


• Banking Definition/ Output
• F I S I M
• User  Cost  Methodology
• Reference  Rate
• Portfolio / Fee  Pricing  Concepts
• Adjustments













• AKA  Cost  of  Funds  Approach
• measures   the  difference between   

loan  interest  received   versus   
deposit  interest   paid   out

• does   not   allocate   output between   
deposit   services   and loan   services





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  F I S I M



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

liability holding cost rate = 

interest paid - service charges

USER  COST  PRICING  FORMULAS

FOR  PRICING  F I S I M

Price = reference rate - interest paid + service charges







If   there   was   no   monetary  value  to   
the  financial   intermediation   service: 

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



• 90 day  Treasury bill  rate
• Inter-bank lending  rate  
• 1 year Treasury bond rate
• Central  bank  lending  rate
• Treasury  securities  +  Baa corporate  

bond  rate
• Bank  specific  Treasury  holdings



• Average rate earned on all produced 
assets of financial institutions

• Weighted  average  of  outstanding 
Treasuries

• Weighted   average  of   all banks’   
security   holdings



Deposits

Borrowed funds

Loans

Reserves

Reference rate

6%
Bank pays an average 
of 2% on deposits

Bank earns an average 
of 9% on loans

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

Pricing banking output using User Cost

Liabilities Assets



– includes   ‘old’  loans  and  deposits
– includes fees originating in that month
– includes fees on ‘old’ loans and deposits



• Deposits
– interest payments
– earned deposit fees
– average deposit 

balance
– reference rate

• Loans
– earned interest income
– earned loan fees
– average loan balance
– reference rate
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