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I’'VE DECIDED TO PARTNER
WITH SHAZAM.

We're the only nationwide independent,
member-owned debit network, processor

and core provider supporting community banks.
As a leader in the industry, we have a

simple mission:

Strengthening community financial institutions.

EASHAZAM

855-314-1212 / SHAZAM.NET / n u m a

Kg\ Prefel_' %‘



http://www.shazam.net/

‘The Spirit of Togetherness

'
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BY CHRI$ PADEETT 1 * o

irst and foremost, I want to extend our heartfelt your decisions and drive your
gratitude to each and every member of the institution's growth.

Arkansas Community Bankers who have chosen
to renew their membership. Your commitment to
our community underscores the collective strength Looking ahead, our renowned
of our banking family. With your continued Compliance Conference on
support, we are empowered to forge ahead, September 26th and 27" Chris Padgett is the ACB

2023 Compliance Conference

fostering connections, sharing insights, and driving positive brings bankers from three ~ Executive Director.
change in Arkansas' financial landscape. Your renewal different states. Staying You ""I};-‘g)ol'f','jg_;;;h; Chris at
reaffirms our shared mission, and we are truly thrilled to ~ compliant with the ever- or

have you as an integral part of our community. Thank you ~changing regulatory landscape |CUASCECIEEEIIEAR

for your trust and ongoing partnership. is paramount, and this
conference is tailored to equip your staff with the

knowledge and tools to navigate the ever-changing world
of compliance. Our Compliance Conference promises in-
depth sessions led by seasoned experts, providing you with
actionable insights to ensure your institution remains on the
Bank Management and Directors Conference: An forefront of compliance excellence. Registration is now
Economic Update open!

As we celebrate this spirit of togetherness, we invite you to
join us in a series of exceptional opportunities designed to
enrich your knowledge, enhance your network, and elevate
your role in shaping Arkansas' banking landscape.

If this article reaches your desk in time, it's not too late to ~ Once again, thank you for your renewed membership and
secure your place at the Bank Management and Directors  the trust you place in us. We look forward to seeing you at
Conference on August 30th, 2023, at the Clinton our upcoming events and beyond, as we journey together
Presidential Library. After the fall of SVB, and others, towards a brighter financial future for Arkansas.
boardrooms may face increased scrutiny from regulators.

Because of that, we thought we would build this

conference around topics that would benefit board Warm regards,

members in today’s enigmatic economy. We know it’s

hard to get out of the office. But like the gym, once you’re

there, you wonder why you don’t come more often. 54/

We are honored to have Arkansas' Secretary of Commerce,
Hugh McDonald, who will be sharing insights into the

economic dynamics of our state and the State’s vision A

moving forward. 2 .

In addition, we have included sessions dedicated to Eﬂf_

Balance Sheet Management, Faster Payments, and insights ARKANSAS COMMUNITY BANKERS ™
into the current economic pulse of Arkansas and the
broader banking industry, vital information that can guide

ASMmtuniy Banker | 3 | Summer 2023
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BANKING BONUS TIME PODCAST

BY DAVID A. GARDNER

WITH THE EXCEPTION OF OFFICIAL ANNOUNCEMENTS, THE ARKANSAS COMMUNITY BANKERS ASSOCIATION BOARD OF DIRECTORS, OFFICERS AND STAFF DISCLAIM ANY RESPONSIBILITY FOR
OPINIONS EXPRESSED AND STATEMENTS MADE IN ARTICLES PUBLISHED IN THE ARKANSAS COMMUNITY BANKER. THE ARKANSAS COMMUNITY BANKER WELCOMES COMMENTS FROM READERS.
ALL MATERIAL SUBMITTED ELECTRONICALLY OR BY MAIL, ACCOMPANIED BY ADDRESSED POSTAGE PAID RETURN ENVELOPE, WILL BE CONSIDERED FOR PUBLICATION. THE EDITOR OF THE ARKANSAS

COMMUNITY BANKER RESERVES THE RIGHT TO REFUSE ANY ARTICLE OR ADVERTISEMENT SUBMITTED. NO PART OF THIS PUBLICATION MAY BE REPRODUCED WITHOUT EXPRESS WRITTEN
PERMISSION. © 1990 - 2023 BY THE ARKANSAS COMMUNITY BANKERS ASSOCIATION. ALL RIGHTS RESERVED.
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An insurance program designed with your
bank in mind

Travelers’ portfolio of customizable insurance solutions
was specifically designed to help community banks meet
challenges with confidence. Our in-depth knowledge of
community banks is paired with a century of experience
serving financial institutions to create products that
respond to the most recent trends in community banking.

In the ICBA Insurance Program, your bank benefits from
all the advantages of Travelers’ products, plus key benefits
and features developed specifically for ICBA members,
such as:

The opportunity to earn “safety group” dividends,
an incentive that has paid out nearly $70 million to
eligible member banks since the program began over
36 years ago.

Educational resources, such as insightful loss-control
articles and publications.

Why Travelers

We've provided effective insurance solutions for more
than 160 years and address the needs of a wide range
of industries.

A.M. Best gives Travelers an A++, its highest rating, for
financial strength and claims paying ability.* When the
unexpected happens, we’ll be here to help.

With offices nationwide, we possess national strength
and local presence.

Our dedicated underwriters and claim professionals
offer extensive industry and product knowledge.

The ICBA endorsed Travelers in 1983 and one in three
ICBA members currently participate in this program.

*A.M. Best rating applies to certain insurance subsidiaries of The Travelers
Companies, Inc. that are members of the Travelers Insurance Companies pool.
Other subsidiaries are included in another rating pool or are separately rated.
Fora listing of companies rated by A.M. Best and other rating services visit
wwtravelers.com. Ratings listed herein are as of November 5, 2020, are used
with permission, and are subject to changes by the rating services. For the latest
rating, visit www.ambest.com.

To learn more about the Travelers
ICBA Insurance Program, talk with
your independent agent or broker,
or visit travelers.com/ICBA.

TRAVELERST

travelers.com/ICBA

Travelers Casualty and Surety Company of America and its property
casualty affiliates. One Tower Square, Hartford, CT 06183

This material does not amend, or otherwise affect, the provisions or
coverages of any insurance policy or bond issued by Travelers. It is not
arepresentation that coverage does or does not exist for any particular
claim or loss under any such policy or bond. Coverage depends on

the facts and circumstances involved in the claim or loss, all applicable
policy or bond provisions, and any applicable law. Availability of
coverage referenced in this document can depend on underwriting
qualifications and state regulations.

© 2021 The Travelers Indemnity Company. All rights reserved.
Travelers and the Travelers Umbrella logo are registered trademarks
of The Travelers Indemnity Company in the U.S. and other countries.
55127 Rev. 121
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Travelers ICBA

Insurance Program

COUNT ON US

Supporting your bank

Your bank plays a vital role in the
community. The people you serve
know they can count on you for
support as they build homes,

launch businesses and go to college.
You can get that same commitment,
reliability and service from Travelers,
the preferred service provider for
insurance for the Independent
Community Bankers of America.

So you can build your business

TRAVELERS ICBA INSURANCE PROGRAM

Coverage options

Regardless of your bank’s operational scope or size,
we can tailor a portfolio of coverages to meet your
needs. At the same time, we’ll help you reduce
potential gaps and overlaps in coverage. Our products
address the primary areas of exposure that impact
your bank, including:

Corporate management

+ Directors and officers liability

+ Employment practices liability

+ Financial institution professional liability
« Fiduciary liability (ERISA)

Crime
« Financial institution bond
+ Kidnap and ransom

Property/casualty

+ General liability

« Auto liability

+ Workers compensation
+ Umbrellafexcess liability
« Property

CyberRisk

Surety bonds

Key benefits and features

Directors and officers liability

+ Provides not only the defense costs, settlements and
judgments associated with directors and officers claims,
but also helps protect the personal assets of a director’s
or officer’s spouse or domestic partner, including the
deceased director’s or officer’s estate.

Employment practices liability

+ Includes protection for an extensive array of
employment practices acts.

+ Coverage can expand to include directors, officers,
employees, leased employees and the bank.

+ Access to Risk Management Plus+ Online®, a one-stop
resource available at no additional cost that provides
comprehensive tools that can help protect against costly
litigation. From ethics training guidelines to coverage-
specific white papers and articles, all of the materials
are delivered via a dynamic web-based platform to
ensure the most up-to-date information.

Financial institution professional liability

For lender liability coverage, professional services liability
and trust services liability protection, coverage extends to
the bank, its directors, officers and employees.

An expanded definition of lending acts applies, including
loan servicing when the bank has an ownership interest

inaloan.

For professional services liability protection, the
professional services to be included in the policy
do not need to be scheduled and the coverage
applies to a wide range of professional services.

The right policy is only one part of your
insurance carrier’s value. Travelers partners
with you to help educate your bank on
emerging and potential risks, and provides
tools and solutions to better prepare your
bank for the future.

Travelers knows community banks.

Fiduciary liability

Extends to the bank, the plans, directors and officers of the
bank, and any natural person trustee, director or officer of
any bank-sponsored plan.

Features an enhanced definition of covered plans, including
employee benefit plans not subject to Title | of ERISA,
except for multi-employer plans or employee stock
ownership plans (ESOPs).

Financial institution bond

+ Provides a wide range of protection for financial losses
due to specified exposures, and the optional extended
insuring agreements eliminate the need to carry multiple
insurance policies.

Kidnap and ransom

« Coverage not only for ransom monies and the numerous
costs associated with an incident, but perhaps the most
important benefit, at no additional cost, is the immediate
priority access to Constellis when an event occurs.
Constellis is a leading provider of risk management
and operational support services to government and
commercial clients worldwide.

Constellis’ consultants have many years’ experience in
dealing with crisis situations, and this combined with their
local knowledge allows for informed decisions to be made.

Property/casualty

Includes the more traditional types of property/casualty
coverages, along with many designed especially for banks,
such as coverage for:

Foreclosed properties

Trust properties

Mail

Repossessed autos and equipment

Mortgage holders errors and omissions or impairment
ATMs

Financial leasing operations

CyberRisk
« Liability insuring agreements cover costs associated
with the liability of a claim or suit related to a data breach
and include:
Network and information security liability
Communications and media liability
Regulatory defense expenses, including fines and
penalties coverage

First-party insuring agreements cover such things as the
material costs of a breach, including forensic analysis, fees
to determine the nature and extent of the breach as well
as notification costs that are legally mandated in 50 states,
and include:

Crisis management event expense

Security breach remediation and notification expense

Computer program and electronic data

restoration expenses

E-commerce extortion

Business interruption and additional expenses

Travelers eRiskHub" - CyberRisk policyholders have access

to a private web-based portal powered by NetDiligence® that

contains information and technical resources that can help

prevent network, cyber and privacy events and support a

timely response if an incident occurs.

CyberRisk Pre-Breach Services - To assist businesses

achieve a higher level of cybersecurity for their

organizations, Travelers offers CyberRisk policy holders

pre-breach services provided by Symantec™, a global

leader in cybersecurity solutions.’

" Certain services may be provided to you by Symantec and in using them you must agree

to Symantec’s tems of use & privacy policy. Travelers Casualty and Surety Company of

America and its property casualty affliates (“Travelers”) makes no warranty, guarantee, or

representation as to the accuracy or sufficiency of any such services. The use of the services
iggested by Symantec or NetDiligence

fes, exprss or implied. In no event

i for any loss arising out of the use of the services
orSymantec’s orany other vendor's products.

$ ¥

| &
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Arkansas Community Bankers / FORVIS
2023 Compliance Conference
Live In-Person in Little Rock or Virtual in your office

September 26 - 27
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WA FICO: 736

WA Income: $295,613

Avg Loan Size: $142,017

WA = Weighted Average WA Years in Industry: 19

WA DSCR: 2.26

Courtney Calderwood

SVE Institutional Relationships
courtney@bhg-inc.com
315.430.3919
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SECURING YOUR DATA

Security tips to protect your data from BHG Financials’
Security Team

e In the spirit of driving awareness about the importance
of being cyber-aware, and to help you protect the integrity
of your data, here are some simple tips not to be
overlooked: Avoid uploading sensitive or confidential data
(personal or customer account information, Social Security
numbers, etc.). If you must, all information should only be
uploaded to a trusted, secure source or database.

By Fred Hamilton, ici ; ;
Advice from an ] s e  Be aware of any suspicious emails and do not click on
> " ghzef!nfgrmatlon unfamiliar embedded links. Be especially wary if an email
award'W|nn|ng ecurity Officer at contains misspelled words within the body and/or subject

cybersecurity team

echnology continues to insinuate itself into almost every
facet of our daily lives, whether it is personal or work-
related. As a result, protecting data privacy has become
increasingly more relevant to every consumer and business.
In 2022, 422 million people were affected by data breaches
at U.S. companies at an average of 4.8 breaches per day.1
Stolen data included bank account numbers, medical
histories, Social Security numbers, and more. Personal data
is continuously being collected, shared, or sold, so it is
crucial that everyone understands how to protect it.

In today’s world, it is incumbent upon companies to ensure they have
the information security protocols in place to protect customer data
and electronic assets from the growing global threat of hackers. This
requires a keen focus on increasing the adoption of new technological
innovations and following industry-best practices in the evolving world
of cybersecurity.

Companies with an established history of successfully safeguarding
electronic data often share similar characteristics, such as:

e  Asignificant investment in people and technological resources

e  Executive leadership that has demonstrated its mission to make
information security and data privacy top priorities

o  Next-generation firewall and encryption technology to protect
internet connections and Wi-Fi networks

e  Best-in-class security software installed and updated
automatically

®  Industry certifications and acknowledgments that appropriate
security controls are in place to protect the confidentiality,
integrity, and availability of all data assets

BHG Financial is a noteworthy financial services provider that has
earned recognition for its exceptional cybersecurity capabilities. The
company boasts a team of seasoned cybersecurity professionals who
have been recognized for their outstanding contributions to the
industry. In this article, we will be sharing insights from BHG Financial's
cybersecurity experts on simple yet critical tasks that businesses
should not overlook.

In acknowledgment of its dedication to cybersecurity, BHG and its
Information Security Team recently received several industry
accolades. First, it was honored with a 2022 Fortress Cyber Security
Award for organizational excellence.2 In addition, the company has
been certified SOC 2® Type 2 compliant in accordance with standards
set forth by the American Institute of Certified Public Accountants. SOC
for service organizations is a compliance standard which demonstrates
that BHG Financial is safeguarding customer data throughout its
services and is meeting standards for strong operational effectiveness.

RKANSAS
AoumiuniTy BANKER

BHG Financial, an ACB
Associate Member.

line of the message. Other suspicious indicators include

unfamiliar email domains or enticements to act or respond

immediately. Report these emails to your organization’s IT
Support team right away.

e  Lock your screen when you are away from your desk to prevent
others from accessing sensitive information.

e  Beware of public Wi-Fi. It can expose your data to scammers
monitoring internet activity. It also greatly increases the risk of
malware being transferred to your devices. If you must access a
public Wi-Fi network, use a virtual private network (VPN) to add a
helpful layer of security.

e  Find out if your personal information has been targeted in a data
breach. It is quick and quite easy to do. Simply enter your email or
phone number at https://haveibeenpwned.com/.The system will
respond almost immediately, detailing when and where your data
was breached.

e  Before disposing of old IT equipment, ensure no personal data
remains on the system. Consider hiring a specialist to wipe the
data from the device or use deletion software such as BitRaser
File Eraser or File Shredder.

Your role in data privacy

Cybersecurity is everyone’s business. With a little discipline and
practice, protecting the integrity of your data can become second
nature. Nobody wants to be the person who accidentally downloads
malware onto their company’s systems, or who leaves their online
banking credentials vulnerable to external threats. Following and
regularly repeating a few simple security protocols is well worth the
time to remain cyber safe at home and at the office.

! Source: https://explodingtopics.com/blog/data-privacy-stats
2Source: https://www.bintelligence.com/blog/2022/6/7/100-named-
in-2022-fortress-cyber-security-awards ¥ A8

Courtney Calderwood, SVP, Institutional
Relationships. She may be reached at
315-277-6598 or
ccalderwood@bhgbanks.com
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THE SERVICE OF VETERANS

continues to make our state better.

24,879

Veteran-Owned Small
Businesses in Arkansas

That is nearly 15% higher than the national state average.

*SBA OFFICE OF ADVOCACY, 2009

: ~“""'v'—"

Veterans are at least

45%

more likely to
be self-employed

than those with no active-duty military experience.

“THANKS TO VETLOAN AND ARKANSAS CAPITAL, WE WERE ABLE TO
STOP LEASING A BUILDING AND GET INTO A PLACE OF OUR OWN.”

—Brett Rogers, Capital Business Machines

A R K A N S A S If you are a Veteran who owns a business or plans to start one,
we may be able to help save you money, strengthen your
C A P I T A L financial standing and better position your business for future
growth and success. Learn more about VetLoan by calling

EMPOWERING ENTREPRENEURS 800.216.7237 or visit arcapital.com/acc/vets/.


http://www.arcapital.com/acc/vets/
http://www.arcapital.com/acc/vets/

Superior Executive Benefits,
Outstanding Client Service

For clients across Arkansas, our team offers BOLI, executive
benefits, nonqualified plans and a whole lot more.

We're a powerhouse with the person-to-person expertise you deserve backed by the
breadth and scale to meet your needs. As the nation’s #2 retirement plan aggregator firm
according to Investment News and the #6 largest benefits broker by global revenue as

ranked by Business Insurance, we can take care of you every step of the way.

Keep your key people happy with:
« Bank-owned life insurance, risk assessment, implementation and administration
- Executive and director benefits plans, compensation plans and consulting

« Nonqualified benefit plans

NFP provides employee benefits, property and casualty, retirement, and individual
private client solutions through our licensed subsidiaries and affiliates. Our expertise is
matched only by our commitment to each client’s goals.

COMMERCIAL INSURANCE | CORPORATE BENEFITS | PRIVATE CLIENT SOLUTIONS

Contact Trey today to see how we can help your bank or business.

Harry L. “Trey” Deupree lll, 7200 Bishop Road, Suite 240
trey.deupree@nfp.com | 469.252.1038 Plano, TX 75024

® NFP | ouasaLLIancE

AN @NFP COMPANY

Insurance Products: 1) are not a deposit or other obligation of or guaranteed by, any bank or bank affiliate; 2) are not insured by the FDIC or any other federal government agency,
or by any bank or bank affiliate; and 3) may be subject to investment risk, including possible loss of value. All guarantees are subject to the claims-paying ability of the issuing
insurance company. Insurance services provided through NFP Executive Benefits, LLC (NFP EB), a subsidiary of NFP Corp. (NFP). Doing business in California as NFP Executive
Benefits & Insurance Agency, LLC. (License #OH86767). Securities may be offered through Kestra Investment Services, LLC, member FINRA/SIPC. Kestra Investment Services, LLC is

not affiliated with NFP or NFP EB.

2/19 (19-FCB-EXB-C-0145) Copyright @ 2019 NFP. All rights reserved
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Banks face growing regulatory pressure
to address risky CRE portfolios

BY ALLISON BENNETT and XYLEX MANGULABNAN

S banks with large commercial
real estate loan concentrations
must work to proactively mitigate
any potential problems or run the
risk of regulatory intervention.

As concerns over commercial real estate (CRE) grow and those portfolios face
headwinds, regulators have made it clear they are paying extra attention to
banks with outsized concentrations and will not shy away from taking action
against institutions that present risk. Those actions could include regulatory
rating downgrades and increased capital retention requirements, experts told
S&P Global Market Intelligence. Banks should take steps now to mitigate risk
in order to avoid such actions, they said.

"The fact that [regulators are] calling this out now just heightens the need for
banks to really assess how they're mitigating for those risks effectively, and not
creating other problems," Peter Dugas, who heads the Center of Regulatory
Intelligence at financial consulting firm Capco, said in an interview.

Although CRE loan scrutiny has always been a consistent focus for the
agencies, "the pendulum is swinging more towards activism," said Carleton

US bankswith the largest CRE loan concentration, Q12023
Total CRE loans*
Propoertion of

total loans
Total Qoq Yoy
assels change change
Company {top-level ticker) City, state/territory ($8) %)  (bps)  (bps) $B)
z;r:;l;.;u;raaellsam@s and Loan ASSOCIAtion oo oy 022 693 2 3 01
State Bank of Texas Dallas, TX 213 965 3 3n 165
Cnelinited Bank Boston, MA 061 960 -1 3z 0.44
Piermant Bank e York, NY 056 951 il 08 033
HCM Bank Riverside, CA 084 837 -15 -14 065
MorthEast Community Bank (NECE) White Flaing, NY 148 932 -44 w7 12
Malaga Bank FSB (MLGF} Palos Verdes Estates, CA 150 &2.4 30 53 a2
Eastern International Bank Los Angeles, CA 012 91.6 -8 -2 009
Universal Bank West Covina, CA 036 889 -363 310 024
United Fidelity Bank FSE (FOLE) Evansville, IN 591 865 94 1084 338
City First Bank NA{BYFC} Washington, OC 120 B4 42 1324 068
Berkshire Bank e ork, NY 062 850 73 552 024
Bank of Mew England Salem, NH 131 847 89 -53 096
Albary Bank and Trust Co. NA Chicago, IL 070 845 3 216 0.46
Libarty Bank M Irvine, CA 058 840 220 680 040
River City Bank {(RCEC) Sacramento, CA 433 834 126 384 265
United Texas Bank Dallas, TX 18 832 541 1373 0.49
Genesis Bank Mewport Beach, CA Q18 819 =38 887 012
First Federal Savings of Middletown Middietown, NY Q7 8.8 1832 2 ik ]
Urited Pacific Bank City of Industry, CA s 815 257 14 009

Industry median 3.8 n 36

limited to operating L
o laswith foreign banking d
* Regulators define commaercial real sstate loans as construction and land development loans + multifamily lcans + nonowner-
cccupied nonresidential property loans + commercial real @state loans secured by collateral other than real @state.

Data based on regulatory filings.

S¢ S&F Globat Market Intelligence.

© 2023 S&P Global.

RKANSAS
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Goss, counsel with law firm Hunton Andrews
Kurth.

"What you're seeing is regulators saying, 'I'm
not going to follow an excessively lengthy and
procedural approach when | see a problem.
I'm going to use the powers that | have,"
Goss said.

CRE concentrations
Banks have tightened underwriting standards §
on CRE loans in recent months as cautious
investors looked for weakness in lenders'
balance sheets following the recent bank
failures.

Alison Bennett is a Credit
Union and Community Bank
Reporter at S&P Global
. . Ml Market Intelligence, an ACB
While some real estate industry borrowers, in Preferred Services Provider

property types including industrial and
multifamily, remain relatively stable, others
have suffered in recent years. In particular,
occupancy in office properties has not
recovered from the COVID-19 pandemic and
the rise of work from home, while labor-
related expenses for health care property

operators remain high in a tight job market.

In the first quarter, CRE loans made up a
median of 23.8% of US banks' total loans.
Generally, the nation's largest banks carried
lower concentrations than smaller banks.

Xylex Mangulabnan is a
Research Specialist for
Financial Institutions
at S&P Global Market
Intelligence, an ACB
Preferred Services Provider

Among the 20 US banks with the largest CRE
loan concentration at March 31, all had assets
below $6 billion. First Federal Savings and
Loan Association of San Rafael topped the list,
with CRE loans making up 98.3% of its total loans, and another seven
community banks had more than 90% of their total loans concentrated in CRE,
according to an analysis by Market Intelligence.

When narrowing the analysis to banks with more than $10 billion in assets,
CRE concentrations for the top 20 banks declined but were still elevated from
the industry median. Optum Bank Inc. topped the list with 77.5% of its total
loans in CRE. All but one bank on the list had at least half of its total loans
concentrated in CRE.

Among the 20 largest US banks, M&T Bank Corp. subsidiary Manufacturers
and Traders Trust Co. had the highest CRE loan concentration, with the
segment taking up 30.4% of its total loans. Every other bank on the list
reported concentrations below 20%.
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Largest CRE loan concentration at US banks with total assets greater

than $10B, Q12023
Total CRE loans'
Proportion of
total loans
Total Q0Q Yoy
assets change change
Company (top-level ticker) City, state ($B) (%) (bps) (bps) ($B)
Optum Bank Inc. (UNH) Craper, UT .02 Ti5  -339 n2 330
Dime Community Bank (DCOM) Bridgehampton, NY ~ 13.83 730 -3 -S54 783
Bank 0ZK (QZK) Little Rock, AR 2897 729 -58 <148 1609
Farmers & Marchants Bank of Long Beach (FMBL)  Long Beach,CA 1202 74 n 304 487
EagleBank (EGEN) Bethesda, MD no4 665 228 538 517
Provident Bank (PFS) Iselin, NJ 1377 640 -1 167 6.54
Pacific Premier Bank (PPBI) Irvine, CA 2136 607 70 &6 8.64
Lakeland Bank (LBAI} Newfoundland, NJ 10.84 58.4 37 12 4,64
First Foundation Bank (FRAM) Irvine, CA 13.69 579 13 -108 618
Flagstar Bank NA (NYCE)* Hicksville, NY 12368 578 1021 -3,285 4849
Merchants Bank of Indiana (MEBIN) Carmel, IN 13.85 574 =158 604 6.57
Independent Eank (IETX) McKinney, TX 1878 560 24 213 7.85
Apple Bank for Savings MNew York, NY 1689 853 126 n 6.32
Valley National Bank (VLY)? Wayne, NJ 6431 545 73 236 26.55
OceanFirst Bank NA (OCFC) Toms River, NJ 13.45 538 47 245 540
Sandy Spring Bank (SASR) Clney, MD 1413 533 -7 &0 6.08
Citizens Business Bank (CVBF) Ontario, CA 16.27 510 140 228 456
Axos Bank (AX) San Diego, CA 1854 504 -92 320 808
First Bank (FBNC)* Southern Pines, NC 1237 501 -10 107 391
Rockland Trust Co. (INDE) Rockland, MA 1245 491 A2 -242 685
Industry median® 23.8 n 36

Data compiled June 29, 2023.
CRE = commarcial real estata.

Analysis limited 10 operating US commercial banks, savings banks, and savings and loan associations with total assets greater
than $10 billion as of March 31, 2023. Nondepository trusts and companies with foreign banking organization are excluded.
'Regulatars defina commercial raal astate loans as construction and land development loans + multifamily loans + nonownar-
occupied nonresidential property loans + commercial real estate loans secured by collateral other than real estate.

¥ Flagstar Bank NA purchased certain assets and liabilities of Signature Bridge Bank NA on March 19, 2023,

*Valley Mational Bank parent Vallay National Bancorp acquired Bank Laumi Le-Israel Corp. on April 1, 2022,

*First Bank parent First Bancorp acquired GrandSouth Bancorp on Jan. 1,2023,
® Analysis limited to operating US commercial banks, savings banks, and savings and loan associations. Nondepository trusts and

companies with foreign banking organization are excluded.

Data based on regulatory filings.
Source: S&P Global Market Intelligence.
© 2023 S&P Global.

CRE loan concentration at largest US banks, Q12023

Total CRE loans'
Proportion of
total leans

Total aoa Yoy

assets change change
Company (top-level ticker) ($B) (%) (bps) (bps) ($B)
JPMorgan Chase Bank NA (JPM)* 3,267.96 ns 15 -24 124.58
Bank of America MA (BAC) 2,518.29 7.3 26 36 7578
Citibank MNA (C) 1721.55 6.4 63 57 40.08
‘Wells Fargo Bank NA& (WFC) 168751 156 1 15 14186
LS. Bank N& (USE) 590.46 13.6 6 45.80
Truist Bank (TFC) 564.84 13.5 A -82 4453
PNC Bank MA (PNC) 556.31 155 12 -43 8077
Goldman Sachs Bank USA (GS) 450.80 8.4 73 -318 1515
Capital One NA (COF)* 469.43 167 28 -a51 4970
TD Bank MNA (TO)# 40124 127 -7 -88 2345
Charles Schwab Bank SSB (SCHW) 34719 B.4 -4 -68 257
Bank of New York Mellon (BK) 341,46 120 155 98 5.62
State Street Bank and Trust Co. (STT) 28707 B85 73 124 290
BMO Harris Bank NA (EMO)® 265.45 155 27 205 2451
Citizens Bank MA (CFG)* 22196 19.3 17 764 30.25
First-Citizens Bank & Trust Ce. Inc. (FCNC.AY 21450 13.2 -823 -826 1B.21
Fifth Third Bank NA (FITE) 207.59 2.8 8 -20 12.09
Margan Stanley Bank NA {(MS) 205.85 131 -85 -266 1038
Manufacturers and Traders Trust Co. (MTE)® 202.36 30.4 -19 -332 4047
Morgan Stanley Private Bank NA (MS) 195.67 5.4 L] 54 6.98

Industry median 23.8 n 36

Data compiled June 29, 2023,
CRE = commercial real estate.

Analysis imited 1o operating US commarcial banks, savings banks, and savings and loan associations. Nondepository trusts and
companies with foreign banking organization are excluded.
'Regulators define commercial real estate loans as construction and land development loans + multifamily loans + nonowner-
occupied nonresidential proparty loans + commercial real estate loans secured by collateral other than real estats.

{ JPMorgan Chase Bank NA assumed substantially all of the deposits and purchased essentially all of the assets of First

Republic Bank on May 1, 2023,

? Capital Ong Bank (USA) NA merged with and into Capital One NA, with the latter as the surviving entity on Oct, 1, 2022,
*Toronto-Dominion Bank and First Horizon Corp. terminated their merger agreement on May 4, 2023,
* BMO Harris Bank NA acquired Bank of the West on Feb.1,2023.
* Citigens Eank NA parent Citizens Financial Group Inc. acquired Irvestors Bancorp Inc, on April §, 2022,
? First-Citizens Bank & Trust Co. Inc. acquired certain assets and liabilities of SiliconValley Bridge Bank NA on March 26, 2023,
# M&T Bank Corp. acquired People's United Financial Inc. on April1,2022.
Tickars based on top-lavel entities’ home country stock exchanges.

Data based on regulatory filings.
Source: S&P Global Market Intelligence.
2023 S&P Global.

Regulatory action

Regulators have made it clear in recent months that CRE portfolios are a focus,
particularly among banks with large concentrations.
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"We have a long-standing expectation, this is interagency, that CRE-
concentrated banks should look at their own performance in a downturn. And
so we're scrutinizing that very vigorously," Todd Vermilyea, senior associate
director of the Fed Board of Governors Division of Banking Supervision and
Regulation, said June 16.

Martin Gruenberg, chairman of the Federal Deposit Insurance Corp., said at
the release of the FDIC's most recent Quarterly Banking Profile that CRE would
be a significant focus for his agency, calling it "a matter of ongoing attention in
our supervision work."

Speaking at S&P Global Market Intelligence's Community Bankers Conference
in May, an FDIC examiner cautioned that the agency will take a hard look at
internal risk assessments, reserves and capital positions for banks with high
CRE concentrations.

However, the intensity of regulators' scrutiny depends on a number of factors.

For example, states that encourage flexible return-to-work policies or have a
lot of technology and other companies that make it easier for employees to
work from home pose more risk, Capco's Dugas said.

"When it comes to CRE, it's really going to be a regional issue," Dugas said.
"When you look at banks that are operating in states like Florida and Texas
and some areas within the South ... they're in much better shape than states
like California or New York or lllinois."

Moreover, office is seen as a higher risk than other property types.

"Not all commercial real estate is the same. A high-rise office building in a big
city is different than an owner-occupied mom-and-pop business on Main
Street," said James Stevens, co-leader of the financial services industry group
at Troutman Pepper.

Wherever supervisors see "very significant risk concentrations that aren't
being handled properly," they will take swift action, according to Goss of
Hunton Andrews Kurth. Such consequences include ratings downgrades and
supervisory agreements, he said. They could also require banks to raise
additional capital, Goss said.

To prepare for the enhanced scrutiny, banks should work now to proactively
address any risk before it is identified by regulators, bank advisers said.

Financial institutions should be asking themselves, "'Do | have concentrations
of any of these [risky] kinds of properties, or any risks geographically by asset
class? Is there anything at my bank that could be an issue, and if there is, what
should | be doing to mitigate that?"' said Matthew Bisanz, partner with Mayer
Brown's financial services regulatory and enforcement practice.

Banks can mitigate risk with interest rate hedges or by slowing their

lending, Bisanz said. Those are actions "that a banking regulator might press a
bank to do based on a concern that exposure to a portion of the CRE market is
too large," Bisanz said.
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ArgentFinancial.com
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f your responsibilities include your
community bank’s bond portfolio,
you’ve been confounded by several
elements of its performance in the
last 18 months.

To the extent your portfolio has mortgage-backed securities (MBS) and
government agency bonds, and the clear majority of all bonds owned
by banks are in these two categories, they’ve certainly lost value since
2022. It is easy enough to put the “blame” on the Fed’s Federal Open
Market Committee (FOMC), which as of this writing has taken overnight
rates up fully 500 basis points (5%) since March of last year.

However, something else has occurred in period that’s contributed to
the decline in bond prices: Yield spreads have actually widened during
this time frame, which is highly unusual for a rising rate scenario. It has
aggravated the market losses in community bank portfolios, which
stood at around 8% as of June 30. About one-fifth of the market losses
can be attributed to spread widening. What’s going on here?

Maybe it’s time to review why spreads widen and tighten, and why the
various bond market sectors behave differently. If we can conclude
with the notion that there are some opportunities for long-term benefit
for your bank, all the better.

Spread basics

First, a refresher on “spreads” in this context. It is the incremental yield
for a collection of bonds, over and above the benchmarks. The
benchmarks are comparable maturity Treasuries, which are presumed
to be risk-free. (We don’t have time here to revisit the recent elaborate
game of chicken over the debt ceiling. Notice | said “elaborate” and not
“elegant.”)

Incremental spreads on bonds will tend to widen as rates fall, as lower
yields accompany an economy that is losing momentum. This
slowdown brings with it a higher likelihood of debt service problems, so
lenders, including bond investors, ask for additional yield protection.

In 2023, there’s no slowdown, yet, and so the FOMC has now hiked
overnight rates to their highest levels in 15 years in its quest to get
inflation under control. And still, spreads are wider in virtually all bond
sectors, so something different is in play. One factor is the Fed’s
posturing related to its own balance sheet. Currently, the Fed is
removing $95 billion per month from its own Treasury inventory. It has
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‘Wide spreads

reserved the right to actually shed some
of its $2.5 trillion MBS portfolio, but
hasn’t yet.

1A

Jim Reber is president and
CEO of ICBA Securities, an
ICBA subsidiary and ACB
Preferred Services Provider.
You may connect with Jim at
(800) 422-6442 or
Jreber@icbasecurities.com.

Another difference this time around is
the well-documented decline in excess
liquidity on bank balance sheets, which |
hasten to add is not the same thing as
deposit runoff. Globally, the banking
sector has gone from too much
uninvested cash, to probably about right.
Again, this has removed some demand
from the fixed-income markets as the banking sector has purchased
very few bonds in 2023.

Some sectors are not like others

The callable agency market gives us a good example of how spreads are
historically wide. Way back in 2021 (hyperbole), a bond that matured in
three years and could be called in a year (“3/1 callable” in bond-speak)
would have had a stated rate of interest of around 0.50%, which was
about 10 measly basis points (0.10%) over the curve. Today, the
“coupon” for the same bond would be around 5.50%, which has a full
1% spread over the three-year Treasury.

Similarly, popular mortgage securities have improved yields and
spreads today, over just a few months ago. A staple of community bank
portfolios is a 15-year MBS issued by Fannie Mae or Freddie Mac. A
“current coupon” pool has right at a 5% yield to maturity, again around
1% over the Treasury curve. A year ago? A current coupon would have
been about 3.5%, and its spread around half of today’s.

Act now, thank you

It's time to speak into the microphone and state that things can get
worse before they get better. Which is to say, Treasury yields, and
spreads, can continue to gap higher and wider before coming back in
line. The Fed sure doesn’t sound like it’s finished with tightening, and
even though banks are making use of wholesale funding sources to
maintain liquidity levels, banks aren’t likely to become deluged with
excess cash in the near future.

Nonetheless, we have a baseline of yields (Treasury curve) that is at a
15-year high, coupled with spreads that are nearly unprecedented for
this stage of the rate cycle. This causes me to suggest that your
portfolio will thank you later for bonds you purchase in mid-2023. If
more yield is considered good, then it’s summertime, and the livin’ is
easy.

v AB

16 | Summer 2023


mailto:jreber@icbasecurities.com

Take comfort in the
sound investments of
ICBA Securities.

— Cover your community bank in
the comfort of knowing you have
quality investment products.

ICBA Securities powered by Stifel is interwoven
with ICBA—so when you put your trust in us, you
support the community banking industry.

Find your snug investment options at
yoursnus p L TA

icba.org/securities
SECURITIES®

MEMBER FINRA/SIPC POWERED BY Stifel


http://www.icba.org/securities
http://www.icba.org/securities

f you ever read automobile
reviews in websites or magazines
like Car and Driver or Motor
Trend, you probably know that
there are different factors that
make a sports car an “outstanding car.”

Some of these things are obvious and measurable, such as
horsepower, torque, acceleration times, and stopping performance.
There are other traits that are not as obvious on paper and can be
harder to measure. Things such as how a car handles, the optimal
level of driver feedback, and the comfort of a car are difficult to
measure but are very important to what makes a car an outstanding
car. In the same way, most high-performing banks have several
identifiable traits that are easy to recognize by looking at performance
ratios and measurements. These traits, shown on a report like the
Uniform Bank Performance Report (UBPR), include a strong Net
Interest Margin, indicating that a bank’s interest incomes and interest
expenses are effectively managed. Another indicator typically present
at a high-performing bank is a low “Net Losses to Average Total Loans
and Leases” ratio which, along with low past due ratios, speaks to
management’s effectiveness in overseeing credit risk. Another trait
one sees in a high-performing bank is a lower-than-peer Efficiency
Ratio, which shows that management has established a good balance
between net interest income and noninterest income against
overhead expenses.

There are other traits present in a high-performing bank that are not
as straightforward. These traits are more subjective, a little more
“touchy-feely.” Traits such as providing an excellent customer
experience and engaging in beneficial community involvement can
lead to strong financial performance, but these traits have more to do
with a bank’s culture rather than financial data. In our firm, which
works with over 150 banks in thirty states, we’ve noted that high-
performing banks nearly always have a “culture of awareness.”
Awareness is defined as “knowledge and understanding that
something is happening or exists.” This concept of awareness can be
applied at every level of a bank, whether it is knowing which
customers are the most profitable and least profitable and responding
appropriately, awareness of changes in the local market that might
impact a bank’s customer base, or an understanding of trends in bank
technology that may require a bank to make strategic shifts to
accommodate those changes. Establishing a culture of awareness is
especially important in the areas of security and risk identification/risk
management. Each of these areas are interrelated, and security
awareness can be considered a component of risk management.
Developing an enterprise-wide culture of awareness in these areas can
result in an engaged Board of Directors, knowledgeable bank
personnel, and connected customers.

Security awareness has been necessary since the dawn of banking.
However, security risks are constantly changing, and the prolific and
evolving threats from cybersecurity should continue to be a primary
focus of bank management. The Federal Deposit Insurance
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Corporation (FDIC) noted inits |
2022 Risk Review that the
operational risk from cyber
threats and illicit activities is a
“key risk to banks.” The FDIC
stated that “Operational risk in
banking is one of the most
critical risks to banks. Cyber
attacks continue to evolve,
become more sophisticated,
and multiply as bad actors
discover creative ways to
exploit technological and
operational vulnerabilities.”
Having a culture of awareness
is a vital step in addressing
information security and
cybersecurity risks. Bank
networks, systems, and levels
of access should be configured
in such a way that
cybersecurity-related risks are
minimized. Having a robust
security awareness program
works in a complementary way with technical controls and can
supercharge a bank’s ability to effectively prevent and respond to
information security and cybersecurity threats.

Jason Corder is a Senior Vice
rs & Jacobs

President with Sa
LLC, a consulting firm focused on
serving financial institutions.
Sawyers & Jacobs is an ACB
Associate Member. Jason may be
reached at 901-828-1942 or
Jjcorder@sawyersjacobs.com.

A robust security awareness program typically has a few defining
characteristics. The most important aspect of a security awareness
program is a top-down emphasis from the Board of Directors and
senior management. This means that management understands and
prioritizes security. This results in adequate resources and training for
those directly responsible for a bank’s security and for bank personnel
as a whole. Bank personnel will see that ongoing training and testing
programs are prioritized activities rather than simply “check the box”
activities. Outside expertise will be engaged as needed to conduct
training and testing. Those occasions when employees’ awareness is
lacking (i.e., failing phishing tests or not shredding sensitive customer
information) will be seen as opportunities for effective education
rather than “name and shame” events. Employees can then be a part
of the bank’s frontline defenses in the same way that they are for
customer service. Additionally, employees that are knowledgeable
about security can be more effective in training a bank’s customers on
how to use bank products safely and securely.

At a broader level, having a culture of awareness concerning risk
management is essential in a high-performing financial institution.
Our firm facilitates risk assessments for enterprise risk, information
security, cybersecurity, business continuity, digital banking, vendor
management, and several other areas, and the purpose of these risk
assessments is awareness. What assets (e.g., systems, information)
does the bank have? What are the threats to those assets? What is
the likelihood of those threats occurring? What is the magnitude of
impact should threats occur? What are the mitigating controls to
reduce the risk from those threats? What is the residual, or remaining,
risk after considering the bank’s controls?

Continued on Page 20
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Lastly, what is the bank’s risk response? Knowing the answers to
these questions and verifying that measured risk levels align with
the Board of Directors’ clearly defined and clearly communicated
risk appetite results in an awareness of what actions need to be
taken to maintain acceptable levels of risk. Such risks might be
threats such as ransomware attacks or unauthorized access to
bank systems, but it could also be risk to the Bank’s reputation
because the bank’s online banking system is clunky or experiences
frequent downtime. A culture of awareness results in the correct
people being promptly informed when a risk is elevated and in

corrective action to bring the risk back to acceptable levels. S o I Utl

Associate
. Member

One final thought: if you have a high-performing (and expensive) 1
sports car, you will want a competent mechanic who specializes in g i

keeping your make and model of car at a level of optimum H el p GO ’ U n "’b 4
performance. In the same way, having the right partner to provide ' b A‘_'
expertise in reviewing the quality of the bank’s oversight for the Ba n ks G O ”e AT S 57
bank’s systems, security, risk management, and awareness is “

incredibly important for maintaining the bank’s level of high

performance. As you work to identify that important strategic
partner, consider factors other than price. For example, the Fixed-income Securities Sales
vendor providing your IT audit should be someone you rely on to 3 5
assess the state of your bank and make recommendations that Bond Accounting & Safekeeping
help to make the bank better. While reasonable pricing is Loan Hedging (ARC Program)
important, like engaging your bank’s legal counsel this is not an International Services

area where it’s wise to simply put the work out for bid and choose o
the low-cost provider; instead, bank-specific expertise, firm Clearlng/Cash Management

reputation, and experience should weigh heavily in your decision. Asset/Liability Management Reporting
And, ultimately, this helps the bank to have a stronger culture of

awareness, which can lead to a higher-performing bank and a S thState
smoother ride across an increasingly competitive and uncertain \ Ou

landscape! CORRESPONDENT DIVISION

hitos// erriam-webster.com/dictionary/awaren Shawn Gillis | Business Development Officer
PS://WwW.merriam-webster.com/dictionary/awareness 205.335.1955 | SouthStateCorrespondent.com
2 https://www.fdic.gov/analysis/risk-review/2022-risk-

review/2022-risk-review-section-3.pdf
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I Z a — Viza-Audit is the best technology we have
AC O B S seen or used in years. We use it on all
metes and bounds legal descriptions of new

and renewed loans in our bank. We have
found many mistakes with legal
descriptions that would have cost our bank
and our customer a great deal of money,
had it not been for Viza-Audit. We do not
lend without it.

Member FDIC

Risk Mitigation For Real Estate Loans -
Converts property descriptions into pictures

BANKING

Bonus TIME
POoDCAST We recommend any bank to at least try it
- and see for yourself how good it really is
for banking. | don’t know why a bank would
not use it.
Shane Clayton, President
First Choice Bank, Pontotoc, Mississippi

SU BSCR | B E TODAY R SERVING MORE THAN 50 BANKS IN EIGHT STATES

fin-ed.info/podcast LUebm Of .
Groveeiabis : Viza-Audit By Vizaline
'= Brent Melton, CEO
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brent@vizaline.com
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BY BRENT MELTON

ISTORY - Over the years Methods, Policies
and Procedures in Banking have changed
due to competition, regulations,
customer demands, risks and finally
economics. The banks of old, along with
the policies and procedures are not the

same in the banks of today. Inorder to stay
relevant, banks have had to evolve with market conditions, customer
trends, advances in technologies, and different types of risks.

TODAY, we will discuss how DATA VISUALIZATION has allowed the
banking industry to evolve in managing exposure to RISKS hidden in
Property Descriptions. Banks typically use One of Four methods below
to validate a written property description.

Action Risk Level

They hire a surveyor Low

They rely on title insurance
They assume the description is correct High

Use County online maps High

The best option here is to hire a surveyor to reduce RISKS regarding
errors, however a new RISK has now been introduced — increasing the
cost to the customer. Title Insurance ranked moderate due to the fact
that most policies have a schedule B that eliminates coverage for
property descriptions. County Maps rated high in risks because the
county does not have the description that the bank has on file. Lastly
assuming the description is correct ranked HIGH because well, you
know why.

THERE IS NOW A FIFTH OPTION - DATA VISUALIZATIOIN?
What is Data Visualization? Simply put — Data Visualization is: Pictures
instead of letter and numbers, Layers instead of file
folders, Legacy data merged with current data to create
and understand the operating picture.

Real use example of a type of data visualization —
“Property Descriptions”. These descriptions are a very
important part of the loan process. Without a solid
property description, the banks’ exposure increases
dramatically. Analysis over the last 8 years has found that
17 to 20 percent of property descriptions studied had at least one
error causing the property description to be invalid. (Sample size
20,000 descriptions)

In order to reduce the banks RISK, you must be able to answer these
questions at a minimum.

Does your polygon close?

Are there multiple parcels?

Is the acreage correct?

Is your property located where you think it is?

Are your improvements on your property?

Are your partial releases correct?
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A New Risk Manager

® s youringress/egress

located properly?

Traditionally you would have a
property description similar to
the one below in your closing
file. The question is, by
reading this description can
you answer the questions
above with a high level of
confidence? Some of you
might be saying “I use county
online mapping systems so |
am ok”. Whereas county
records are a great way to get
an idea of what you might be
lending on, they do not use the
same information that you are
about to put in your file.
Remember you need to ensure
the document in your file is the
correct description for what
you are lending on.

Brent Melton is CEO and co-
founder of Vizaline, LLC, a
company specializing in
converting property descriptions
into pictures. Vizaline is an ACB
Associate Member. You may
connect with Brent at
brent@vizaline.com.

1. LEGAL DESCRIPTION: 575 +/- acres being in the N 1/2 (Less area
east of Hwy. 16) & NE 1/4 of SW 1/4, & N 1/2 of SE 1/4 of Section 1 &

NE 1/4 of Section 2, T9N, R2E, & parts of W 1/2 of Section 6, T9N, R3E,
Madison County, Mississippi, together with all oil, gas, and mineral
rights, if any

Visualization of a property description

The text has been transformed into a picture then placed
geographically on an image. The picture was generated using all of the
information found in the deed and polygons are created representing
the target parcel (s), less and excepts, easements etc.... The image
also allows you to be able to improvements located on the property.

In a matter of seconds, the loan officer should be able to confirm the
answers to the questions we discussed earlier resulting in faster loan
processing.

“DV has identified many problems in
our legal descriptions which in turn
allowed us to have the issues
corrected before closing. It has also
helped us clean up our existing loan
portfolio by examining legal
descriptions during the refinance
process.”

Wesley Morgan, VP
First Choice Bank

With every passing year there
are new technologies and new

processes that improve on the
time-tested ways of years past. Data Visualization has emerged in
numerous other sectors and has been proven very successful in
managing expectations, quantifying data and reducing risks. Now this
technology is available to the community banking industry.

Benefits of Data Visualization — Reduced RISK to the BANK — Reduced
RISK to the CUSTOMER- Fast turnaround time — Repeatable Results —
Low-Cost Solution.
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SBA
Lending

Powering America’s Small Businesses

SBA 7a Loans SBA 504 Loans

Expand your portfolio and minimize Invest in community growth through
your risk using SBA flagship loan fixed asset financing. Increase your
guaranty program. Access up to 85 portfolio with 50 percent loan to value
percent guaranty on loans up to on fixed asset financing by partnering
$350,000 and 75 percent on loans up to with an SBA Community Development
S5 million. Corporation.

Increase your reach to borrowers outside of your local area with:

SBA Lender Match - sba.gov/lendermatch

Contact the Arkansas District Office to get started today!

Herb Lawrence, Lender Relations Specialist 501-324-7379 x 297 herbert.lawrence@sba.gov
Rick Duda, Lender Relations Specialist 501-324-7379 x239 richard.duda@sba.gov

—

2120 Riverfront Dr Phone: 501-324-7379 Arkansas District Office
Little Rock, AR 72202 www.sba.gov/ar
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IS YOUR COMMUNITY BANK

SECURE?

Meet Dina.

Dina provides clients with the guidance
they need to steer clear of card fraud all
year long. Working together with ICBA
Bancard partners, she ensures client
banks are receiving the level of care
and support they deserve.

Even when she’s waiting to pick up
her kid from practice, she’s scribbling
notes on how we can better protect
banks from fraud.

By working with ICBA Bancard,
your bank has Dina’s
ongoing support.

Learn more at icbabancard.org
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BY--ChatGPT

Continuing with our fascination with the new
artificial intelligence platforms, we’ve decided to
include articles for a few editions relating to
current issues that will be written by ChatGPT.

Our instructions were to “write 1,500 words about
exempting community banks from FDIC special
In less ‘

assessments”.
than one minute the
following article
appeared as “What Al
Says”.

In recent times, the banking industry has witnessed several failures,
leading to the need for the Federal Deposit Insurance Corporation
(FDIC) to replenish its insurance fund. The FDIC plays a crucial role in
maintaining depositor confidence and safeguarding the financial
system by insuring deposits in member banks. However, community
banks, which serve as the backbone of local economies, face unique
challenges in comparison to their larger counterparts. In light of these
disparities, this article argues for exempting community banks from
assessments to replenish the FDIC insurance fund after recent bank
failures. Such an exemption would enable community banks to thrive
and continue serving their communities without undue financial
burden, preserving financial diversity and promoting economic growth.

I. The Vital Role of Community Banks in Local Economies:
Community banks are integral to local economies as they focus on
serving the needs of small businesses, individuals, and households
within specific communities. These banks are better equipped to
understand the unique challenges and opportunities faced by local
businesses, thereby providing tailored financial services and fostering
economic growth.

A. Local Business Support:

Community banks have a more profound understanding of the local
business landscape, allowing them to make well-informed lending
decisions that contribute to job creation and the overall economic
development of the community.

B. Enhanced Consumer Relationships:

Being embedded within the community, community banks are able to
build strong relationships with their customers, leading to better
customer service and greater financial education for individuals and
families.

Il. Impact of Bank Failures on Community Banks:

Recent bank failures have resulted in a burden on the FDIC insurance
fund, which aims to protect depositors in the event of a bank's
collapse. However, community banks' involvement in these failures has
been relatively minimal compared to larger financial institutions.

A. Disproportionate Impact:
The current assessment system for replenishing the FDIC insurance
fund does not take into account the size and scale of individual banks.

RKANSAS
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Community banks, desplte contributing insignificantly to the fallures,
may bear a significant proportion of the cost.

B. Financial Constraints:

For community banks operating on limited profit margins, such
assessments can strain their financial resources, potentially leading to
reduced lending capacity and constrained local economic activity.

lll. Advantages of Exempting Community Banks:
Exempting community banks from FDIC assessments could bring about
numerous benefits for both the banks and the communities they serve.

A. Preserving Financial Diversity:

Community banks offer an alternative to large, centralized financial
institutions, promoting financial diversity and competition. By reducing
regulatory burdens, these banks can continue offering unique and
localized services to their customers, fostering a resilient and diverse
financial ecosystem.

B. Boosting Economic Growth:

When community banks are not burdened with additional financial
obligations, they can focus more on their core functions, such as
lending to small businesses and supporting local initiatives. This, in
turn, stimulates economic growth and job creation.

C. Strengthening Depositor Confidence:

The exemption of community banks from FDIC assessments would
enhance depositor confidence, as customers would have reassurance
that their local banks are not unduly strained by external factors.

IV. Counterarguments and Mitigation:

Critics may argue that exempting community banks from FDIC
assessments could create potential risks and imbalances in the
financial system. However, it is essential to consider ways to mitigate
these concerns.

A. Risk Management:

Community banks should continue to adhere to prudential regulations
and risk management practices to ensure stability and prevent undue
risk-taking.

B. Gradual Implementation:

Exemptions could be phased in gradually to allow a measured
evaluation of the impact on the financial system and make necessary
adjustments if needed.

Conclusion:

Community banks play an indispensable role in supporting local
economies, fostering financial diversity, and enhancing depositor
confidence. Exempting these banks from FDIC assessments to replenish
the insurance fund after recent bank failures is a reasonable step to
ensure their continued success and contribution to economic growth.
By preserving the unique role of community banks, policymakers can
create a more robust and inclusive financial system that benefits both
local communities and the nation as a whole.
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Take comfort in the satisfying
stack of ICBA Membership.

Stop Ransomware with
SureProtect from UFS

Supported by exclusively
pro-community bank advocacy

and grassroots support from ,
R sty oatve yBp SureProtect

products and
services to attract

and retain customers. . .
Advanced cybersecurity, purpose-built

exclusively for community banks

UFS, the technology outfitter for community
banks has responded to the rise in ransomware
threats to provide SureProtect, the next
generation “Cybersecurity as a Service” solution.

C Prevent Zero-day Attacks  © Artificial Intelligence
O 24x7 Security Operations O Rolf Back Capability
O Rapid Response O Reporting / Compliance

amlFS

BANK TECHNOLOGY QUTFITTER

Rich, modern educational
resources, events, webinars, and
online training for your entire team.

For more info visit: www.ufstech.com/sureprotect
262.376.3000 | www.ufstech.com |hello@ufstech.com

UFS is a proud member of the Arkansas Community Bankers Association

Find member benefits at icba.org/membership

Continuous Innovation. Exceptional Servic

Smlley Technologles, Inc.

Exceptional Service Continuous Innovation

You o Agil ny tha

4’ ,.%m
Fodoral

PROTECTION,INC?®

« Bank partners located from coast t¢ o API's are available for 3rd party ﬁ

Associate
Member

— Elizabeth Glasbrenner, CEO
- eglas@sibanking.com

Associate: |
\'. Member

Visit us: sibanking.com
Phone: (501) 850-7799
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FLOURISH

REBECA

ROMERO

RAINEY

ICBA President and CEO.
rebeca.romerorainey@icba.org

ACB is the ICBA
Arkansas state affiliate.

j INDEPENDENT COMMUNITY
BANKERS 0f AMERICA”

“So much of what we 've seen in the last six months is banks
doubling down on what they 're good at doing: helping their

customers and communities in ways that nobody else can.’

As we enter budget season, the adage
“You can’t save your way to
prosperity” hits home. With regulatory
and financial pressures, community
banks face tough decisions as they
allocate resources for 2024.

I was just speaking with a banker who
reiterated that it’s been a while since
we’ve been in this interest rate
environment, and its impacts on the
cost of credit and renewals send us
down a path of unknowns. So, when
we begin budgeting, we have to find a
meaningful way to anticipate what lies
ahead.

But with this uncertainty comes an
opportunity to look at solutions with a
new perspective. The current economic
environment has bank management
teams laser-focused on how we grow
and create new revenue, all while
managing expenses. The reality is that
interest expenses will be significantly
higher moving into the coming year, so
we need to be asking, “What are we
doing on the other side of the income
statement to grow revenues?” Now’s
the time to think outside the box to
ensure we continue to grow.

Whether it’s stories of banks
continuing to increase deposit balances
based on trusted relationships in the
community or others who are
introducing different types of deposit
products or identifying continued loan

Where I'll be this month
I'll be speaking at the Bluegrass Community Bankers Association and Indiana Bankers

)

growth despite economic challenges,
so much of what we’ve seen in the last
six months is banks doubling down on
what they’re good at doing: helping
their customers and communities in
ways that nobody else can.

Community banks are building on their
tried-and-true relationship-based
business models, exploring
opportunities for new sources of
revenue generation, whether of
payment products, specialty or niche
areas of finance, or seeking other
solutions that speak to individual
customer bases.

So much of what we do in budget
season is “put your head down, plug in
the numbers and proceed forward.” But
pulling out of the weeds allows us to
see how we can take advantage of this
time and think creatively about how
we’re innovating for the future of our
organizations.

And we’re not in it alone; we have a
network of community banks on which
we can rely. In fact, ICBA has just
launched ICBA Community
(community.icba.org), a digital
platform to help community bankers
network and share information. |
encourage you to use it to get insights
into creative ways your peers are
managing this budget cycle.

w AB

Association conferences, encouraging bankers to continue using their peer network as

they think about the future.
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Eundra Boles

Eundra Boles is the Vice
President of Information
Technology Services of Celerit
Solutions Corporation. Eundra
has over twenty-five years of
expertise in keeping financial
infrastructures up-to-date, safe

around-the-clock protection to
keep your network safe from the
new and sophisticated cyber-
threats faced today, while looking
to the future for the next surfacing
risk.

]

Network

Management

simplified

Virus Protection Issues?
New Audit Requirements?

celerit

Poopleth vork foryou

Sophisticated Cyber-threats?

Celerit’s team of

experts will

The challenge of maintaining a safe and secure IT
infrastructure continues to arow every dav:

The financial services industry
faces common challenges that
come with complicated decisions
and a high price tag. The threats are
real and the regulatory environment
is evolving. The tools and effort
that are required to effectively
manage a network are sometimes
beyond the reach of small to mid-
sized financial institutions.

If your institution is struggling to
keep pace, Celerit’s comprehensive
network services will keep your IT
infrastructure more secure. By

The most popular training
course in Banking is available in
three convenient formats:

e Instructor-led online

e Guided Self-Study
Private, in-house

I
an . .

offering services that can be
CUSTOMIZED to address the
unique challenges currently faced
by your institution, we find the
solution that is right for you. We
analyze your network, recommend
solutions, and then implement a
program to ensure the reliability
and safety of your infrastructure.

‘We aim to protect your network and
data at all costs, especially with the
growing and ever- changing threat
of hackers, malware and other
cyber-threats.

=8

NEED MORE TRAINING?

We have formats to fit every schedule!

Also available:

. . :
* Self-paced online - courses as little as
-

$49!

* Live, e-Classroom training via Zoom!

(]

¢ Webinars - Live & On-Demand!

Visit our website for course start
dates & pricing!

(ENTER FOR
FINANCIAL
TRAINING”

VISIT WWW.CFTNOW.ORG

TO REGISTER TODAY!

(800) 795-5242

INFO@CFTEDUCATION.ORG

is
TUNITY BANKER

Your technology needs are critical to your
bank. Allied’s approach is simple. We
implement a set of best practices that help you
run your or%( nization more efficiently whil}(;
reducing risk. Don’t just take our word for it.
Allied is consistently ranked as one of the top
service providers in the country.

Allied is redefining IT Professional Services.
Schedule an executive meeting with us today!

communty Relevant

BANKERS °
Reliable
= NOIUWOIK Cost-effective

FINANCIALEDINC.COM
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Intelligent Portfolio Protection (1

e e | -, Z Lending Leads

b v) o Powered by Data Driven Partners, LLC

LENDER PLACED/REOC HAZARD - LENDER PLACED FLOOD - REO LIABILITY P t R .t c t
BLANKET INSURANCE - VENDOCR SINGLE INTEREST - OQUTSOURCING rospec ° ecrul L] ompe e.

FLOOD DETERMINATIONS

Lending Leads is a relationship based prospecting tool
for commercial and residential lenders. It delivers granular
information ideal for business development, competitor
analysis, and identifying lending opportunities in Arkansas.

Designed with banker input, Lending Leads improves
efficiencies, fills gaps left by other vendors, and makes
data actionable.

« Business intelligence source

+ Qualified lead generator

- Mortgage filing and maturity dates
« Data to help with CRA efforts

» Cloud based—No integration with core systems

ARKANSAS
Schedule your demo today! BASED

Lending-Leads.com [auts

To Discuss How p Can Provide An Insurance Solution For Your Organization

=X info@Lending-Leads.com

251.978.2858 866.300.7020

Wallace Consulting Co., LLC
is dedicated to mitigating
Fair Lending and CRA risks at
banks of all sizes.

Founded on 19years of regulatory experience,
Wallace Consulting Co,. LLC is the premier
provider of fair lending, CRA, and HMDA
consulting services in the State of Arkansas.

Michael P. Wallace
President

Regulatory Insight ¢ Discrimination Referral Experience ¢ Successful CRA Rating Appeal

FAIR LENDING AND CRA RISK MANAGEMENT SERVICES

e Fair Lending Audits e CRA Self Evaluations
e Redlining Analyses ¢ CRA Ratings Appeals
e Fair Lending Risk Assessments e CRA Community Development

¢ HMDA Data Validations
¢ Due Diligence for Mergers and Acquisitions
e Customized Fair Lending, CRA, and HMDA Training

there’s a
WALLACE CONSULTING CO, LLC better co re

£ &L7X Fair Lending, CRA & HMDA Risk Management

Contact us today for a free estimate

MODERN BANKING SYSTEMS
(501) 258-9463 | mwallace @ wallaceconsultingllc.com | www.wallaceconsultinglic.com (8 0 O ) 5 9 2 - 7 5 0 0

modernbanking.com sales@modernbanking.com
AOuMuNITY BANKER ‘ 29 ‘ Summer 2023


http://www.wallaceconsultingllc.com/
http://www.ilgroup.com/
http://www.ilgroup.com/
mailto:sales@modernbanking.com
http://www.modernbanking.com/
mailto:sales@modernbanking.com
http://www.modernbanking.com/
http://www.modernbanking.com/
https://www.fairlendingnow.com/
mailto:mwallace@wallaceconsultingllc.com
https://www.fairlendingnow.com/
mailto:info@lending-leads.com
https://www.ddp-ar.com/

7 ARKANSAS
G

Through Arkansas Capital’s 2ND LOOK LOAN
ANALYSIS, we provide your difficult-to-fund
small business customers an independent and
comprehensive review of their new money or

restructuring requests.

An independent second look based on the SBA

and USDA eligibility requirements may identify TN

creditworthy small businesses that would not | G 3

otherwise be able to access the desired credit. A% r/

200 River Market Avenue, Suite 400 | Little Rock, Arkansas 72201 | 800.216.7237 | arcapital.com
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FROM THE BOARD ROOM
The Human Side of M&A =

———

— B — S —

BY-PHILIP K. SMITH and CHARLES PLUNKETT

—

s a member of a bank board of
directors or as an executive
officer, you may have had the
opportunity to participate in the
M&A process at the highest level.

However, for all boards, as well as the Board Chair and executive
management, whether on the buy side or sell side, we must not lose
focus of the human side of M&A. Even if “the numbers” of a potential
transaction look great to your institution, if you wind up with a post-
transaction issue from the employees (disgruntled employees that lose
their job, remaining employees who have fewer benefits, people
generally dissatisfied with any change in the organization, etc.), then
the projected numbers and value you are expecting may not
materialize. So, you have to get the human side of M&A correct on the
front end as well.

From a selling organization standpoint, the human side of M&A means
making sure you protect the people that need to be protected and
giving a benefit to long-term employees who might lose their job. It is
pretty common for a potential selling organization to put contracts in
place for certain key individuals that provide them a change in control
payment upon completion of a transaction, or provide certain benefits
in the event the employee is terminated. In addition, there may be
circumstances where previous stock awards will accelerate and vest, or
any of a number of different tactics that are important to your
remaining employees. The key question a seller will always ask is
whether that additional cost will come right out of the shareholder’s
pocket because the buyer will reduce the purchase price by those
amounts. That certainly is possible, and a buyer will generally factor in
those elements when looking at a target, but the nominal per share
decrease in value that might be realized is normally inconsequential to
doing the right thing by your employees. Most savvy buyers recognize
the benefit of those costs being incurred. It can even be a negotiated
factor as to whether those costs are borne by the buyer or the seller.

If you are on the buy-side of a transaction, particularly for community
banks, understanding that the seller’'s employees are going to be very
nervous about the transaction and doing what you can to put their
fears at ease (while being honest with them) will go a long way to
preserving the value of the transaction that you expect to realize. This
may mean adding additional contracts as protection for you, as the
buyer, such as a retention bonus payment. This type of agreement
rewards an employee who stays through the closing of a transaction,
and normally for some period of time afterwards. This may not even
be top level executives, but could be an IT person, a compliance person
or someone similar where you as the buyer really need that person’s
expertise through closing and for some period of time afterward. In
addition, if there are other key employees you absolutely know you
want to have continue with the organization, it is often a benefit to talk
to them as early in the process as possible, offer assurances or maybe
even offer new employment contracts.

These concerns also factor into how you conduct the financial analysis.
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A major component for both buyer and
seller in analyzing the financial aspects in a
transaction revolve around anticipated
cost savings. Typically, any cost savings in
a transaction are expressed as a
percentage of noninterest expense of the
target. So, for example, a buyer might
assume, as a rule of thumb, a 20% cost
savings of the target organization’s non-
interest expense. That is a fancy way of
saying there is at least 20% savings in fixed
assets (perhaps closing branches) or in
personnel cost (meaning that not
everyone is going to stay after the deal is
done) or other cost savings like directors’
fees of the target that will be saved
through a merger of the organization. So,
it is important for both organizations to
understand that cost savings number. As
the board or executive of a potential
selling organization, if a buyer is telling you
they do not expect any material change in
personnel, yet they are factoring in a 35%
cost savings, it is a reasonable question to
ask the source from which those cost
savings will be achieved. Similarly, a buyer
needs to be brutely honest with itself in
assessing potential cost savings and,
perhaps more importantly, honest about
whether the buyer has the “stomach” to
actually implement cost saving measures.

Philip Smith is Chairman &
CEO of Gerrish Smith Tuck,
Consultants and Attorneys
an ACB Associate Member.
You may connect with
Philip at
(901) 767-0900 or
psmith@gerrish.com.

Charles Plunkett is an
attorney with Gerrish Smith
Tuck, an ACB Associate
Member. You may connect
with Charles at
(901) 767-0900 or
cplunkett@gerrish.com.

Far too often we have seen a buyer, for
example, assume a 20% to 25% non-
interest expense cost savings. That sounds
good on paper, but there needs to be
some specificity as to where those savings
come from. Often, a buyer finds after making the acquisition that to
really generate those true cost savings, someone is going to need to go
fire George, who has been with the bank almost 40 years, or Mrs.
Sarah, whose great-uncle started the bank. When a buyer then
decides not to do that, the anticipated cost savings are not in the
transaction and therefore the economic benefits expected do not
come to pass. So, it is an important reminder that, for all of the
number crunching in the world that you can do to analyze a
transaction as either a buyer or a seller, you absolutely cannot
overlook the human element of M&A and its impact either socially,
culturally or financially in bringing about a successful transaction.

w AB

GERRISH SMiTH Tuck
Consultants and Attorneys
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DELIVERING EXCELLENCE IN LEADERSHIP AND PERSONAL GROWTH

High-Performance

Leadership
Development
for America’s Leaders

Introducing FORVIS,
forward vision from the
merger of BKD and DHG

M [
With a national platform, deepened industry intelligence,
Wa r greater resources, and robust advisory services,

FORVIS is prepared to help you better navigate the
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“When was the meeting rescheduled?” ﬁ;
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GO DIGITAL
WITH YOUR
LOAN MARKETING

Nearly 60% of people would consider another
lender for a mortgage loan, auto loan or credit card.'

Deepen relationships with customers and stay top of mind
with always-on, multichannel loan offers at their fingertips.
Be in front of your customers consistently by providing:

> Single-loan preapprovals
> Multi-loan preapprovals

> Trigger-based offers

Combining proprietary consumer data and timely alerts from multiple

credit bureaus offers the best opportunity for acquiring new loans

6 0% of loan shoppers will commit
to a loan within a week of a credit
bureau inquiry.”

" Wericast 2022 Financial Services TrendWatch
2 Vericast client data

For additional lending insight, download the
2022 Financial Services TrendWatch report

vericast.com/FinancialTrendWatch

Learn how we can help you expand for your lending portfolio
at vericast.com/Acquisition

1.800.351.2843 contactHC@harlandclarke.com
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BY THOMAS DOUGLAS

n the ever-evolving world of banking, a
remarkable transformation is taking
place, driven by the advancements in
Artificial Intelligence (Al). Al is not just a
buzzword; it's a game-changer that
holds immense potential to

revolutionize the way banks operate.
In this article, we will delve into the incredible benefits of Al in banking,
focusing on how it can empower bankers, streamline compliance
processes, and ultimately provide customers with a more personalized
and exceptional experience.

Empowering Bankers for Efficiency

Al has the remarkable ability to automate mundane and repetitive
tasks that once consumed a significant portion of bankers' time.
Imagine having more hours to focus on building solid relationships with
clients, understanding their unique financial needs, and delivering
tailored solutions.

By harnessing the power of Natural Language Processing (NLP), Al
algorithms can analyze vast amounts of customer data, extract
valuable insights, and generate personalized recommendations. This
empowers bankers to provide targeted advice, craft customized
financial plans, and offer tailor-made solutions that genuinely resonate
with their clients. With Al at their side, bankers can unlock their true
potential and become trusted advisors who can deliver exceptional
value and guidance.

Furthermore, Al algorithms can expedite credit scoring and loan
underwriting processes, significantly reducing the time taken for these
operations. By utilizing machine learning techniques, banks can analyze
historical data to assess creditworthiness with utmost accuracy. Faster
loan approvals not only enhance operational efficiency but also enable
bankers to serve more clients, opening doors for financial growth and
expansion.

Streamlining Compliance Processes

Compliance is a critical aspect of the banking industry, and maintaining
adherence to regulatory standards can be complex and time-
consuming. This is where Al steps in as a reliable ally.

Al-powered solutions can automate compliance processes, alleviating
the burden of manual tasks and minimizing the risk of errors. These
intelligent algorithms continuously monitor real-time transactions,
swiftly flagging suspicious activities and potential fraud attempts. By
leveraging machine learning, banks can stay one step ahead of
fraudsters, adapting to evolving techniques and safeguarding their
customers' financial well-being.

Moreover, Al-driven virtual assistants and chatbots can assist
customers with inquiries related to regulations, privacy policies, and
account details. These intelligent assistants provide accurate and
consistent responses, ensuring compliance across all customer
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interactions and freeing up valuable
time for compliance officers to focus on
more complex cases. With Al handling
routine compliance tasks, banks can
breathe a sigh of relief and allocate their
resources more strategically.

Personalized Service that Puts
Customers First

Al can transform the customer
experience by enabling bankers to
provide highly personalized services that
cater to individual needs and
aspirations. With comprehensive
customer profiles and real-time insights,
bankers can gain a profound
understanding of their clients' financial
goals, preferences, and challenges.

Tom Douglas is Chief
Executive Officer at
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Solutions, an ACB
Associate Member. He
can be reached at
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By leveraging Al algorithms, bankers can
identify cross-selling and upselling
opportunities, offering tailored product
recommendations and customized financial solutions. The result is an
enhanced customer experience demonstrating a deep understanding
of their financial journey.

Al-powered virtual assistants and chatbots are vital when ensuring
round-the-clock availability and prompt customer support.

These intelligent bots handle simple inquiries and routine transactions,
providing instant assistance and reducing wait times. Customers

appreciate the convenience and efficiency of interacting with Al-driven
interfaces, knowing that their needs are met promptly and effectively.

Looking Forward

The power of Al in banking is undeniable. By harnessing this
technology, banks can empower their bankers, streamline compliance
processes, and deliver unparalleled customer experiences. With Al
automating mundane tasks, bankers can focus on building lasting
relationships and providing personalized financial advice. Compliance
processes become more efficient, thanks to Al's ability to monitor and
adapt to ever-evolving fraud techniques.

As Al continues to evolve, striking the right balance between
automation and human interaction remains crucial. Banks that
embrace Al-driven solutions are poised to adapt to changing customer
expectations, enhance operational efficiency, and gain a competitive
edge in the dynamic banking landscape. Al is shaping the future of
banking, and it's an exciting journey that promises to transform the
industry for the better.

Ready to level up your business with the power of Al? Visit jmark.com
or call 844-44-JMARK to learn how JMARK’s solutions help banks adapt
to changing technology and stay ahead of the curve. With over thirty
years of experience and an award-winning team, JMARK is committed
to the success and growth of your business, throughout every stage.
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Arkansas's Premier Choice for Managed IT Services

a <0 JMARK

A team of IT experts dedicated to
making your bank’s technology
secure, productive, and scalable.

Stay up to date with our 2021 Summit Series at jmark.com/summit-series!
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PROUDLY SUPPORTING
THE BANKING INDUSTRY

FOR OVER 20 YEARS

QG&T

QUATTLEBAUM, GROOMS & TULL PLLC

BANKING | BANKRUPTCY | BUSINESS TRANSACTIONS
REAL ESTATE | SECURED TRANSACTIONS | TAXATION

LITTLE ROCK | 111 Center Street, Suite 1900 | Little Rock, AR 72201
NW ARKANSAS | 4100 Corporate Center Drive, Suite 310 | Springdale, AR 72762

(501) 379-1700 | www.QGTLAW.com
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UCC amended to accommodate

digital commerce

BY DAVID A. GARDNER

he Uniform Law Commission and
American Law Institute amended
the Uniform Commercial Code
(UCC) in 2022 to accommodate
digital asset transfers and
recognize the increasing use of digital

commerce. The key amendment is Article 12, which
establishes rules for Controllable Electronic Records (CERs) concerning
obtaining control and take-free provisions for qualified purchasers.
Article 9 has been amended to include new rules for the perfection and
priority of CERs. CERs are a specific type of digital asset under Article
12's control rules. The law for electronic records before the
Amendments, such as deposit accounts like checking accounts and
electronic versions of chattel paper or documents of title, remains
unchanged. The Amendments aim to create technologically neutral
language in the UCC, ensuring its longevity and enabling consumers to
use their digital asset portfolios in commercial transactions.

Control is a crucial concept in transforming a generic digital asset into a
CER. It involves four elements: Benefit, Exclude, Transfer, and Identify.
Control means the possessor can enjoy the benefits of the CER while
preventing others from doing the same, all while retaining the exclusive
power to transfer it. Identification can be demonstrated in numerous
ways, such as providing proof of power through accessing an online
account using a username and password or presenting the CER’s
physical storage device like a memory card, to establish Article 12
control over the asset.

Perfection and priority rules have been amended to address the unique
challenges of digital asset transfers. Digital assets are classified as
general intangibles under UCC Article 9, which previously required filing
for perfection. However, the Amendments favor perfection by control
for CERs, recognizing their distinctive nature. Parties perfected by
control now have priority over parties perfected by filing, even if the
filing occurred first.

The UCC includes take-free provisions to facilitate commerce, ensuring
buyers can acquire goods, and now CERs, without the risk of it being
taken back. Article 12 extends this principle further, stating that any
qualified purchaser of a CER takes it free and clear of any outstanding
security interest. However, the purchaser must meet certain criteria,
such as obtaining the CER for value, in good faith, and without actual
notice of any claims to the CER.

Tethering refers to the rights conferred by possessing or owning
another separate record. For example, a negotiable promissory note
documenting the right to be paid by the maker of the note is merged
into, or tethered, to the writing. The general rule in the Amendments is
that an electronic record does not give rights to property associated
with the record. However, there are exceptions for Electronic
Controllable Accounts and Electronic Payment Intangibles. For example,
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electronic chattel paper. These rules
provide clarity for lenders, assuring
lenders that digital or online lending
documents will not impede their rights
under the UCC.

The amendments signal two significant
takeaways for lenders. Firstly, the rise of
digital assets in commercial transactions
has led to the creation of specialized law
and lenders can now use digital assets,
such as social media accounts or
electronic records, as collateral.
Secondly, lenders should prioritize
obtaining legal possession of any digital
assets used as collateral. Parties
perfected by control have super-
priority, and securing login credentials
or transferring ownership of the assets
better protects lenders.

David Gardner is an

Intern at Quattlebaum
Grooms Tull, PLLC and a
student at the UALR
William H. Bowen School
of Law. OG&T is an ACB
Preferred Services
Provider.

A hypothetical example is provided to
understand how the Amendments
operate in practice. It involves a collegiate athlete who wants to use her
social media accounts as collateral for a loan. The lender requires proof
of ownership and possession of the login credentials to her social media
accounts, allowing the lender to control the social media accounts. This
control enables the lender to benefit from, exclude others from,
transfer, and identify the lender as the owner of the accounts. This
satisfies the Article 12 control requirements. By establishing Article 12
control over the CER, the lender’s interest is perfected with super-
priority over other claims to the social media accounts.

In conclusion, the UCC Amendments of 2022 address the challenges of
digital assets in commerce. Lenders now have opportunities to use
digital assets as collateral, and controlling these assets is vital for their
protection. These Amendments create rules for the control, perfection,
and take-free provisions for digital assets, ensuring the UCC remains
relevant in the digital age of commerce. w A8
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A BOXX Modular company
DISASTER RECOVERY PROGRAM LEASING & SALES
Space Custom
14’x70" commercial bank with enclosed office(s) Full-service buildings with custom options
Two ADA compliant restrooms Design and build custom solutions
Teller stations with under counter steel pedestals
Night depository with TL 15 safe Additional Services
Alarm & CCTV systems Complete turnkey on-site services available
Furniture including file cabinets including: fire proof cabinets, ADA ramps, decks,
canopies and tube systems
Power

Generator capable of powering the MPA facility

Technology

Laptops, printers/fax, digital phones
Portable internet dish and core processor
connection

Connectivity
Satellite connectivity solution

888-233-1584 | www.mpasystems.com
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What makes us the best
Graduate Banking Education
value found anywhere?

BARRET

SCHOOL OF BANKING

Paul W, Barret, Jr. School of Banking « Memphis, TN

Tuition

Barret's $1,995 tuition is the
lowest in the industry, thanks
to a large endowment that
allows for over 60% tuition
subsidies for all students.

Approximately 1/3 of the cost
of other banking schools at

LSU, SMU, Wisconsin, and
Colorado.

Convenience

One-week resident session
means employees spend
less time away from the job
and family.

Education

QOutstanding and innovative
curriculum.

ACB and ICBA Endorsed.

Superb faculty including
nationally known speakers
in the industry.

Experience

More than 50 yearsin
existence.

Attendees come to Barret
from 40+ states.

Lecture Series

Featuring nationally
distinguished speakers:

¢ Dr. Robert Gates

» Coach Mike Krzyzewski
» Coach Tony Dungy

» Newt Gingrich

» Coach Tony LaRussa

» Kat Cole

+ Daymond John

¢ Fred Smith

o Kurt Warner

Visit us at
barretbanking.org for
more info, and to fill out
your online application
today!

Make sure to listen to
our Main Street Banking
Podcast!

Barret Graduate School Curriculum in Brief

One week peryear for three years « 130+ hours of core classroom study « Nine on-campus case studiess Eight home study problems.
Over the three year graduate program, participants will have access to 200+ hours of training.

Year One

Financial Institutions & Markets
Boosting Bank Profitability* **
Financial Statements***
Human Behavior* **
Developing a Sales Culture
Mktg & Business Dvp.***
Compliance Management
Operations Management
Technology, Payments, &
Cybersecurity

Total Hours: 43

Year Two

Asset/Liability Management

Bank Performance Mgmt***
Banking Industry Update
Commercial Lending***
Economic Environ. of Banking* **
Investment Portfolio Management
Emotional Intelligence***
Strategic Planning

Total Hours: 43

Exam at week'’s end:
*Home Study Problem

Year Three

Balance Sheet Management
Loan Portfolio Management
Risk Management

Bank Simulation**
Leadership Development
Digital Marketing**
Executive Learning Lab
Bank Management

Total Hours: 44

**Case Study

Examat week’s end:

**Case Study
*Home Study Problem **Case Study

***An additional 25+ hours of electives are
available to all participants each year.

Barret’s Annual Graduate School program: May 19 - 24, 2024

Barret School of Banking « 650 East Parkway South +Memphis, TN 38104 «(901) 321-4000 - Fax: (901) 321-4099 - barret@barretbanking.org
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The Arkansas Community Banker is published quarterly and read by over 2,500 community bank
directors, CEQ’s, presidents and other key management personnel in every community bank and thrift in
Arkansas. Other reader groups include ACB Associate Members and Preferred Solutions Providers, as
well as governmental and regulatory officials at the state and national levels. Each issue of the Arkansas
Community Banker is filled with leading edge information that has a bearing on Arkansas’ banking and
financial services industry environment. The electronic format allows readers to archive issues

of the Arkansas Community Banker for training purposes as well as future reference.
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® Lively

The Thriving HSA
Opportunity for Banks

And How to Stay Ahead of the Competition

The rapid growth of the Health Savings Account (HSA) market is difficult to ignore. Total HSA assets saw
a 25% year-over-year increase in 2020 and are projected to exceed $100 billion in 2022. This presents
a unique opportunity for banks looking to differentiate and grow their footprint, without diverting their
limited resources to build or administer an HSA offering.

Industry momentum shows no sign of slowing

No other savings vehicle can match the HSA’s triple-tax advantages for long-term healthcare and retirement
needs. As healthcare costs continue to rise, employers are increasingly offering HSAs to balance employee
wellness and the bottom line. This trend underscores the potential for banks beyond just retail business.

AMERICANS ARE COVERED BY o OF ALL HSAs HAVE BEEN OPENED
3 APPROXIMATELY 30 MILLION HSAs 54 o IN THE LAST 3 YEARS

OF ALL ELIGIBLE EMPLOYEES HAVE

(o) AVERAGE HSA ACCOUNT BALANCE
62 / © LCms 1O HoAs THROVOH THEIR $ 2 ’728 INCREASED 51% IN THE PAST 5 YEARS

EMPLOYER-SPONSORED PLAN

' Optimized HSA experience drives maximum returns

. Like any financial account, simply providing access to HSAs is not enough. Modern HSA providers, such as Lively,
pair proprietary technology with user-centric design, all backed by dedicated support and personalized education.
| Theresultis significantly higher engagement and contributions compared to the rest of the industry.

AVERAGE LIVELY HSA ACCOUNT P LIVELY HSA 2020 CONTRIBUTIONS
| $ 5 70 4 BALANCE IS MORE THAN DOUBLE 57 /o WERE CARRIED INTO 2021, COMPARED
’ THE INDUSTRY AVERAGE TO 28% INDUSTRY AVERAGE
o LIVELY ACCOUNT HOLDERS AVERAGE LIVELY NPS INDICATES
+37 /O CONTRIBUTE MORE TO THEIR HSAs 73 HIGH LEVEL OF ACCOUNT HOLDER
| THAN THE INDUSTRY AVERAGE SATISFACTION WITH THEIR HSAs

Find out how Lively’s turnkey HSA solutions can enhance your bank’s offerings.

Sources: [1] Devenir Research. “2020 Year-End HSA Market Statistics & Trends.” March 2021. [2] Devenir Research. “2020 Devenir & HSA Council Demographic Survey.” June 2021.

@ livelyme.com partnerships@livelyme.com &) 1.888.576.4837
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"JTS has gone above and

beyond to help whenever we

need them. They have taken JT S,NENJ,ONLL&,,L\!RQ< AL
a huge workload off our VERY
small HR Department.

When you have a small
business, adding

JTS is like expanding ﬂ 0 @

your team.’

- Bank of Little Rock Partnering with :
Arkansas community banks to help drive

efficiency, savings and growth.

Employee Benefits | HR Consulting

john@jtsfs.com
www.jtsfs.com
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Your One-Stop-Shop for all of your
Employee Benefit Solutions

» Group Health Insurance

» Dedicated Account Team

« Simplified Bill Reconciliation

» Employee Education and Communication
» Dedicated Employee Support
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Always Your Partner.

Never Your Competition.

FNBB is your trusted correspondent banking partner. With
FNBB, you gain access to a financially stable provider and
the assurance that we will never be your competition.

Jay Wisener Keith Jones
Regional Market President Correspondent Lending Officer
jwisener@bankers-bank.com kjones@bankers-bank.com
Lending Services
Operations Setrvices

Capital Markets Setrvices
Bank Formation Services
FNBB Services Corp. Services
FNBB Capital Markets, LLC Setrvices
FNBB Insurance Agency, LLC Services

'\ First National Bankers Bank /'

Herbert Thomas
Relationship Manager

hthomas@bankers-bank.com

FNBB Capital Markets, LLC services are offered through an affiliate FINRA broker dealer
FNBB Services Cotp. is not a CPA firm and does not engage in the practice of public accounting
Insurance products are not insured by any Federal government agency Not a deposit Not FDIC insured and not guaranteed by this hank
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