
The following case study demonstrates the kind 

of analysis that should be conducted to 

determine the profitability of an RDC corporate 

customer deposit.

Measuring Customer 
Profitability—A Case Study
As banks implement image clearing strategies 

and deploy RDC simultaneously, the ability 

to define the effect on customer profitability 

becomes a difficult task. Customer profitability 

is a function not only of direct pricing revenue, 

but of a component of float, or uncollected 

funds, as well.  

The case study on page two examines the 

profitability of a typical RDC corporate 

customer deposit by analyzing how allocated 

(customer) and incurred (bank) float and per 

item fees react when implementing an image-

based check clearing process. The effect on 

profitability can be clearly defined by calculating 

the difference of both processes (image versus 

paper). Once this baseline has been established, 

the ability to model further scenarios—such as 

applying fractional float or adjusting per-item 

pricing—can be applied.

Exhibit 1 on page two is a partial snapshot of 

an RDC corporate customer’s monthly deposit, 

which displays check volume by Federal 

Reserve district type (City, RCPC, Country).
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From small community banks and credit unions 

to the largest of U.S. financial institutions, 

Remote Deposit Capture (RDC) has become 

a “must have” product. Ultimately, RDC 

provides bank customers the ability to capture 

images of checks at the point of transaction 

and transmit them to their depositing bank, 

eliminating the need to physically transport 

checks and process them and facilitating check 

collection through the electronic exchange of 

data with the paying bank. The physical checks 

are typically either destroyed or returned to 

the customer. Some banks that are not yet 

image-enabled offer RDC nonetheless, by 

converting the checks to Image Replacement 

Documents (IRDs) that are used in lieu of 

images to accomplish the same electronic 

check collection objective.  

Client demand for RDC has grown exponentially, 

and competition for customers is fierce, 

triggering a mission among banks to provide 

product capabilities, sometimes without sufficient 

regard to managing processing costs. The 

intense focus on sales and maintaining market 

share has shifted the spotlight from customer 

and product profitability. However, without

profitability measurement and monitoring, a 

bank could quickly find itself in a position 

where the costs of receiving and processing 

RDC deposits exceed revenues.  Banks that are 

slow to migrate from paper-based clearings to 

image exchange are subject to the rising costs 

of IRDs. Conversely, those that implement 

image technology without sufficient customer 

need or volume to support it risk significant 

capital investment that cannot readily be 

recovered through pricing. So choosing the 

right time to migrate from paper to image 

technology is critical in terms of profitability.

How will your bank make that decision?  
What tools will you utilize?  

What data do you need?  
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Exhibit 2
Deposit Analysis Report

(Source: Automated Financial Systems Deposit Analysis Service)

fixed or variable cost related to check processing—

must be considered. This profitability analysis must be 

conducted for the current paper-based clearing state and 

for the proposed image-enabled clearing scenario, so 

the profitability can be compared. 

The core analytical methodology used in this case 

examines the difference in profitability under both 

check clearing processes: paper versus image. Using 

the sample customer’s deposit mix, the analysis 

compares the customer’s availability schedule (which 

contains allocated float and per item pricing) with the 

bank’s database of operational cost.

In Exhibit 2 shown below, the report displays the results 

of this comparison:

In Exhibit 1 above, the corporate customer deposit was 

sorted by items (number of checks) in descending order. 

The highest concentration of deposited checks are 

in the Atlanta RCPC—Birmingham zone (40,305), 

which represents 62.88% of the total deposit. It also

indicates the dollar value, $11,527,434, which 

represents 38.84% of the total dollars deposited. 

This report is an effective and valuable tool for 

identifying the origin and mix of a customer’s 

deposit.

By applying the current availability schedule assigned 

to this customer, allocated float and per-item revenue 

are determined. From a cost perspective, the bank’s 

incurred float and operational cost—including 

transportation, cash letter, Due From and any other 

Exhibit 1
Deposit Profile Analysis by Federal Reserve Office

(Source: Automated Financial Systems Deposit Analysis Service)

Sort Order: Total Items, Descending

Profile Name: ACCT for Customer Profitability

Deposit Hour: 900

High Dollar Limit: $2,000.00

Ultra High Dollar Limit: $100,000.00

Federal Reserve Office Dollars  Percent  Items Percent Average Dollar

Atlanta RCPC - Birmingham 11,527,434 38.844 40,305 62.883 286.01
Atlanta City - Birmingham 5,348,867 18.024 10,331 16.118 517.75
Atlanta RCPC 1,331,210 4.486 2,205 3.440 603.72
US Treasury 1,058,759 3.568 1,796 2.802 589.51
Chicago RCPC 844,954 2.847 957 1.493 882.92
Jacksonville RCPC 659,817 2.223 712 1.111 926.71
Memphis RCPC 548,042 1.847 518 0.808 1,058.00
Philadelphia RCPC 435,395 1.467 448 0.699 971.86
Minneapolis RCPC 80,569 0.271 447 0.697 180.24

Float Summery

Total Deposit Float:

Collection Speed: 1.13
Cost/Item: $0.102
Total Cost: $6,332.77

Allocated Float:

Collection Speed: 1.27
Cost/Item: $0.115
Total Costs: $7,145.12
Percent of Total Float: 1.126

Unallocated Float:

Collection Speed: -0.14
Cost/Item: -$0.013
Total Cost: -$812.346
Percent of Total Float: 98.874

Cost Summery ($)

Variable Costs:                          Per Item                        Total

Unallocated Float: -0.013 -812.35
Due From: 0.042 2,626.28
Var. Transportation: 0.000 0.00
Processing Costs: 0.038 2,355,51
Total Variable Costs: 0.067 4,169.43

Fixed Costs:
Cash Letter Fees: 0.001 86.79
Other Fixed Costs: 0.000 0.00
Fixed Transportation: 0.002 100.91
Total Fixed Costs: 0.003 187.69

Total Costs: 0.070 4,357.13

Profit/Loss Summery

Per Item                           Total

Clearing Fees: 0.035 2,166.03
Variable Costs: 0.067 4,169.43
Variable Profit/Loss: 0.032 -2,003.41
Fixed Costs: 0.003 2,355,51
Total Profit/Loss -0.035 -2,191.10



AFS Perspective...  Leadership in Financial Services

This analysis reveals a monthly loss of $2,191.10. The 

processing cost shown within the Cost Summary 

represents the expense of creating IRDs for this 

deposit, which is $2,355.51 a month including a 

number of factors such as the type of printer, volume, 

accounting methods, etc., amounting to $.038 per 

item. 

The analysis further identifies the profitability of 

this same RDC customer deposit under a fully image- 

enabled check clearing process. 
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bank’s benefit. The bank’s fixed cost has been reduced 

to $128.65 from $187.69 because in an image-enabled 

environment the need for transportation and direct 

send presentments diminishes.

When the results of the paper-based profitability

analysis are compared with the image-enabled 

process, this customer is shown to be $1,380 per 

month more profitable in an image environment. This 

customer deposit, under an image-enabled process 

will yield an annual profit of approximately $10k

Exhibit 3
Deposit Analysis Report

(Source: Automated Financial Systems Deposit Analysis Service)

In Exhibit 2 on the previous page, the report is divided 

into three distinct sections: Float Summary, Cost 

Summary and the Profit/Loss Summary. Float 

Summary defines the bank’s incurred float on this 

customer’s deposit (1.13 days), the allocated float 

(1.27 days), and the difference between the two, which 

is the over-allocated float of .014 days accruing to the 

bank’s benefit. The Cost Summary identifies all 

variable and fixed bank costs required to process this 

customer’s deposit. The Profit/Loss Summary yields 

the bottom line profit or loss by netting revenue 

($2,166.03) from the customer (labeled as Clearing 

Fees) against the bank’s variable and fixed costs.

In Exhibit 3 below, the same customer shows a monthly 

profit of $810.51. The processing cost (the cost of 

creating IRDs) has been eliminated in this scenario, but 

the Due From cost for image per-item fees has risen 

slightly, by $35 a month. However, image per-item fees 

will decrease over time as the bank participates in more 

complex image partner exchanges. Bank float found 

within the Float Summary, expressed as collection 

speed under the heading Total Deposit Float, 

improved to 1.02 from 1.13 days. The allocated 

float remains unchanged at 1.27 days. The difference 

between the incurred and the allocated (deposit) float 

increases from 0.14 days to 0.25 days, accruing to the 

Float Summery

Total Deposit Float:

Collection Speed: 1.02

Cost/Item: $0.092

Total Cost: $5,710.65

Allocated Float:

Collection Speed: 1.27

Cost/Item: $0.115

Total Costs: $7,145.12

Percent of Total Float: 1.015

Unallocated Float:

Collection Speed: -0.26

Cost/Item: -$0.023

Total Cost: -$1,434.471

Percent of Total Float: 98.985

Cost Summery ($)

Variable Costs:                          Per Item                        Total

Unallocated Float: -0.023 -1,434.47

Due From: 0.043 2,661.34

Var. Transportation: 0.000 0.00

Processing Costs: 0.000 0.00

Total Variable Costs: 0.020 1,226.87

Fixed Costs:

Cash Letter Fees: 0.001 69.42

Other Fixed Costs: 0.000 0.00

Fixed Transportation: 0.001 59.23

Total Fixed Costs: 0.002 128.65

Total Costs: 0.070 1,355.52

Profit/Loss Summery

Per Item                           Total

Clearing Fees: 0.035 2,166.03

Variable Costs: 0.020 1,226.87

Variable Profit/Loss: 0.015 939.16

Fixed Costs: 0.002 128.65

Total Profit/Loss 0.013 810.51
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and cost considerations that render manually 

compiled spreadsheets antiquated and prohibitively 

time-consuming. The underlying data used 

to support analysis must be comprehensive, 

reliable, available, and timely.

Given these requirements and the rapidly 

changing nature of the payments business, 

most banks have had neither the time nor the 

resources to develop and populate the analytical 

systems necessary to identify business 

opportunities and take advantage of market 

inefficiencies. A system to measure and manage 

payments profitability is a necessity. Without it, 

sales professionals and product managers have 

no real basis for decision-making and are

disadvantaged in their ability to compete 

effectively for RDC business.  

What is your bank using to determine payments 

profitability?

instead of a $26k loss under a paper-based 

process.

Beyond quantifying the potential financial 

benefit of imaging (which may differ by bank 

and by customer within bank), further analysis 

can be performed by focusing on the impact of 

price and availability schedule changes subject 

to customer sensitivity. 

In a dual environment of both image exchange 

and conventional paper processing, profitability 

analysis is doubly complex. In most cases, both 

technologies will continue to co-exist within 

the same institution for years to come, and 

conclusions about either of them cannot be 

drawn intuitively. Banks have decisions to 

make with regard to imaging and RDC pricing 

that need to be based on quantifiable financial 

reality.  Analysis needs to take into account an 

ever-increasing array of variables, price points, 


