
Harvesting the Fruit of Your Branches 
How Lake Michigan Credit Union is evaluating the profitability of its branches 

By John J. Coffey, C.P.A. and Gene Palm 

Growing a credit union is a lot like growing a fruit tree.  It needs to 

be nourished with care, its roots need to sink down deep where it’s 

planted, its branches need to grow and produce fruit and the fruit needs 

to be inspected and harvested. 

Not many credit unions have been as fruitful as Lake Michigan 

Credit Union (LMCU).  To say that LMCU is blossoming may be an understatement.  Since 

December 2000, the credit union’s asset size has grown from $304 Million to $890 Million – a 

193% increase in growth!  In 2003, LMCU was ranked number 4 in the United States for Total 

Return to Member (based on dividends paid to members) according to Callahan & Associates.  

To manage its growth, LMCU built 3 more branches in 2003 and plans to build 3 more branches 

by spring for a total of 20 branches – a 43% growth in the number of branches in one year! 

Sowing the seed 

LMCU’s Board realized that even though the credit union is growing rapidly, their existing 

and new branches needed to be profitable.  The Board wanted to know on a quarterly basis how 

profitable each branch is, the profitability break-even point for each branch, and if the branch is a 

good investment.  There were two obstacles that needed to be overcome in order to accomplish 

this objective. 

Assigning accounts to branches 

The first obstacle was how to assign the members’ loan and deposit accounts to the proper 

branch.  This was compounded by a data processing conversion accomplished in March 2002 

that left a number of legacy loan and deposit accounts without any branch assignments.  LMCU 

solved this problem by assigning the loans that were booked before March 2002 to the loan 
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center.  Also, the addresses of the members’ accounts were used to assign loan and deposit 

accounts to the branch with the nearest zip code. 

Since March 2002, loans are assigned to the branch where the member opened the loan; 

however, mortgages are assigned to the mortgage department and lease and indirect loans are 

assigned to the loan center.  

Deposit accounts are handled in a more sophisticated manner.  LMCU’s philosophy is that 

the branches are used more for deposit transactions, as opposed to loan transactions.  Its branches 

are also geographically close to each other.  Because of this, the member's deposit accounts are 

assigned to the branch where the member does the most transactions over a 2-month period.  The 

credit union plans to update these assignments quarterly.  

Also, if a member transfers money from his or her money market account to a CD, the CD is 

assigned to the call center. An additional refinement is that members who are using non-branches 

(e.g., ATMs, Home Banking, ACH) are now classified as an “e-member” and these accounts are 

assigned to an “e-bucket,” rather than a branch. 

The end result of these account assignments is that a member’s loan accounts stay in one 

location for the life of the loan, while the member’s deposit accounts dynamically move from 

quarter to quarter depending on where the member conducts his or her transactions. 

 

Assigning profitability to branch accounts 

The second obstacle was how to assign profitability to the members’ accounts that reside in 

the branch.  This is no easy task because of all the complexities associated with determining 

organizational and product profitability – requiring the credit union to use cost-accounting 

techniques.  Simply stated, there are four components of profitability for each account: 

 Net Interest Income – the largest component of the credit union’s revenue 

 Non-interest Income – the fees the credit union charges for its services 
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 Non-interest Expense – the cost of personnel, buildings, etc. 

 Provision for Loan Losses – the expense of bad loans 

Rather than purchasing complex cost-accounting software, LMCU has opted to utilize the 

services of an outsourced Marketing Customer Information File (MCIF) service and a 

profitability consulting service to help them calculate account-level profitability.  A typical cost-

accounting installation can cost many tens of thousands of dollars and take over two years to 

install.  By using this combination of vendors, LMCU spent a fraction of this cost, and was 

utilizing account-level profitability within a few months! 

The MCIF utilizes a table that defines the credit union’s products.  These product definitions 

are linked to profitability definitions that were developed by the profitability consulting service.  

The end result is that each account becomes a miniature income statement.  Listed below is an 

example of how profit is calculated for a Home Equity Line of Credit account. 

Calculating Profit for a Home Equity Line of Credit (HELOC)   
    
Balance $20,000.00
Interest Rate 5.189%
Loan Cost % 2.586%
Provision % 0.000%
    
Net Interest Income   
     Interest Income = Balance x Interest Rate $1,037.80
     Interest Expense = Balance x Loan Cost % $517.20
     Net Interest Income = Interest Income - Funding Expense $520.60
    
Non-interest Expense $201.04
Non-interest Income $4.97
Provision = Balance x Provision % $0.00
    
Net Income = Net Interest Income - Non-interest Expense + Non-interest Income - Provision $324.53

 

Because net interest income is the main driver of the credit union’s revenue, Bill Schirmer, 

LMCU’s CFO made the decision to utilize account-level Historical Funds Transfer Pricing 

(HFTP) to calculate this component of profitability.  HFTP is the most accurate means of 
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calculating net interest income because a funding rate is assigned to each term-loan account and 

an earnings rate is assigned to each term-deposit account as of the date of origination.  For non-

term products (e.g., credit cards, home equity lines, checking, money market and share), market 

replacement rates (based on an average of the US Treasury Yield Curve) are used to calculate net 

interest income. 

The non-interest income and expenses for each branch will have been determined from the 

credit union’s internal general ledger core provider software, eliminating the need for existing 

allocation rules.  Finally, the provision for loan losses has been calculated for each loan service 

by using the historical charge-offs as well as current delinquencies of these services. 

Harvesting the fruit of its branches 

Even though this new means of studying its branch profitability is in its infancy, they have 

learned several important things about their branches.  Some of their branches are comprised of 

members who have large deposit account balances and no loans accounts.  These “red carpet” 

branches cater to older and more conservative members.  On the other hand, some branches are 

comprised of members who have large loan account balances and low balance deposit accounts.  

These branches cater to younger members.  By using an outsourced MCIF service and querying 

on a branch number, the credit union is able to determine the profitability of each branch, as well 

as the profitability break-even point for each of its branches.  The credit union is in the process 

of compiling the results of this information.  Management can also discern the most popular 

household service combinations that are used in each branch, and even a list of the most 

profitable members of each branch. 

The credit union currently has a sales program in place called “Member Owner Renewal 

Enhancement Program” (or M.O.R.E) that utilizes relationship incentives based on profitability.  

They are now interested in using this “M.O.R.E Score” within a Customer Relationship 
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Management (CRM) system to increase the profitability of its sales at each branch.  LMCU is 

truly enjoying the fruit of its labors! 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

John J. Coffey, C.P.A. and Gene Palm are the principals of Profit Resources, a consulting 
company that specializes in Marketing Database technologies.  Learn more about Marketing 
Databases on the Web at www.profitres.com
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