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kicks off with the

2 O 2 start of the 94th

Arkansas Legislative Session.
Always enlightening to pay such
close attention to the legislation
brought before our representatives.
Though I've learned we could
probably get by with about 75% less
legislation. And luckily, for
community banks, we don’t have
much to worry about from our State
legislative sessions. They are mostly
accommodating to our needs and
opinions. But that doesn’t mean we
don’t get some odd-ball bills that
show up from time to time.

Currently, Senate Bill 41, for all intents and purposes, dictates who a
bank can and cannot do business with — if you want to hold state funds
anyway. The Bill states: The Treasurer of State shall divest the state of
stocks, securities, or other obligations if a financial services provider or
an investment manager discriminates without a reasonable business
purpose against certain businesses involved in the energy, fossil fuel,
firearms, or ammunition industries or investments based on the use of
environmental, social justice, or other governance-related factors.
Similarly, bills like this have been popping up in other State Houses
around the country, word for word. Which is almost always a red flag.

SB 41 speaks to a bank “discriminating” against these few businesses.
But would the State also not be discriminating against a bank that
chose not to do business with one of these entities? What if a bank
refused to do business with a gas company that had previous violations
of environmental damage? Would a bank be wrong to include these
“environmental” factors as part of their risk assessment in determining
whether to provide funding? What if the bank thought this company,
based on their past environmental disparities, was at increased risk of
being sued for future violations, and hence the bank made the decision
to not fund a loan, even though this energy company’s proforma
cashed out?

But then you read the definitions of “reasonable business
purpose” (the reasons a bank may deny these select businesses
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services) and they are: (A) Promoting
the financial success or stability of a
financial services provider; (B)
Mitigating risk to a financial services
provider; (C) Complying with legal or
regulatory requirements; or (D)
Limiting liability of a financial
services provider.

When choosing to offer a service or
to provide funding to any business,
these are literally the requirements a
bank uses to mitigate the bank’s risk.
It’s what a bank does. It mitigates risk
- on a number of factors.

Chris Padgett is the ACB

Executive Director.
You may connect with Chris at
501-246-4975

or
So, if a bank can’t deny an energy, chris@arcommunitybankers.com
fossil fuel, firearms, or ammunitions
company based on ESG factors, as
the bill states, but the reasons a bank can use to deny these companies
can be ESG “related”, then what’s the point? This Bill reminds me of the
“Sharia Law” bill from 2017. Now known as Act 980. Which declares
American Laws for American Courts. As one leading voice and
supporter of the law stated, “[this law] doesn’t do a whole lot and |
hope it would actually never do anything.” | think that about sums up

SB41.

Now, | know where this grievance bill originates. Federal regulators
pushing the largest banking institutions (5100 Billion and over) to be
more prudent in their lending requirements based on questionable ESG
metrics. Or pressing small businesses to craft policies concerning their
environmental impact or how reliant on certain resources they might
be. ACB stands against these requirements, knowing all too well “stuff”
always rolls downbhill. But this bill offered up really does nothing but
cause confusion and creates more opportunity for egregious litigation (I
can see the commercial now: Are you an energy, firearms, or
ammunition maker in AR and have been denied funding? Call me today
to make these banks pay for their discriminatory practices. We
guarantee the largest payouts...) against our members. It’s just not well
thought out policy, and | don’t believe the State should dictate to banks
who they can and cannot do business with, notwithstanding the other
businesses that are not included in this bill that might like to be
included against “discrimination”. This bill is fraught with unintended
consequences and is way too ambiguous.

The good news, as a great representative once said, if this bill passes it
won’t do a whole lot.

Thank you for supporting ACB and we look forward to a great 2023.
This is your association, should you ever need anything, please do not
hesitate to reach out.

Good banking.

s
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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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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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Creditmodels ™
worth $1 BILLION

to community banks

Community banks on BHG’s Bank Network have earned
$1 billion in combined interest income since 2001. That
success is largely due to our proprietary credit models
and the team behind them, featuring:

1010101
0101010
1010101

More than 170+ data
scientists, engineers
and quantitative
analysts

$12B in loan
origination data
collected over
20+ years

Monthly credit
intelligence from
major credit bureaus
and vendors

Make BHG loans part of your strategy.

To learn more about BHG, Please Contact:

Courtney Calderwood
SVP, Institutional Relationships

315.430.3919 | courtney@bhg-inc.com =y BHG BANK
BHGLoanHub.com/ACBA (& NETWORK
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Navigating the Potential Impact of
Recent Regulatory Guidance

BY GALE SIMON-POOLE

s we enter 2023, our industry is

faced with unprecedented risk

management challenges amid rapid

technological and competitive
changes. Federal and state authorities have
recently issued guidance to address paradigm-
altering shifts such as climate change, artificial
intelligence (A.l.), cryptocurrency, digital and
mobile banking, credit models, data security,
and more. Financial institutions should
understand how these changes could affect
their operating model and strategy.

Below are highlights of recent select regulatory guidance. Learn how
they might affect community banks in the near term and discover the
steps banks can take to successfully prepare themselves for a shifting
compliance backdrop.

Climate Risk

e Impacts large financial institutions first; the Federal Reserve
Board will conduct a pilot to analyze climate-related financial
risk involving the six largest U.S. banks in early 2023.

Modernize the Community Reinvestment Act

e Mainly affecting retail lenders, changes to the CRA would —among
many other things — increase access to credit, investment, and basic
banking services in areas where it is needed most; generally, in low-
and moderate-income communities.

Small Business Lending Data Collection

e  Willimpact most U.S. financial institutions when implemented in
2023. Requires lenders to annually report small business credit
application data, including credit purpose, loan amount, business
info and location, gross annual revenue, NAICS code, and more.

Expansion of UDAAP Standards

e  Broadens the scope of consumer activities subject to UDAAP
beyond lending to include advertising, pricing, servicing, reporting,
payments, and collections. However, a lawsuit by several banking
trade associations seeks to prevent the expansion of CFPB's UDAAP
role beyond its Dodd-Frank Act statutory authority.

Reporting Credit Decisions that Use Complex Models/Algorithms

e  Lenders using A.l., machine learning, and/or complex credit models
must disclose the precise reason(s) for credit denials as required by
the Equal Credit Opportunity Act. Adverse action notices must also
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be timely and provide accurate
reasons for denial, as
mandated by current
requirements.

Enhanced Consumer Privacy Laws

e  Five states have already
enacted enhanced regulations:
CA is already in effect; CO, CT,
CA, and UT state requirements
become effective in 2023. Six
other states (MA, MI, NJ, NC,
OH, PA) have active legislation

Gale Simon-Poole is Chief
pending.

Regulatory Relations Officer
at BHG Financial. BHG is an

Oversight of Bank Third-Party Risk
ACB Associate Member.

Management (TPRM)

e  Vendor/third-party
relationships are generating renewed regulatory scrutiny, especially
fintech partnerships. Ineffective TPRM could be cited as unsafe or
unsound practice. Banks must demonstrate TPRM through
documentation of third-party relationships, conduct audit and
performance reviews, and require third parties to provide data that
confirms the quality and sustainability of controls to meet service
agreements.

What’s an appropriate change management strategy for community
banks?

Each regulatory scenario described above warrants a course of action
specific to that issue. For example, regarding the enhanced consumer
privacy laws, banks should revisit privacy disclosures, notices, and
policies within the states they operate.

On a broader scale, it would be prudent for banks to utilize the strategies
below to successfully manage the collective number of impending
regulatory changes following these three steps.

1. Stayinformed of changes through industry groups and trade
associations
Seek clarification and/or assistance from trusted partners outside of your
organization. In addition, involve your operations, technology, and
compliance staff to gain a comprehensive view of any potential changes.
It is also prudent to communicate with your Board and senior staff and
to document your regulatory discussions in Board minutes.

2. Designate an internal stakeholder to implement/monitor
regulatory changes
In addition to participating in the activities discussed above, this
individual can conduct testing after implementation to ensure the
process and related controls are operated as intended. It is imperative
for this stakeholder to document your bank’s change management
efforts for subsequent review by external parties.
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3. Partner with an external regulatory expert
Given the scope of impending legislation, banks may want to simply
outsource their regulatory practice to an external provider. Staying
current with newly implemented and/or potential regulations requires
time, expertise, and deep industry knowledge. An external overseer
can advise on necessary regulation and compliance issues, giving banks
the freedom to focus on serving their communities. In addition, hiring
an external partner may be a cost-effective solution for smaller banks
that do not have the resources to maintain or support a compliance
function.

Key Takeaways

e  Banks large and small will face a plethora of issues on the
regulatory agenda in the new year ahead.

e Topics as complex as artificial intelligence and as broad as
global climate change are just two of the many regulatory

focus areas that banks must contend with. For more information about BHG contact
Courtney Calderwood, SVP, Institutional

Relationships. She may be reached at

e To stay compliant amid impending legislative shifts, banks 315-277-6598 or
may wish to partner with an external regulatory expert for caaliitearadlG el cam
guidance and support.
24, BHG BANK
For more information about compliance (‘J NETWORK

and regulatory solutions

v AB

2023 ACB BSA/AML Conference - Powered by
March 9th, 2023 Live in Little Rock
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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/

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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nJanuary 12, 2023, the
OCC released an update
to its Fair Lending
Handbook (FLH) for the
first time since 2010. The new FLH
reflects changes to laws and
regulations and describes the
current OCC approach to fair
lending examinations. Notably, the
FLH clarified and expanded fair
lending “risk factors” that are
associated with the Interagency
Fair Lending Examination
Procedures (IFLEP). Examiners from
all federal regulatory agencies use
fair lending risk factors to
determine the scope and depth of
examinations and other targeted
supervisory events.

Regardless of your prudential regulator, it is important to understand
the revised risk factors for applicability to your institution. IFLEP has
not been updated since August 2009, but the FLH revisions signal that
IFLEP changes are on the horizon. The FLH now provides the most
comprehensive list of fair lending risk factors. The changes to FLH risk
factors fall into three primary categories: (1) those that align with the
Uniform Interagency Consumer Compliance Rating System (CC Rating
System), (2) those that extend risk factors that “may implicate fair
lending laws,” and (3) those that add other real estate owned (OREOQ)
practices.

First, the risk factors were amended to better align with guidance
provided within the CC Rating System. The CC Rating System has been
in place with examinations commencing on or after March 31, 2017.
The CC Rating System provides the numerical rating scale for
compliance examinations, and it also establishes the “pillars” of a
compliance management system. For example, the revised FLH risk
factor C5 focuses on an overall compliance management system,
rather than a compliance program, in concert with the CC Rating
System. It is notable that this update now references two of the
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primary pillars of a
compliance management
system: (1) board and
management oversight and
(2) compliance program.

Second, the risk factors
were amended to
incorporate “abusive (or
predatory) lending
practices that may also
implicate violations of fair
lending laws.” Thisis a
significant addition relative
to the current version of
IFLEP, and it seems to align
with the changes to the
UDAAP Examination
Procedures published by
the CFPB in March 2022.
The risk factors include
weak compliance management associated with unfair, deceptive, or
abusive acts or practices; Regulation Z; and Regulation X. The risk
factors also include failure to adopt and implement comprehensive
oversight related to the use of third parties.

Michael P. Wallace is president
of Wallace Consulting Co.,
LLC, an ACB Associate
Member. He can be reached at
(501) 734-8054 or
mwallace(@fairlendingnow.com

Third, the risk factors were expanded to include practices related to
OREO. These OREO risk factors are the newest addition to the OCC’s
FLH and were likely brought about in response to numerous complaints
and lawsuits associated with the treatment of OREO located in areas
with concentrations of minority residents (minority areas). The four
new risk factors include (1) variations in OREO policies, procedures, or
management that are correlated with minority areas; (2) training
deficiencies for staff or third parties assigned to OREO functions; (3)
complaints related to OREO in minority areas; and (4) information
indicating unequal maintenance, marketing, or disposition of OREO. It
is also important to note that the OCC’s FLH contains risk factors for
two additional aspects of credit operations that are not in the current
version of IFLEP: (1) Loan Servicing and Loss Mitigation and (2) HELOC
Modifications. Unlike the OREOQ risk factors, those two additional
aspects of credit operations were in place within the FLH prior to the
January 2023 changes. Collectively, none of these three aspects of
credit operations (e.g., OREO, Servicing/Loss Mitigation, HELOC
Modifications) that appear within the revised FLH are found in the
current version of IFLEP.

At this time, the OCC’s FLH provides the most comprehensive list of fair
lending risk factors. It expands well beyond the risk factors listed in the
current version of IFLEP. In conducting your fair lending risk
assessments, we recommend use of the risk factors found in the OCC'’s
FLH, irrespective of your prudential regulator. While IFLEP is
anticipated to be updated in the near future, you can act now to
understand the OCC's revised fair lending risk factors and incorporate
them into your fair lending compliance management system.

w AB

WALLACE CONSULTING CO,, LLC
Fair Lending, CRA & HMDA Risk Management
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If your Board has to ask,
“When was the meeting rescheduled?” ﬁ;
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Calendar

June Board Meeting

4801 Main St #700, Kansas City, MO 64112
4:00 pm EST, June 6, 2021
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B Virtual Go-To-Market Plans
the answer.

Unquestionably Essential. OnBoard

BOARD INTELLIGENCE PLATFORM
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No regulatory burden
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ArgentFinancial.com
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regulatory requirements is possible. Through a partnership with Argent Financial Group,

of trust services.
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If risk management
is a constant headache,

let us help before it
becomes a migraine.

» BSA

« Internal Audit
« Fair Lending £
- - b
o Loan Review e
« Vendor Analysis - -
« IT Audit N
-

« IT Strategic Planning

ddf il
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~

America s Payment Systems Authority
Powered by Worldpay from FIS

Your Payment Processing Partner
With You Every Step of the Way

Karla Wilson, Area Vice President

870-623-1749 | karla@localCCprocessing.com
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BY JIM REBER

fter several years
of trying (mostly
futilely) to
normalize cash
flows from a community
bank’s collection of
investments, portfolio
managers may once again
have to address a shift in the
direction of interest rates in
2023.

Volatility since the pandemic created extremes in the amounts of
liquidity being thrown off by bond portfolios. The years of 2020-21 saw
wave after wave of prepayments and calls as market rates (and
mortgage rates) plummeted to generational lows. Last year, with its
300+ basis point rate shock, the opposite was true: Cash flows
completely dried up, and quickly.

So now, as portfolio managers look at nominal interest rates and
wonder if we’re most of the way to the end of this rate cycle, some are
trying to find value in the belly of the curve, which for our purposes is
roughly three to seven years. At some point, the curve will no longer be
inverted, and it’s probably going to be due to shorter rates falling. At
the same time, most community banks are still exposed to a decline in
rates.

The Small Business Administration (SBA) has a number of products that
may be suitable for community banks, the most visible of which are 7
(a) pools, floating rate securities that adjust based on Prime. It also has
fixed rate pools known as Small Business Investment Companies (SIBCs)
that have fixed rates and reasonably short stated final maturities. These
SBICs seem to offer relative value for fixed-rate investors, so let’s dig in
to see how they work.

Things you'll like

For starters, I'll point out the obvious: SBA products are full faith and
credit instruments, and therefore 0% risk weighted. Another feature is
that the fixed rate pools come in 10-year stated final maturities, which
fit most community banks’ interest rate risk profiles. Their liquidity is
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good, but probably not quite to the
level of residential mortgage-backed
securities (MBS).

SBIC pools are collateralized by
debentures issued by small business
investment company funds, which are
licensed and regulated by the SBA.
There are 299 such funds currently
operating, and the SBA guaranteed
$11.9 billion of the outstanding
debentures as of June 30, 2022. (For
context, the MBS market is about $12
trillion.) The SBA issues a 10-year pool
every March and September, and the
coupon is set shortly before issuance
to be priced near par. Something
unique about SBICs is that principal
does not amortize; they pay only semi
-annual interest until the stated
maturity date. However, here’s
another feature that make SBICs
attractive to community banks: The
individual debentures can prepay, so that the cash flows, average lives
and durations are all considerably shorter than a 10-year agency.

A
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

(rities.com.

Why now?

Investors may see value for several reasons. First, if a given community
bank is trying to lock in today’s yields, SBICs tie the money down for a
desirable period of time. Their average lives will be around six years at
the outset, although there will be very little principal returned initially,
which may be a bonus. Also, the 10-year final looks good to portfolio
managers. The new pools will have relatively current coupons, so their
prices will be at or around par, and the benefit is an on-market interest
payment initially.

The most recent 10-year SBIC pool is 2022-10B, issued in September
2022. It is backed by 456 debentures totaling $1.2 billion, guaranteed
by the SBA. The pool has a stated rate of 4.262%; its market price will
fluctuate like any other bond, although recently it has been available at
a small discount. While the debentures can prepay, they don’t exhibit
the same type of rate sensitivity that residential MBS do. Remember
that the principal will be back-loaded, so it’s likely that your original
investment will change very little for several years. And that’s another
possible advantage of an SBIC pool in this rate environment: the
deferral of principal repayments, while still offering a final maturity
that’s smart for many community banks. Even better is that currently
the yield spreads offered by SBIC’s compare very favorably to
alternatives, such as straight agencies, 10-year MBS and even taxable
municipal bonds.

To recap, Small Business Investment Company pools check a lot of
boxes for portfolio managers. Great credit quality, sufficient liquidity
and average maturities that sync with most community banks’ risk
profiles to name a few. And, diversification into a new investment
sector is never a bad idea. ¥ A8
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Take comfort in the
sound investments of
ICBA Securities.

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

BY CARL WHITE

ising interest rates have

prompted both challenges

and opportunities for
banks over the past year. Bank
supervisors are, understandably,
urging bankers to pay close attention
to a myriad of ways changing interest
rates can affect earnings and capital,
or what’s termed interest rate risk.

While rising interest rates give banks opportunities to increase
earnings by pushing up rates charged on loans, they also could
increase the cost of liabilities and decrease the value of investment
securities held as assets. Even unrealized losses—paper losses—in
investment portfolios can have negative effects on liquidity and
present funding challenges, earnings pressures and, in some cases,
issues with capital.

Interest Rates and Bond Prices

The inverse relationship between bond prices and interest rates means
the sharp increases in interest rates this year have lowered the value
of fixed-rate bonds held as investments, including those of banks.
Many banks increased their holdings of bonds during the pandemic,
when deposits were plentiful but loan demand and yields were weak.
For many banks, these unrealized losses will stay on paper. But others
may face actual losses if they have to sell securities for liquidity or
other reasons.

Other possible consequences of significant unrealized losses include
reductions in or restrictions on borrowing capacity and declining
market valuations of the affected institutions, which could have a
negative impact on banks looking to engage in merger and acquisition
activities.

Just prior to the pandemic, roughly 20% of bank assets consisted of
investment securities—primarily mortgage-backed securities and U.S.
Treasury securities. By the end of 2021, security holdings had
increased to 25% of assets, with most of the growth occurring in U.S.
Treasury securities. Many of those purchases were for securities with
longer maturities, which drop in value more than short-term securities
when interest rates rise.

Effects on Capital and Liquidity

Losses on investment securities—realized or not—can affect a bank’s
capital position. In general, banks must classify their securities into
two buckets: held for maturity (HTM) and available for sale (AFS).2 The
difference between the amortized cost of AFS securities and their
current fair value is recorded in a category called accumulated other
comprehensive income (AOCI), which is subtracted from equity capital
on a bank’s balance sheet. While AOCl is excluded in measures of
regulatory capital for community banks, it does affect what’s known as
tangible common equity (TCE).2

TCE is declining industrywide because of the negative effect of rising
rates on the market value of bank holdings of AFS securities. The
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number of banks with ratios of TCE to
average tangible assets of less than
5% jumped markedly in 2022, with
some banks posting negative TCE.
Banks in this position largely got there
because of an aggressive earnings
strategy based on longer-term
securities holdings when interest
rates were low.

Banks with very low or negative TCE
may face funding challenges. Federal
Home Loan Banks (FHLBs), for
example, are not permitted to extend
new loans (called advances) to banks
with negative TCE, and existing FHLB
loans may not be renewed beyond 30
days unless waivers are obtained by
borrowers’ primary regulators.2 That
could be problematic for banks facing a
runoff in deposits or other liquidity
concerns; in a worse-case scenario, a
bank might have to sell “underwater”
bonds to raise cash, thus realizing losses and reducing regulatory
capital.

\\
Carl White is SVP of the
Supervision, Credit and
Learning Diyision at the
Federal Reserve Bank in

St. Lb‘u&&gmay
connect with Carl at

Carl. White@stls.frb.org

The Supervisory Perspective

Large unrealized losses in the investment portfolio increase a bank’s
risk profile, but the extent varies by bank. Supervisors are less likely to
be concerned if the duration® or maturity of a bank’s assets (loans and
investments) and liabilities (deposits and other borrowings) are
roughly the same. Concern would be further reduced if assets were
funded by stable, non-maturity deposits, such as checking and savings
accounts.

To reduce risks to liquidity, capital and earnings from unrealized
losses, banks can take several steps, including diversifying contingent
funding sources, especially if reliant on FHLB advances. The Federal
Reserve’s discount window is one option. Increasing the ratio of HTM
to AFS securities through new purchases or reclassification may
ameliorate declining or low TCE at some institutions, although
reclassification does not eliminate the risks associated with owning
fixed-income securities in a rising rate environment.

In general, a bank should carefully analyze its existing capital and
liquidity planning for possible adjustments based on current positions
as well as the likelihood of further stress.

This article is part of a series titled “Supervising Our Nation’s Financial
Institutions.”

Notes

1. Some banks (mostly very large banks) hold securities in trading
accounts, and those securities are classified separately. Changes
in the fair market value of these holdings flow through the
income statement and are counted as current income or expense.
Tangible common equity is calculated as equity capital less
goodwill, other intangibles and disallowed mortgage servicing
rights.

See this American Banker article for more on the FHLB rule.

The change in the valuation of an asset or liability that may occur
given a discrete change in interest rates. w A8
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S5 million. Corporation.
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SBA Lender Match - sba.gov/lendermatch

Contact the Arkansas District Office to get started today!
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Rick Duda, Lender Relations Specialist 501-324-7379 x239 richard.duda@sba.gov
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©B Ex eriment

Wi,

he use of artificial intelligence by

financial institutions, particularly

community banks, has been a subject

of debate for quite some time. During
this time the Al industry has evolved
exponentially into an amazing and sometimes
frightening phenomenon. ACB has watched
this evolution with keen interest. In an
attempt to satisfy our curiosity we came up
with an idea for an experiment. We accessed
the website of one of the more robust Al
platforms that offers a service which answers
questions in the format of a white paper
article. We entered a simple question: In
1,000 words, what are the pros and cons of
community banks using artificial intelligence?
The following is the automated response
written entirely by ChatGPT, which is the
result of our experiment and became the basis
for this article. We believe you will be as
amazed and we are.

The use of Al technology by community banks has become a hot topic
in the financial industry in recent years. While Al has the potential to
transform the way community banks operate and serve customers, it
also presents a number of challenges and risks that must be carefully
considered. In this article, we will explore the pros and cons of using Al
technology in community banks.

Pros:

1. Improved Efficiency and Accuracy: One of the biggest advantages
of Al technology is its ability to automate routine tasks, such as data
entry and customer service inquiries. By freeing up staff to focus on
more complex tasks, Al can improve the efficiency and accuracy of
community banks, providing faster and more accurate responses to
customer questions and reducing the risk of errors.

2. Better Risk Management: Another major benefit of Al technology
is its ability to help community banks analyze large amounts of data to
identify and mitigate financial risks, such as loan defaults and fraud. Al
algorithms can quickly analyze large amounts of data and identify
patterns and anomalies that may indicate a potential risk. By
proactively identifying and mitigating these risks, community banks can
protect their customers and their own financial stability.

3. Enhanced Customer Experience: Al can be used to personalize
customer interactions and offer tailored financial products and
services, improving the overall customer experience. By using machine
learning algorithms to analyze customer data, community banks can
gain a deeper understanding of their customers' needs and
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preferences, and offer them customized products and services that
meet their specific needs.

4. Competitive Advantage: By embracing Al technology, community
banks can stay competitive with larger banks and financial institutions
that are also investing in Al. By improving the efficiency and accuracy of
their operations and enhancing the customer experience, community
banks can attract and retain more customers, and increase their
market share.

Cons:

1. Cost of Implementation: One of the biggest challenges of using Al
technology in community banks is the cost of implementation. Al
systems can be expensive to develop and maintain, and the costs of
training staff to use these systems can also be significant. For
community banks with limited resources, the costs of implementing Al
technology can be prohibitive.

2. Lack of Trust and Understanding: Another major challenge of
using Al technology in community banks is the lack of trust and
understanding among customers. Some customers may be hesitant to
use Al technology, particularly if they are not familiar with it or have
concerns about privacy and security. Community banks must take steps
to educate their customers about the benefits of Al and ensure that
their data is protected.

3. Job Displacement: The automation of routine tasks may result in
job loss for some employees, creating potential social and economic
impacts for local communities. Community banks must consider the
potential impact of Al on their employees and work to minimize job
losses where possible.

4. Dependence on Technology: Overreliance on Al technology can
leave community banks vulnerable to failures or security breaches,
particularly if the technology is not well-maintained or properly
secured. Community banks must ensure that their Al systems are
properly maintained and secured, and have contingency plans in place
in case of a failure or breach.

In conclusion, the use of Al technology by community banks presents
both opportunities and challenges. Community banks must carefully
consider the costs and benefits of Al, and develop strategies for
maximizing its value while mitigating its risks. This may involve
investing in training and education for employees, working with
technology partners to ensure the security and reliability of Al systems,
and engaging customers to build trust and understanding of Al
technology.

By carefully balancing the pros and cons of Al technology, community
banks can harness its power to transform the way they serve
customers and grow their businesses. With the right approach and
commitment, community banks can use Al to improve their operations,
increase their competitiveness, and provide better financial
services.

As said earlier, the article above was
written entirely by ChatGPT, in only 47
seconds. Imagine the possibilities.
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Stop Ransomware with
SureProtect from UFS

)SureProtect

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.

O Prevent Zero-day Attacks
O 24x7 Security Operations
O Rapid Response

O Artificial Inteltigence
O Rolf Back Capability
O Reporting / Compliance

amlFS

BANK TECHNOLOGY QUTFITTER

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
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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.
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Management

simplified

Virus Protection Issues?
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Sophisticated Cyber-threats?
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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
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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.
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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 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!
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“As we enter a new chapter and start a new financial
statement cycle, know that ICBA will be there to

The beginning of a new year feels like a
fresh start, a new chapter in our stories.
We have a blank page on which we can
write our narrative over the course of the
year, with new milestones filling the pages
ahead. And with 2023, we have no
shortage of adventures awaiting us.

Consider industry evolution. I'm amazed
at the pace of change occurring in all
areas of financial services, from instant
payments to more digital solutions and
beyond. This will be a pivotal year for
embracing new opportunities and
exploring how we can set ourselves up to
succeed, even with looming challenges.

And think about the uncertainty of the
economic environment. It’s a challenge to
be sure, but it’s one that community
banks have previously faced with
strength. Time and time again, you have
demonstrated resiliency in the face of
difficult financial conditions. In fact, this is
when community banks shine, bringing
stability to customers simply by being
relationship bankers who see them and
know them. Looking at it through a
different lens, there’s opportunity in this
economic climate: It's a way to double
down on your strengths and unique
people-first approach to banking.

Yet, amid these external influences, you
may be asking, “What actions can we take
to ensure we’re identifying the right next

Where I'll be this month
I'll be holding down the fort at ICBA headquarters, helping our government relations

support you with tools, resources, and advocacy efforts.”

step for our bank?” That’s where ICBA can
provide support. Whether it’s the
information that comes in NewsWatch
Today or Independent Banker, convening
with other community bankers to discuss
strategies at ICBA LIVE or proactive
engagement with lawmakers at the
Capital Summit, we offer opportunities to
not just react but respond to this dynamic
environment with your mission and vision
at the center.

We have increased our offerings to
support you and to further differentiate
our industry. For example, we have
moved the ThinkTECH Accelerator in-
house to ensure year-round innovation
programming and find new fintech
partners who are bringing to market
solutions that respond directly to
community bank needs. We're expanding
classes and programs provided by
Community Banker University, and as the
government relations team prepares to
welcome new members of Congress to
D.C., they are ready and excited to tell
your story and ensure your voices are
heard.

So, as we enter a new chapter and start a
new financial statement cycle, know that
ICBA will be there to support you with
tools, resources, and advocacy efforts.
Together, we will write our 2023 story,
one that will set community banks up for

success.
v AB

team as we welcome new members of Congress and gearing up for ICBA LIVE .
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Intelligent Portfolio Protection
Superior Insurance Services

LENDER PLACED/REC HAZARD - LENDER PLACED FLOOD
BLANKET INSURANCE - VENDOR SINGLE INTEREST -
FLOOD DETERMINATIONS

- REO LIABILITY
QUTSOURCING

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

251.978.2858 866.300.7020

'z Lending Leads

o))
Prospect. Recruit. Compete.

Powered by Data Driven Partners, LLC

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
BASED
FINTECH
COMPANY

Schedulg your demo today!
Lending-Leads.com

=X info@Lending-Leads.com

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 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

e Fair Lending Audits

Contact us today for a free estimate

T7T WALLACE CONSULTING CO., LLC
Fair Lending, CRA & HMDA Risk Management

(501) 258-9463 | mwallace @ wallaceconsultingllc.com | www.wallaceconsultinglic.com
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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

A Common.Board Refrain:
Because We'verAlways Done'l

| — -
BY PHILIP K=SMITH

he beginning of a new year
presents an opportunity to make
resolutions and try new things. This
new beginning also offers the
opportunity for forward looking
strategic planning if for no other reason
than to get out of the rut the Bank may
be in. While the new year may present
some of the same challenges your
organization currently faces, we believe
many organizations may find
themselves in unchartered territory or
at least in areas that have not been
seen for a number of years
(enforcement actions, asset quality
problems?). As you map out your
expectations, be honest about your
organization and avoid the common
refrain that your existing plans,
processes, and procedures have to
continue to be the same “because
we’ve always done it that way”.

That phrase, alone, may be the number one impediment to progress in
an organization. If anyone ever questions why particular events
happen, why a process is managed the way it is, why decisions unfold
in a certain way, or a thousand other items within your organization,
are those questions viewed as strategic opportunities or are they
viewed negatively? In community banking, the failure to change may
be even more prevalent than in other organizations. We tend to find
something that has worked for years and we continue to follow that
model because, in fact, it has been successful. For 2023, however, at
least consider whether different circumstances should produce
different strategies.

Our challenge to organizations in the current environment is to critique
yourself and to assess what you are doing and ask if the manner in
which you are doing it can realistically continue to be successful in the
future. For example, can a Board of Directors continue to act efficiently

RKANSAS
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without having online Board portals for the
review of information? Can a financial
institution, even in the most remote or
rural area, continue to operate without
appropriate levels of technology (maybe,
but for how long?)? Can your entire
organization continue functioning with
reporting lines of authority throughout the
organization that no longer make any sense
or consolidates too much time or power in
one person? Should the number and
locations of branches remain the same?
Should we implement new processes to
better attract and retain the best
employees? Is this the year we finally decided to acquire another
institution or pursue a sale? The idea is not to totally change what you
are doing just for the sake of change, but to at least question why you
are doing things a certain way. If, after considering and analyzing, you
determine that the current approach is still the best, then great, stick
with what works.

Philip Smith is President &

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

We have seen similar dialogue unfold over the past twelve months as
we have been asked to take on more specific consulting projects that,
for example, ask us to look at monthly board packages and help an
organization decide what information is not necessary, decide how an
organization can streamline board meetings and board materials,
including what new types of information ought to be included.
Likewise, we've had several projects where our charge has been to
analyze the organizational chart and scrutinize which parts of the bank
report to others and whether a more modern organizational structure
should be put into place. If so, what does that even look like? Does the
Chief Executive Officer of a community bank need fifteen different
direct reports to him or her? Why does our head of retail banking
report to our HR/Marketing person? If we create a new treasury
management area, should it report through the Chief Financial Officer
or the Chief Credit Officer? Those are the types of areas where we see
organizations beginning to take a renewed focus and vision for what
they are doing. It is possible that what they have always done is
working and is successful but may not be providing the greater success
the organization can achieve.

So, at the Board of Directors level, we would encourage you to
specifically look for things within your organization (processes,
procedures, reporting lines of authority, etc.) and ask: are we doing it
this way because we have always done it this way even though in a
modern organization it would be structured differently? Challenge
yourself on why you are doing things and if you do not have a plausible
answer other than “that’s the way we’ve always done it” then it’s
probably time to change what you are doing. The new year provides a
chance to tackle some of these radical projects that may seem more
daunting when focusing on the day to day issues at the Bank in the
middle of the year. Let this be the time to present new ideas and
address needed changes. If we can help you in evaluating the options,
let us know.

w AB
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he global agriculture sector is no stranger to price swings,

but the past few years have presented several shocks in

rapid succession. Disruptions related to COVID-19 and

shortages accompanying global conflict, along with price
increases, have all contributed to greater uncertainty for domestic
farmers. But there is good news for agricultural firms navigating these
issues: A strong financial position has given the sector much-needed
stability moving forward.

Even before Russia’s invasion of Ukraine in February 2022, the
agricultural industry had been dealing with global disruptions that
brought shortages and price increases in key inputs. Chief among these
was the rapid rise in fertilizer prices in 2021.

Commercial fertilizers are a critical input for agriculture across the
globe, although specific requirements for type and application vary by
region and crop. Fertilizer production relies on chemical inputs to
create synthetic nutrients; modern commercial fertilizers are
manufactured by mixing atmospheric nitrogen with hydrogen from
natural gas to create ammonia, which is then typically mixed with
phosphorus and potassium.

While fertilizer demand is global, the resources needed to produce it
are not. Canada, Russia and Belarus supply two-thirds of the world’s
potassium.? Likewise, China produced more than 35% of global
phosphorus from 2017 to 2019. This concentration of key materials
means that disruptions in a few countries can raise global prices and
produce shortages.

An untimely combination of supply chain bottlenecks, natural disasters
and global upheaval has led to just this outcome. In late August 2021,
Hurricane Ida disrupted chemical production on the U.S. Gulf Coast.
China implemented new customs inspections on fertilizer inputs in
October 2021, then restricted fertilizer exports in 2022 to protect its
domestic supply. All the while, the same pandemic-related delays that
slowed supply chains around the globe also affected chemical
shipments. Conditions worsened further when the conflict in Ukraine
caused natural gas prices to rise. Subsequent sanctions on Russia and
Belarus have contributed to uncertainty in the fertilizer supply because
of their effects on the natural gas supply and, by extension, the
availability of the ammonia needed to produce nitrogen fertilizers.

Rising Prices: U.S. PPI for Nitrogen Fertilizer, Jan 2017-Nov 2022
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As the above figure illustrates, nitrogen fertilizer prices, as measured by
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the producer price index (PPI), rose 77%
from December 2020 to December
2021. The PPI measures changes in
prices received by domestic producers,
so it reflects farmers’ input costs.
Though the rate of growth slowed
slightly in January 2022, prices
increased 6.2% in March and 4.1% in
April before finally falling slightly in May
and June. Prices have remained fairly
stable since then.

Nathan Jeﬂérson (above)

- . . IS an associate economist
Impact of Fertilizer Price Increases in

the Eighth Federal Reserve District t the Federal Res.erve
How will these price increases affect Bank of St. Louis.
prod.ucers.ln the Eighth Fede.r'jzl Reserve | B Fullch (below) LY
District? First and foremost, it’s i

research associate also at

important to remember that agriculture
has significant lags; fertilizer for the
2022 planting season was purchased in
2021, and it will take longer still for the
price increases to be passed on to
consumers after crops are harvested.
However, these price increases likely
will be passed on, because crop prices
and fertilizer prices are (unsurprisingly)
highly correlated.

the Federal Res e Bank

Despite these lags, changes in crop
composition already are visible. Corn
requires more nitrogen fertilizer than
soybeans do, because soybeans work
with bacteria to pull nitrogen from the atmosphere (a process known as
nitrogen fixing). Because of this, some farmers have shifted their crop
mixes with the goal of using less fertilizer, replacing corn with soybeans
and other less fertilizer-intensive crops.

This effect is being felt across the Eighth District and nationally. As the
figures below show, corn production in the region fell 7.8% from 2021
to 2022, while soybean production rose 6.6% during that same period.
These figures are drawn from state-level U.S. Department of Agriculture
(USDA) data and include the states that fall entirely or partially within
the Eighth District: Arkansas, lllinois, Indiana, Kentucky, Mississippi,
Missouri and Tennessee.

Corn Production in the Eighth District, 2003-2022
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Nationally, the USDA’s August 2022 World Agricultural Supply and
Demand Estimates report (PDF) downgraded forecasts for corn
production and yields from July and raised forecasts for soybean
production and yields. Similarly, the July 2022 Purdue University-CME
Group Ag Economy Barometer report indicated that of the farmers who
planned to shift their crop mixes, almost half anticipated allocating a
higher percentage of their acreage to soybeans.

To combat fertilizer price increases, regional farmers have grouped
together to order fertilizer as a collective. The benefits of doing so are
straightforward: Because the collective, or co-op, can make a
significantly larger order than any individual, it can attempt to lock in
prices that are more manageable for single farmers. Regional farmers
have noted that these unofficial buying structures have become more
common as fertilizer price increases continue to impact corn and
soybean farmers.

Summer 2022 Shocks

Fertilizer prices are just one issue facing the agriculture sector. The
unavailability of mechanical parts also has been a challenge for farmers,
with agricultural equipment subject to the same raw material and
computer chip supply chain issues that have hampered auto
production. Labor, too, became a point of concern during the
pandemic, though the end of pandemic-related travel and immigration
restrictions have brought relief on this front.

More recently, weather events and commodity price swings have
produced uncertainty in the agriculture sector. Drought in the U.S.
Southwest and flooding in the Great Plains have reduced production in
both regions. Record heat and meager rainfall prompted U.S. cotton
farmers to reduce their cotton acreage last growing season; the USDA
forecasted a domestic cotton harvest 28% lower than the previous
year’s, which would mark the smallest harvest since 2009. Although
some areas of the Eighth District were impacted by floods or drought,
the region as a whole avoided large-scale disruptive weather events
during the 2022 planting season, which has helped corn and soybean
production remain largely on normal trend.

Financial Position

The agriculture sector endures shocks and price fluctuations as a matter
of course. And while farmers may be concerned about uncertainty,
measures of financial stress indicate that the sector is in a better
position than it was in previous financial crises. The USDA’s debt service
and debt-to-asset ratios have risen slightly in recent years, but they
remain well below where they were in the farm crises of the 1980s. The
sector maintains ample liquidity, and the Farm Credit Administration
reports strong credit quality; the share of nonperforming loans reached
a five-year low of 0.45% in 2021. While this measure rose slightly to
0.49% in the first half of 2022, it remains below the 0.79% recorded in
2019.

Self-reported measures of financial stability tell a similar story. While
conditions have weakened in recent months, agricultural producers are
well clear of all-time lows. The Purdue University Farm Financial
Performance Index, which measures current financial conditions among
farmers, sat at 91 in November, up from 86 in October.2 While down
from 113 in December 2021, recent upward movement reflects high
crop prices and strong revenue expectations for the current year.
Longer-term expectations are softer, however, with Purdue University’s
Farm Capital Investment Index at an all-time low of 31 in November.2
Reports from Eighth District agricultural producers delivered the same
message: While rising interest rates and input costs could affect the
market in 2023, for the time being farmers remain on stable financial
ground.

Eighth District Farmers Weather Global Disruptions

Fertilizer is a critical input for global agriculture. An untimely series of
shocks has reduced the global supply of fertilizer and other agricultural
inputs and increased delivery times, raising prices and generating
uncertainty for farmers across the world. Nonetheless, Eighth District
farmers largely remain in a solid financial position. In response to the
rise in fertilizer prices, they have adjusted the distribution of their row
crops and formed purchasing co-ops to negotiate for better sales terms.

Notes

1. SeetheJune 2022 U.S. Department of Agriculture report Impacts
and Repercussions of Price Increases on the Global Fertilizer
Market.

2. Seethe December 2022 Purdue University-CME Group Ag
Economy Barometer report.

3. Again, see the December 2022 Purdue University-CME Group Ag
Economy Barometer report.
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Take comfort in the satisfying
stack of ICBA Membership.

Supported by exclusively
pro-community bank advocacy
and grassroots support from

bankers like you. Sticky innovative

products and

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

Find member benefits at icba.org/membership

LA



https://downloads.usda.library.cornell.edu/usda-esmis/files/3t945q76s/cc08jp14g/cr56p755q/wasde0822.pdf
https://downloads.usda.library.cornell.edu/usda-esmis/files/3t945q76s/cc08jp14g/cr56p755q/wasde0822.pdf
https://ag.purdue.edu/commercialag/ageconomybarometer/farmer-sentiment-remains-weak-crop-producers-contemplating-acreage-shifts-in-2023/
https://ag.purdue.edu/commercialag/ageconomybarometer/farmer-sentiment-remains-weak-crop-producers-contemplating-acreage-shifts-in-2023/
https://www.stlouisfed.org/publications/regional-economist/2023/jan/eighth-district-farmers-global-supply-uncertainty?utm_source=Federal+Reserve+Bank+of+St.+Louis+Publications&utm_campaign=efcb208c67-REUpdate&utm_medium=email&utm_term=0_c572dedae2-efcb208c67-
https://www.stlouisfed.org/publications/regional-economist/2023/jan/eighth-district-farmers-global-supply-uncertainty?utm_source=Federal+Reserve+Bank+of+St.+Louis+Publications&utm_campaign=efcb208c67-REUpdate&utm_medium=email&utm_term=0_c572dedae2-efcb208c67-
https://www.fas.usda.gov/data/impacts-and-repercussions-price-increases-global-fertilizer-market
https://www.fas.usda.gov/data/impacts-and-repercussions-price-increases-global-fertilizer-market
https://www.fas.usda.gov/data/impacts-and-repercussions-price-increases-global-fertilizer-market
https://ag.purdue.edu/commercialag/ageconomybarometer/high-input-costs-and-rising-interest-rates-top-concerns-as-farmer-sentiment-remains-unchanged/
https://ag.purdue.edu/commercialag/ageconomybarometer/high-input-costs-and-rising-interest-rates-top-concerns-as-farmer-sentiment-remains-unchanged/
https://ag.purdue.edu/commercialag/ageconomybarometer/high-input-costs-and-rising-interest-rates-top-concerns-as-farmer-sentiment-remains-unchanged/
https://ag.purdue.edu/commercialag/ageconomybarometer/high-input-costs-and-rising-interest-rates-top-concerns-as-farmer-sentiment-remains-unchanged/
http://www.icba.org/membership

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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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

o 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 21-26, 2023

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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Perspectives

What is “Quiet Hiring"?

BY BYRON EARNHEART

y this point, [ am sure that
we've all heard what “quiet
quitting” is and there has
been a good deal of discussion
around the topic. Rightfully so. Itis
something that we have to realize is
going on as well as find a way to
address it before it becomes
cancerous in our banks. A bank can
hire all the best consultants on
Earth, draw up the greatest
catchphrases and hashtags, and
even have the cleanest loan
portfolio ever assembled in all of
history but if there is a sub rosa
culture of quiet quitting, that bank
is dead in the water. No amount of
strategic planning will succeed
unless that issue is fully resolved.

So, what is “quiet hiring”? | found this article while getting my coffee
ready and | was intrigued by the question of “just what the heck are
they talking about here?!”

“Quiet hiring” is defined by Emily Rose McRae from Gartner as what
happens “when an organization acquires new skills without actually
hiring new full-time employees”. After looking at the idea a bit longer
and thinking about this idea’s implications on community banking, let
me offer a new definition of “strategically efficient skills growth”.

There are a couple of things | find interesting as it pertains to
community banks. The first one is we are the OG’s of quiet hiring!
We've been quiet hiring before it was cool!!l By a show of hands, how
many reading this have seen their career in banking shift into many
different areas of the bank...areas you may not have known even
existed when you started? (You can put your hands down now...thank
you for playing along!) Community banks have always had to build a
bench of personnel from within their own ranks.

Another interesting aspect of this idea of quiet hiring is that we see the
workforce wanting this to happen. They want to pick up additional
skills to further their career. They want to work for a company that
takes the time to bolster personal development. The trick to all of this
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can be outlined in the famous
Richard Branson quote “Train
people well enough so they can
leave; treat them well enough so
they don’t want to”. Again, like so
much else in banking, it comes
down to the culture and what the
bank wants to be.

Let’s cut through all the quotes
and management-speak and take
a look at what this looks like in a
bank and it starts with two
questions:

e
1. Arethere any skills your bank Byron Earnheart is
need to develop in order to Programming Director at
remain relevant in the next 5 S0 720 0 e/ oy Rt i
years? Memphis, TN, anACB
2. Do any of your people have

4 - Preferred Solutions Provider.
any extra time on their

hands?

Now, before you answer question 2 with a hard “NO!”...Stop and think
a minute. How is your foot traffic in your branches? Are any of the
CSR’s or back office personnel doing any task the same way they’ve
always done it? (Right there, you will get a good sense of your
efficiencies/inefficiencies). Question 2 is not about having extra time
on their hands now...it’s about could they have extra time that could
be put to better/more efficient use for the bank.

Also, nobody wants to do more work for the sake of doing more work.
Do they have a reason to do it? Have they bought into the vision of the
bank and what the banks wants to be?

Quiet hiring, then, is not eating up already thin bandwidth from
overworked and underpaid bankers. If that was the case the quitting
you will see will no longer be quiet! Quiet hiring is, as | defined it
earlier, strategically and efficiently growing the skill set of your
employees.

Said another way...play the cards you’re dealt the best possible way.
The game is going to change. It changes every day. It changes with
every Fed meeting. It changes with loan or deposit product sold. What
does not change as frequently is composition of your staff and in order
to remain viable, we have to identify in the staff what skills we excel in
and what we are lacking.

Filling those gaps, then, is quiet hiring...and it must be as central to
your bank’s culture as your lending policy, KYC plan, or even
sponsoring the Little League team.

| & (]
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https://www.cnbc.com/2023/01/04/gartner-hr-expert-quiet-hiring-will-dominate-us-workplaces-in-2023.html
https://barretbanking.org/

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


mailto:contactHC@harlandclarke.com
https://hs1.harlandclarke.com/financial-services-marketing-trends-report-har
http://www.vericast.com/Acquisition
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ACB Education

Allied Technology Group
Argent Financial Group
Arkansas Capital Corporation
Arkansas Student Loan Authority
Bankers Healthcare Group
Bankers Helping Bankers
Bank Strategic Solutions
Barret School of Banking
Celerit

Center for Financial Training
Community Banker University
Data Driven Partners

DD&F Consulting

Federal Home Loan Bank
Federal Protection

First National Bankers Bank
FORV/S

Gerrish Smith Tuck
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13
23
OBC
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Harbour Resources

ICBA

ICBA Bancard

ICBA Securities

IL Group

JMark

JTS Financial

Lively

Modern Banking Systems
MPA Systems

NFP

Passageways Onboard
PCA Technologies
Quattlebaum, Grooms & Tull
Retriever Payment Systems
SBA

SHAZAM

Smiley Technologies
SouthState Bank

S&P Global

TCM Bank

Travelers

UFS

Vericast - Harland - Clarke

Wallace Consulting
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IFC
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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 future reference.




HARBOUR

N »% resources

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

r e q u i r e s current and future dynamic organizational landscape.
FORV/S

forvis.com ASSURANCE f TAX { ADVISORY
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http://www.bankershelpingbankers.com/
https://www.mikeharbour.net/
http://www.harbourresources.com/
http://www.harbourresources.com/
https://www.forvis.com/about-us

WMWIITY BANKERS™

® 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



https://livelyme.com/acba/
mailto:partnerships@livelyme.com
https://livelyme.com/acba/

"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

>ﬂ~\

. Preferr ‘, z

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



http://www.jtsfs.com/
mailto:john@jtsfs.com
http://www.jtsfs.com/

Build a Brighter Future

with FNBB

First National Bankers Bank , ‘,

FNBB is your trusted correspondent banking partnher. With FNBB, you gain access to a
financially stable provider and the assurance that we will never be your competition.
We are committed to building lasting relationships that help you grow and move
towards a brighter future!

We offer:
* Asset Liability Management ¢ Cash Management ¢ Insurance Products & Services
* |[nvestment Sales/Trading ¢ Federal Funds
* Portfolio Accounting * Federal Reserve Transactions ¢ Retirement Plan Services
* Safekeeping ¢ International Services ¢ Bank Owned Life Insurance
* Image Exchange Network
* Loan Participations e Bank Formation Services ¢ Credit Card Services
* Executive Loans * Data Analytics
* Holding Company Loans e Compliance Audit Services ¢ Merchant Services
* Interest Rate Swaps * Internal Audit Services ¢ Profit Enhancement
e Letters of Credit ¢ |S Audit Services ¢ Subordinated Debt
¢ Loan Review Services * Systems Evaluation
Jay Wisener, Regional Market President Keith Jones, Correspondent Lending Officer
Herbert Thomas, Relationship Manager Brian Gunnels, Capital Markets

Always your partner. 800.737.0535
Never your competition. bankers-bank.com

FNBB Capital Markets LLC services are offered through an affiliate FINRA broker dealer. FNBEB Services Corp. 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 bank


http://www.bankers-bank.com/
http://www.bankers-bank.com/

