thrifts during 2014. This is
down from 4.17 percent for banks and 2.51
percent for thrifts in 2006. So if your “light
branch” has $23 million in average deposits,
as our “branch of the future” example above
does, then it generates $478,400 in annual
revenue, on average. Not very inspiring.
Since 2006, community banks have
recognized the need for greater balances
in branches to improve profitability. See
the next chart for average branch deposit
size trend from the TKG database.
Interestingly, the average branch deposit
size for thrifts declined. This phenomenon
is largely attributable to the 2008 recession
and the ensuing drop in loan demand,
which allowed thrifts to run off their high
rate CDs. But since that drop-off, the
increase in average branch deposits can be
attributed to: 1) deposit growth without
the commensurate growth in branches,
and 2) pruning branch networks without
significant deposit attrition.
Branch deposit growth combined
with reviews of transaction activity to
reduce branch personnel has buttressed
the decline in deposit spreads and fees,
continued on page 72
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The Bank Health Care Consortium of PA (BHCP): Expanding to Better Serve the Membership of PA Bankers...continued from page 70

as a fixed percentage. This happens with
larger members to spread certain costs.
Each participating entity will have the
ability to have input into its own level of
coverage, employee/employer contribution
splits, requirements for wellness plans, etc.
Banking is changing. Current PA
Bankers Chairman Bill Marsh, Chairman,
President and CEO of The Farmers
National Bank of Emlenton, mentioned
in a recent issue of paBanker of working
with local high school students. He was
discussing issues regarding potential
opportunities for them in the banking
industry. The discussion created a new
awareness of a world in which traditional
banking must transform. A new market
where information technology, marketing,

security issues and human and community
relations will vary greatly with the industry’s
position in the past. The BHCP program
similarly uses advanced data analytics,
specific algorithms, actuarial negotiating,
employee education and wellness functions
and participant outreach. We desire to
move from older models to platforms in
which the cost and coverage needle shifts
in favor of BHCP members.
The BHCP is changing to begin to accept
PA Bankers Affiliate Members in 2015. We
strongly believe that the time has come
to open the program to business affiliates
that meet the membership requirements.
PA Bankers and PA Bankers Services
Corporation are so very thankful for the
support that has been given through the

years by affiliates. Healthcare has become
such a costly benefit for most businesses.
The BHCP continues to grow and prosper
by increasing the number of participating
banks and number of covered lives. The
addition of new non-bank members will
assist with that objective for all. We would
welcome the opportunity to provide you
with more information concerning this
program. PA Bankers Services Corporation
and the members of the BHCP are
extremely excited about this new endeavor
and expansion of eligibility. We hope to
be able to help all PA Bankers members
with achieving their goals as it relates to
providing healthcare to employees in the
new age of ACA!
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and branch profitability. But not to the
point of the profits enjoyed by branches
in 2006, which was approximately 2.73
percent, compared to 0.86 percent in 2014.
These pre-tax profit ratios are a percent
of average branch deposits, and excludes
indirect branch operating expense such as
Deposit Operations and IT, and overhead
such as Executive and Finance. Not only
are branches not supporting the army of
support aligned behind them, they are
barely supporting themselves.
I have written and spoken about
accountability for branch profitability.
Accountability gets a bad wrap. It can
convey pressure, discipline, and failure.
Applied correctly, accountability could
promote focused effort, rewards (financial
and non-financial), and triumph.
PA Bankers Association

Imagine holding branch managers
accountable for increasing deposit and
loan spreads, and generating direct
pre-tax profits. Those that rank as top
tier performers receive meaningful
incentive compensation and recognition.
Branch administrators charged with the
profitability of the branch network won’t
fear pulling the plug on profit laggards,
because they are dragging down the profits
of the whole. Who cares if a director drives
by the unprofitable branch every day?
Branch of the future discussions would
focus less on design and “gut” feel, and
more on profit potential and profit drivers
such as demographics, visibility, personnel,
deposit growth, the experiences of other
profitable branches in your network, and
how this aligns with bank strategy. Not
how many Keurig cups were consumed last
month.
It is possible to view branch profitability
in market clusters, if the cohesiveness of
a community spans multiple towns. One
branch may be a laggard, but its presence is
critical to the success of the whole.
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It is also possible to build large branches
that are successful. If a large, marquis-like
branch costs $700,000 per year to run,
yet has $80 million in deposits with our
aforementioned revenues as a percent of
deposits of 2.08 percent, isn’t it better than
our branch of the future mentioned above
that has $23 million?
Using profitability as your measuring
stick likely will eliminate rationalization
to keep underperforming branches open.
I hear arguments about poor performing
branches being critical to a market area.
To which I would ask the logical question,
“what market area?” Let’s compare to other
market area profits. Does the rationalization
hold water?
Constant evaluation of branching, a little
growth here, a little pruning there, will be
essential to effective deployment of your
bank’s limited resources available to remain
relevant. To keep your best performing
branches and to motivate your best
performing people, branch profitability
can be an effective tool to make the right
decisions in our rapidly changing industry.
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