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Perhaps it is possible for an old dog to learn new tricks. That thought occurred to us recently as we attended a 
conference in Atlanta sponsored by Chicago-based bank advisory firm Performance Trust Capital Partners, 
with whom our long-time research distributor, Banks Street Partners, has recently merged. The title of the 
conference, aimed at community bankers, was intriguing—“Earning Your Independence”—and we must admit 
that the ideas discussed there gave the attendees some new things to think about. 
 
Most people assume that bank analysts (like us) spend a lot of time thinking about the minutiae of bank 
operations, such as the composition of the securities portfolio, the mechanisms of how bank earnings will 
respond to changes in the rate outlook, how CAMELS ratings are formulated, how credit decisions are made, 
and on and on. That assumption would be (mostly) wrong. While there are happily more regulators and former 
bank managers coming into the bank analysis sphere, it remains mostly populated by people who are long-
term watchers of the industry and have learned to analyze banks from the outside in, rather than the other way 
round. 
 
And no matter how one may choose to look at banks, the task of analyzing them and formulating investment 
opinions about them is one that is fraught with a number of “unknowables”, and that list of unknowns grows 
greater by the day. In an interest rate environment that is both unprecedented and unpredictable—which way 
is the Fed leaning today?—the difficult task of balance sheet management is made even more tenuous, and the 
process of decision making can easily be clouded by the daily deluge of extraneous (and loud) noises. How best 
to manage a bank—a challenging endeavor in the most stable of times—when the noise becomes a cacophony 
of competing demands and shifting economic realities is a growing dilemma for bank managers everywhere. 
 
We must admit that we have not spent a lot of our career thinking about cash flows in banks—after all, what 
are banks but large structures through which cash (or its electronic equivalents) flow on a daily basis? Cash 
flow to us has always seemed a concept more applicable to companies that made stuff and therefore had to 
invest in depreciable plant and equipment that resulted in non-cash charges but also resulted in cash for 
shareholders. But Performance Trust’s presentation reminded us that banks must consider cash flows as well—
flows from loans and from securities and deposits, primarily—and that these flows can be charted and be  
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subjected graphically to different future scenarios, resulting in investment decisions that can be more objective 
than has historically been the case in banking. 
 
Suffice it to say that a comprehensive explanation of the concept of Shape Management is beyond both our 
present full understanding and beyond the words that we can allot here. But we know enough of the banking 
world to know something that is different when we see it. While the process of asset/liability management has 
long been one that has been charted and subjected to almost microscopic analysis—few banks are unaware of 
the potential implications of interest rate moves—that process fails to incorporate many other impacts from 
shifting economic conditions and from management’s varying degrees of confidence in outcomes. 
 
In the wake of the conference, we got a definition of Shape Management from David Gobberdiel, Co-head of 
the Financial Institutions Group at Performance Trust, and it neatly summarizes the interesting aspects of this 
approach. He wrote: “Shape Management is the visual representation of our Analytical Principles applied to a 
risk versus reward decision...Typically this involves comparing unlike cash flow decisions (assets vs. liabilities, 
assets vs. assets, etc.) over different interest rate scenarios at a future point in time. Because Shape Management 
is indifferent to label (loan, security, deposit, etc.), the relative risk and reward of any cash flow can be compared 
to any other cash flow and individual cash flows can be compared to a combination of cash flows. For example, 
Shape Management can depict the total return risk and reward of an entire financial institution, which is the 
summation of its individual cash flow shapes.” 
 
We will leave it for readers to access the “Eight Analytical Principles” behind this approach which are available 
on the Performance Trust website, as they form the intellectual framework which underlies the methodology. 
(We particularly appreciate Principle #7: “Price and value are different things.” Words to live by, and not just 
in banking.) However, we would also caution that no formulaic approach can fully incorporate the decisions to 
be made in any bank.  
 
Banks are the most organic of American institutions—the elements of human interaction and human judgment 
will always be important to the ultimate success of any bank, and these decisions will not always be subject to 
a set of immutable principles or rules. But we can fully accept (and appreciate) that any approach that leads to 
the ability to subject these human decisions to a more objective look at the risks and rewards that may result is 
an important tool to have in the toolbox. If there is an exception to be made—whether to retain an important 
client relationship or to expand into a new product—it would be good to know both graphically and objectively 
the cost of the risks that may arise as a result. 
 
We started watching banks in 1982—a veritable lifetime ago—and we look back at the received wisdom in 
banking through the years with amazement. In 1982, it was deemed not possible for sovereign nations to declare 
bankruptcy—right? Then Brazil and Argentina repudiated their debt (for the first time) and the money center 
banks spent years getting it off their balance sheets. And then in the late 1980s, the New England banks killed 
themselves with commercial real estate lending to support the technology corridor around Boston. Didn’t 
everybody know that Boston was the place to be? (Boston did indeed become a tech center, but years and 
billions in nonperforming loans later.)  
 
In the late 1990s it was “clicks, not bricks” as traditional branch banking became passe and the “internet banks” 
became all the rage. (Are any of those still around?) Finally, in 2005, the Big One came from Fed Chairman 
Bernanke—home prices had never gone down on a national basis, and there was no reason to believe that they  
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would this time around. (Big oops.) It would have been great to have had a tested methodology in place at 
those times that would have shown graphically and objectively the costs of accepting that received wisdom 
without challenge, and a lot of bankers and bank stock investors could have avoided a lot of loss (both emotional 
and financial.) 
 
Yes, there will be a different shape to come in banking, and Shape Management and its sister math-based 
methodologies will play a big part in guiding the banking industry in the future. As we finish our career, we 
see only upside in the technologies—including AI, which will allow the analysis of past patterns and practices 
in record time—that are coming to be used in financial services, and we think that the future will belong to 
those banks that become the true believers in the science of banking. We especially look forward to merger 
decisions based on objective reality and not wishful thinking. Won’t that be something to behold? 
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To read NAB Research’s disclosures for the preceding commentary, please follow this link: 
 
http://www.BushOnBanks.com/disclosure.shtml 
 
 
This commentary was provided by Nancy A. Bush, CFA of NAB Research, LLC and is being distributed by Banks 
Street Partners, LLC, a Performance Trust Company. The views of the author do not necessarily represent the 
views of Banks Street or that of its affiliates, and Banks Street has neither directed nor had editorial oversight 
over the content. Material in this report is from sources believed to be reliable, but no attempt has been made to 
verify its accuracy. Past performance is no guarantee of future results. Banks Street actively seeks to conduct 
investment banking in the financial institutions sector. To learn more about Banks Street Partners, please visit 
www.BanksStreetPartners.com. 
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