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Bankers Helping
Bankers
BY CHRIS PADGETT

T

he value proposition is one
question all businesses are
always asked to answer.
Ours included. And even though
each year we offer 150+ webinars,
five (5) live training conferences
(among other training events
offered through our collaboration
with our partners) - all at reduced
pricing, services and products, the
weekly NewsWatch, a quarterly
magazine (both electronic and
paper) and State and Federal
advocacy - at a price well below
other offerings. It still comes up.
And that’s a good thing. It keeps an
organization focused. Always
moving forward.
In the name of never sitting still, we are thrilled to offer an additional
benefit to ACB’s membership. Completely free of charge. As
mentioned before, ACB regularly collaborates with other community
banking associations in other states to deliver more value to our
members in Arkansas. This collaboration has resulted in the
development of a platform called “Bankers Helping Bankers.”
Bankers Helping Bankers (BHB) brings bankers together from all over
the country in a closed social+ platform for technology education,
collaboration and information sharing. Think LinkedIn for only bankers,
but better. Much better. On the BHB platform bankers are placed
in user groups with other banks on their same Core provider, in their
home State, and all over the country for active discussion and
collaboration with other banks on the platform. This is driven by a
back-end data set which includes the technology stack information on
every bank in the country.

b.

c.

d.

that are integrated to
banks like yours.
A bank look-up
feature for easy
access to
performance data
and a “look in” at
other banks’ digital
experience.
A Fintech library with
insights on every
Fintech, revealing for
the first time, all the
banking features in
Chris Padgett is the ACB
every Fintech.
Executive Director.
An intelligence
You
may
connect with Chris at
vendor profile that
501-246-4975
allows you to see
or
every vendor in each chris@arcommunitybankers.com
of the major
technology product
categories. For the first time ever, you can see the
collective performance of that vendors install base AND
the actual distribution size of all their customers.

So, you’re a $220 million dollar community bank and you’re looking at
including a mobile platform. Do you know what mobile technology
platforms will work with your core? What are your competitors using?
How is it working for them? No need to pay a consultant thousands of
dollars. Or have an employee spend untold number of hours
researching. In minutes you can see what mobile platform other banks
of your size are using with your same core. Here in AR and around the
country. And you can privately reach out to those banks through this
platform and ask them about it. How do you like it? Ease of use? How
is the customer service? Imagine, being able to see what other banks
use for online onboarding of new customers, online mortgage, credit
card processors or retail online banking and so much more. It is really
a fascinating look-in to all banks.
Or maybe you’re looking at M&A (as much as we hate to see it,
sometimes it’s an unavoidable strategy). Wouldn’t it be valuable to be
able to view the technical platforms of those institutions on your list?
After finding some of those on your list use none of the same
platforms of your bank, some of those banks may no longer be on your
list. It’s easy to see the value in this program.
As banking transitions into a more “fintech” ecosphere, the features in
BHB’s are just the beginning of something we hope will be huge,
connecting bankers nationwide in a collaborative community that lets
them vet technology products, hear directly from other bankers,
receive education trends/products/services that will help you make
money and increase efficiency. This information alone was selling for
multiples of our highest membership dues. Now, it will be included
with your ACB membership. I would certainly call that value.

You will have access to data tools including:
a.

Fintegration Strategist – a tool that leverages your
technology stack data to show you products/services
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Automated Clearing House
Debit Entry Fraud

BY TRAVELERS, an ACB Preferred Solutions Provider

B

anks and financial
institutions rely on
technology to
operate
successfully and provide the
best products and services
for customers. With
technology, though, comes
the heightened risk of
falling victim to wire fraud
schemes that can result in
significant financial losses.

•
•
•
•
•
•

The credit file depth is inconsistent with the
customer age or other profile information.
Multiple identities with the same Social Security
number.
Multiple applications from the same phone
number, mailing address or IP address.
Use of secured credit lines or piggybacking to
build credit.
Social Security numbers issued after 2011.
Multiple authorized users on the same account.

Monitoring and analytics. Using software and analytic data can
often detect financial crime attempts much faster than the
human eye.
•

•
•

One example of this is Automated Clearing House (ACH) debit
entry fraud, when a bad actor executes ACH transfers from a
victim’s bank account into an account controlled by the
fraudster. Because of the rising popularity in using ACH
transfers and strict National Automated Clearing House
Association rules, banks and financial institutions have never
been more at risk: According to the most recent Federal
Reserve Payments Study, the number of ACH debit transfers
(16.6 billion) exceeded the number of check payments (14.8
billion) for the first time in 2018. In 2000, to provide context,
there were 42.6 billion check payments and only 2.1 billion ACH
transfers.

But even the best controls can fall short. Travelers
offers a wide range of coverages for financial
institutions, including an endorsement that covers
two specific ACH scenarios:
A fraudster opens a deposit account with a bank
or credit union, then feeds that account with
stolen funds from victims through ACH pulls.
A fraudster establishes a loan or line of credit with
a bank or credit union and causes ACH transfers
from victims’ accounts to repay the loan or line of
credit.

Preventive measures taken or reinforced now against ACH
fraud attempts can lead to positive results in the future. It’s
worth the time and investment.
Travelers is committed to managing and mitigating risks and
exposures, and does so backed by financial stability and a
dedicated team – from underwriters to claim professionals –
whose mission is to insure and protect a company’s assets. For
more information, visit www.travelers.com or talk to your
independent insurance agent about ACH coverage.

“More people and businesses are using this type of transaction,
but financial institutions should be aware of the risks involving
ACH and the potential for fraud,” said Jerry Keup, National
Underwriting Officer, Banks and Diversified Financial at
Travelers. “There are steps these institutions can take to reduce
the likelihood of a fraudulent incident taking place, but they
should be vigilant and address any vulnerabilities seriously.”
Risk mitigation steps include, but are not limited to:
Develop methods to identify synthetic identity fraud. The
Federal Reserve bank has identified red flags to aid in
recognizing synthetic identity fraud. These include paying close
attention to accounts that show:
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How RMSG Helps Community Banks Navigate
Today’s Evolving Regulatory Landscape
BY MATT ONDUS

I

stay ahead of regulatory
changes.”

n today's innovative financial
industry, banking organizations
have greatly expanded the scope of
their activities and face an ever-changing and
increasingly complex regulatory environment.
Furthermore, the COVID-19 crisis has
revealed several high-profile compliance
breakdowns leading to an increased emphasis
on consumer protection. In recent months, the federal

RMSG’s compliance consulting
team is well-qualified to assist
financial institutions of all sizes in
addressing these challenges and
staying abreast of changing
regulatory requirements,
expectations and industry
practices. Its team of advisors
includes subject matter experts
from both private and public
Matt Ondus is Enterprise
sectors, with a combined 500+
Compliance Risk Officer at
years of industry experience
Bankers Healthcare Group, an
working as commissioned
ACB
Associate Member. You may
examiners at all major
connect Matt at 866.449.1092 or
supervising agencies. This
mondus@riskmsg.com
includes the Consumer Financial
Protection Bureau (CFPB), Office
of the Comptroller of the Currency (OCC), Office of Thrift Supervision
(OTS), Federal Deposit Insurance Corporation (FDIC), and Federal
Reserve Board (FRB).

and state regulatory agencies, legislators, and the general public have
increasingly scrutinized consumer and small business banking
customer practices and regulatory compliance performance like never
before. Now, we’re seeing a heightened risk of compliance failure that
results in litigation, financial penalties, regulatory constraints and
reputational damage that can strategically affect an organization.

A recent study conducted by financial consultancy firm Duff & Phelps
shows that many financial institutions have been affected by recent
changes in the regulatory landscape and its impact on their business:

•

62% of respondents stated that COVID-19 restrictions
have had an impact on their financial institution’s risk

•

19% said that compliance is their financial institution’s
greatest risk

•

15% believe that the current U.S. administration will
bring a stricter approach to regulation and enforcement

RMSG understands that banks require special attention and
customized programs to meet their unique regulatory demands. Its
highly qualified and experienced professionals provide a full range of
regulatory compliance risk management services. RMSG doesn’t sell
generic products or "one-size fits all" solutions. Instead, the company
offers practical regulatory compliance advice and solutions that are
tailored to each client's individual business needs. With technology
changing the way companies do business, some of RMSG’s clients offer
non-traditional products or require multi-layered and innovative
regulatory compliance consulting.

Governance, risk, and effective regulatory compliance controls are
critical functions of successful banks and financial services firms.
Financial services organizations are always heavily regulated, often by
multiple supervising agencies, to ensure consumer protection,
transparent business dealings, and ethical conduct in the marketplace.
Federal and state regulators constantly demand robust compliance
departments, comprised of substantive policies and procedures,
routine internal auditing, third-party due diligence, fraud monitoring
and identification, and a host of other best business practices.

“Our team of advisors have built their careers in this field and
are passionate about bringing their wealth of knowledge to
banks across the country—whether they have regulatory
experts on staff or not.” - Matthew Ondus, Chief Executive
Officer, RMSG
RMSG is a business-oriented regulatory compliance consultancy.
They’re able to bring the right skills and resources for your specific
needs. Whether your needs relate generally to consumer compliance
or are more specific to certain compliance areas—such as Community
Reinvestment Act (CRA) Performance, Fair Lending, Bank Secrecy Act
and Anti-Money Laundering (BSA/AML), etc.—RMSG has the right
people on staff with the right experience. RMSG’s team of advisors also
includes specialists with deep industry experience in specific banking
areas, such as mortgage lending, credit card, commercial banking, and
more, resulting in minimal start-up time. Whatever your organization’s
compliance needs are, RMSG can devise a tailored solution to meet the
complexity of your company’s concerns while satisfying regulatory
requirements.

Risk Management Solutions Group (RMSG) is a wholly-owned
subsidiary of Bankers Healthcare Group (BHG). Across the industry,
BHG is known for creating one of the largest community bank loan and
product networks in the country.
“BHG is constantly looking for new and innovative ways to serve
our clients, and RMSG will play a key role in the success of our banks
beyond building their loan portfolios,” said Meghan Crawford,
President of Institutional Sales at BHG. “RMSG is setting the standard
across the industry, offering top consulting firm talent with the speed,
precision, and affordability that today’s community banks require to
ACOMMUNITY BANKER
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Here are some examples of the type of services RMSG provides:

will follow the most current guidelines similar to those used by the federal regulatory agencies and help your institutions to appropriately
Risk Profiling and Evaluation of Your Institution’s Compliance Manage- address the following fair lending risk areas:
ment System
Products and Services Offered
RMSG will conduct a risk assessment related to regulatory compliance.
The primary objective is to provide a general assessment of the overall
• Pricing and Risk-Based Pricing
quantity of compliance risk and quality of compliance risk management.
• Advertisement, including social media
The team will conduct this evaluation in a similar manner as your respective supervising agencies would. Typically, this review is conducted
• Underwriting Standards
first to establish a baseline of compliance, thus assisting with appropriate scheduling from a risk perspective for ongoing reviews.
• Loan Officer Compensation Practices
RMSG will evaluate each component of the compliance management
system focusing on written policies and procedures, regulatory compliance monitoring, employee training programs, and Board and senior
management reporting. In addition to evaluating the formal compliance
system, the aforementioned lending and deposit reviews serve to assess the bank’s current technical performance with regard to actual
utilization of the designed compliance management system.
At the conclusion of onsite work, RMSG will extrapolate the high risks in
the industry, as well as your institution-specific areas requiring management’s attention. In addition, they will be well-positioned to provide
management with an objective assessment of compliance administration and to make recommendations designed to strengthen your institution’s compliance program.

•

Loan Officer Decision Making Practices

•

The Board of Directors and Senior Management Oversight

•

Policies and Procedures

•

Exception Reports and Secondary Reviews of Declined
Loans

•

Prior Audits or Regulatory Examinations Reports

•

CRA Performance Evaluations

•

Demographic Characteristics of the CRA Assessment Area
including Branch Distribution

Fair Lending Program Review and Risk Assessment
In the recent years, the number of fair lending violations across the
country has steadily increased and re-opened certain risk areas, such as
redlining. RMSG’s team will conduct a risk assessment designed to help
determine the focus and size of the Bank’s fair lending/nondiscrimination analysis. When conducting this risk assessment, RMSG

For more information about BHG contact Courtney
Calderwood, SVP, Institutional Relationships. She
may be reached at 315-277-6598 or
CCalderwood@em.bhgbanks.com

ACB Elects Officers and Directors
The Arkansas Community Bankers Association announces officers for terms to October 2023.
Elected as President is Gary Head, Signature Bank, Fayetteville; Vice President is Lee Swearingen,
Bank of Little Rock; Treasurer is John Beller, Bank of Cave City ; and Secretary is Kyle Baltz,
RiverBank, Pocahontas.
Re-elected to serve as director for a two year term to October 2023 is Craig Manatt, Peoples Bank,
Sheridan. Re-elected for a one year term as the Preferred Solutions Provider representative is
John Starling, JTS Financial, Little Rock.
The Arkansas Community Bankers Association is committed to exclusively preserving and
promoting Arkansas community banks, their franchise values and the communities they serve.

Gary Head

Lee Swearingen

John Beller
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Banks Navigate Surging Deposits,
Tepid Loan Activity since COVID-19 Onset
BY CARL WHITE

T

wo years ago, community banks cited the
availability and cost of funding as their
greatest challenges, according to the
Conference of State Bank Supervisors’ 2019 National
Survey of Community Banks. Interest rates had
recently risen, increasing the cost of deposits and
prompting more reliance on wholesale funding.
Slightly more than one-third of surveyed bankers said the cost of funds
was the factor most likely to influence future profitability, ahead of
loan demand, operating costs, loan rates and regulatory costs. The
availability of core deposits was seen as a persistent problem that
would only be exacerbated by a proliferation of new entrants and
technologies into the banking system.
Then came COVID-19 and a rush of deposits. The influx in early 2020
can be traced to companies drawing down credit lines, the distribution
of federal emergency stimulus funds and a slowdown in consumer
spending. Although deposit growth has slowed recently as the
economy has improved and consumers have resumed spending, many
banks remain flush with low-cost funding at a time when loan demand
remains tepid and returns on other investment opportunities remain
low.
A COVID-Fueled Deposit Surge
The turnaround in deposit growth has occurred among banks of all
sizes. In the year before the pandemic, total deposits increased 4.7%
at all U.S. banks. In 2020, they increased more than 20%.

Deposit trends at Arkansas banks
followed a similar pattern. In 2020,
transaction and nontransaction
deposits both increased substantially
more than they did in 2019. While
growth in transaction deposits at
Arkansas banks lagged that of their
national peers, the growth in
nontransaction deposits at Arkansas
banks outpaced that of peers. Thus
far in 2021, transaction deposits have
continued to grow at well-above an
average pace, while nontransaction
deposit growth has slowed
somewhat.
Deposit Deployment Challenges
Although the inflow of deposits in a
period of near-zero interest rates has
led to a dramatic reduction in banks’
funding costs, it has also led to
several challenges. Loan demand has
Carl.White@stls.frb.org
not kept up with the increase in
deposits, causing the industry’s loanto-deposit ratio to sink from about
80% at year-end 2019 to 63% in mid-2021. Arkansas banks have fared
a little better: The loan-to-deposit ratio fell from 84% at year-end 2019
to 72% at mid-year 2021.
Bankers do have ways to mitigate the funding glut, such as paying near
zero on deposits and buying mortgage-backed securities and other
short-term investments. Those strategies are not without risk,
however, including credit risk tied to purchased securities. Banks also
risk losing customers and their deposits to competitors if rates offered
are significantly less than those of other financial institutions.

Deposit Trends, U.S. and Arkansas Commercial Banks and Thrifts,
December 2018-June 2021

When loan demand does rebound, banks will want to deploy the
cheapest funding possible. Purchasing investment securities in such an
uncertain environment, while providing income, can also prove
problematic if banks miss lending opportunities because deposits are
tied up.
Patience Advised
As we saw during the last financial crisis, an increase in low-cost
funding can incentivize some institutions to deploy their excess
liquidity into riskier asset classes or into loan types that are outside a
bank’s core area of expertise. Just as a liquidity shortage posed a
significant challenge to banks in 2019, it’s not inconceivable that this
challenge could reappear in the future.
SOURCE: FFIEC Reports of Condition and Income (call reports).

Banks that patiently assess new lending and investment opportunities
and avoid unnecessary risks will likely fare better than those that chase
yield. As always, appropriate match funding of assets and liabilities
and risk management should be at the forefront before making any
such decisions.

The large increase in total deposits in 2020 at all U.S. banks was driven
primarily by a doubling of dollars in transaction accounts;
nontransaction accounts rose a more modest 6%. In the first half of
2021, deposit growth slowed considerably to 5.4%. Absent some very
unusual circumstances, year-over-year growth in 2021 should be
closer to 2019’s increase rather than 2020’s.
ACOMMUNITY BANKER
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Financing, fine-tuned
BY JIM REBER

P

eter F. Drucker
once said, “The
greatest danger in
times of turbulence is not
the turbulence, it is to act
with yesterday’s logic.”
It’s not a stretch to apply this quote from one of the most respected
business educators of our time to community bank investment
portfolios. Over the past 18 months, this column has wended its way
through the challenges and risks that COVID-19 has thrown at bank
balance sheets. It’s been documented here that traditional risk
benchmarks have flown out the window as mountains of excess
liquidity and shrinking margins are forcing the hands of investment
managers.

borrower, the more likely the debt will
be prepaid early, assuming it can be
refinanced, which is true of about 80%
of the bonds that community banks
own.
Exempli gratia
One of the best sectors to
demonstrate how to control price
volatility through high coupons is the
municipal sector. To expand the
applicability of this strategy, we’ll
compare two taxable bonds. Some
banks have little or no need for taxfree income, but all community banks
Jim Reber is president and
can find some benefit in the taxable
CEO of ICBA Securities, an
sector. Also, munis provide a relatively ICBA subsidiary and ACB
clean comparison because there’s no Preferred Services Provider.
monthly amortization of principal like You may connect with Jim at
there is with mortgage-backed
(800) 422-6442 or
securities.
jreber@icbasecurities.com.
Recently, LaVergne, Tenn., issued a taxable general obligation (GO)
bond with a 1.45% coupon, which matures in 2030, priced at par
(100.00). About the same time, Fort Worth, Texas, issued a taxable GO
that matures in 2030, but with a 5% coupon, priced at 128.388 to yield
the same 1.45%. Many community bankers I know would opt for the
par-priced bond, as the sticker price of the Texas muni just doesn’t
sound right to them.

As we suddenly enter the fourth quarter of the year, it’s time to take
stock of what the pandemic has wrought on our securities inventories.
Year-end is a popular time for community banks to make adjustments
to their portfolios for a number of reasons, the most obvious of which
is that your bank’s annual earnings number is coming into focus. Since
most community banks have taken a huge bite of the riskburger, we’ll
discuss some ways that portfolio managers are buying bonds that are
performing well in today’s market, with an eye on potentially higher
rates later.

Here’s why it matters: If interest rates rise 1% over the next six months,
the par bond will lose 13.2% of its market value. The premium bond will
only lose about 11.5%. That may not sound like much, but extrapolated
over an entire portfolio—which, as a friendly reminder, is probably
larger than ever—it’s 15% less price risk. And let me point out that the
investor doesn’t sacrifice anything—credit quality, liquidity, or yield.

Coupon interest is your friend
Sometimes this column will make progressively more pertinent
suggestions about bond management, ending with the big finish. Not
this month. Here is the one point I hope you will retain

Other sectors benefit, too
This analysis can easily be performed on other sectors. Your brokers
can—and should—display prospective prices given standard rate
shocks using industry-preferred models when they make offerings. The
general theme of this column will be on display: The higher the coupon,
the shorter the duration.

from this piece: The larger the stated coupon of
whatever bond you’re buying, the lower the price
volatility. I am aware that markets can sometimes produce an

offering of 115, 120 or even 130 cents on the dollar, which can be an
anathema to certain buyers. But for those of you whose durations have Given the dramatically longer bond portfolios that we’ve seen many
doubled in the past six months—and that’s a lot of the community
community bankers create in 2021, this is a relatively simply strategy to
banking world—premium coupons can help keep a lid on price risk.
employ, starting with your next purchase. Repeated use of this tactic
can help you fine-tune the financing of your security portfolio. By taking
To keep things simple, there’s an empirical and a practical application
careful note of the coupons in your collection of bonds, you can avoid
to the more-is-less coupon notion. The first is that durations are the
the consequences suggested by the estimable Dr. Drucker: “There is
weighted average period of time to receive all cash flows, both
nothing so useless as doing efficiently that which should not be done at
principal and interest. The larger the interest payments, the shorter the all.”
period. The practical aspect is that the bigger the interest cost to the
ACOMMUNITY BANKER
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Closing 2021 on a high for small businesses
BY EDWARD HADDOCK

T

otal SBA
lending
across the
portfolio
reflected lender’s
uncertainty in fiscal
year 2021. SBA
lenders delivered a
64% increase in
Edward Haddock is the Arkansas
District Director of the US Small guaranteed loan
Business Administration, an ACB
Preferred Solutions Provider. You funding under the
may connect with Edward at
permanent SBA
edward.haddock@sba.gov
product lines (7a,
504, and Microloans) in FY21. Overall lending
units were down as most lenders chose to use
the SBA guaranty for its larger loans
delivering $208.9 million in fiscal year 2021.

borrower origination fees and ongoing service fees for all loans
approved in FY21, as well as incentivizing lenders with higher guaranty
percentages at 90% of the loan, up to the statutory maximum per
borrower. SBA 7a loans supported or created 3,834 jobs in Arkansas in
FY21.
SBA lenders increased lending in underserved communities in FY21
totaling 15.36% of the 7a lending dollars compared to 6.47% in FY20.
Black and Hispanic owned businesses increased their total share of SBA
loans to 4.9% in FY21 vs 3.43% in FY20.
Altogether, 25 in-state lenders and 51 institutions from out of state
made 7a loans in Arkansas, signaling that Arkansas has room to grow
its small business lending and must compete to keep its lending in local
institutions.

SBA’s 504 loan program hit another record year in FY21, topping $31.4
million in debenture financing. This reflects a 97% increase from last
fiscal year, which supported an additional $42.6 million and a
significant increase of 104% in third party loan volume through
traditional institutions.
The CDC/504 Loan Program provides long-term, fixed rate financing of
up to $5 million for major fixed assets that promote business growth
and job creation. 504 loans are available through Certified
Development Companies (CDCs), SBA's community-based partners who
regulate non-profits and promote economic development within their
communities. Through these loans lenders helped to create or retain
341 jobs across Arkansas. CDCs are certified and regulated by SBA.
Under the flagship 7a Loan program, SBA lenders posted impressive
gains amongst the continued coronavirus pandemic. Lenders turned to
SBA during the uncertain economic times to help support small
business stability and reinforce their small business loan portfolios
looking forward.
Arkansas lenders posted slightly more (10) 7a loans in fiscal year 2021
than in FY20 and delivered almost $201 million in guaranteed loans to
small businesses across the state in FY21 (exceeding FY20 dollars by
81%). Gains in 7a are also attributed to the incentives SBA enacted to
support liquidity for small businesses, such as the elimination of
ACOMMUNITY BANKER
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How Much of Your Budget
Should You Spend on IT?
BY THOMAS H. DOUGLAS

N

o one wants to
overspend on anything,
especially IT.

In fact, one of the first questions most organizations ask when they
begin working with us is how much they should be spending on IT.
Frustratingly, the simple answer is, “It depends.”

Businesses often try to
Tom Douglas is Chief
prolong the life of
Executive Officer at
computers and systems,
JMark Business
thinking they are saving
Solutions,
an ACB
money when they are
Associate Member. You
actually lowering
may
connect with Tom at
production and increasing
Tom@JMARK.com
frustration, leading people
to find excuses not to work
because working on outdated equipment is more frustrating
than rewarding. In contrast, when an environment is
designed to ensure users can do their work without concern
for the “system” being a hindrance, everything shifts.

We typically see organizations spend between 2.5% and 6.5% of their
operating budget on IT. While this may not seem like a wide range,
when you consider that most SMBs operate at less than 10% EBITDA,
every dollar spent has to count.
So how do you know if your organization is spending the right amount?
Below are some examples to help put those numbers in context.
First, Let’s Talk About Underspending
Underspending on IT is just as big a problem (if not bigger) than
overspending. When an organization underspends, you can count on
two things happening.
1.

Gaining Perspective
IT costs in the 2.5%-6.5% range typically cover the following:
• Server infrastructure
• Network infrastructure, including LAN (local area network) and
WAN (wide-area network)
• Software
• Workstations
• Power management
• Security
• Vulnerability management
• IT compliance
• Business continuity, disaster recovery, and backup
• IT management, both internal and outsourced

Risk goes up. The type and depth of that risk depends on how
and where the spend is made. Most often, we see a shortfall
in three areas: security, business continuity, and user
productivity. Very few small businesses actually have the
necessary tools and training in place to properly protect their
business. They are usually shocked to find out their backups
are solid, take days to recover, or are not structured in a way
to protect against all the likely scenarios that could occur in
today’s world.
It’s common for organizations to mistakenly assume that
because they have anti-virus software and a firewall, their
security spend is sufficient. Unfortunately, most businesses
can’t survive a full loss of data due to a disaster or security
issue where the data cannot be recovered. Conversely, when
organizations understand why and in which areas IT funds
should be spent, the investments not only decrease risk but
actually support growth.

2.

IT costs do not typically cover training or phone systems.
The more regulated and/or complex a business, the higher the IT
percentage. As an example, most financial institutions in the SMB
space (i.e., banks with sub-$1B in assets under management) will be in
the 5% range. The more locations, the higher the costs.

Morale goes down. Production in any organization is
performed and facilitated by people. Good people simply
want to be able to do good work. When they have poor or
ACOMMUNITY BANKER
RKANSAS

underperforming IT, your
best talent will consider
other organizations where
they can actually produce
the value they desire to
create.

Also, the larger the organization, the higher the costs. A false
assumption is that as you grow, there is an efficiency of scale to be
gained, so the cost per user or percent of the budget will go
|
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down. For the most part, this is simply not true. Why? Because the
larger your organization, the higher the number of applications
necessary for it to function. Sometimes it is not an increase in the
number of applications but in their complexity, resulting in the same
outcome. For sure, there are times in the lifecycle of a business where,
as an example, you can go from 4% to 3% because you’ve gained some
efficiency. However, as the business grows, investments in new
technology will occur. The plotline often looks something like this (in
purple):

In the chart above, as revenue goes up year over year, the operating
budget percentage reduces over time. However, the IT spend as a
percentage of the operating budget adjusts as IT investments are
required. The goal is that those investments drive organizational
efficiencies, which improves the overall operating budget and bottomline performance.
Can I Save Money with software as a service (SaaS)?
Many organizations assume that because they move to “the cloud,”
their costs will go down. By and large, this is not true. The
infrastructure required to run a SaaS application or a data center to
provide 99.999% uptime is very costly to operate, manage, backup, and
plan for lifecycle. Most organizations rely on the provider to facilitate a
much better outcome than they could build themselves, which comes
with a cost.
Next Steps
While the circumstances and needs of your business may vary from the
examples above, having a general idea of how much is appropriate to
spend on IT, and why, is key to setting up your business for success.
If you’d like to know more about setting the right technology budget
for your organization, including how to plan for upgrades and
equipment refreshes, drop me a note at Tom@JMARK.com.

Looking forward in FY22, the SBA guaranty products will continue to be
a key component for lenders. The SBA guaranty has proven not only to
reduce risk to the institution while lenders work to expand their loan
portfolio, but also is a driver for non-interest income. Additionally, the
guaranty offers more stability for small business customers by offering
longer term amortizations and more flexible collateral requirements
than conventional loans.

Continued from Page 18 - SBA Lending

COVID-19 has proven the flexibility and favorability of SBA debt over
the past eighteen months, through the funding of Section 1112
payments and increased payment deferral flexibility. Businesses are
working within a new normal and the permanency of SBA guarantees
can increase long-term stability while starting back, expanding, or
recovering.

SBA’s Microloan program saw modest volume, with 22 loan approvals
for $528,623. The two microlenders operating in Arkansas supported 19
FY22 will also see the continuation of the SBA COVID Economic Injury
jobs and created 9 more across the state.
Disaster Loan (EIDL) program. The COVID EIDL is currently authorized
The Microloan program provides loans up to $50,000 to help small
for approvals until December 31, 2021. Borrowers can access low
businesses and certain not-for-profit childcare centers start up and
interest long-term financing directly from SBA and, under new
expand. The average microloan is $23,000 in Arkansas.
guidance, use these funds to make regularly scheduled debt payments.
The U.S. Small Business Administration provides funds to specially
designated intermediary lenders, which are nonprofit communitybased organizations with experience in lending as well as business
management and technical assistance. These intermediaries administer
the Microloan program for eligible borrowers. Microloans are necessary
to help SBA extend credit to non-bankable or underbanked businesses
while simultaneously offering technical assistance. Businesses owned
by individuals of color received 22% of these loans and 28% went to
businesses owned 51% or more by women.
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Since the rollout of the Paycheck Protection Program more lenders
have become comfortable with SBA guarantees. Additionally, upon
receiving forgiveness for their portfolios we have seen an increase in
lenders seeking Express Lending designation and recruiting or growing
new talent to expand their small business lending.
If you are interested in offering SBA Loan products or receiving the full
list of FY21 Arkansas lender rankings please contact my office at
Arkansas_DO@sba.gov or directly at edward.haddock@sba.gov
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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 organization more efficiently while
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!

Bankers Assurance, LLC specializes in the
following areas:
Lending Compliance
Deposit/Operations Compliance
Bank Secrecy Act
Fair Lending
SAFE Act
Home Mortgage Disclosure Act (HMDA)
Community Reinvestment Act (CRA)
FCRA Red Flag
Preferred
Training
Solutions
Provider

Associate
Member

www.bankersassurance.net
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FLOURISH
“Community banks are independent institutions
fueled by the needs of our individual communities,
so what constitutes innovation will look and feel
different for every bank.”

REBECA
ROMERO
RAINEY

ICBA President and CEO.
ACB is the ICBA state affiliate.
@romerorainey

As the popular saying goes, “Creativity is
intelligence having fun”—and the same
can be said for innovation. As community
banks seek to evolve, we bring together
the best elements of wise business
strategy and out-of-the-box thinking to
invent new solutions for a better customer
experience. That process, as intense as it
can be, is both fun and satisfying, because
at its end, we see a product that makes a
true difference in the lives of our
customers.

individual communities, so what
constitutes innovation will look and feel
different for every bank. That’s why ICBA’s
programs offer a wide array of solutions.
We’re committed to meeting each bank
and its customers where they are to
support their banking journeys.

So, as you read this month’s issue, which
focuses on digital banking, I encourage
you to seek out those stories that spark
new ideas and introduce a little fun into
the process, too. We recognize that
That’s why ICBA has focused so intently on maintaining your ongoing focus on
innovation strategy over the past few
innovation takes a tremendous
years. From building an internal
investment of time and resources, so we
innovation team to launching programs
hope these articles support you in taking
like the ThinkTECH Accelerator, we have
that creative leap.
dedicated resources in support of
community bank innovation. Our goal is to As we celebrate Thanksgiving and take a
help you move more quickly toward
moment to reflect on the year, I would be
practical solutions that serve your
remiss if I didn’t offer a huge thank you to
customers’ needs.
all of you. Thank you for committing to
doing more to support your customers
For example, the accelerator has been
and employees. Thank you for being
structured to take concepts and transform unwavering supporters of the
them into fully viable solutions that
communities you serve. And thank you for
participants can deliver directly to
your commitment to ICBA. We are so
community banks. We connect
grateful for all of you. Happy
community bankers, fintech and
Thanksgiving!
regulators as part of this product
development. We have these active
Where I’ll Be This Month
conversations during product evolution to I’ll be at the annual meeting of the
ensure we answer the hard questions that California Community Banking Network.
will take the solution to a marketable
And I’ll be speaking at the Banking &
level.
Finance Symposium at Ole Miss.
We also have to consider the fact that
innovation is not one size fits all.
Community banks are independent
institutions fueled by the needs of their
ACOMMUNITY BANKER
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From the Board Room

Why So Much Concern
Over Contracts?
BY PHILIP K. SMITH

O

are structured so as to benefit all parties,
as described above. With a change in
control contract, if an organization
Philip Smith is President &
engages in a sale, merger of equals, or
CEO
of Gerrish Tuck Smith,
any other change in control and the
an ACB Associate Member.
purchasing entity wants to retain the
You may connect with
executive, then typically the executive is
Philip at
not entitled to a windfall cash payment.
(901) 767-0900 or
However, if a change in control occurs
psmith@gerrish.com.
that results in the executive losing his or
her job or experiencing a material downgrade in position or
responsibilities, then the executive can trigger a cash payment and
terminate his or her relationship with the employer. Even in that
situation, though, the contract might afford additional protection for
the purchasing entity by subjecting the executive to certain noncompete restrictions in terms of geography, a certain period of time, or
other factors in the event the executive receives a lump sum cash
payout (in the nature of a golden parachute or otherwise). Again, both
sides are protected.

ver the years, we have
encountered quite a bit
of concern over
contracts, particularly as
it relates to the Board authorizing
employment contracts, change in
control contracts, or just about any
other type of contract for the
management team.
In most cases, Board hesitancy over the implementation of new
contracts can be traced back to Directors, either in their individual
capacity or through their businesses, having been “burned” by a bad
contractual relationship in the past. Maybe you can blame it on the
fact that we are lawyers, but we, of course, love contracts because of
the certainty, predictability, and general benefit they provide to both
sides of the table.

A third category of contracts we often see, particularly in the current
Merger & Acquisition environment, is typically referred to as “stay”
bonuses or “retention” bonuses. These agreements often arise when
an organization knows it is going to position itself to sell but is
concerned that key employees might leave once a transaction becomes
public, thereby hurting the franchise value of the entity that is being
sold—or even worse, resulting in a buyer hesitating to complete the
transaction at all if the key members of management are only going to
leave and go somewhere else. So, what is the solution? In its simplest
terms, a bribe. By that we mean that a stay or retention bonus can be
implemented so that if an individual works collectively with both the
potential purchaser and the current employer to help facilitate a
transaction and agrees to stay with the new employer for some set
period of time (normally only six months or a year or so), then the
executive or employee would be entitled to a lump sum cash payment
at the end of that term. Again, this type of agreement can be very
helpful in an acquisition context to preserve the value of what is being
acquired while also giving the retained employee or executive an extra
cash infusion as a result of the transaction. Both sides receive a
benefit, and both are protected.

Take, for example, an employment contract for your Chief Executive
Officer. The contract gives—or at least should give—both parties to
the contract some relative protection. The CEO often receives the
benefit of employment at a set price and term without fear of arbitrary
interference, and the bank retains the ability to terminate the
executive in the event there arise valid reasons for termination. For
example, if a majority of the Board of Directors wants to simply vote to
remove the CEO from her position, they should be able to do so.
However, if that removal is without cause, then it seems the executive
should be entitled to some type of cash payment. Both sides have
appropriate protection. Likewise, if your CEO is doing something that
is a reasonable ground for his termination, the Board should be able to
execute that termination without having to be on the hook for the
payout of thousands of dollars.

The key point in all of these circumstances is that a properly structured
contract should provide some mutual, predictable benefit to all parties.
While we understand that some contracts go bad and result in a party
getting burned—and we also understand that some contracts are by
their nature compulsory with little opportunity to negotiate—the
reality is most employment contracts in the community banking space
are not one sided and should not be viewed negatively by the parties.
If we can help you or your organization in setting up appropriate
structures for your employees or executive team, please let us know.

This type of mutual benefit and protection also should be present in
change in control agreements. In the current M&A environment, these
types of agreements are certainly much more prevalent and often
times even expected by purchasers. Still, should a potential selling
organization hesitate to enter into the contracts under the belief that
they might prevent a deal from going through? In most cases, that
never happens. The buyer might very well factor in the cost of
contractual payouts in arriving at a price, but buyers do that for your
core vendor contract, the lease on your building, and all other types of
contracts as well. So, in appropriate circumstances, it might be best to
“lock up” your key management with change in control contracts that
ACOMMUNITY BANKER
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Gerrish Smith Tuck

30

Harland Clarke

35

ICBA

27

ICBA Bancard

21

ICBA Securities

16,17

IL Group

28

ACB Education

36

JMark

22,23,24

Allied Technology Group

26

JTS Financial

IBC

Argent Financial Group

13

Lively

38

Arkansas Capital Corporation

10,29

Modern Banking Systems

28

Arkansas Student Loan Authority

15

MPA Systems

32

Bankers Assurance

26

Passageways Onboard

11

Bankers Healthcare Group

7,8,9

PCA Technologies

15

Bank Strategic Solutions

13

Quattlebaum, Grooms & Tull

14

Barret School of Banking

33

Retriever Payment Systems

15

BKD

36,37

SBA

19,20,23

Center for Financial Training

26

SHAZAM

IFC

Crowe

26

S&P Global

18

Dell

28

SouthState Bank

25

Equias Alliance

31

TCM Bank

25

Federal Home Loan Bank

13

Travelers

5,6

Federal Protection

25

UFS

25

First National Bankers Bank

OBC

Wallace Consulting

28

FIS

15

The Arkansas Community Banker is published quarterly and read by over 2,500 community bank directors,
CEO’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 future reference.
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Running the Numbers
Reverse Tax Planning for
C Corporation Financial Institutions
BY TYLER VIETH

A

s financial institutions look to
provide their shareholders the best
return of capital, a potential tax rate
increase under President Biden is
looming. Before examining the effects of
the Biden tax proposals, let’s revisit the
effects of the Tax Cuts and Jobs
Act (TCJA) under the Trump
administration.
The passage of the TCJA brought a reduction in the corporate income
tax rate. Many taxpayers, including financial institutions, implemented
various tax planning strategies for tax year 2017 to accelerate
deductions and defer income taxed at a higher income tax rate. For
corporations that saw the top corporate rate of 35 percent move to a
flat rate of 21 percent, the revalue of deferred taxes for some
institutions was a significant one-time tax expense. By accelerating
certain deductions into 2017, banks were able to soften the blow to
their earnings.

an income tax benefit to
record.
Although there are multiple
ways to achieve the objective
of reverse tax planning, some
are administratively easier than
others, while others require
the filing of Form 3115 to
report a change in accounting
method to the IRS. Below is a
brief summary of several
considerations.

•

Tyler Vieth is Tax Manager at

Electing out of bonus
BKD CPAs & Advisors, an ACB
depreciation: Electing out of
Associate Member. You may
bonus depreciation will
connect with Tyler at
increase taxable income and
tvieth@bkd.com
defer the depreciation
deduction on fixed assets placed in service into future years when the
tax rate is higher.

•

Cost segregation studies: Cost segregation studies allow for
taxpayers to carve out components of a newly acquired or constructed
building or renovations into shorter tax lives than that of the building
(39 years). Banks may want to consider delaying the completion of a
cost segregation study to deduct the additional tax depreciation in a tax
year with a higher tax rate. Form 3115 is required to deduct this
The Biden administration seeks to undo some of the favorable
additional depreciation.
provisions of the TCJA. The Biden tax proposal originally included a
• Electing out of the accelerated prepaid deduction: For institutions
corporate income tax rate increase to 28 percent. Most recently, the
House Ways and Means Committee proposed the return of a graduated currently accelerating the deduction of eligible prepaid expenses,
electing out of this treatment will defer the deduction into future years.
corporate tax structure as follows:
Form 3115 is required in order to change this accounting method.
• 18 percent rate on taxable income not over $400,000
• Recognition of loan fees: Banks may defer loan origination fees
• 21 percent rate on taxable income over $400,000 but not over $5 over the life of the loan for tax purposes. The bank may consider
changing its method of accounting to cash basis and recognize these
million
fees when received. Form 3115 may be required to be filed, under
• 26.5 percent rate for taxable income over $5 million
advance consent procedures, to take advantage of this opportunity.
To phase out the benefit of the lower rates, the proposal includes an
• Accrued expenses: Institutions may want to consider delaying
additional 3 percent surtax for taxpayers with taxable income greater
payment of certain accrued expenses that are typically paid within two
than $10 million (up to a maximum additional surtax of $287,000).
and a half months of the end of the fiscal year. Delaying payment will
increase taxable income and provide a higher deduction in future years.
The potential tax rate increase now provides the inverse of the tax
In the first tax year with higher tax rates, the bank may want to
planning strategies that were considered for 2017. This brings about
consider accelerating these same payments or ensuring certain
reverse tax planning as an opportunity for financial institutions.
payments are fixed and determinable at year-end, which would allow
for deductibility of two payments in one year. An area of consideration
Reverse tax planning provides for recognition of income now at the
is revisiting bonus policies.
lower tax rate and deferring deductions into tax years where the tax
rate is higher. This type of planning affects the corporation’s net
As financial institutions consider various tax positions, it’s important to
income, as recognizing more taxable income currently will increase an
understand how these may affect deferred taxes and the related
institution’s deferred tax asset (or decrease its deferred tax liability).
revalue in the event of an income tax rate change. By considering
Since deferred tax assets and liabilities are calculated using the future
certain tax strategies, financial institutions may see a direct effect to
tax rate, this will provide a one-time boost to the income statement via improve their bottom line.
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