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Increasing pressure on an institution’s profit
maurgin and the need lo consider all types of
delivery syslems make branch evalualion more
imparian! than ever. This article presents
guidelines for cvaluating branch performance,
ranging from the definition and moeasnrement of
branch performance fo the mechanics of
developing a formal program, and looks at
altornative debranching stralegies.

Framework for Branch
Performance Evaluation

KENNETH H. THOMAS

A!] ul those financial inglitulioms with
branches and those that may Be contemplating
ooe are well aware of the significant and con-
tiraally rizsing costs associated with this category
of lixed assels. But, some of these assels canor
may have aleeady become liabilities in terms of
the drain on profits and et worth of & probicm
branch.

Branch periomance 2valaation is not only for
those institutions that have, or may think they
have, & problem branch but rather for any insti-
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tuticn with o branch, That is, branch perform-
ance evalustion pregrams are not only to make
problem branch situations good, but also Lo
make good Lranch situalioms hetter, A main
office 5 no exeception. Furtheonore, many of
the branch performance evalustion concepts
discuss=d in this article are applicable to ATMsx
and ather financial zervices delivery syslems.
Although many linancial institutions are tak-
ing coarrcclive action regarding certain exisling
facilities, the idex of & formal branch pecform-
ance evalustion program is a new one for most
institutiens. In addition to being a relatively
opew lopie, 06 is a rather difficult one This is
not only because of Lhe rather small amount
of published rescarch on this subject, but also
because ot the differsnt disciplines involved.,

There are at keast four possible approaches fo
the evaluation of financial institution branches:
an accounting approech, a fnancial approach, a
marksiime approach, and  an operations ap-
proash. While each of these viewpoinls slresses
certain itemns, what 15 needed 18 an interdisci-
plinary stance that considers the key wipoecls of
cach epproach and the important relationships
arang them.

Branch Perfarmance

Defining Branch Performance. In the course
of our work, we have azked the officers of
several financial institutions of different sizes
what “branch performmance™ meens o them. Al-
thowsh most of the responses are along the lines
af deposit volume and growth, there ars many
wther delinitions, Ohviously, fhiere & no one
right answer, since branch performance must he
measured melative Looan institution’s branching
abjoctives — and. different institufions bave
different branching objeclives. What may be a
Bigh perfommying branch far ope nstitution may
ret be the case for anoihier,

A cvase inopoint s 4 branch of one of our
smaller savings and loan associalion cliznts,
a 530 widhon sssociation. Deposits at this
relatively  ssasonsd branch amouni 10 onbr a
lew mulbion dollsms. While many assocROONS
wourld consider this 1o be a prablem branch
Dbecause ol ifs kww deposit Base, this dranch has
bean the reaszon why thal asspcialion was able
iy maintdin g favorable peolil muargin lor several
VEALS.

That olfice™s abjective his been {0 peperale
pow mortgage business thiough conlinuing con-
tacts with the arca’s builders and realtors. The
substantial mortgage originations of this office
i past years eoabled thal sssooation o profif-
gbly tum over its mortzage postfolio in the
secondary markst. Cven considering this high
performance bul iow deposit volume branch, the
question then becomes: would 3 change in that
olfwe’s locaton or some other factor enabie it
Ler generate 3 greater savings volume but still pro-
vide the same morlesge production benefits?

The most common branching objectives con-
gern an office’s deposit partfolin, Deposit ob-
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jectives mught be related 1o lotal deposit val-
ume; absolute or relative growth in deposits;
the number of accounls; or, market share.
Other deposit objectives may be related to the
size of average aceount balamces; the mix of
depostls (e, fixel rate CDs. market rate
CDs, demand, NOW, or savings accounls); or,
even the mix und number of trinsactions

There ave still ather eanching objeclives be-
sides those pelated o deposits. As notzd in the
example, there I8 the loan side. Specific lending
ohijectives [or ap offwce can Fecus on o loan
volume, the mix of loans, the viel on the Joan
porifalic, or its mamurity strusturs. Sull othes
branching objectives, which may vary from
offive to office, relaie 1o such items as: par-
sonnel  development; the amount of cross-
selling: the breakdown of corporsic versus retail
husingss; the penetration of the institulion's
target marke! segments; improvemenl of the
instilietion's imege; and social goals.

Branch Deposits vs, Branch Profitability, The
mast obvious manciing objectlive is the maxi-
mization of branch profitahility, Therz (s usually
a distinetion mokle between shwori- and fong-sun
profitebility and absoliic and relafive income
aor retern on investment. Regandless of the pre-
cise  definilfon, we believe that braach per
formance shorld be measured m terms of
branch profitability and the contribution 1o
overall institution profitabdliy.

Although Branch depostt growth may be the
most caimiman branshing objeclive for Dnancisl
institwlions, 1L s nof svaonvmous with the
branch profitalility obiectee. This poind can be
made by briefly cxamining che four fieancial
institutian d¢ pove branches that reporledly
had the muosl successful grand opzning promo-
tion campaigns ever in terms of new deposit
FEneTalion.

Each of fhe four New Yook City mulnal
savings bank branches descnibed m Insct 1 gen-
craled new deposits in excess of 5100 millson
in its first 30 days of operations. What do we
learn from these (our examples? Yery simply -~
we cannol equalte deposits and profitabality. The
four largest prand openings of all time wers
notl necessarily the four most profitable.

BEAMCH FERFORMAMNCE EWVALLATION
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trsat 1 The =aur Largsst Masa Branch Depositc Bremations,
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frug Lk were cpe oAty e prorrobion s i,
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drpegitg There ware appessivetsy 137 millza, . rep
fagprlitg sofie 53000 peve soocunls darive L2 Tirsl 30
s,
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Even though these branches may have mert the
deposit abjectives set Tor them, consider Lhese
twir facls. Firat, deposits were predoeminantly
CDe reprezenting between 25 and 90 poercent
of their deposils st the present fime. Deposit
Pascs, we might add. which althowgl close 1o
af slightly above the 3L00 million level, have nol
grown since the grand opening: the only excepn-
ticn 5 the Bowery branch thal now bas deposils
m excess of 3200 millicn. Second, some of these
prand opening campagns were reporbedly i
the 51-% o 82 million rangs. These up-front
promotional expenses, not o mennon the cost
and  sensilivily  of  the D money, are two
Teasts why ong must losk beyond the deposit
[igures and consider profitakility,
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Fach of the four New York Cify
mirtia! savings bank branches .
generated new depasits in excess of
F1in1 million in its first 30 days of
operations, Whal do we learn from
these lour examples? Very simply-

we cannol equate deposils and
nrofitalility.

For similar reasons, it is easy to undarstand
why a [nancial institufion’s lergsst offices Tin
lerms of doposit voluma) may not he the most
proftable pres. While Lthe nation™s larpast de
pare branch otfice can be identified on the basis
ol publicly available FDIC and TFELIC branch
affice data (sce Insct 2), no stalemenl can be
made regarding the profitability of that (or any}
affice withoul hrinch income and expenss data,
which are obviously coofidential Dwlien they are
intermally available).

The Meterminants of Branch Perfonnance. 17
kranch profitability i3 to be a meaningtul ob-
Jactive by which performance i= to be evaluated,
then branch macagiment mast cleasly under-
slund ils specific poals relafive o those of the
inztitucion apd howthe branch will e evaluated.

Tesgal 2Tl Moo s Largess T Move Dranch,
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This store-Trant branch bas apsrosimaiely £ tellers sad
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wEing oeier, wmervioes ndre LeEe Z00 cars per day, o
auurage,

Fuaczh lMmancial inscifution office can be oval-
ualed and continually monitored on the basis of
the various controllable dersrminanis of branch
perfommance. Furthermore, the enhansement of
hranch perfomance involves feasible modifica-
ticsns of these controllable determinants, The
branch controlluhle and uncontrollable deter-
nanls of perfommanee, which may be relevant
for many other delivery svstem vehicles us weil,
are listed in Exhibit 1.

The et of theee localion factoss, which are
often considercd 1o be the most fmportant
determinant, includes #n office’s site, ths im-
maediate area in the viginity of the site, and its
primary service area or market avea, All three
bacationel faclors, rather than just one oF two of
them, must simultaseously ke favorable for 2n
optimal location.

Imporiant  site charactenistics may be an
office’s parking, drive-in, and ATM [lacilitics;
s visibility ; werual Cand percemved) aceessibility:
averall sppearance: inlerior layout: and, swe
Juist as each of these sice items shouald be ovala-
ated m terms of ifs Jesirzbility, 3o too showlkd
the demand and supply characieristics of the
immediale arca or locale in the vicinity of the
sile. For example, if the office is located in &
shopping cenler, a major emplovment area, oo
an alder dowatown business districe, whal are
thi prospects ol that lnmediate arca relacive to
the number of campetiton?

Even the most desirable sice in an undesirable
or declining immediate commercial area may

Palildl 1. The Ceters inaans 41 Branch Ferlammannh,
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have lmited potential, Conversely, an institugiog
may kave a problem because it has an inferior
sile within a very desirakle shoppimez center, How
many tines we bave heard, T dossn’t mallsr
wihers we ane ab the ql‘.t:uj:[};::g venler — as long as
wie're there” Our lovalion research shows Lhat
it dass maller where o fagility s sibwated in or
NedT 8 shopping center; 1L does matter wiil sde
A the sbtrest 1l ig apd aodd, it deses matter what
comer of an intersscion il oocupiss.

The demand and supply (actors of an offjce’s
primary service or markel arga arz alse impor-
tant, A bBranch may be in the oghl macket But
at the wrong site and/or immediate area (o serve
that market.

{Jur location rescarch shows that it
docs maller where a facifity iz
situated in or noara shopping centor:
it does maller what side of the sireet
it is onyand, it doss matter what
corner of an intersection N occuples.

— e —

These thres locationsl factors coliectively
represent bub one determinant of branch office
profitahility . A secomnd delerminant upon wiich
an affice may be evaluated s the nadure of
branch management and slaff, and ther is a
faifdy substanbial fleraiure on this subject. Un-
fortunately, it is often quile difficult to quanti-
v this mportant detgrminant (eg., in the case
of a friendiy relicr),

A& third determinanl of branch performance is
the promotional program. A successtul grand
opening  promotional  campaigs can be guile
important e a new Caclity. The Follow-up ad-
vertising and other promational programs (e,
rersonal selling and dirsct mald) of (e individual
branch and the instilutien ara part of this factor.

A instilation's rate and pricimg siracturg, ifs
produet and sapvice mix, snd other miscellane-
aus Bctors enter as addiniosal determinants af
beanch perfommance. These are generally, but
nid always. pohcy or institution vanables be-
vond the contral of branch management, One

HEANCH PERFORMAMNCE EVALUATION
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impoctant determinani of office perfommance in
the laller category that may or may not differ
by braneh is the number of hours and days that
g offive b open.

Developing a Formal Hreanch
Perfommance Evaluation Program

Considerige the delerminangs ol branch per-
farmanes, the nature of & braneh performange
eealuzlion program is straightforward; ¢ svalu-
e the gontrollzble determinants, both mdi-
vidually and jointiy. celative o an institution™
branching ¢bjectives.

Many mstitutions withoui 2 formal cvalvation
program are cow pencraling financial, markel-
ing, and opezrzlions repos by branch. These
reporis ¢an be the foundation of a branch
evaluation elfort to the axtent thal thoy evalu-
ule Ihese determinants. The most inportant
geports in the formal  branch  profiability
MeASETEMENT svslem, however, are convernsid
with identifying the total costs ab operating a

sanch and aciual branch profitability.

Examples of worksheets that can be used as
general guidelines for this purpose are found in

—_
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Exhibils 2 and 3, These worksheuls, whith ab-
vioudy require modification and approprite
detail for a particular institution, arc used in toe
mosi formz! approach o branch profitabilily
moasurgmen!, an approach thzl only a small
ercentage of instilutions regalarly utilice. There
is # considerahle amount of published data on
the generation and appropriate use of lhese
types of finanelal stataments! Most institutions
walld requiey a considerable amount of new
cost esounting dita o implement 4 foemal
system of branch prolitability messurement. A
cost accounting system aliows an institulion lo
vost pul individual activifics such as depogit or
loan account servicing, and this information may
b= ] im the evaluation of o parlcular branch,
department, oF Tunciym.
While 2 formal system may nol be 1easible Tor
all institutions, we flezl that any meaninglul
atternpt i this direction iz worlbwhidle, The
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Lechmiques and concepts that are emploved in
the formal approsch may provids snoinsbitudion
with a new perspective on branch perfermancs.

The muost impaortant reports in the
farmal brameh prolilabiliy

messurement sysfeny. owever, an

emcerined with ideolifying the fatal

costs of operaling a branch and actiral
freareh preolilability,

Two Lpoctant Tssucs: Profic Centars amed
Funds-Transfer Pricing, Tweo ssues that are of
particular importance in this arca are he “profit
centar” nolion and the “funds-transler pricong™
prablem, Ao understanding of bolh of thess
acuoumting cancenis & impartant in the develop-
mend at g branch performance evaluation syslem.

The rreatrment al cach branch depertment or
Tunclion Tand potentiafily even o customer) as g
Tprofit center” means Uial such s unit's profic
i owvaluated as an individeal eotity?  Since
ranch mamsseinent does not have contral over
ceitain enpense and income items, the profi
cemler notion is often abandoned in Taver af
ather concepts.

While a “cost center™ mav be evaluated on ity
abhility 1o effectively contral casts,® a “respansi-
Bilily center™ is judeed oaly on controtlable
itams of eapense, ncome, aml profit? BEven if
an mslifulion does not  bnpleoent a fosnal
hranch evaluatian svstem, the idea of cvaluating
¢ branch based upon consrollabie income less
confrollable expepse and s contribution o
carporals profils 5 oan important e 19 con
gicder,

Tl fands-transter  pricing” problem = oz
complexs and not totadly resolved one. e refors
tor the defermication of the appropriate rate 10
be charged on furds that internally flow Trom
ane office 1o enether wilhin aninstitution. This
i= essenlially an interns] accounting question. A
“funds surpius” branch in, sav. an older or
estallistied asea will generate more deposits than
requirsd L mect the loan demand there. How
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ever, these [unds are pecded for mortgises and
related credit by the institution’s “lunds deticit™
brameh i a newer area where the youngsr bame-
sezking families are gonerating o relatively sl
amount ol deposils,

To properly motivate and  evaluate branch
macagement  and o elliciently  sfocale e
sources, i is necessary oo develap an internal
furds-pricing scheme to credit lhe older Fands
surpluz branch- tor funds sepplied to a home-
affice pool. ard likewise delat the newer Tunds
deficil branch Foe Tunds wsed from the paool
These credits ardeliss show up as meome or
expense tlems on the profl and os slatements
at fhe respective hranches fep., sse Exhibics
2oaced 3 Even small chanees e this inlernal
“Tunds-tranafer rate,” which may encourage or
dizcowrage the zeperation of new deposils or
lans by branch managemend, can have 4 maior
Imipact o measurad bracch prolitainlity.

Foven smal! efianges in this internal
“hovds-tvansfor rate,” which may
apenrage or discourage the
venevalion of new depoasile or loans
by hranah management, can have
inagor finpact o measured branch

mreadiraliility.

TJust as in the case of the profic center con-
cept, pooblams can develop  through the in-
approprizle wse of oven g soaphisticated fiznds-
Erasstar pricicg system. Specilically ] o branch e
profit cenler may zcb in a dystunctional mannar
L maximize it peofitabidity, az s supposed o
Jdo, but only at the expense of oversdl svstem
profilahilily; however, this iz contrary to the
svstemis  approach®  dhe.  owverzl] mstifebion
prifl maximizing), Also, there is oo zepenal
apreament an Lhe appropriabe lransler rale,
althovah g marginagl cost af funds e iz often
el far this purposs.

The Problem Branch, Ezch naritution should
appropriately. examine its - Jdelivery syslem n

DRANCH PERFORMAMNILE EVALUATION
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lerms of whether or not each compongnt s con-
sistently contnbuting L campomie objrelives. IF
thiz is nof the cas? with some of an institurion’™s
pranches, we may be talking sbhoui a “problem
branch."

A problam brénch is delined as an office with
ehronie  under-porformanee  felative o the
Branching ohjectives ol an instilution, In lerms
of the prefitability cralerion, 4 problem branch
would be defined as a choonically waprolitable
one, These problem brunches could be de nong
or aogwired offices and may vary considerably
in the namber of years opened. Some may even
be relztivaly laree offices opened in expensive
shapping center iocations in the early seventics.
Alse, problem branches, like problem banks,
differ in terms of the degree of their problems.

An ongoing branch profitability mossure-
menl progrem shonld act ag an early warning
gyalem tor potentially unprofitable brenches. In
thuis way, correclove aclion cun bBe taken well in
advanee hafore the problem reaches the bottom
lige, Just as the regulitors have early warning
syslems for problem institutions, ¢ach institu-
tiog should have s own carly waming system
for problem brenches.

An ongeing branch profilability
mcasuremenl program should act as
an carly warning svstom for
polentially unprofitable branchas. In
this way, correclive aclion can be
taken well in advance bofore the
problem reaches the boltom line.

Ihere are a number of branch ma!functicns
that have koen dizsgnosed as being Symplomatic
of problem branches. They may include a
deterigraling market share of deposit or loan
aervices or 3 continued leveling or decling in the
gumber or dollar volume of deposit or loan
gestunts, While these may be abvious svmploms
af a sick branch, others may nol ba so abvious.

Oftentines, widely [uetusling setivify levels
or faeility usage. operating efticiency, or ex-
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pense ratios Lthal are significanily oul of ling
with other offices and past treads may signal a
potential prohlem branch simalion. There are
<1l erther wazning signs 1o look for ot a branch:
high smplovee fumover; averags transaction
tirnes and customer wail times thal ane cone
sistently hevond ke instifetion’s signdards; an
increasing number and intensity of custame:
complaints: or, o gresler Mrequensy of simple
clerical or aceouni-handling errors,

1t is possible that some of these or other mal-
functions rnay not be associated with an existing
or fumure problam branch: it really depends
upon the nalure, infensify, and frequency of
these symproms and, of course, upon the in-
stilulion’s branching nbjectives.

Identifying Feasible Branch
Performance Enhancement Strategies

Omee an existing or potential prablem Branch
sitnation bas been diagnossd, iU @ necessary LD
prescribe eorrcetive action in the form of an
apprapriate branch performance enhancerment
siralegy. Ralher than taking the costhy (in terms
of corporaté resources and time) “trial and
crmn” approach o performance enhaneement
stiatepies, an Institafion should wtilice Lhe
systematic approach inherent in a farmal branch
evaluation program. This involves the identifica-
tion of feasible allernative stratcgics and the
selection of the optimal one.

The identifigation  of feasible  alternative
stratepies will vary i each sitvation depending
upen Lhe four types of feasihility: finangial,
marketing, operational. and regulatory. These
are the same feasibilily considerations hal are
used in branch and ATM feasibdity stodies.
Consequenlly, the defimlbion of feasible aller-
native strategies chould consder the views of
an institution’s fmancial, marketing, and oper-
alions personnel, all within reguiatdry <on-
siraints,

We belicve that the most important teasitility
consideration should be financial feasibility, os
exemplified i Exhibits 4 and 5. It ts here thal
an institucion  guantitacively  compares the
sxpected  costs and  benelits  of  feasible
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gllernative ephancement shratepies, ulilizing the
important present value concepl (praferably on
2  risk-adjusted  basis) of capital badecting
Exhibits 4 and 5 for problem branch X concluds
thzl the braoch medernization oplion is the
most desmable of the four wenlified Feamble
alternarives.

The identification of feasible
afternative strafegles will vary in
gach situation depending upon the
four types of feasihility: lnaneial,
markating, operational, and
rogilatory.

— = E

The branch planning fungtion, as we define ir,
involves 2 financial inslitution’s total linancial
services delvery system, both exisling and pro-
posed branches and EFT units. According 1o the
§¥ilems approach. an institunion shoukd sonsides
all cxisling branches and clectronic units in ils
new location decisions, and convenszly, consider
it proposed branch and EFT mnetwork in ifs
exieting facility decisions, Exhibit & depicts a

ranking of the varlows feasible branch planning
proposals available Lo one hyporhetical institu-
tion. With a 51 million 1932 capital budget far
this purpose, it would consider the fiest four
proposale, but carcfully monitor its peoblem
bramch £ as a branch-closing candwxlate.
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Exhibit &. Scnedn by of Progossd Branch ard
EFT Cagilal Livemsbimanls,
Far tae ¥ear 1982
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The scoond type of feasibility is the markct-
ing teasibality. The various possible Dranch en-
hancement stratogies pay differ in terms of their
impact on an institution’s lmage and promo-
tionz] programs or its efforls Lo morease the
sharc of its “target market.,” These potential
marketing impacts should be quantified, to the
preatest extent possible, w5 part of the overall
analysis.

The operational feasibility of a branch en-
hancement strategy invalves an cxamination of
not oply ifs impact on an instifuticn’s existing
operational policies and branch personnel, but
alsa the nature of actual eqguipment, property.,
and seructucal limitations. Relative to the branch
grpuipment factor, ATMs (approximatelsy Y058 of
which are op-premise bocations) have expanded
the potential alternatives available to an institu-
tion in dealing with a problem branch. Apain,
many imporiant operational considerations may
e difficult o guantify.

Mow, iF @ branch enhancement strategy is
feasible from the financial, markeling, z2nd
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vperations viewpoints, shouldn’t that be enough?
While the snswer Lo Lhal question may be ves,
there i ehvigusly one other type of feasibilily
For a branch enhancement strategy - repolatory
feasibility. The Community Feinvestment Act
(CEA) 5 probably the most mpoctant facior in
this respect in terms of ita patential Bmilalion of
the branch closing alternative. The regulatary
climate in banking iodav 15 unigue because it
ol only mvelves such potentizl basticrs to
branch cxil, bul also (o branch entry. However,
with the Federal Home Loan Bank Board’s
pow regulzlions e slreambine the branch appli-
cation procedure, and with fhe Office of the
Complroller of the Currency and ather bank
regulatars  apparently  following  their  pro-
caompelitive lead, the barriers to branch entry
are Deing sipnificantly reduwced.

The “Debranching” Phonomenon — One
Stratery. Our tecoy [or the branch disinvestment
gternative is “dehranching,” and ol refers oot
only to the selling of brancles by an wnstitution
desirous of reducing or eliminaling ils branch
retail petwork but alsa to the clesing of chronic
praablen branches, The primary reasons most
often cited for financial institution branch
closures are the lack of deposits, the deteriooat-
ing nature of an area, a duplication of services
(usubly  because of a merger), and secucety
problems,§

The closing of a problem branch, if feasible
on 4 roegubalory basis, rasses severa] imporfant
iarketing and operational questions. nof 1o
ruention the potential less of deposits, a finan-
cial feasibility  consideration. However, ¢ne
majer Mew England bank found that it retained
gpproximalely. 73 (o B0 percent of the depostt
balances of a few of its closed branches. one to
two yedars alter they were closed.”

The closing of @ problem branch, if
Jeasible on g regufatory basis, raises
several Tmportant markefing and
operational guesticns, nol lo mention
the potential lass of deposits. | .

Other banks, of which we are aware, thal have
elosed offices have likewsse reported fairly high
deposil relenfion rates as long as anather office
wiis within reasonable proximily, The evaluation
of the fnuncial feasibility of a branch closing
should ke based on & Ricly conservalive deposit
refention rale assumption. In some caes imvoly-
ing relatively i3olated branches, il may not be
reasonable 1o =xpecl any significant amount of
retained deposits, except those maintained by an
apprezsive bank-byv-maul program.

Alternative Strategies. Debrunching reprosents
one extreme performance enhgneement straregy.
Alternative enhancement stratégiss ars all re-
latedd  to modifications of the controllable
determinants of branch profitability, For ex-
gmple, an institution  has many  alternatives
involving the locational factor: an oflice may be
rehabilitated; remodeled: expanded; suppla-
mented by electronic or other Facilities; down-
scaled lo a3 “mini-branch™ {i.e.. a imiled facility)
or a “micro-branch™ (i.e., a satellite); closed amil
replaced on the same site: or relocaled within
the immcdiate area or markel arca. Regarding
the alternative of rehakilitation, the Economic
Fecovery Tax Aclt of 1981 provides for ex-
panded investment credits, and this showld be
taken into accounl in the evaluation of - the
[inancial feasibility of such an allernative,

Many  branch  enbancements involving - the
locational factors are stractured around the
so~called “hub concept."™® This delivery syslem
stratepy centers around a lange main or regional
office that aciz as 3 hub in a given markel 1o
many smaller brick-and-mortar facilities and
several off-premise ATMs. The supporling
oflices, all of which have at least one ATM,
include & few conventional brapches (e,
2,000-3 000 square feet in sice) in key activity
centers and a larger number of strateeically
placed mini-branches (eg., 800-1,200 squars
fect in sized and Mreeslanding of n-Srore micro-
Branches. The miceo-brasches of 200-400 squars
Fret, with one or bao emplovees amd an ATM
(with 24-hour accessibility ). may only be staffed
for certaiss hours of the day or cectain days ol
the week.

A conventional delivery sysiem thar s re-
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stinctured in this manner (a5 a result of various
branch elosings, downscalings, relocations, and
deploved off-promize ATMz) iz not only mare
eost-cfficient but also more prodoctive. This is
because a grezler number of optimally dig-
tribuled and fexible lecations, each of which is
tailored to the level of unlapped banking poten-
tial in ilx respective area, are less capital- and
human-nfensive.

Other possible branch enhancement strategies
that may of may not be used in comjunciion
with modifications of the locational tactor in-
clude changes in an office’s hours, its personnel,
its hranch promotional program, or any com-
bination of these, While moditications of loca-
tionsl factors can represent major and costly
changes, the revision of these other factors may
nat, and fhey could be the cause of 4 prablem
branch. An instilution can also enhance branch
prafitability by subletting some of ils prime
lobby space Lo 2 “compatible™ user that could
polcnlially serve (0 increass the “drawing
power™ of the branch; at lcast one bank in New
York City 15 obraining zome renlal income Tram
this source ®

A institution can also enhanco
beanch profitability by subletting
soma of ils prime lobhy space to a
“compatible” nser that could
puolentially serve to increase the

“drawing power” of the branch . . .

Canclusion

A branch performance evaluation program is not
anly impartant for those Oooncisl instilufions
that are expeniencing. & favorable return on
aagedy and equity and desire Lo dmprove it, but
also for those with diminishing and even dis-
appearing  prodit  margios. Some fnancially
troubled theilt institwtions, for example. might
tind that o branch performance evaluation pro-
gram i3 more inportant than ever. since there
may be significant opporturities to cul or climi-
natc costs associared wilh problem hranches.

BRANCE PCRFORMANCE EVALUATION
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Such thrilt tstifulions might be zhle to closc
their problem branghes sasily now since the pub-
lic is aware of that industry's profitability prob-
lem. In fact, it s possible that a federal ragulator
may even require a branch performeance evalua-
tion to “weed oul™ amd elose an institution’s
unprofitabic  branches 83 a3 condition of
financial assilance.

A leancr and more cost elficient version of
such an institution’s existing branch deliverny
svstem may be a very alimctive part of the over
zll package that may be consider=d by amother
financial wmstitulion = a possible mergsr o
acquisition. This i especially true since a [amze
scquiring  institution may be precluded from
closing those same prablem Branches after a
merger or acquisition  because of regulatory
factars (Le.. the Communily Reinvestment Act).

Ay s evident trom this article, there are van-
oUS Ways an iestitulion can go shout developing
and amplementing & hranch performancs evalua-
tion system, canglng [eem a formal and sophis-
ticated svitem o @ less formal and less stroc-
tured approach. Bepardless of the approach an
institution decides to take, the important paint
& that the msiibucion & evaluating branch per-
farmance, And it not, the bme Lo start iz now -
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not just bocauss ity campetitors may have such a
branch evaluation progrem, bul because it doos
aftect the hottom line,
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