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Thank you for joining us!
Friendly Reminders

® This Session is Being Recorded

® Automatically Muted on Entry

* You are automatically muted when you join the call

* Please unmute yourself to participate

* Minimize Background Noise — re-mute when you are done speaking
®CPE Credits Available for This Session

» Attend this session in its entirety

* Answer all poll questions provided

» Survey must be completed

®Please Complete the Survey for This Session

®Send specific questions for me to simmonsc@pfm.com

© PFM



MANAGING CASH BALANCES

Agenda

BANKING INDUSTRY UPDATE

BANKING TECHNOLOGY & SERVICES
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Managing Cash Balances
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How Do Banks Invoice Fees - Account Analysis Statements
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Account Analysis Statements

© PFM

“Invoice"” for banking services

Different than your monthly statement showing
transaction activity

Information included
Service descriptions, per item fee, volume used
Balance and compensation details
Often available electronically
PDF
XLS/CSV
EDI 822

Interactive online modules
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Sample Analysis Statement — Closer Look

Service Unit Service
Description Price Volume Charges
RECOUPMENT MONTHLY IB 0.12750 1,500.13 191.27
RECOUPMENT MONTHLY 0.12750 28,371.73 3,617.40
BALANCE & COMPENSATION INFORMATION 3,808.67
CONT DISB CREDITS POSTED 0.35000 36.00 12.60
DESKTOP DEPOSIT-DEPOSIT CREDITED 0.35000 75.00 26.25
ACCOUNT MAINTENANCE W/ CHK RETURN 4.80000 5.00 24.00
ZERO BALANCE MASTER ACCOUNT MAINT 9.45000 1.00 9.45
ACCT MAINTENANCE 4.80000 4.00 19.20
ACCT MAINTENANCE CHEXSTOR-PLUS 4.80000 1.00 4.80
ZERO BALANCE MONTHLY BASE 6.75000 7.00 47.25
DEBITS POSTED 0.04000 765.00 30.60
GENERAL ACCOUNT SERVICES 174.15

For illustrative purposes only

© PFM
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Earnings Credit Rates / Compensating Balances

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

oo Credits available for paying bank fees

Unused credits expire eventually

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

Transition to bank-managed rates.

Rate may not move with market rates

© PFM
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Sample Analysis Statement

EARNINGS CREDIT SUMMARY

AVAIL BAL FOR EARNINGS CREDIT $  25,000,000.00

$18,047.95 365
EARNINGS ON AVAILABLE BALANCES 18,047.95 > x — x 100
LESS TOTAL SERVICES CHARGES 20,130.49 $25,000,000 31
=0.85%

DEFICIT 2,082.54

For illustrative purposes only

© PFM
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What To Consider in Your Compensating Balances

1. Deposit-based fees
2. Reserve Requirement

3. Expiration date of credits

© PFM
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What To Consider in Your Compensating Balances

1.

© PFM

Deposit-based fees (f/k/a “"FDIC" Fees)
Many banks will assess a fee based on the value of deposits
Fees are not standard across banks
Amount of fees can equal or exceed the earnings credit paid

Banks may consider waiving this for “premium” relationships

11
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FDIC Ahnouncement

FDIC@ Financial Institution Letter

FIL-33-2012

Federal Deposit Insurance Corporation July 9, 2012
550 17th Street NW, Washington, D.C. 20429-9990

Caution Regarding Passing Deposit Insurance Assessment Fees on
to Customers

“..the FDIC discourages institutions from specifically designating that a

customer fee is for deposit insurance or from stating or implying that the
FDIC is charging such a fee.”

Source: Federal Deposit Insurance Corporation (http://www.fdic.gov/news/news/financial/2012/fil12033.htm[)

© PFM 12
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What Terms to Look for?

© PFM

Balance Based Charges

Deposit Administration Fee

Deposit Bank Assessment

Deposit Coverage

Recoupment Monthly

14

Recoupment
Monthly

13
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Sample Analysis Statement

FDIC-like charges are typically

included in line-item portion of

monthly analysis statement
I

Service Unit Service
Description Price Volume Charges
RECOUPMENT MONTHLY IB 0.12750 1,500.13 191.27
RECOUPMENT MONTHLY 0.12750 28,371.73 3,617.40
BALANCE & COMPENSATION INFORMATION 3,808.67
CONT DISB CREDITS POSTED 0.35000 36.00 12.60
DESKTOP DEPOSIT-DEPOSIT CREDITED 0.35000 75.00 26.25
ACCOUNT MAINTENANCE W/ CHK RETURN 4.80000 5.00 24.00
ZERO BALANCE MASTER ACCOUNT MAINT 9.45000 1.00 9.45
ACCT MAINTENANCE 4.80000 4.00 19.20
ACCT MAINTENANCE CHEXSTOR-PLUS 4.80000 1.00 4.80
ZERO BALANCE MONTHLY BASE 6.75000 7.00 47.25
DEBITS POSTED 0.04000 765.00 30.60
GENERAL ACCOUNT SERVICES 174.15

For illustrative purposes only

© PFM
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What To Consider in Your Compensating Balances

2. Reserve Requirement

When in effect, the bank will reduce the balance you can earn a credit
on by 10%

Less common than Balance-Based Fee

Fed waived 10% reserve requirement in March 2020; however, not all
banks followed suit

© PFM
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Bank Charges Can Significantly Reduce the Benefit of the ECR

No Reserve Requirement or FDIC Reserve Requirement and FDIC Assessed
Earnings Credit on Compensating Balance Earnings Credit on Compensating Balance
Total Collected Balance $25,000,000 || Total Collected Balance $25,000,000
Less Reserve Requirement 0% S0 Less Reserve Requirement 0% $2,500,000
Available Balance $25,000,000 | Available Balance $22,500,000
0.25% 0.25%
Earni Credit Earni Credit rrri
amings cre $25,000,000 * 0.25 * 31/365 36308 | Eamings $22,500,000 * 0.25 * 31/365 *
0% 0.10%
Less FDIC Assessment Less FDIC Assessment 52,123
$0/(525,000,000 * (31/365) it $2,123/($25,000,000 * (31/365)
Net Earnings Credit 0.25% on Collected Balance 55,308 || Met Earnings Credit 0.125% on Collected Balance 52,654

For illustrative purposes only

© PFM 16
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What To Consider in Your Compensating Balances

3. Earnings Credit Expiration Date

Many banks do not allow unused credits to be applied to future
charges

Some banks will allow credits to roll over quarterly, semi-annual, or
annually

Credits that expire unused are not paid out as interest

Lost credits will erode the value of the ECR

© PFM
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Sample Analysis Statement

EARNINGS CREDIT SUMMARY

AVAIL BAL FOR EARNINGS CREDIT $

EARNINGS ON AVAILABLE BALANCES
LESS TOTAL SERVICES CHARGES

25,000,000.00

DEFICIT

[ PERIOD TO DATE EXCESS

EXCESS REMAINING

For illustrative purposes only

© PFM

$18,047.95 365
18,047.95 >
20,130.49 $25,000,000 31
_ o
2.082.54 =0.85%
59 477.53 ]
57.394.99

18



2

Balance Compensation Evolves

S ’ Many banks offer alternatives that include hard dollar
= - interest
7 — Each bank may offer a slightly different structure:
w

Interest on “excess” balances
Interest on balances above a “peg"” amount

Interest on all DDA balances

Like with compensating balances, rates are often bank-
managed

Often subject to the same reserve requirement and
deposit-based fees as traditional compensating balances

© PFM
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What can you do?

1 | Analyze your banking relationships regularly; monthly is best

X X
X X x
% s x
o

Oqé

* Make sure to look at the rates offered and monthly charges
x
é

« Determine the “Net"” Earnings Credit Rate your bank is paying

* Ensure that you are not earning more credits than you can use

9 | Maintain frequent communication with your banker(s)

X X
o

* Monitor changes in rates and discuss your objectives regularly
» Ask your bank what their current rates are

3 Understand your options for short-term balances

xx ﬁbx *
g@a
o &

» Be nimble and prepared to capture increased earnings through
alternative options both within and outside the bank

© PFM
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Polling Question #1

How frequently should you consider reviewing your account
analysis statement?

(@) Annually
(b) Quarterly
() Monthly

(d) Not familiar with account analysis statement

© PFM
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Banking Industry Update

© PFM
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Beyond Traditional Banks

© PFM

Treasury services have evolved
1010
1010 Credit card acceptance
L1 Online payments

New forms of payment
Faster pay for employee wages
Competition from fintechs is driving banks to decide:

Compete? / Acquire? / Divest?

23
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Bank Consolidations, Acquisitions & Divestitures

Driven in part by pressure to compete with technology

' "‘ investment of larger banks & fintechs
l','

February 2021: M&T + People’s United
September 2021: U.S. Bank + MUFG Union Bank
December 2021: BMO Harris + Bank of the West

December 2023: Citibank announced divestiture from
municipal bond underwriting business

Many banks are also partnering with and/or acquiring
some fintech solutions to expand offerings

Bank of America + Paymode (fintech)
J.P. Morgan + Paymentus (fintech)
US Bank + Kubra (fintech)

© PFM 24
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Changing Banking Landscape
Banks are closing physical branches

as more personal finance activity

Commercial Bank Branches in the U.S moves online.

85,000
Fewer branch tellers, longer wait times
80,000 .. e . . . .
Disincentivizing physical interactions
75,000 Investing in systems to support
transactions
70,000 In recent RFPs, we have seen
increased pricing for:
65,000

2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 .
Branch Deposits

Currency & Coin Deposits

Increase charges for non-bank
customers to cash checks

Source: Federal Deposit Insurance Corporation (as of 12/31/2022)

© PFM 25
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Fraud Controls

C Fraudsters are using COVID-19 as an opportunity to
exploit weaknesses

New / tighter controls may be needed

Threat: "Business Email Compromise”
(Impersonator Fraud)

Urgent item needing to be processed
Immediate transfer of funds (wire)

Generated from an e-mail account appearing to be
legitimate

Knowledge of organization hierarchy

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

© PFM
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Fraud Controls

To... John Staff Accountant

Cc...
Send

Bcc...

Subject: Urgent Wire Meeds to Be Sent

From doej@abc_.com

Sent: Friday, March 13, 2015 6:04 PM
To: John Staff Accountant

Subject: Urgent Wire Needs to Be Sent

lohn,

Before leaving yesterday, | forgot to set up this wire for XYZ Electric. Please make sure you send it out first thing
tomorrow morning. The wire instructions are listed below.

Thank-you. See you on Thursday, when | am back in the office.

Jane Doe Chief Financial Officer
ABC Corporation

e |

4

For illustrative purposes only

© PFM
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What to do about fraud?

External email notification banner/messages

Always question unsolicited emails

Beware of language that seems odd

Uncommon phrases (“kindly")
Independently verify request

Do not reply to message or use contact info included
Training

Regular training will help keep you updated on new tactics

© PFM
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Polling Question #2

How frequently should your organization consider conducting
training to educate employees on how to identify and prevent
potential fraud attacks?

(a) Annually
(b) Quarterly
(c) Monthly
(d) Never

© PFM
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Banking Technology & Services

© PFM
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Account Validation Services

Banks offer access to databases to validate account
status and ownership in real-time

. Database will return Y/N response

Validation can protect against fraudulent debits and
payments

Useful for suspicious ad hoc requests and as part of
standard A/P and payroll process

Can be useful to comply with NACHA rule on WEB
Debit validation

© PFM
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Remote Check Scanning

High-volume scanners commonly replace physical
deposit of checks

Reduced reliance on transport

Faster collection
Many banks offer mobile deposit option

May be cost-effective option for low-volume outlets

© PFM
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Remote Cash Safe

© PFM

On-site vault that accepts bills for deposit
Substitute multiple trips with reduced armored car pickups
Direct communication with your bank for same day credit
Counterfeit detection

Cost is roughly equivalent to daily pickup cost

Stringent requirements around vault placement

33
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Mobile Banking

© PFM

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

Balance reporting

Check deposit

Initiation of a repetitive wire
Secondary approval of wire transfers
Decisioning of Positive Pay items
Resetting of a user's password

"Soft" token for MFA

34
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Virtual & Sub-Accounts

Some banks offer enhanced capabilities for helping with
reconciliation that include:

I ¢ I Subaccounts within a DDA that segregate transactions within
® O o reporting

Virtual accounts: unique payment instructions generated for
different payers/purposes

Allow for payment via ACH and Wire
Can be useful for quickly identifying incoming EFT

© PFM 35
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Outsourced Check Printing

Bank receives check issue file; then prints and mails
checks on your behalf

Includes positive pay and account reconciliation
services

Advantages
Lower cost for supplies
Postage savings on bulk mailing
Focus on core competencies

Disaster recovery

© PFM
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Polling Question #3

Approximately what percentage of your payments are done by

check (# of payments)?

© PFM

(@) Lessthan 25%

(b) Between 25% and 50%
(c) Between 50% and 75%
(d) More than 75%

37
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Same Day ACH

v U

© PFM

Same Day ACH transactions are available now
Settle in batches throughout the day
Funds available to their depositors by 3:00 PM (PT)
Your own deadlines determined by your bank
Recent Change
March 2022: Transaction limit raised to $1,000,000
Beware Accidental Use
Educate staff on appropriate use cases

Understand opt-in and opt-out status

Source: NACHA

38
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Instant Payments

Real Time Payments/RTP (The Clearing House)
Immediate and irrevocable funds availability, 24/7

“Push” payments only; messaging functionality enables
requests for payment & response

FedNow (Federal Reserve)

Intended to expand instant payments beyond largest banks

Source: The Clearing House, Federal Reserve

© PFM 39
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Tokenized Payments/Zelle

© PFM

(3l

Business-to-person (B2P) electronic payment using
payee's email or cell 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

40
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Integrated Payables

© PFM

Single file to communicate all payment types to banking
partner including:

Check

ACH

Wire

Virtual Card
Zelle

May feature “smart routing” of transactions

Options for who maintains beneficiary account data

41
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Electronic Bill Payment & Presentment

© PFM

Service that banks use to electronically or digitally
present your bill, i.e. tax bill, utility bill, insurance bill, to
facilitate a faster and/or electronic payment of that bill

Improves collection and billing efficiency
Automates the Accounts Receivables process
Typically offers multiple choices for convenient ways to pay:

ACH, eCheck, Tokenized Payments (Zelle, Venmo, etc.)
Credit Card, IVR (phone), Kiosk.

May feature secure email delivery, stored payment data
and autopay

Some EBPP solutions offer a convenience fee model as
allowed by association rules and state, federal legislation

42
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About the Speaker

© PFM

Sarah Mayanja

Senior Managing Consultant
mayanjas@pfm.com

Sarah Mayanja is a Senior Analyst at PFM. She brings a wealth of experience in
consumer, community, investment and commercial banking. With a comprehensive
background in the banking sector, Sarah has developed a keen understanding of the
intricacies and nuances that drive successful treasury operations.

As a member of PFM's treasury consulting team, Sarah collaborates closely with
clients during Banking RFP, Treasury Assessment, Banking Fee Analysis and Banking
Transition engagements. Her responsibilities include facilitating, soliciting and
reviewing proposed banking services to help assist clients with operational
requirements. Sarah is dedicated to implementing an ideal set of services designed
to streamline receivable, payable and liquidity needs.

Prior to PFM, Sarah honed her expertise in treasury services by working with both
global and community banks. This experience has equipped her with a unique
perspective when working on large-scale operations and community-focused
initiatives.

Sarah graduated from The University of Texas at Dallas in 2019 with a Bachelor of
Science in Finance.
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Disclosures

ABOUT PFM

PFM is the marketing name for a group of affiliated companies providing a range of services. All services are provided
through separate agreements with each company. This material is for general informational purposes only and is not
intended to provide specific advice or a specific recommendation. This content is being provided by PFM for
educational and informational purposes only, and may be construed as advertising under applicable U.S. or state

laws.

Financial advisory services are provided by PFM Financial Advisors LLC, a registered municipal advisor with the
Securities and Exchange Commission (SEC) and the Municipal Securities Rulemaking Board (MSRB) under the Dodd-
Frank Act of 2010. Swap advisory services are provided by PFM Swap Advisors LLC which is registered as a municipal
advisor with both the MSRB and SEC under the Dodd-Frank Act of 2010, and as a commodity trading advisor with the

Commodity Futures Trading Commission. Additional applicable regulatory information is available upon request.

Consulting services are provided through PFM Group Consulting LLC. PFM’s financial modeling platform for strategic
forecasting is provided through PFM Solutions LLC. A web-based platform for municipal bond information is provided
through Munite LLC. For more information regarding PFM’s services or entities and for important disclosure

information, please visit www.pfm.com.

© PFM 44
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Additional Disclosure Statement

This material is based on information obtained from sources generally believed to be reliable and available to the
public, however PFM cannot guarantee its accuracy, completeness or suitability. To the extent permitted by applicable
law, no member of PFM, 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. All statements as to what will or may happen under certain circumstances are based on
assumptions, some but not all of which are noted in the presentation. Assumptions may or may not be proven correct
as actual events occur, and results may depend on events outside of your or our control. Changes in assumptions may
have a material effect on results. 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.

© PFM
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