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  It's a New Ball Game

For many years, or ga ni za tions and their banks looked at their
re la tion ship as a long-term com mit ment of mu tual loy alty.

How ever, this view of things no lon ger holds, due to a num ber of
de vel op ments that I shall dis cuss in this book.

If you think the old rules still ap ply, you’re sadly mis taken.
Man ag ing bank re la tions—the es tab lish ment, main te nance, and
elim i na tion of credit and non-credit ser vices—is viewed dif fer-
ently to day. This change ap plies across the board from small 
com pa nies to large mul ti na tional cor po ra tions to not-for-profit 
or ga ni za tions to gov ern men tal en ti ties.

The influence of credit needs
In the past, it was con ve nient to think of the re la tion ship as a
part ner ship, al though I never fully sub scribed to this point of
view. Many or ga ni za tions found them selves with doz ens of bank
re la tion ships or even more, if they had re tail lo ca tions. It was nat -
u ral for one or two banks to be come the “lead ers of the pack,”
while the oth ers played subordinate roles. 

Cus tom ers fre quently showed loy alty to the bank or banks
that ful filled their credit needs, and the credit re la tion ship heavily 
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in flu enced the choice of banks. Banks were fo cused on the rev e -
nue gen er ated by credit ac tiv ity, and this fo cus of ten dom i nated
the bank’s point of view.

Years ago, a strong credit need of ten dic tated how a com-
pany looked at its banks. For in stance, a com pany with siz able
credit needs might spread the busi ness among sev eral banks to
ob tain the amount of credit it re quired. On the other hand, if one
bank could fill that credit need, it could ex pect ad di tional non-
credit ser vices as added busi ness be cause credit needs were so
valu able and non-credit needs were not con sid ered sep a rately. 

Changes in bank use
As trea sury man ag ers be gan to rec og nize that their cash man age -
ment needs were grow ing and that they could tap the com mer -
cial pa per mar ket for short-term credit needs, they started hand-
ling credit and non-credit ser vices sep a rately. They be gan to se -
lect the bank or banks that could pro vide the best non-credit 
ser vices, in de pend ent of credit needs.

At the start of the 21st cen tury, in ter est rates were at his tor i -
cally low lev els, and this en cour aged banks to fo cus on their prof -
it able lines of busi ness. This meant non-credit ser vices, where the
banks them selves could set and re set the prices. The thin spreads
on credit ser vices were not likely to pro vide rev e nues the way
cash man age ment (non-credit) services could. 

In my orig i nal book on this sub ject, Man ag ing Bank Relations,
I talked a lot about lead banks and why banks cov eted that spot.
Be ing the lead bank usu ally trans lated into a sub stan tial amount
of busi ness for the bank in terms of credit and non-credit ser vices. 
The lead bank did what ever it took to keep its lead cus tom ers
happy, match ing other ser vices as needed or solv ing a cus tomer’s
spe cial prob lems, such as mov ing funds to a dif fi cult for eign site
or ar rang ing for emer gency fund ing quickly. Al though this ar -
range ment cre ated strong loy al ties, it was also subject to market
pressures.

As com pa nies and the bank ing world un der went consolida-
tion, both cus tom ers and banks be gan to re as sess how bank ser-
vices should be viewed. Bank ing was chang ing. With the growth
of a hand ful of ma jor banks through merger and new leg is la tive
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free dom, the close re la tion ship be tween cus tomer and bank was
be ing re placed by a more impersonal one.

From partner to service provider
Cus tom ers had long shed ex ces sive com pen sat ing bank bal ances
to fees for ser vice charges, just as banks had shifted their fo cus
from gar ner ing bal ances to gen er at ing de sir able fee-based in -
come. As banks and com pa nies fo cused on fees, they changed
from part ners to ser vice pro vid ers and us ers. Banking ser vice
charges have risen sharply over the past de cade, and the change -
over to a ser vice pro vider en vi ron ment seems vir tu ally com plete.

As a re sult of changes in bank and cus tomer at ti tudes to -
ward bank ing ser vices, bank re la tion ship man age ment has
changed. It seems more ap pro pri ate for you to con sider your
bank as a crit i cal ser vice pro vider with whom you need to main-
tain a healthy buyer-seller re la tion ship, sim i lar to what de vel ops
be tween an or ga ni za tion and its other long-time sup pli ers. 

You need to func tion in this re gard as a pur chas ing man ager 
be cause that is what you are—a pur chas ing man ager for
bank-pro vided ser vices. Fa mil iar ity and close ness are still re lated
to the pro vi sion of ser vices, but they are not the com mon goal of
two linked par ties (as is the case in a part ner ship). 

Overview
Man ag ing bank re la tions is one of your most im por tant re spon si -
bil i ties as a trea sury man ager. It is one of the most com mon re -
spon si bil i ties of all trea sury man ag ers, no mat ter what their ti tle
or ex ec u tive level. It is of ten mis un der stood or taken for granted.
Nev er the less, if con ducted prop erly and ef fec tively, main tain ing
ef fec tive bank re la tions pays dividends for your company. 

You may be lieve that strong bank re la tions are only impor-
tant if your or ga ni za tion is a bor rower. The last few years have
shown that this is not the case. 

While trea sury man ag ers have ex pe ri enced a strong push
from their bank ers for non-credit ser vices if credit ser vices are
needed, or ga ni za tions that are pri mar ily in ves tors have felt sim i -
lar pres sure from their banks for more non-credit ser vices. These
com pa nies have seen more at trac tive in vest ment rates and
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Compensation—Get It Right!

The least un der stood and most ne glected as pect of man ag ing
bank re la tions is com pen sa tion. Yet bank com pen sa tion clearly 

is one of the most im por tant con sid er ations in your re la tion ship
with your bank. 

In this chap ter I dis cuss the forms of bank com pen sa tion and 
which ap proach is more fea si ble. I will re view the pri mary form
of com pen sa tion doc u men ta tion—the bank ac count anal y sis
state ment. I also dis cuss the pro cess of bank se lec tion and why
cor po ra tions make changes to their group of banks.

Underlying assumptions
His tor i cally, banks have been flex i ble about com pen sa tion lev els,
but not about meth ods; com pen sat ing bal ances were the main
method. In re cent years, this has changed sub stan tially. To day,
cus tom ers are more likely to com pen sate their banks with fees
than with col lected bal ances. In fact, most cus tom ers ac tu ally use
a com bi na tion of the two.

I will as sume that you look like the typ i cal or ga ni za tion and
com pen sate your bank(s) monthly by a com bi na tion method—
receiving an off set for the value of your bal ances against the to tal
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bank charges and pay ing the re main der by fee. In the rare in -
stances that your bal ances trans late into a value that is higher
than your to tal ser vice charges, you should ne go ti ate with your
banks to carry over ex cess bal ance val ues for the next month or
two. This carry-over should be ne go ti ated be fore-hand, how ever.
It is un re al is tic to ex pect the bank to agree to such an ar range -
ment on the spot.

Choosing the Best Compensation Method
In the past, when in ter est rates were low and did not change
much from year to year, se nior ex ec u tives and in dus try an a lysts
re garded cash in the or ga ni za tion’s bank ac counts as a good sign
of li quid ity and a con ve nient means of bank com pen sa tion. How -
ever, as in ter est rates be came more vol a tile and in creased sub -
stan tially, this view changed. Cash could be put to work to
be come an earn ing as set, and it was not good to have it sit idly in
the bank. 

As a re sult, or ga ni za tions have switched from us ing com -
pen sat ing bal ances ex clu sively. At first, trea sury man ag ers at -
tempted to make a com plete switch from bal ances to fees, but
they soon rec og nized that this was of ten im pos si ble to manage.

Fee compensation
Com pen sa tion by fee is usu ally less ex pen sive be cause of

two main fac tors: 
• Banks assign value to average compensating balances

through an earnings credit that is typically less than a
comparable short-term corporate rate. This is because
the general credit rate is based on a short-term money
market rate, usually the 90-day U.S. Treasury bill rate.
Most investors can beat this rate.

• The earnings credit rate is reduced by the reserve
requirement banks are assessed by the Federal Reserve,
currently 10% on demand deposits. Thus, even if the
earnings credit rate were the same as the organization’s
short-term investment rate (e.g., assuming that the
organization were investing in 90-day t-bills),
compensation with balances would be less efficient. For
example, an earnings credit rate of 6%, which is
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approximately .005 on a monthly basis, would only be
worth 5.40% (6% times 90%; 100% minus the 10%
reserve requirement), or .0045 on a monthly basis. 

In the past, some banks have tried to charge a sur charge to
com pa nies that choose fee com pen sa tion (or a fee-bal ance com bi -
na tion). This was done to equate the two meth ods of com pen sa -
tion. How ever, in re cent years, banks, es pe cially the larg est ones,
are do ing this less fre quently. They have sub sti tuted “tiered”
earn ings cred its to re flect av er age bal ances. For in stance, a bank
may use $250,000 as a cut-off, so any busi ness cus tomer that main -
tains a bal ance be low this thresh old would re ceive a sub stan tially
lower rate than those whose bal ances were higher. 

You may find such charges from banks for parts of your
busi ness when banks have dif fer ent charges based on geo graphic
lo ca tion. You should try to ne go ti ate stan dard rates and earn ings
credit rates with your banks to avoid these charges or lower rates.

Some or ga ni za tions pre fer to com pen sate with fees be cause
they are ex plicit and of fer tighter cost con trol. Oth ers pre fer bal -
ances be cause they are more flex i ble. In the past, such bal ances
were some times re ferred to as the trea sury man ager’s shadow
bud get. This was be cause many trea sury man ag ers were able to
pur chase ser vices and other bank prod ucts with out show ing
them as reg u lar cor po rate bud get items. With fees, of course, this
is usu ally not pos si ble. Some or ga ni za tions still main tain a por tion 
of their com pen sa tion on a bal ance basis to have this budgetary
flexibility. 

Fee-balance combination
In re al ity, most or ga ni za tions can not elim i nate all their bal -

ances and com pen sate their banks fully on a fee ba sis. Many
bank ing trans ac tions, es pe cially de pos its, gen er ate bal ances. In
ad di tion, cor po rate dis burse ments can not be so finely tuned as to
elim i nate some bal ance build-up in the bank. Con se quently, or ga -
ni za tions seek a com pro mise with their banks—a fee-bal ance
com bi na tion. 

Both sides agree that any col lected bal ances gen er ated in the 
com pany’s bank ac counts will first be used to off set bank ser vice
charges. The short fall (as sum ing that the bal ances were in suf fi -
cient) is then made up by pay ing a fee. 
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The ma jor draw back to this sys tem is that the bal ances off set 
fees at the bank’s earn ings credit rate (see dis cus sion above),
rather than at the cus tomer’s short-term in vest ment or bor row ing 
rate. The pri mary ad van tage, how ever, is that the trea sury man -
ager does not have to worry about small or ac ci den tal bal ance in -
creases; these are put to use. 

It would ap pear that both sides win with this ap proach. The
or ga ni za tion can ti trate its com pen sa tion, and, to the ex tent that it 
can re duce its bal ances, it re al izes more of the ben e fits of fee com -
pen sa tion. From the bank’s point of view, it re ceives full com pen -
sa tion reg u larly, usu ally monthly. For banks, this may be very
at trac tive as it re duces the need to mon i tor balance level
constantly.

Switch your mind set
Since you will most likely be pay ing for your ser vice charges by
the fee-bal ance com bi na tion dis cussed above, it is ap pro pri ate
and ad vis able for you to fo cus on fees as much as pos si ble. Of
course, you should not ig nore bal ances, but your goal should be
to keep them to a min i mum. You can do this by deal ing with
what I call “fee equiv a lents.” By fo cus ing on earn ings al low ances
and fees paid, I think you get a better pic ture of your com pen sa -
tion. It is not too dif fi cult to do this, but it may mean chang ing old 
hab its. 

Years ago, banks en cour aged com pen sat ing bal ances and
looked warily at fee pay ers. This at ti tude changed as both trea -
sury man ag ers and bank ers came to un der stand the clar ity and
ef fi ciency of fees. For trea sury man ag ers, bank costs are straight -
for ward; for banks, the rev e nue flow from a cus tomer is easy to
measure.

How ever, if you look at most ac count anal y sis state ments,
you may be sur prised to still see a ref er ence to “re quired” com -
pen sat ing bal ances. In a sec tion be low I will deal with the
numbers. 

Navigating Your Account Analyses
The doc u ment that shows bank bal ance ac tiv ity and item izes
monthly bank ser vice charges is the bank ac count anal y sis state -
ment. Trea sury man ag ers should re ceive an ac count anal y sis (in
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3 

Thinking Like a Banker

In con sid er ing how to man age your bank re la tion ships, it is im -
por tant to un der stand how banks look at re la tion ships. Banks

are profit-mak ing (or profit-seek ing) in sti tu tions; they are not in
busi ness to lose money. Bank prof its come from the loans they
make, from re turns on other in vest ments, from spreads on fi nan -
cial trans ac tions (e.g., for eign ex change) and from fees (or the
equiv a lent in bal ances) from non-credit ser vices, such as cash
man age ment. More pro gres sive banks look at the to tal re la tion -
ship with their cus tom ers, and that means that you should be
aware of ev ery thing your or ga ni za tion does with your bank (or
banks, if there is more than one). 

I do not mean to im ply that all bank ers see their re la tion -
ships this way, but the good ones do. In the past, banks could
count on steady in come from spreads on loans and other fi nan cial 
prod ucts. How ever, in times of low in ter est rates, they found
these prod ucts were no lon ger pro vid ing ad e quate re turns. As a
re sult, banks placed more em pha sis on fee-based in come, which
meant that cash man age ment and other sim i lar ser vices were
counted on to pick up the rev e nue slack. Banks also found that
fee-based ser vices, which in clude cash man age ment ser vices, 
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of fer a far greater re turn to the bank than loans or other
transactions.

As a re sult, bank ers have changed their ap proach in many
cases, now re quir ing some level of fee-based ser vices for pro vid -
ing short-term credit fa cil i ties (e.g., a line of credit). This switch
can cre ate prob lems for you if you want to keep your cash man -
age ment busi ness con cen trated in one bank but need more than
one bank for your credit needs. In such cases, you may have to
split up your busi ness to get what you want. You may be able to
split up your busi ness so that one bank still re mains your main
bank, while the other bank (or banks) re ceives a nar row group of
ser vices, such as lo cal or lockbox deposit services.

Profitability Items
As we might ex pect, typ i cal re turns for dif fer ent types of bank
ser vices vary widely. These dif fer ences have be come ev i dent to
banks as they eval u ate in di vid ual prod uct lines and at tempt to
tap into those ser vices that have higher rev e nue and prof it abil ity
po ten tial. While the re turns may be higher for many fee-based
types of ser vices, it is im por tant to keep in mind the scale of the
re turns. By far the larg est amount of rev e nue should come from
loans, while the re turns from the other types are higher rel a tively
but smaller in ab so lute terms.

Fee-based ser vices, such as cash man age ment ser vices, 
for eign ex change, and swaps trans ac tions can pro vide the 
great est rate of re turn. The re turn on loans de pends on the type
of bor rower. For ex am ple, banks can ob tain a higher rate of re turn 
from smaller com pa nies (i.e., mid dle mar ket) than from large
com pany borrowings. This is due to the com pet i tive na ture of these
loans—large com pa nies have other com pet i tive al ter na tives like
com mer cial pa per, while smaller com pa nies have far less choice.
Com pet i tive shop ping by larger bor row ers may re duce the cus tomer 
loy alty banks show to them com pared to how they treat smaller bor -
row ers. This is shown in the Phoe nix-Hecht Blue Book of Bank Prices 
for 2002-2003 re port, which found that al most 40% of large cor po ra -
tions re ported that they had credit com mit ments re duced by their
banks, while only 15% of smaller com pa nies did.

This helps ex plain why so many banks have been con cen -
trat ing their call ing ef forts on the mid dle mar ket seg ment. Banks
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6

 Measuring Performance

In any work ing re la tion ship, it is ap pro pri ate to agree on some
level of per for mance mea sure ment. This is es pe cially true in

cor po rate-bank re la tion ships be cause the re la tion ship is founded
on ser vice. Mea sur ing the qual ity of bank ser vices can be too sub -
jec tive if the proper frame work for per for mance is not es tab -
lished. Fur ther more, eval u at ing the bank’s fi nan cial sta bil ity is
an other part of a trea sury man ager’s re spon si bil i ties. In this chap -
ter, I dis cuss ap proaches to per for mance measurement and
present some alternatives. 

Operating performance
In a very ba sic sense, you could use the sat is fac tion lev els of com -
pany per son nel who deal with the bank to mea sure the qual ity of
the bank’s per for mance. This does not help you, how ever, in
man ag ing bank re la tions be cause it is not suf fi ciently ob jec tive or
quan ti ta tive. 

Using bank measures
One way to es tab lish ap pro pri ate benchmarks is to use what 

the ser vice pro vid ers—the banks—use in ter nally. With some ad -
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ap ta tions, bank mea sures may be a tool you can use. How ever,
this may not work ef fec tively be cause the bank’s stan dards are
not cus tomer-ori ented; they are ori ented to ward mea sur ing bank
em ployee per for mance. 

In the past, many banks held cus tomer “round ta bles” to re -
view how well the bank was per form ing and to in form the bank’s 
cus tom ers on bank qual ity im prove ments. Many of these pro -
grams seem to have been put on the shelf, so ob tain ing ser vice
qual ity in for ma tion may be difficult. 

Developing measures
Per for mance mea sure ment is be com ing more com mon place

in trea sury. Mea sures can be quan ti ta tive and/or qual i ta tive, and
the data to de velop the mea sure have to be readily avail able. Also, 
the fre quency of mea sure ment—on go ing vs. one-time—must be
agreed upon.

To es tab lish a proper frame work, you, your staff, and your
bank ers should work out ap pro pri ate per for mance mea sures and
how they will be ap plied. This usu ally en tails de vel op ing op er at -
ing benchmarks de rived from some unit of ac tiv ity, such as an
item (check, wire trans fer) pro cessed or de pos ited, or an ac tion,
such as no ti fi ca tion of con trolled dis burse ment clear ings, lockbox
con cen tra tion call, or a bank information report.

Fig ure 6-1 shows some typ i cal per for mance mea sures for
trea sury man age ment ac tiv i ties. These are ex am ples of stan dards
that can be used in ter nally or ex ter nally (i.e., with your banks) as
benchmarks for mea sur ing each of the ac tiv i ties shown. Of
course, you should use this as a start ing point and cus tom ize the
standards to your need.

In ap ply ing stan dards to mea sure per for mance, you should
be sure to main tain an ob jec tive per spec tive and to mea sure ac tiv -
i ties in the long term, not in the short term. Also, it may not be re -
al is tic to beat the bench mark; main tain ing per for mance within
tol er ances, such as ±5% may be per fectly ac cept able. The keys to
mak ing an op er at ing per for mance mea sure ment sys tem work are
the ac cep tance of the benchmarks by both sides, ob jec tive col lec -
tion of the data and pe ri odic review of the performance results. 
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Figure 6-1: Performance measurement standards

Ac tiv ity Stan dard

Short-term Short-term money market rate, such
investing as 90-day US Treasury bill or com-

parable instrument for each overseas
 market, obtained from standard source 

routinely 

Short-term Short-term bank rate (matched by  
       borrowing maturity), Federal Reserve composite

rate available from NY Fed, or standard
rates (from banks) for overseas locations 

FX trades Use standard daily rates from inde-
pendent source, such as Reuters,
major trading bank, interbank rate, 

                                    Wall Street Journal, et al.

FX exposure Gain or loss vs. plan, or create hypo-
       management thetical result from 100% unhedged 

position

Cash Improvement in bank balances freed     
       management up, valued at company’s cost of capital 
       studies on annual basis, fees reduced by imple-

menting study, overseas: reduced bank 
credit line usage, etc. (Might depend on 
consultant’s estimate)

Bank Excess balances not utilized, or average
       compensation fees vs. plan or vs. historical average

Risk Gain or loss vs. plan, or create hypo-      
       management thetical result from 100% unhedged 

position


