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Banking in an Age of COVID
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Changing Banking Landscape – Push Towards Electronic

 Banks are closing physical branches as more 
personal finance activity moves online.

 Costs for branch banking increasing. Higher 
fees for:

- Branch Deposits

- Currency & Coin Deposits

- Increase charges for non-bank customers to 
cash checks

 Less branch tellers, longer wait times

 Bank of America, J.P. Morgan and Wells Fargo 
have market shares that exceed 10% of 
deposits and cannot acquire additional 
branches through acquisition.

Receivables

Full-Service Bank Branches in the U.S.

A 12% decline in 
bank branches

The Riegle-Neal Act of 1994 gave nationally chartered banks the power to branch across interstates 
lines for the first time since 1927, but limited their ability to acquire another depository institution if their 
combined deposits would exceed 10% of the nationwide total.
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Remote Deposit Capture

 Check Clearing for the 21st Century Act

 “Substitute check” authorized

 Paper reproduction

 Legal equivalent of the original check

Converted to an ACH

Truncated & Cleared as an 
Image/IRD

Receivables / Checks

Source: remotedepositcapture.com
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Outsourced Check Printing

 Volume of checks declining

 Advantages

• Leveraging the bank’s redundancy

• Lower cost for supplies

• Postage savings on bulk mailing

• Focus on core competencies

• Disaster recovery  

Efficiencies
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Remote working environment / controls

 Challenges created by COVID makes “business-as-usual” impossible

 New / tighter controls may need to be adopted

Vendor Payments / Fraud Prevention

 Impersonator Fraud

- Urgent item needing to be 
processed

- Immediate transfer of funds (wire)

- Generated from an e-mail account 
appearing to be legitimate

- Ability to confirm with originator 
limited (out-of-office, vacation) 
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ACH Fraud Services

 ACH Debit Block

• Blocks all ACH debit activity

• Automatically returns all attempted ACH debits

 ACH Control

• Bank provided with list of authorized recurring debits

• Unauthorized debits are blocked & automatically returned

 ACH Positive Pay

• Allows individual ACH to be rejected

Vendor Payments / Fraud Prevention
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D E TA I L S
 Currently, WEB debit entries are required to use a “commercially 

responsible fraudulent transaction detection system,” which screen for 
fraud.

 New laws will make “account validation” part of this requirement.

• This entails validating that the correct account number and routing 
number are entered whenever an account is added or modified.

 This is a modification of the NACHA Operating Rules.

• Specifically modifying Article Two, Subsection 2.5.17.4.

 In basic terms, the detection system must at the very least validate the 
account before debiting it. 

T E C H N I C A L

 This is now effective March 19, 2021 instead of January 2020. 

 This can cause a possible re-tooling of ACH Originators’ fraud 
detection systems.

I M P A C T

EFTs / Fraud Prevention
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Account Validation Services

 Early Warning Services, LLC, is a fintech 
company owned by seven of the country’s 
largest banks.

 Account Owner Authentication

• Ensuring funds are delivered to the right 
person/entity

 Matching data of account name, SSN/TIN, 
date of birth

Vendor Payments / Fraud Prevention
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Polling Question #1

 Have you been subject to an attempt to change 
banking instructions by a fraudster?

(a) Yes

(b) No

(c) No, but we heard a colleague has been
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Federal Reserve Broadens Tool Kit to Support Markets

 Zero Interest Rates
• Cut rates by 150 bps at two emergency meetings in March

 Asset Purchase Programs
• Unlimited Treasury and agency MBS purchases

 Repurchase Agreements
• Increased amount and term options to primary dealers

 Discount Window
• Decreased rate and extended term of loans

 Bank Regulatory Relief
• Lowered reserve requirement to 0; capital & liquidity flexibility

 Liquidity Support
• Funding for CP, ABS, MMFs, corporate bonds and more

 U.S. Dollar Swap Lines
• Increased access to U.S. dollars to foreign central banks

 Paycheck Protection Program
• Support for financial institutions issuing PPP loans

 Main Street Lending Program
• Purchasing loans to small- and mid-size businesses

Source: Federal Reserve, as of 4/23/2020. 
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$6.6 trillion

Amount Allocated to Fed’s Liquidity Programs 

Facility Holdings (billions)
Discount Window $36.3

PDCF $33.4

MMLF $50.7

CPFF $1.0

PPPLF $8.0

Swap Lines $409.7

Repurchase Agreements $157.5
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New International Requirements - Basel III

 Produced by Bank for International Settlements

 Implemented independently by each nation’s banking regulators

Basel I
1988

Focused on credit 
risk

Created the credit 
default swap

Basel II
2004

Initiated 3 Pillars

Minimum Capital 
Requirements

Supervisory Review 
Process

Market Discipline

Basel III
2010

Response to 2008 
Financial Crisis

Strengthens Basel II 
Pillars

Stringent Credit, 
Liquidity and 
Leverage Rules
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Three Primary Categories

Capital Leverage Liquidity
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“Wells Fargo reported a profit of just $0.01 per share . 
. . The main reason for the subdued profit . . . is a 
$3.1 billion addition to the company’s reserves for 

loan losses and a $950 million impairment of 
securities ‘driven by economic and market 

conditions’4.”

First Quarter 2019 
Earnings: $5.9 billion

First Quarter 2020 
Earnings: $1.2 billion

U.S. Bank

J.P. MorganBank of America

Wells Fargo

First Quarter 2020 
Earnings: $4.0 billion

First Quarter 2019 
Earnings: $7.3 billion

“In total, we saw a $67 billion increase in 
commercial loans due to draws from the 

commercial clients in the month of March1.”

First Quarter 2020 
Earnings: $2.9 billion

First Quarter 2019 
Earnings: $9.2 billion

“Since the coronavirus hit the economy hard in 
March, JPMorgan has facilitated the flow of 

hundreds of billions of dollars to help its 
customers bear the blow2.”

First Quarter 2019 
Earnings: $1.7 billion

“Within our corporate payments business, 
commercial sales volumes declined between 

30% and 40% in late March, due to the worldwide 
impact of the economic slowdown on business 

spend activity3.”

First Quarter 2020 
Earnings: $653 million

(1) https://www.fool.com/earnings/call-transcripts/2020/04/15/us-bancorp-usb-q1-2020-earnings-call-transcript.aspx
(2) https://www.fool.com/earnings/call-transcripts/2020/04/15/bank-of-america-corp-bac-q1-2020-earnings-call-tra.aspx
(3) https://www.fool.com/investing/2020/04/17/5-key-takeaways-from-jpmorgan-chases-q1-earnings-r.aspx
(4) https://www.fool.com/investing/2020/04/14/wells-fargo-reports-only-001-per-share-in-q1.aspx

Bank Earnings During the First Quarter

https://www.fool.com/earnings/call-transcripts/2020/04/15/us-bancorp-usb-q1-2020-earnings-call-transcript.aspx
https://www.fool.com/earnings/call-transcripts/2020/04/15/bank-of-america-corp-bac-q1-2020-earnings-call-tra.aspx
https://www.fool.com/investing/2020/04/17/5-key-takeaways-from-jpmorgan-chases-q1-earnings-r.aspx
https://www.fool.com/investing/2020/04/14/wells-fargo-reports-only-001-per-share-in-q1.aspx
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 On March 27, 2020, the U.S. Congress passed the Coronavirus Aid, Relief, and Economic Security (CARES) Act, a $2 
trillion stimulus package that provides aid to individuals, small and large businesses, state and local governments, and 
the health care industry. 

 The CARES Act allocated $349 billion to the Paycheck Protection Program (“PPP”) which supports small businesses 
through the current COVID-19 pandemic by helping them meet payroll, rent and utility expenses. This $349 billion 
lasted only 13 days.

 The second round of the Payment Protection Program launched April 27, 2020, and added $310 billion to help small 
businesses during the current pandemic.

 As of May 3, 2020, the second round of the program has so far provided over 2.2 million loans worth more than $175 
billion out of the total $310 billion Congress authorized.

 Bank industry groups say the majority of the $310 billion is likely already used up given the high volume of applications 
in the queue.

Paycheck Protection Program
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Reserve Requirement Lowered to 0%

 Reserve requirement is a monetary policy tool used by the Federal Reserve to 
increase or decrease the money supply in the economy

• A decrease in the reserve requirement helps stimulates the economy

• Promotes the expansion of bank credit

 The reserve requirement is an amount set aside and cannot be lent 

 The Financial Services Regulatory Relief Act of 2006 gave the Federal Reserve the 
right to pay interest on excess reserves. Banks started getting paid interest on 
October 1, 2008.

 Reserve requirements have been at 10% since 1992 (when they were previously 
12%)
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Source: Bloomberg. 

Market Projection 
(4/14/2020)

The Fed made a 50 basis point 
emergency cut on March 3rd over 

the economic impacts of the 
coronavirus outbreak.

In another emergency move, the 
Fed cut rates by 100 basis points 

and announced $700 billion of 
Treasury and Agency MBS 
purchases on March 15th.

“A rate cut will not reduce the rate of infection. It won’t fix a broken supply chain... But we do 
believe that our action will provide a meaningful boost to the economy.” 

– Fed Chair Jerome Powell; March 3, 2020
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Global Negative Yielding Debt Expands to $12 Trillion
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Source: Bloomberg, as of 4/30/20.

Record High
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Earnings Credit Rates vs. Investment Sweeps

 Earnings Credit Rates (ECRs) are credits offered by a bank to offset service charges.

• Credits can typically are only good for paying bank fees and 

• Unused credits expire eventually

 A DDA balance used to offset fees is a Compensating Balance

• Also known as “soft dollars”

 Historically, the rate paid was often pegged to the U.S. Treasury bill rate.

• The 3-month Treasury bill rate is 0.12% as of May 1st

 During the financial crisis, banks moved from pegs to managed rates.

 Most governments pay by a combination of fees and balances

Knowing About Services
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Time for Some Detective Work
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How Banks Invoice Fees?  Account Analysis Statements
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Watch Out for FDIC Assessments

Total Charges: 
$116.18 or 0.21%
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FDIC Announcement

Complete Financial Institution Letter:
http://www.fdic.gov/news/news/financial/2012/fil12033.html

http://www.fdic.gov/news/news/financial/2012/fil12033.html
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It is Time to Consider Your Options
April 2020 Statement Scenario 1 ($15MM investment) Scenario 2 ($20MM investment)

Ledger Balance $25,000,000 $10,000,000 $5,000,000

Less Average Float $0 $0 $0

Investment Portfolio Balance $0 $15,000,000 $20,000,000

Bank Account Collected Balance $25,000,000 $10,000,000 $5,000,000

Less Reserve Requirement = 0% $0 $0 $0

Available Balance Eligible for Earnings Credit $25,000,000 $10,000,000 $5,000,000

Earnings
Earnings Credit (ECR of 0.25%) $5,137 $2,055 $1,027

Fees
FDIC fees @ 0.15% annually $3,082 $1,233 $616
Net Earnings Credit to Pay Service Charges $2,055 $822 $411
Net ECR on Collected Balance 0.10% 0.10% 0.10%

Monthly Bank Service Charges
(excludes FDIC fee) $6,358 $6,358 $6,358

Net Balance (Direct Fee Payment) ($4,303) ($5,536) ($5,947)

Estimated Monthly Earnings @0.82% $10,110 $13,479

Investment Earnings Less Bank Fees (monthly) ($4,303) $4,574 $7,532

Net Benefit - annualized $106,521 $142,027

Investment Scenarios
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Review Your Account Analysis Statement for Unnecessary Services

 Too many accounts

 Underutilized services

• Lockbox processing

• Controlled disbursement

• Check cashing fees 

• E-mail notification fees 

 High fees

• Check processing fees for RDC greater than branch/vault deposits

• Online reporting 
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Banking Fees are Elsewhere

Other Banking Services 

Merchant Card Processing (i.e. Credit Cards)

Purchasing Cards

Electronic / Integrated Payables

Payroll Card

Institutional Custody

Check Printing

Credit Facilities
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Polling Question #2

 True / False: It is impossible to generate 
negative earnings on balances?

(a) True

(b) False
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Expedited Payment Processing
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Wires
7% Cards

9%

ACH
22%Check

62%

Middle Market

Wires
11%

Cards
7%

ACH
39%

Check
43%

Large Corporate

Paper Still Dominates, but Electronic Transactions on the Rise

 Checks continue to dominate the payment industry, however ACH transactions for large 
corporate institutions have increased from 32% to 39% over the last 5 years. 

Percentage of Transactions Made by Corporations

Source: Phoenix-Hecht

EFTs
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Prices for Commoditized Services (Electronic Transactions) Lower

Competitive Bid (Any Bank/Client’s Bank)
Existing Relationship (Any Bank/Client’s Bank)
Client
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Costs for Electronic Transactions Declining
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$0.047

$0.036

$0.025
$0.023 $0.026

EFTs

Source: PFM Pricing Database. Blue bars represent the 10th to 90th percentile range of bank 
proposed pricing for competitive procurements up to $250,000 in annual banking costs.
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Source: https://www.nacha.org/rules/same-day-ach-moving-payments-faster-phase-3

Same Day ACH 

 Effective March 20, 2020

• Per-transaction dollar limit for Same Day ACH transactions increased from $25,000 to 
$100,000

 Future Changes

• Effective March 19, 2021: Window for FIs to submit transactions will be extended by 2 hours 
to 4:45 PM ET, with settlement occurring at 6:00 PM

Consumer / Vendor Payments

PM
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Digital Disbursements Using E-mails or Mobile Phone #’s

 Replace business-to-consumer check 
payments with electronic payment

 Business-to-person electronic payment using 
payee’s email or mobile phone number

 Consumers who register with Zelle network  
can receive electronic payments 

 Benefits

• Reduce need to store bank account data

• Less expensive to issue vs. check

• Faster payments to payee

• Reduced need to account for outstanding 
checks 

Consumer Payments
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RTP: Real Time Payments

 First new core payments infrastructure in the U.S. in 40+ years

• Immediate and irrevocable funds availability, 24/7

• “Push” payments only; no ability to initiate a debit

• Intended for B2B as well as B2C payments

• Includes 2-way messaging functionality (i.e. request a payment and receive a response)

• Transaction must be less than $25,000

 FedNow under development to Compete with RTP 

• Promoting wider availability through Federal Reserve’s existing relationships with 10,000+ FIs

• $25,000 transaction limit also applies

Source: The Clearing House, Federal Reserve

Faster Payments
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Purchasing Cards

 Expense Reporting Modules

• Reporting customized to your chart of 
accounts 

• Approval process by statement, expense 
or report level

• Receipt imaging

• Mobile Applications or mobile friendly 
websites

Vendor Payments
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Integrated Payables

 A bank’s Integrated Payables Platform 
may allow you to pay vendors 
electronically

• ACH 

• Purchasing Cards

 32.6% of Large Corporate Institutions 
reported using Integrated Payables, while 
only 11.3% of Middle Market Institutions 
reporting using Integrated Payables*

 Program Differences

• Ghost cards vs. Single Use Cards

• Vendor outreach initiatives

• Vendor acceptance

• Integration with your ERP system

Bank’s 
Integrated 
Payables

ACH

Wire

Check

Card

* Source: Phoenix-Hecht

Vendor Payments
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Vendor Analysis

 Name of Vendor

 Vendor address

 Taxpayer Identification Number (TIN)

 # of check payments

 $ of check payments

 # of ACH payments

 $ of check payments

Vendor Payments
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Mobile Banking

 New mobile features and applications have 
provided access to essential banking 
functions such as: 

• Initiation of a repetitive wire

• Secondary approval of wire transfers

• Decisioning of Positive Pay items 

• Resetting of a user’s password

• Balance reporting

• Replacement of physical token

Administrative
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Remote Cash Safe

 Eliminates going to the bank

 Substitute multiple trips with reduced 
armored car pickups

 Improved cash flow

 Direct communication with your bank

 Counterfeit detection

 Cost is $450 - $600 per month / per safe, 
includes armored car pickup costs

Receivables / Cash
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How Do I Keep Up With the Constant Changes?

 Regular meetings with your bankers are key – even when things are going smoothly

- Make time to engage with your relationship team at least annually

- Potential Agenda Items:

• Potential new services/enhancements

• Training on systems for staff

• Review of Analysis Charges

• Interest rate review – don’t be surprised by a rate decrease after its too late

Administrative
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Relationship Management

 Pressure on Relationship Managers to support a 
growing portfolio of clients

• Squeaky wheel gets the grease 

 Maintaining a good relationship requires work

 Best Practices 

• Frequent meetings with your bank

• Quarterly check-ins; Annual relationship reviews

• Make sure to review analysis statement

• Incorporate staff for training opportunities
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End of Session Questions

 Where can a client locate the fees it is being charged for banking services?
(a) Monthly Bank Statement
(b) Compensating Balance
(c) FDIC Call Report
(d) Account Analysis Statement

 What is the primary reason a municipality would be interested in paying its 
accounts payable vendors by purchasing card? 
(a) Vendors prefer payments to be received 
(b) Purchasing cards are easier to administer
(c) A rebate is generated
(d) All of the work is done by the bank and frees up staff

 True / False: Banks are in a better financial condition today than during the 2007 
– 2008 Financial Crisis. 
(a) True
(b) False
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About the Speaker

David Calvert, CFA
Director
calvertd@pfm.com

David Calvert has been with PFM for over 18 years, specializing in providing treasury 
consulting services for clients across the country. As a leader of PFM’s Treasury Consulting 
practice, David helps clients identify their banking needs and assists in the time-consuming 
process of competitively procuring banking services. These engagements typically result in 
his clients receiving significant cost savings, new and improved services, and greater 
customer service from their banking partner.

David Walters, CFA, CTP
Senior Managing Consultant
waltersd@pfm.com

David Walters has been with PFM for over 12 years, specializing in providing treasury 
consulting services for clients across the country. As a project manager in PFM’s Treasury 
Consulting practice, David provides clients with an independent analysis of their banking 
relationships, recommendations for process improvements, and assistance with the 
competitive procurement of banking services. These engagements typically result in 
significant cost savings, new and improved services, and greater customer service for his 
clients.



© PFM 44

PFM Disclosure Statement

This presentation is only intended for institutional and/or sophisticated professional investors.  This material is intended for
informational purposes only and should not be relied upon to make an investment decision, as it was prepared without 
regard to any specific objectives, or financial circumstances.  It should not be construed as an offer or to purchase/sell any 
investment.  Any investment or strategy referenced may involve significant risks, including, but not limited to: risk of loss, 
illiquidity, unavailability within all jurisdictions, and may not be suitable for all investors.  To the extent permitted by 
applicable law, no member of the PFM Group, or any officer, employee or associate accepts any liability whatsoever for 
any direct or consequential loss arising from any use of this presentation or its contents, including for negligence.  This 
material is not intended for distribution to, or use by, any person in a jurisdiction where delivery would be contrary to 
applicable law or regulation, or it is subject to any contractual restriction.  No further distribution is permissible without prior 
written consent.

The views expressed within this material constitute the perspective and judgment of PFM at the time of distribution and 
are subject to change.  Any forecast, projection, or prediction of the market, the economy, economic trends, and equity or 
fixed-income markets are based upon current opinion as of the date of issue, and are also subject to change.  Opinions 
and data presented are not necessarily indicative of future events or expected performance.  Information contained herein 
is based on data obtained from recognized statistical services, issuer reports or communications, or other sources, 
believed to be reliable.  No representation is made as to its accuracy or completeness.
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Thank you for joining us!
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