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Ceto and Associates

¢ Founded in 1994

¢ A consulting firm based in Atlanta,
Georgia

* Develops solutions to provide financial
institutions the ability to increase their
profitability through the
implementation of earning

enhancement programs and the Douglas Ceto
optimization of overall operational President
efficiencies

¢ Trusted by over 1,500 clients in all 50
states

Introduction

e Deposit Reclassification is a process where a
portion of your institution’s transaction
accounts are reclassified as a savings deposit,
which are no longer subject to reserve
requirements.

= Reduce Reserve Requirements
= Increase liquidity
= [ncrease profitability
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Reserve Requirements - Explanati

¢ Regulation D established reserve reguirements

* Reserve requirements are the amount of funds that a depository institution must
hold in reserve against deposit liabilitizs (net transaction accounts)

* The dollar amount of a reserve requirement is calculated through applying Federal
Reserve Board reserve ratios to an institution’s net transaction accounts

* Reserve Reguirements can be met with cash, a non-liquid reserve account with
your local Federal Reserve Bank (FRB), or 2 “pass through"” account with other
financial institutions

* Reserve accounts are not liguid and earn less than the Federal Funds Rate
* Required Reserves :
The gveroge target Federal Funds rate over the reserve maintenance period = 1.00%
* ExcessReserves:
The lowest target Federal Funds rate for the reserve maintenance period = 1.00%

]

Reserve Requirements

Percentage of
Type of liability liabilities Effective date

Nel transaction accounts
$0 10 $10.3 milkon ] 1-08-09
More than $10.3 milhon 10 $44.4 milion 3 1-09-09
More than $44.4 milhon 10 1-09-09
Nonpersonal time deposiis o 12.27-80
Eurocurrency habilties o 12-27-90
Source: The Federal Keserve Boore, Reserve Requirements, iTte/www. Ve OV Yooiicy reereq bim i ]
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Total Net Transactions = $55,775,000*

Reserve Ratios Applied

" $0-510,300,000 at 0% S0
= E—— $10,300,000 - $44,400,000 at 3%  $1,023,000
=1 ————Ts=— Over $44,400,000 at 10% $1,137,500

Reserve Requirement = 52,160,500
Less Vault Cash = $900,000

Required Reserve Balance at FRB = $1,260,500

n__’,.
* Gross transoction occounts less Due-From Bonk Baionce and Cash %
e

Iterns in the Process of Collection (from Form FR2900)
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Deposit Reclassification - History

Reserve Balances with the Federal Reserve Bank

530 4

_— — —Since 1994, reserves have

= decreased 65% or by $17 Billion
$20 - o
15 - — =+
$10 - .
t llll l||

1990 1981 1087 4
952 1953 1552 1995 1856 youy =t
=== 2000 2001 p02

2003 2008 7005 2006 3007 2008

Source. The Federal Reserve Boord of . Stotistics: Releoses ong Histoncol ota, Reserves of D
Institutions and the Monetary Base = H.3, httayfwww. |/ (Doto Range; 1/1950 to 8/2008)

¥

The Impact of Deposit Reclassification

$25
Reserve balance converted
into a liquid asset

i 515 I 7otz Reserve Reguirsment
o = Reserve Balance at FRE
Al B Eranch and ATM Cash

Possible financial benefits from calculation example:

oy Bankers Accounti ng &1 eminar

$1,260,500 (Required Reserve Balance) *4.00% (Prime Rate*) =550,420 %\

*Aspl 11/7/2008
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Deposit Reclassification - Benefits

¢ Deposit Reclassification

= Reduces reserve requirements enabling the institution to
reclaim their reserve balance

= Assets reclaimed are permanent and grow with transaction
deposit growth

= New liquid assets to loan to your local community or
invested in other earning assets

= Remain competitive against larger, regional, super regional
and national banking

= New regulation permit “Pass Through Correspondents” to
keep the interest earned, if they wish.

= Larger incentive to reduce branch and ATM cash leve[s% y

Deposit Reclassification — Account Structure

¢ Change in the structure of a financial institution’s
transaction account

After implementing Deposit
Rectassification

Before implementing 3
Deposit Reclassification Checking Sub-

Lot Reservable
Transaction Account ’

(S e teestll  Non Reservable
Reservable

e Change is completely invisible to the customer £
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Deposit Reclassification — Account Structure

¢ The Checking Sub-Account
= Holds only an estimated portion used by the customer
= Covers daily activity by the customer
= Has unlimited activity
= Subject to reserve at FRB

¢ The Savings Sub-Account
= Holds an estimated portion not normally used by customer

= Transfers funds to the Checking Sub-Account when the Checking Sub-
Account has been depleted

= Limited to six transfers count
= Not subject to FRB reserves

s Sub-Account transfers are invisible to the customer

Deposit Reclassification - Account

Day 1

Before Deposit 7 )
After Deposit Reclassification
Original Transaction J ; =
-

Thrashold
$10,000 of S8,500

15%/85%

i

Creation of sub-accounts
and Transfer Counter
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Day 1

ATM
Withedraw

N A

Customer completes o
S$500 ATM withdraw

Day 3
Before Deposit
Reclassification

Account
510,000 Day 1 51,500

After Deposit Reclassification

Deposit and
Check

S0

Customer deposits 51,000
and writes g 52,000 check
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Deposit Reclassification - Account Example

Day 4

Before Deposit : £
3 1 A D
Reclassification fter Deposit Reclassification
Sa“i"gs sub‘Acmunt
Account
$10,000 Day 1 51,500 $8,500

AW $5,100
Customer writes 6 checks for a total of Tmn_m.;fer
$2,000 and completes an ATM withdraw of incremented

5500

Deposit Reclassification - Account

Day 28

Before Deposit

: Ficati
Reclassification After Deposit Reclassification

Original Transaction

oy Checking Sub-Account Savings Sub-Account

$8,500
S8,500

$10,000 Doy 1 51,500

59,500 Day 2 51,000

58,500

58,500
$6,000 i b S900

$5,100

o
L
w
@
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a
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53,000
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Requirements — May 2007 Letter

WEaED Dr COYESRISZ
% g ——
FEOCRAL REESCAVE STYSTEM e
mapmEION B C R

FEEENLLEE 1

“(1) A depository institution must establish by agreement with its
transaction account customers two legally separate accounts: 2
_ transaction account ( 2 NOW account or demand deposit account)
- and a nontransaction account (usually a savings deposit account, also
. sometimes called 2 “money market deposit account” or “MMDA":"

2008 New Jlersay
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Regulatory Requirement s — Sub-Account Creation and
Di

* The financial institution is changing the customer
transaction account from a single transaction
account to a checking and savings sub-account

* Disclosure
= must explain the changein clear and concise language

= must be received by all current transaction account
holders

= must be included in all new account agreements

(2) The swept funds must actually be moved from the customer’s
transaction account to the customer’s savings deposit account on the
official books and records of the depository institution as of close of

~ the business on the day(s) on which the depository institution intends
to report the funds in question as savings deposits and not transaction
accounts, and vice versa; and”
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* Funds must be moved at account level

* The movement of funds must exist in the financial institution’s official books
and records
= Form FR2900 and Quarterly Reporting (Call Report, NCUA 5300, TFR)

s Reclassified totals must be reported before the close of business

Before Deposit

Reclassification After Deposit Reclassification

Original Transaction
Account

$10,000 Day 1 $1,500 58,500

Checking Sub-Account Savings Sub-Account

" “(3) The maximum number of preauthorized or automatic

== fund transfers (“swezps”) from a savings deposit account in
- a retail sweep program is limited to not more than six (6)

" per month.”

>

v League of Community Bankers Accounting & Tax Seminar
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Regulatory Requirements — Regulation D

e All Savings Sub-accounts must be
incompliance with Regulation D

= “from which ... the depositor is permitted ... no
more than six transfers and withdrawals ... per
calendar month or statement cycle ... to another
account (including a transaction account) of the
depositor at the same institution or to a third
party by means of a preauthorized or automatic
transfer, or telephonic (including data
transmission) agreement, order or instruction....”

The Interim Rule includes a provision relating to sweep accounts. Under this
- provision, the FDIC will treat funds in sweep accounts in accordance with the
: usual rules and procedures for determining sweep balances at a failed

= depository institution. Under these procedures, funds may be swept or

* transferred from a noninterast —bearing transaction account to another type
i of deposit or nondeposit account. The FDIC will treat the funds as being in

he account to which the funds were transferred. An exception will exist,

= however, for funds swept from a noninterest-bearing transaction account to 2
- noninterest-bearing savings account. Such swept funds will be treatad as

= being a noninterest —bearing transaction account. As a result of this

= treatment funds swept into noninterest-bearing savings account will be
uaranteed by the Transaction Account Guarantee Program.”

11/12/2008
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Regulatory Requirements - Temporary Liquidity

L1 - »

e FDIC announced program that fully insures
non-interest bearing checking accounts

* How does this affect Deposit Reclassification?
= Swept funds are guaranteed by FDIC

= “__treatment funds swept into noninterest-bearing
savings account will be guaranteed by the
Transaction Account Guarantee Program.”

Implementation

¢ Deposit Reclassification
= Typically implemented within 45 days
= Implementation requires a total of 5 hours of staff
time
= Reserve reduction is typically seen within 3-6
weeks

= Return on investment is normally about 6 months
or less
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Conclusion

Would your bank make a PERMANENT loan to a
borrower at an interest rate of 1.00%?

¢ The obvious answer is “No”

¢ Deposit Reclassification is still highly beneficial now and in the
future... even when interest is paid on reserve balances.

Douglas Ceto

President

Ceto and Associates

3325 Paddocks Parkway
Suite 400

Suwanee, GA 30024
1.866.227.1361 (Toll Free)
678.297.1127 (Fax)
www.ceto.com
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