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Banking Concepts

| &« Banking Definition/ Output

4 e User Cost Methodology
 Reference Rate
e Portfolio/ Fee Pricing Concepts
e Adjustments




Banking Output:

||+ Provision of financial services
.| including financial intermediation



FISIM

* Financial Intermediation
Services Indirectly
(Implicitly) Measured




Problem:

* Need a methodology for
measuring ‘free’ financial
services 1ncluding uncharged for
financial 1ntermediation




% e+ Earning assets
* Value added

e User cost of money



Earning Assets

« AKA Assets Approach

* measures the payment of loan
interest

* only service priced using
Interest 1S loans

» fee for any other services



" Value Added

|/ + AKA Cost of Funds Approach

||| » measures the difference between
7 loan interest recelved versus
deposit interest paid out

e does not allocate output between
deposit services andloan services



USER COST

 User cost for a financial
product 1s the difference
between 1ts revenue and the
sum of the mmplicit and
explicit costs.



USER COST PRICING FORMULAS
FOR PRICING FISI M

= If the item is an ASSET (loan)
Price = asset holding income rate - reference rate
* asset holding income rate =

Interest received + service charges



USER COST PRICING FORMULAS
FOR PRICING FISI M

,,,,,

If the item is a LIABILITY (deposit)
E ’“ Price = reference rate - liability holding cost rate
liability holding cost rate =

Interest paid - service charges

Price = reference rate - interest paid + service charges



Reference Rate

- * Opportunity cost rate of money
|5 Opportunity cost of capital
= <« Benchmark rate

» Risk-free interest rate

* Pure cost of borrowing funds



Reference Rate

 Rate from which the risk
premium has been eliminated to
the greatest extent possible and
which does not include any
intermediation services




. Reference Rate

If there was no monetary value to
W,athe financial intermediation service:

asset holding income rate =
reference rate =
liability holding cost rate



Possible Reference Rates:

&+ 90day Treasury bill rate
 Inter-bank lending rate
‘%« lyear Treasury bond rate
e Central bank lending rate

e Treasury securities + Baacorporate
bond rate

 Bank gspecific Treasury holdings




. Possible Reference Rates:

| & « Average rate earned on al produced
fﬁ assets of financial institutions
"4« Weighted average of outstanding
Treasuries

 Weighted average of all banks
security holdings




Pricing banking output using User Cost

Reference rate

Liabilities Assets

Borrowed funds \ > Reserves
Bank pays an average Bank earns an average
of 2% on deposits 6% of 9% on loans

Deposit price =6% -2%=4%  Loan price = 9% - 6% = 3%



Portfolio Pricing:

Includes interest and fees on all
assets or liabilities held over the
month

—INnc
—INnc
—INnC

udes ‘old loans and deposits
udes fees originating in that month
udesfeeson ‘old’ loans and deposits



Price components

Deposits e Loans

— Interest payments — earned interest income

— earned deposit fees — earned loan fees

— average deposit — average loan balance
balance — referencerate

— referencerate



Price Calculation

For Deposits:

referencerate- (Interest payments- deposit feeSj

averagedeposit balance

For Loans :

(earned interest + loan fees

- reference rate
average loan balance



Have the item Service Description. Adjustments to Price, Terms of Trans- /
action, or Previously Reported Prices changed since your last report? ! \l
11"YES " please aiso ener the necessary changes. 4
1/C 6023 4% AQ49

S MACHINE P,
326 by B

v Ba

® o ITEM DESCRIPTION
o R NON-INTEREST CHECKING DEPOSIT. REGULAR PERSONAL CHECKING. MABER OF
ACCOUNTS PER MONTH: 2s154. REGULAR CHECKING. TYPE OF DEPQSIT FEES: ACCOUNT

MAINTENANCE FEE. <307,
1. INTEREST PAYMENTS PER MONTH $0.00 (1)
2. EARNEO DEPOSIT FEES $7,401.00 {2V 05
3. AVERAGE DEPOSIT SALANCE FOR MONTH $14,659,272.00 (3}3 Ly 2A%
4. REFERENCE RATE = 0.3006% 0.003006 (4) " { H)c_n;(;
5. NET INTEREST PAYMENTS (1-2)/13) = -0.0505% -0.000505 (5) . oCS, 6
6. CONVERSION FACTOR $1000 (61
. NTEREST 16-5)X(6) $5, -
7. FEES LESS I 5.5049 (7) .= 34, 3
i e cnange mage 1o e descronon
resuited m & charze
the cnange for Bureau stat e m  TERMS OF TRANSACTION
e, e o TYPE OF SALE: MARKET SALE
i L DOMESTIC/FOREIGN BUYER:  DOMESTIC BUYER
TYPE OF BUVER: HOUSEHOLDS
SHIPMENT/CONTRACT TERMS: NO CONTRACT
SIZE OF SHIPMENT: NOT APPLICABLE
UNIT OF HEASURE: PORTFOLTO PER MONTH PER $1000
ALREADY
APPLIED TO
GREG DEUCHARS REPORTED
202-691-6452 ADJUSTMENTS TO PRICE VALUEA/TERMS PRICE
- " s TYPE OF DISCOUNT:
e e Tt [Sroosea mosagnen COMPETITIVE NONE CURRENTLY ]
erveiope o s
U'S Depaament of Labar TYPE OF SURCHARGE:®
Commissiveer of Lavar Stansucs SURCHARGE MOME CURRENTLY ™

2 Massaciusetts Avenue N E - Sode 47

Washigion DC 20277-2767 FREIGHT CHARGE :

PRICE INFORMATION  THE LATEST TYPE OF PRICE REPORTED WAS 1Prices for actual shipments transactions are dessred:
FEES LESS INTEREST

cuoy cenceed PREVIOUSLY REPORTED PRICES CORRECTIONS
avaianie o
ON FEB 12, 2002 THE PRICE HAS 5.504%

ISy raponer

Did the price change between FEB 13, 2002 AND HAR 1z, 20027
1 "YES ' please report the price of the sast shpment zi-ce MAR 01.

f e spment in MAR please ostate the I
price ya. #0oua have charged or MAR 12, 2002.

USE BLACK PEN. [
PENCIL ONLY. 5 5 hS 2
DO NOT USE ELUE
602304941049031
PORTFOLIO PER MONTH PER $1000




THIS FORM i$ A
L miatons mpcses
wgapnE e
entries Please _ss B_3CK £an oenci only

£ PROCESSED

This nemyservice nas been selected 1o use
n the Producer Price index. You ara asked
10 provide a pnce each monih for the
nemyservice described under the terms
and agustments shown.

Please review e~
your brm nc
Hem service
agusimants. rev
and = stments no
changes were made

o of this form i
sells tvs specitic
're  terms and
Jescrioton. ferms.
ry when the

If the change made ‘o tre cescriphon
tesulted m @ c~a~ze 'c your production
costs. please prov:ae an estimated vare o
the change for Bureau staft fto use i
maxing dopract a2

value 1S e priZuCtion cost ditterence
nctuging your standard mar.o

Furthar nstructans are shawn on the
reverse sige of s korm. I you nave any
questions comce'nng toroieton of i
form. piease can coles:

STEPHANTE L.
202-691-

SHIPLEY

Please use the enclused pustage-iree
anvelope of serc i

U'S. Depa-tment of Lasor
Commissione: of Labor Starsics

2 Massachusents Averwe N E . Cod 47
Washingion. DG 2027-2707

PRICE INFORMATION

Pigase review the Pre..sucly Reportad
Pricas. Ener missing prices 1 avaiable o
correct any Incor-ect prices that are Shown

Please Biter the curTert price In the DOXes
provided ONLY f there has been a change
‘rom the price you previously reported

603701161047044

Have the ltem/Service Description, Adjustments to Price, Terms of Trans-
action, or Previously Reported Prices changed since your last report?
If “YES " please also enter the necessary changes.

1 1lo Aua?

| X

6037
ITEM CEZCRIPTION

RESIDE:ITIAL REAL EST2T L EXCLUDTNG CRUTTY): SECOND LiTM/JUNIOR
RESIOENTIAL MORVGAGE. FINED RATE ZND MORTGAGES. FINED- RATE LOAN.
1. EARNED YNTCREST INCOME PLR MONTH $758,224.94 (1)
2. FEES PER MGITH (B X €) $2496.75 i2)
A. AVG BAL TOTAl TNSTALIMENT LOANS = $126, 055,981.81
B. ZND FIXED # TOTAL INSTALLMENT LOANS = 99.80%
C. FEES TOTAL INSTALLMENT LOANS = $2,040.00
3. AVERAGE LOAN BALAICE FOR MONTH $119,996,447.91 1T}
4. TOTAL INCOME (:+42:i/(Z) = 0.6387% 0.000587 14)
5. REFERENCE RATE = 0,3633% 0.9u3633 15)
6. CONVERSION FACTOR $1000 (o)
7. INTEREST INCOHE PLUZ FSES (9-5) X {6) $1.557 17
TERMS OF TRANSACTION
TYPE OF SALE: MARFET SALE
DOMESTIC/FOREIGN BUYER:  [ONMESTIC BUYER
TYPE OF BUYER: CHOLDS
SKIPMENT CONTRACT TERMSZ: (7327, WRTITIEN COMIRACH
S1ZE UF SHIPHENT: HCT APPLICABLE
UNIT OF MEAZURE POXTFOLIO PER MONTH PER $1000
ALRE£0Y
APPLIEC TO
REPORTED
ADJUSTHENTS TO PRICE VALUL/TERMS PRICE
TYPE OF DISCOUNT:
COMPETITIVE MONE CURRENTLY NO
TYPE OF SURCHARGE
SURCHARGE NOHE CURRENTLY NO
FREIGHT CHARGH
%%XPLEASE NO1E THAT THE REFERENCE RATE MAY HAVE BEEN UPDATED FOR PRICE
CALCULATION®=% [ 9. e,
V. Las 33T - ;\ s etk
‘. €3 LB [ t S0 ek S ot
B 1l SR T A Y
ey, A DF A5 1laLN 3. wE At aesy . oo - ¢

THE LATEST TYPE OF PRICE REPORTED WAS (Prccs ‘o actua: shipmentsitransactions are desired. it
INTEREST IMCOME PLUS FEES

PREVIOUSLY REPOATED PRICES CORRECTIONS

ON DEC 11, 2001 THE PRICE HAS 1.3430

ON JAM 15, 2002 THE PRICE WAS 1.5576

ON FEB 12, 2002 THE PRICE WAS 3.5620

ON MAR 12, 2002 THE PRICE HAS 2.8678

Did the price change between MAR 13, 2002 2NL  APR 09, 20027

1t “YES. piease report the price of the last shipment since APR 01.

i there was no shipment in A . piease estimate the I X

price you would have charged on  APR 09, 2002.
USE BLACK PEN/ s’
PENCIL ONLY. 3 areAa
DO NOT USE BLUE.

PCRTFOLIO PER MONTH PER $1000




. Adjusting for inflation sensitive
- | characteristics:

Real dollars

VS.

Nominal dollars



