Banker

ISSUE 2 2023 A PUBLICATION OF CALIFORNIA BANKERS ASSOCIATION

'S INSIDE: | ‘
10 18

BANK’S SENATE BILL CREATES NEW A CONVERSATION

AT GIVIL LIABILITY FOR BANKS WITH JAMES BECKWIT
L v



BANKS EARN BIG

WITH BHG
EARN 7.5%+

Grow your loan portfolio without sacrificing
asset quality or yield. Earn 7.5%+ on BHG
Financial's high-quality loans. It's the perfect
time to put excess liquidity to work and
diversify your book of business. Explore
recently sold loans and more on BHG's
Loan Hub today.

Jim Crawford

EVP, Institutional Sales /
BHG Board Member
315.415.9511
jim@bhg-inc.com
BHGLoanHub.com/WBA

Scan to explore
our Loan Hub

Working with BHG provided

a platform to grow our loan
portfolio without sacrificing asset
quality or yield and has allowed
us to diversify in our lending mix.
BHG has developed a strong
screening process and credit
scoring model, which has greatly
streamlined our bank’s due
diligence process.

D. Bowman
President/CEO, Dakota Western
Bank, ND

Testimonial(s) based on unique customer
experience. Individual customer experiences
may vary.

BHG BANK
@ NETWORK
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Lending, and Risk Management Professionals
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Enroll Today!
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April 17-21, 2023

HUMAN RESOURCE
MANAGEMENT SCHOOL
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DIGITAL BANKING
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professional goals. This Spring we had the opportunity to

|
il

he California Bankers Association has for many
years offered several scholarship opportunities to
any full-time employee of a CBA-member bank
who is employed in California to pursue their

award 10 scholarships to bankers throughout the Golden
State. It’s a program we are very proud of, and we look
forward to seeing the scholarship winners grow profes-
sionally and accomplish great things for their banks and
the industry.

Advocacy

The California Legislature recently reconvened follow-
ing their Spring Recess. The Assembly and Senate are
working through hundreds of measures before the June
2nd house-of-origin policy deadlines. To date, several
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We are
grateful for
your trust,
membership,
and support,
and look
forward to
seeing you at
an upcoming
event.

measures of concern were shelved as a result of the team’s
efforts. Although measures of concern remain, the gov-
ernment relations team continues to work closely with
legislators and sponsors on those bills. In addition, the
team is monitoring the annual budget process. The State’s
2023-2024 budget must be finalized and approved by
June 15, 2023.

Women in Banking Forum

In March we hosted the virtual Women in Banking
Forum. Nearly 250 women in banking joined us for the
event, which included presentations from Anita Robin-
son, former bank CEO and founder of the Women in
Banking Forum, and Virginia Varela, President, Head
of Community Banking at SoFi Bank, N.A. who shared
their experiences in the industry. In addition, we were



pleased to hear from California Assembly Member
Cottie Petrie-Norris, managing partner of Chrisman

& Company (an executive search firm) Michele Gil,
senior vice president and director of human resources

at Citizens Business Bank Joyce Kwon, as well as our
very own Melody Cuevas who interviewed Erica Lucia,
District Director for California State Senator John New-
man on the importance of engaging with local elected
officials.

Inspired by the presentations from the Women in Bank-
ing Forum, a group of attendees created a book club to
support the networking, growth, and development of
women bankers across a variety of institutions. We are
looking forward to the first book in May and planning
a series of regional networking events throughout the
year.

2023 CBA Compensation &

Benefits Benchmark Survey

We hope that you will consider participating in the an-
nual CBA Compensation & Benefits Benchmark Survey
conducted by Pearl Meyer. This important tool provides
compensation comparisons to the prior year for 200
job titles ranging from entry-level to senior executive
positions. The survey also includes comprehensive sal-
ary, incentive, and commission-compensation data, as
well as human resources and benefits best practices. To
participate in the survey, please reach out to Rhonda
Snyder at rhonda.snyder@pearlmeyer.com.

We are grateful for your trust, membership, and sup-
port, and look forward to seeing you at an upcoming
event.

CaliforniaBanker | March April 2023
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By Kevin Gould, EVP, Director of Government Relations, California Bankers Association

hen we started this legislative year, we anticipated

that much of our time would be focused on public

policy debates surrounding environmental, social

and governance issues, such as climate-related fi-
nancial risk disclosures and the financing of fossil fuel com-
panies or gun manufacturers, a debate that is diametrically
different depending on whether you find yourselves in a red
or blue state. And then Silicon Valley Bank (SVB) failed.

What has been widely reported is that the bank had signifi-
cant uninsured deposits and a high concentration of tech
and venture capital firms as depositors. The tech industry’s
recent economic challenges resulting in higher than usual
withdrawals to fund operations caused the bank to sell
high-quality liquid securities from their investment portfo-
lio at a loss. The combination of certain bank customers
urging their clients to withdraw funds, the ability to move
money rapidly electronically, and panic fueled by social
media resulted in a historic $42 billion in withdrawals
from the bank in one single day.

While failures are never ideal, regulators have tools in
place to resolve a failed bank. The Friday morning seizure
of SVB and the FDIC’s opening of a bridge bank with all
the functionality of a traditional bank on the following
Monday morning is evidence of the systems in place and
the expertise and experience of banking regulators.

Formal analyses on what happened are underway with a
report by the Federal Reserve Board due on May 1, and a
Congressionally requested report by the Government Ac-
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countability Office due in interim format on April 28. In the
meantime, many within and outside the banking industry
are scratching their heads and are similarly eager to see the
reports. Interest rate risk, concentration risk, and liquidity
risk are hardly new concepts and are in fact fundamental.
The practice of shocking the balance sheet, understanding
the timing of when assets and liabilities are re-pricing, and
having a grasp on asset or liability sensitivity is common.

Since the Friday morning when SVB failed, the Association
has been actively engaged. We opened lines of communication
immediately and checked in frequently with state and federal
lawmakers and regulators. Coincidentally, we had a visit to
Washington, D.C., a week later with our peers from the other
state bankers associations. This was a previously planned con-
ference convened by the American Bankers Association. The
conference provided an opportunity to hear from key decision-
makers, including Treasury Secretary Yellen and the chairs and
ranking members of the Congressional banking committees.
CBA staff and bankers in attendance, led by Association Chair
George Leis, also had the opportunity to meet with members
of the California Congressional delegation, including those
who serve on the House Financial Services Committee.

When meeting with elected officials, we took the oppor-
tunity to address the situation head on and underscored
the strength and resiliency of the banking industry. It was
important that we be present, that we share factual infor-
mation and refrain from speculation. We urged that policy-
makers gather and analyze the facts before proposing solu-
tions, a message that seemed to resonate.



Congressional hearings on SVB
commenced the last week of March
with back-to-back hearings in the
Senate Banking Committee and
the House Financial Services Com-
mittee. These first two hearings
included testimony from Michael
Barr at the Federal Reserve, Martin
Gruenberg at the FDIC, and Nellie
Liang at Treasury. This was the first
in what will be a series of hearings.
Stateside, the California Legislature
will likely convene hearings as well,
with the Assembly Banking and Fi-
nance Committee planning to hold a
hearing on Monday, April 10.

No matter how robust the supervi-
sory infrastructure is, or the adequa-
cy of current state and federal laws,
it is expected that we will see calls

re

expenience
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aba.com/StonierWWB
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for new regulation and legislation.
The association is prepared to en-
gage with stakeholders for what we
hope will be a thoughtful conversa-
tion. It’s our hope that the reaction
will be tailored and focused on po-
tential gaps and that an overreaction
be avoided. Some policymakers have
a particular agenda that predates the
failure of SVB. Unfortunately, the
bank’s failure will feed their narra-
tive even if the facts don’t.

As we have always done, we will
look forward to sitting at the table
with policymakers to discuss solu-
tions that avoid taking a sledge-
hammer to the industry where a
surgical approach is more sophis-
ticated and appropriate. The bank-
ing industry remains strong and re-

silient. And, despite what happened
with SVB, the banking industry will
continue to play a vital role in sup-
porting communities and the over-
all economy. »>

Kevin Gould is the Executive
Vice President and Director
of Government Relations
for the California Bankers
Association. He joined the
CBA in 2004, bringing with
him more than seven years
of legislative experience. In his role, he oversees
the management and operation of CBA’'s state
and federal government relations department and
serves as one of CBA’s three registered lobbyists.
Gould’s advocacy responsibilities and issues focus
mainly in the areas of bank operations, commercial
lending, and wealth management issues. You can
reach him at kgould@calbankers.com.

At the ABA Stoner Graduate School of Banking, learn

from the top minds in leadership development and join the
ranks of Ivy League-educated banking leaders.

Join us in person at the University of Pennsylvania on

June 1-8, 2023 to develop an elite and lasting professional

network.

Apply by May 1, 2023

@Wharton

UNIVERSITY 0f PENNSYLVANIA

American
Bankers
Association.

Aresty Institute of Executive Education

CaliforniaBanker | March April 2023




2ate Bill Creates New.di

VI

jability for Banks

By Jason Lane, Vice President and Deputy Director of Government Relations, California Bankers Association

urported to strengthen elder

and dependent adult financial

abuse protections by clarifying

the duties of banks and finan-
cial institutions to safeguard against
fraud, SB 278 was introduced earlier
this year by Senator Dodd (SD 3). The
measure is sponsored by the Consum-
er Attorneys of California, a group
representing trial attorneys who
have filed numerous lawsuits against
banks for “assisting” in elder finan-
cial abuse. In his press release intro-
ducing the measure, Dodd, who rep-
resents parts of Sacramento, Solano,
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Yolo, and Napa counties, stated that
“banks must do a better job of pre-
venting the most vulnerable Califor-
nians from getting ripped off. This bill
clarifies that if these institutions assist
in financial elder abuse - either know-
ingly or otherwise — they can be held
liable. It will motivate them to detect
predatory practices before victims are
robbed of their resources, dignity and
quality of life — losses from which
they may never recover.”

A coalition of organizations in op-
position to this measure, led by the

California Bankers Association,
strongly disagrees with the notion
that SB 278 is a mere clarification
of existing law. This measure funda-
mentally changes the way businesses
engage in commerce with seniors by
establishing a de facto fiduciary or
conservator relationship. It requires
insurance providers,
technology service providers, real es-
tate agents, banks, and credit unions
to question their senior customers’
financial decisions and reject those
decisions when they find them un-
wise. The problem, of course, is that

caregivers,



these businesses are ill-equipped to
second-guess their customers’ deci-
sion. Financial institutions, for ex-
ample, will be forced to make very
conservative decisions about trans-
actions initiated by seniors and
this may lead to processing delays
that will impair anything from the
most routine transactions to time-
sensitive wire transfers. Because
the measure imposes the same civil
liability on banks as the actual per-
petrator of the crime, banks will be
forced to apply enhanced scrutiny
of transactions.

Financial institutions will be forced

to make very conservative decisions

about transactions initiated by seniors

and this may lead to processing

delays that will impair anything from

the most routine transactions to time-

sensitive wire transfers.

The measure also raises several
questions about how financial in-
stitutions could even operationalize
the measure’s requirements. There
are numerous situations where a
financial institution could not iden-
tify fraud. A senior could transfer
money to an exploiter using online
financial services. In this scenario,
the mere fact that an institution
provided the online financial plat-
form could expose them to civil
liability under this measure. Simi-
larly, if a senior provided credential
information and the exploiter uses
the senior’s own device, a financial
institution would have no way to
detect that fact and could be deemed
to have assisted.

While the proponents of this mea-
sure contend that it helps seniors, we
believe it is discriminating because
it is based on the premise that, as a
class, people 65 and older are not as

capable of making wise financial de-
cisions as other customers. It forces
financial institutions to treat seniors
differently and requires a heightened
scrutiny on their financial decisions-
all so that trial attorneys can sue
banks and exhort settlements from
them under the guise of consumer
protection. >

Jason Lane is vice presi-
dent and deputy director
of government relations
for the California Bankers
Association and manages
California state tax policy
for the association, which
involves analyzing legisla-
tion and regulatory activity, and the develop-
ment of policy positions for the association.
Lane is one of three lobbyists at CBA and, in
addition to his primary focus on taxation, he
also lobbies on behalf of the association on is-
sues related to the state budget, and consumer
lending legislation.
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- By Tony Cole, Co-founder of Anthony Cole

sually, selling their value puts salespeople in all in-
dustries, services and products in the old approach
of selling features and benefits instead of trying

to find out will motivate a buyer to buy, make a

change or add a new service.
Here’s an example of what selling value often sounds like:

A prospect says something like, “Why should I do business
with your bank?”

The lender says, “Well, because we bring a value-added ap-
proach to our relationships. We do more than just get you
great rates on your loans and deposits. We approach your
business from a trusted advisor approach. We work hard to
understand what your overall objectives are, and then search
to find solutions to help you achieve those objectives. Our
staff focuses specifically on your business segment. We have a
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combined 135 years of experience. Our bank has the biggest
market share in the area, and our branches are conveniently
located throughout your footprint. We have extended hours
of operation, and our online banking deliverable is second to
none. If you’re looking to work with a bank that can do those
things, has that kind of focus, I’d like to show you how we
can help you and your business grow and prosper.”

That is still a sales pitch.

A better, more effective approach is to uncover what the
prospect values. The only way to do that is to change the
dialogue in the very beginning of the relationship and
make sure the focus is entirely on what the client needs
and wants and requires to meet their objectives. To ac-
complish this, your bank and bankers must understand
the following principle: the quality of the phone call will
determine the quality of the appointment.



To have a high-quality appointment,
lenders should focus on several
things before setting up a meeting
with a prospect.

1. On the phone call, they must
determine the prospect’s role
in any decision-making.

2. They must uncover some
level of motivation to make
a purchase or change, or add
a new relationship.

3. They must ask if the problem
or the opportunity is a must-
fix or want-to-fix.

4. They should get invited to
meet to discuss the item fur-
ther.

Failure to do those four things on the
phone often leads to a failure to un-
cover what the prospect values, and
it forces a banker into selling mode.

From a sales strategy perspective,
positioning your value requires a
great Value Proposition but also the
supporting Will to Sell, Sales DNA
and Sales Competencies. Using data
from our many community bank cli-
ents, this is what we know about the
top 10 percent of bankers:

® 69 percent are more commit-
ted to succeed in selling — will-
ing to do everything possible
to succeed (assuming legal,
ethical and moral standards).

® 41 percent are more comfort-
able discussing money issues.

® 46 percent are better at quali-
fying prospects.

® 50 percent are better at asking
questions.

® 100 percent are better at get-
ting introductions to new
prospects.

e 75 percent are better at get-
ting a real budget.

® 44 percent are better at po-
sitioning their bank’s value
proposition.

e 80 percent are better at pro-
tecting margins (selling value
not price).

Top salespeople understand the
value of sharing stories about how
they help other clients, using analo-
gies and proof of concept examples.
They pre-call plan and prepare.
They post-call debrief to make sure
they covered all the steps in their
sales approach. They ask the right
questions, the right way at the right
time and if they find that they missed
a question, they do not hesitate to
re-engage with the prospect to gain
closure on open items.

Very few if any financial firms have a
strategy to be the low-cost provider
or compete with a commodity go-
to market strategy. Most banks are
talking about how they value their
customers, their competitive rates,

how their people go out of their way
to make sure clients are 100 percent
satisfied, how their people are well
trained and ready to serve, and that
their product offerings are top shelf,
best in class and guaranteed.

If everyone in your market is selling
their value in that fashion, how do
you differentiate yourself? Find out
and focus on what the prospect val-
ues. Become very skilled at asking
questions, listening to learn, probing
further and understanding what is
on the mind of your prospect, even
if it has nothing to do with your
product or service.

Don’t just offer a solution, ask the
questions that will lead the pros-
pect to self-discover that they need
a new or different approach. When
that occurs, it is time to show them
how you can help them and the val-
ue of working with you and your

bank. >

Learn more at Anthony Cole Training online at
https://anthonycoletraining.com/

L

Mackinac
Credit +

Client-driven
solutions for
community banks.

We are seasoned community bankers,

Compliance

Kelly W. George

CEO + Founder
(906) 286-1445
kgeorge@maccreditcomp.com

Tammy McDowell

President + Founder
(906) 286-0808
tmcdowell@maccreditcomp.com

helping banks more efficiently manage risk
and internal work processes for successful
long-term strategic growth. We tailor our
solutions to your unique business needs
with a hands-on approach so you can focus
more internal resources on revenue
generation and enhancing shareholder
value in an increasingly complex and
competitive industry.

+ Credit administration + analyst support
 Proactive compliance solutions
« Turnkey operational + management support

maccreditcomp.com
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to Imposing Default Interest anc
Late Fees on Defaulted Loans

By Nicolette A. Cohen', Associate, Buchalter’s Commercial Finance Group

n Sept. 29, 2022, the California Court of Appeal
O First Appellate District, in Honchariw v. FJM Pri-
vate Mortgage Fund, LLC, held a private lender’s
constituted an unlawful penalty in contravention of the
public policy set forth in California Civil Code Section
1671, reversing the trial court’s finding. The California

imposition of late charges and default interest

Supreme Court denied review, leaving the appellate deci-
sion in place as the current law in California.

In 2018 Nicholas and Sharon Honchariw obtained a
$5.6 million bridge loan with FJM Private Mortgage
Fund, LLC, a private lender, secured by a first deed of
trust on commercial real property. On Sept. 1, 2019, the

! Special thanks to Robert Willner and Robert S. McWhorter for their assistance with this article.
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Honchariws defaulted under the loan by missing their
monthly payment in the amount of $39,667. The default
triggered an automatic imposition of (1) a one-time late
payment fee ($3,967), which was 10 percent of the missed
monthly payment, and (2) default interest of 9.99 percent
per annum over the note rate, charged against the unpaid
loan balance (collectively, the “Late Fee Provisions™).

The Honchariws filed a demand for arbitration alleging,
among other things, that the Late Fee Provisions were
an unlawful penalty in violation of Section 1671 of the
California Civil Code. FJM Private Mortgage Fund, LLC,
prevailed in the arbitration. The Honchariws then filed
a petition to vacate the arbitration award on the basis



In a loan transaction governed by California law,
a lender must be prepared to show that default
interest bears a reasonable relationship to the
lender’s actual damages, and cannot be used to
coerce payment.

that the arbitrator exceeded their Section 1671 of the California Civil
authority by denying, in part, the Code provides, in part, that a lig-
violation of Section 1671. The trial  yidated damages provision under a
court denied the petition, finding

hae € N tailed non-consumer contract is presumed
that the Honchariws failed to meet . . .
. valid. Notwithstanding that pre-
their burden of proof to show that
the default interest under FJM’s

loan was an illegal penalty. The

Honchariws appealed. CONTINUED ON PAGE 16

sumption, the Court of Appeal in
the Honchariw case concluded that

The National Graduate
School of Banking™

" {

Session Dates: August 20 — September 1, 2023
Location: University of Washington, Seattle, WA

PCBS, in partnership with the Foster School of Business at
the University of Washington, offers a premier three-year
gra duate-level educational program focused on the financial To learn more about PCBS or to apply to the program, call
services industry. Our full-length courses, taught by (425) 278-0250
outstanding industry experts, provide responsive, practical or visit

answers to today’s most critical banking challenges. www.thePCBS.org

We look forward to everyone joining us on campus next year!
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CONTINUED FROM PAGE 15

a liquidated damages provision in a
non-consumer contract must bear a
“reasonable relationship” to the ac-
tual damages that the parties antici-
pate would flow from a breach under
the agreement. The Court’s reason-
ing relied on a prior case, Garrett v
Coast & Southern Fed. Sav. & Loan
Assn, 9 Cal. 3d 731 (1973), wherein
the imposition of a late fee provision
that increased the interest rate on the
entire unmatured loan was held to be
unenforceable as an attempt by the
creditor to coerce timely payments
by a forfeiture, which was not rea-
sonably calculated to merely com-
pensate the injured lender.

The Court of Appeal in Honchariw
focused on the imposition of de-
fault interest on the unpaid balance
of the entire loan and held that the
increased interest rate on the unpaid
balance of the loan did not bear a
reasonable relationship to FJM’s ac-
tual damages. Therefore, under the
Court’s reasoning, it constituted an
unlawful penalty and was thus un-
enforceable.? To add insult to injury,
the Court awarded the Honchariw’s
their legal fees on appeal.

The Court did not address how a
lender can prove its actual damages
in order to satisfy the requirement
that its default interest bears a rea-
sonable relationship to the lender’s
actual damages. The most significant
damages would likely be in the form

of the increased credit risk resulting
from the defaulted loan. But these
damages may be hard to quantify. A
lender might be able to support its
damages claim with evidence of the
cost of sending a notice of default,
assigning a loan to special assets, in-
creased monitoring of the loan, etc.
But this may be burdensome to cal-
culate and might turn out to be far
less than the default interest. The
facts of each situation will likely be
different.

The holding in the Honchariw case
left many questions unanswered.
Would a contractually agreed in-
creased interest rate (e.g., under a
forbearance agreement) pass muster?
Can a lender legally impose default
interest when multiple covenant de-
faults (but no payment defaults) ex-
ist? The Court provided no guidance.

What is clear under the Honchariw
case is that, in a loan transaction
governed by California law, a lender
must be prepared to show that de-
fault interest bears a reasonable re-
lationship to the lender’s actual dam-
ages, and cannot be used to coerce
payment.

Finally, there are good reasons to
believe the Honchariw case was
wrongly decided and will in time be
overruled. It is based on the Garrett
decision cited above that predated
the Legislature’s 1978 amendments
to Civil Code section 1671, which
changed the presumptions concern-

ing liquidated damages.’ Late pay-
ment fees and default interest pro-
visions are found in virtually every
commercial note and loan agree-
ment. Many lenders will be surprised
to learn that default interest as a tool
for dealing with a troubled loan has
been removed from their “troubled
loan tool box.”

Without the ability to charge de-
fault interest to compensate for the
increased credit risk, lenders may
forego loan workouts in favor of ac-
celeration and foreclosure. For this
reason some lenders may be tempted
to charge default interest despite the
Honchariw case in the hopes that, if
challenged, another Court of Appeal
will rule in their favor* and/or at-
tempt to thread the needle with their
situation and hope that their facts
sufficiently distinguish their situation
from those in the Honchariw case.
Any lender considering that strategy
should first consult with experienced
counsel and be prepared for possible
adverse legal consequences. After all,
Honchariw, regardless that it may
have been wrongly decided, is for the
time being, the current law in Cali-
fornia.

Nicolette A. Cohen is an asso-
ciate in the Los Angeles office
of Buchalter’s Commercial Fi-
nance Group.

2The court in Honchariw did not distinguish between the one-time 10% late fee charge on the missed payment and the imposition of default interest on the unpaid balance of the loan when making

its determination that the Late Fee Provisions were unenforceable.

3On December 9, 2022 Buchalter, representing the California Bankers Association as amicus curiae, submitted a letter to the California Supreme Court in support of review of the Honchariw case, or

in the alternative, request for depublication.

+Trial courts in California will be bound by the Honchariw case.
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TAP INTO THIS
$72 BILLION DOLLAR

OPPORTUNITY

GAIN EARNING ASSETS WITH CANNABIS LENDING

The U.S. cannabis market is poised for substantial growth, with
New Frontier Data estimating it to reach $72 billion annually

by 2030. This growth is primarily driven by the legalization of
adult-use cannabis programs in 21 states, including California -
the largest cannabis market in the country - where total market
sales are expected to reach $9.3 billion by 2030.

Lending is part of a holistic approach to providing banking services
to the cannabis industry that helps financial institutions attract the
best operators, build a strong book of deposits, and unlock higher
yield earning assets. It is also an opportunity for banks to go beyond
serving retailers and meet the demand for banking and lending by
the broader wholesale market as well.

The Shield Compliance Cannabis Lending Guide helps bankers
navigate the compliance, reputational, and credit risks associated
with cannabis operators and cannabis-related collateral, and unlock
the financial rewards of this industry.

Shield Compliance: A Leader in Cannabis Banking.

Since its inception, Shield has partnered with more than 60 financial
institutions and monitored 6.3 million transactions including nearly
$30 billion in deposit volume. Year to date, Shield’s financial institution
customers have earned $8.2 million in non-interest income from
service charges, and as of March 31, 2023, have $865 million in
deposit balances and $95.3 million in loans outstanding from over
4,800 CRBs representing more than 12,000 active cannabis licenses.

Let Shield Compliance help your financial institution unlock
the benefits of serving the legal cannabis industry.

GET THE GUIDE

Shield Compliance transforms
how financialinstitutions manage
risk, comply with regulations, and
address the operational demands
of the legal cannabis industry.

shield
assure

Compliance management for
financial institution daily operations,
including case management and
automated reporting.

shield

engage

Informed account application
process for underwriting and

onboarding cannabis business
accounts.

shield
transact
Compliant mobile payment and

payroll solutions to reduce cash
transaction dependency.

Earn the benefits of a compliant
cannabis banking program with
Shield Compliance.

™ info@shieldbanking.com
[J (425)276-8235

DOWNLOAD THE CANNABIS LENDING GUIDE: =n. chield

ShieldBanking.com/cannabis-lending-guide compliance
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By Julia A. Gutierrez

ith nearly 30 years of experience,

James serves as President and Chief

Executive Officer and is a member

of our board of directors of Five Star
Bank. James joined Five Star Bank in 2003. He
is deeply connected to the Sacramento commu-
nity and has chaired several community-based
organizations including the Sacramento Metro
Chamber of Commerce, Valley Vision and
KVIE (the local PBS affiliate). James is the im-
mediate past Chair of California Bankers As-
sociation. He is a Private Sector Director with
Greater Sacramento Economic Council and a
member of the Sacramento State University
College of Business Advisory Council. James
previously served as Chief Financial Officer
and Chief Operating Officer at National Bank
of the Redwoods in Santa Rosa, California. He
graduated from San Francisco State University
with a Bachelor of Science in Business Admin-
istration with a concentration in Accounting.
He is also a graduate of Pacific Coast Banking
School at the University of Washington where
he was class president. In 2020, James was
recognized by the Sacramento Metro Cham-
ber of Commerce as the Businessman of the
Year and he was named among the Most Ad-
mired CEO’s of 2020 by the Sacramento Busi-
ness Journal. He was also recognized with a
Vistage Leadership Award in 2021 and is the
2022 UCP Humanitarian of the Year.

The banking industry is changing quickly.
What will the banking landscape look like in

the next 5-10 years?
I expect the banking landscape to look a lot
differently in the next five to 10 years as con-

solidation makes an impact. Fintech continues
to grow and digital platforms will continue to
be omnipresent.

How have fintechs impacted the

banking industry and your bank?

In our experience at Five Star Bank, fintechs
have had a positive impact on the banking in-
dustry and on our bank in particular. We have
partnered with several fintechs and leveraged
the built-in efficiencies they provide which has
helped us better serve our customers.

Five Star Bank has an exceptional leadership
development program. Why is that impor-

tant?

We believe in mentoring the next generation
of leaders and creating a deep bench of talent.
This ensures the longevity of our organiza-
tion and the continuation of the high-touch,
relationship-based service expected by our
customers and community. Five Star Bank is
a community partner and customer advocate
and we want to be there for our customers for
many years to come. Having a succession plan
focused on culture and talent are critical to our
continued success.

What are the challenges in the industry that

are of most concern to you?

The recent volatility in the banking industry has
revealed the unlevel playing field that exists. Re-
cently, it has been more evident than ever that
big banks are treated differently. This is chal-
lenging to all of us in community banking.

CONTINUED ON PAGE 20
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CONTINUED FROM PAGE 19

What sets Five Star Bank apart from its competitors?

At Five Star Bank, we believe in serving our customers and
colleagues with a high level of speed and a certainty of
execution. We are extremely fast when responding to cus-
tomer needs and market demands and we are experts in
our craft. This leads to trust, brand equity and respect. We
place heavy emphasis on the customer experience and our
approach to business banking is a welcomed differentia-
tor. Our customers have direct access to us at all times and
know when they pick-up the phone, they will immediately
be connected with a team of dedicated professionals who
know them and care deeply about their success.

Finding and retaining talent can be a challenge.

How do you keep your team engaged?

We have an excellent and growing engagement strategy at
Five Star Bank, which begins with immersing new hires
in our corporate culture and ensuring they have the train-
ing, education and guidance they need to be successful.
We also have a robust communications strategy which
includes company-wide zooms, fireside chats, CEO com-

20 www.CalBankers.com | CaliforniaBanker

munications, monthly marketing recaps and expressions
of appreciation.

We enjoy ensuring our employees have the opportunity to
make an impact in their community, from volunteerism to
board participation. All of our employees are brand advocates
and represent us at numerous events throughout the year. We
also have health and wellness initiatives. In 2023, we created a
running/walking team and our employees have won awards at
local running races. This year, almost 10 percent of our work-
force completes their first half-marathon. These efforts help us
find, retain and nurture Five Star Bank’s talented workforce.

Is there anything else you want

to share about Five Star Bank?

We are optimistic about the future and the continued
growth of Five Star Bank. In March 2023, we were very
pleased to have earned the No. 1 ranking on the S&P
Global Market Intelligence annual rankings of 2022’
best-performing community banks in the nation with as-
sets between $3 billion and $10 billion!
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ASK THE COMPLIANCE GURU

(0: If we cancel a customer’s debit card do we have to notify
them?

A: Per Reg E commentary, the cancellation of an access device
is a change that does not require disclosure. https://www.
consumerfinance.gov/rules-policy/regulations/1005/interp-
8/#8-a-Interp-2 The only prohibition/requirement would
come from the account agreement so yow’ll have to confirm

with the agreement before proceeding.

(: We sent a notice of incompleteness to a customer and one
of the items they needed more time to get this information.
Is it permissible to provide another notice of incompleteness
(“NOI”) to extend the current NOI deadline for a later date?

A: Yes, that is permissible. There is no restriction in
Regulation B against extending the time period and sending a
second NOL. https://www.consumerfinance.gov/rules-policy/
regulations/1002/9/#c-2 If an applicant has not responded
to the NOI by the time of its expiration then you have no
further obligation under Regulation B but you could choose
to extend this period and grant the applicant more time to

supply your requested information.

(0: When purchasing a loan, do we need to collect a beneficial
ownership form? If so, will collecting after the loan is
purchased acceptable?

22 www.CalBankers.com | CaliforniaBanker
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A: TP guidance suggests that for purchased loans banks are
required to ensure that the institution or broker that originated
the loan complied with the applicable CIP requirements but
the bank does not necessarily need to perform this themselves

after the purchase has been completed:

“2. Are loan participations purchased from third parties and
loans purchased from a car dealer or mortgage broker within
the exclusion from the definition of “account” for loans
acquired through an acquisition, merger, purchase of assets,
or assumption of liabilities? Yes, this exclusion is intended to
cover loan participations purchased from third parties and
loans purchased from a car dealer or mortgage broker. If,
however, the bank is extending credit to the borrower using a

car dealer or mortgage broker as its agent, then it must ensure

that the dealer or broker is performing the bank’s CIP...”

FAQ #2 CIP Final Rule: https://www.fincen.gov/sites/default/
files/guidance/finalciprule.pdf

Thus, subject to any internal guidelines providing otherwise,
these will often be subject to the exclusion above. As always,
to avoid implicating any UDAAP/UDAP and/or fair lending
considerations, the bank will want to ensure that it is treating
similarly situated borrowers consistently, across the board
in performing CIP/beneficial ownership on these purchased

loans.



(: Gan a single loan be reported on both the HMDA and CRA
LAR in a given year?

A: Tt depends. Generally, loans cannot be double counted for
HMDA and CRA purposes. However, multifamily affordable
housing loans may be reported both under HMDA as home
mortgage loans and as Community Development loans.
Also, the refinance of a loan to a business where a residence
is taken as collateral could be reported both under HMDA

and as a Small Business or Small Farm loan.

References:

“Except for multifamily affordable housing loans, which
may be reported by retail institutions both under HMDA as
home mortgage loans and as community development loans,
in order to avoid double counting, retail institutions must
report loans that meet the definition of “home

» «

mortgage loan,” “small business loan,” or “small
farm loan” only in those respective categories even
if they also meet the definition of “community

99

development loan.

https://www.ffiec.gov/cra/pdf/2015_CRA_Guide.
pdf

“If an institution is not a wholesale or limited-
purpose institution, it cannot designate a loan
as a community development loan if the loan
has already been reported or collected by the
institution or an affiliate as a small business, small
farm, consumer, or home mortgage loan (except in
the case of a multifamily dwelling loan, which may
be considered a community development loan as
well as a home mortgage loan).” https://www.ffiec.

gov/cra/pdf/2015_CRA_Guide.pdf

“A loan of $1 million or less with a business purpose
that is secured by a one-to-four family residence is
considered a small business loan for CRA purposes

only if the security interest in the residential property

was taken as an abundance of caution and where the terms
have not been made more favorable than they would have
been in the absence of the lien. (See Call Report Glossary
definition of “Loan Secured by Real Estate.”) If this same loan
is refinanced and the new loan is also secured by a one-to-four
family residence, but only through an abundance of caution,
this loan is reported not only as a refinancing under HMDA,
but also as a small business loan under CRA. (Note that small

farm loans are similarly treated.)”
bttps:/hwww.federalregister.gov/d/2016-16693/p-451c

Compliance Alliance offers a comprehensive suite of

compliance management solutions. To learn how to put

them to work for your bank, call (888) 353-3933 or email

info@compliancealliance.com and ask for our Membership

Team. >

REAL ESTATE TAX
SERVICE. INC.

~ Property Tax Reporting
~ Flood Zone Determinations
~ Since 1987

WE CAN
. DOIT!

800-528-7803

nationwidecompliance.com
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MEMBERSHIP UPDATE

New Members

ally

We are pleased to welcome our newest member, Ally
Bank, a division of Ally Financial, Inc. Headquartered in
Sandy, Utah, Ally Bank is a full-service online bank that
was founded in 2009.

Ally Financial Inc. (NYSE: ALLY) is a financial services
company with the nation’s largest all-digital bank and
an industry-leading auto financing business, driven

by a mission to “Do It Right,” and be a relentless

ally for customers and communities. The company

serves more than 11 million customers through a full
range of online banking services (including deposits,
mortgage, point-of-sale personal lending, and credit
card products) and securities brokerage and investment
advisory services. The company also includes a robust
corporate finance business that offers capital for

equity sponsors and middle-market companies, as well
as auto financing and insurance offerings. For more
information, please visit www.ally.com and follow @
allyfinancial.

ELEVATE YOUR CAREER:
EARN YOUR CFMP

Differentiate yourself and elevate your career by earning the
Certified Financial Marketing Professional (CFMP) designation
— the only industry-recognized certification for bank
marketers. Demonstrate your mastery of data and analytics,
compliance, branding, revenue generation, customer
experience and more.

Plus, prepare for the exam and save by bundling the online
prep course with the ABA Bank Marketing School.

aba.com/CFMPpath

American
Bankers
Association.
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December 31, 2022

$ $ Income

% Net % Total % Before % Annual

Number $ $ Change Charge- Change Nonper- Change Asa% Extra Change Return

of Total Total Since Offs Versus  forming Since  of Gross Items Versus  on Avg.

State Name Banks Assets Loans 12/21 (YTD) 12/21 Loans 12/21 Loans ($YTD) 12/21 Assets
Alabama 96 214,940,224 136,654,737 12.161 294,746 33.817 836,420 6.961 0.612 3,169,782 -3.907 1.441
Alaska 5 9,944,667 4,559,748 5.081 1,553 -6.502 15,589 -55.797 0.342 110,642 -4.785 1.087
Arizona 13 71,025,129 55,690,799 15.975 1,254 -83.651 747,223 24.882 1.342 1,064,738 18.936 1.539
Arkansas 82 158,182,697 102,671,096 22.126 90,914 20.195 409,706 -0.866 0.399 1,982,852 -8.437 1.281
California 121 1,152,915,153 722,673,608 3.865 404,490 -13.093 2,366,787 -12.477 0.328 9,637,970 -16.662 0.826
Colorado 65 90,929,977 58,472,351 30.361 10,813 52.64 142,781 -0.502 0.244 1,018,047 7116 1.192
Connecticut 28 109,397,529 76,967,335 -7.665 69,731 54.276 327,126 -45.266 0.425 963,653 -31.455 0.933
Delaware 16 1,262,058,275 719,999,547 12.826 4,101,908 5.733 6,618,638 -4.597 0.919 15,452,757 0.597 1.234
District of Columbia 4 2,787,122 1,720,995 18.427 267 149.533 14,244 -11.341 0.828 11,765 381.777 0.437
Florida 87 239,214,413 162,125,382 18.044 116,835 -4.723 986,730 -27.916 0.609 2,505,005 2.484 1.071
Georgia 137 148,966,676 10,3471,761 10.19 85,700 -14.789 428,750 3.003 0.414 1,972,772 3.072 1.357
Hawaii 6 59,189,757 35,445,351 9.167 20,667 6.11 45,039 -13.337 0.127 601,640 -5.61 1.01
Idaho 10 9,252,139 5,292,920 18.123 4,458 -654.478 19,005 -23.684 0.359 114,701 11.224 1.26
lllinois 357 614,760,112 331,119,779 6.363 165,934 -30.682 1,703,551 -16.921 0.514 5,710,601 -13.763 0.948
Indiana 79 162,718,121 109,927,142 35.062 47,586 -3.473 532,276 40.337 0.484 1,989,484 13.896 1.277
lowa 245 112,059,304 76,473,831 12.53 30,031 -4.116 272,465 -25.805 0.356 1,311,990 -5.44 1.196
Kansas 202 81,205,533 50,096,054 11.346 21,609 -63.494 207,337 -29.683 0.414 948,343 -1.24 1177
Kentucky 116 72,721,804 48,437,951 10.526 24,033 -31.305 180,620 -16.835 0.373 870,470 -3.668 1.195
Louisiana 98 68,042,747 45,473,456 17.201 98,611 -3.964 289,319 -20.81 0.636 772,069 -0.711 1.175
Maine 18 40,058,796 29,472,915 19.117 1,239 -79.12 65,059 -25.909 0.221 349,552 -24.363 0.917
Maryland 25 54,637,565 40,845,586 13.019 15,396 -54.975 155,826 -12.247 0.382 775,159 2.557 1.453
Massachusetts 92 494,466,278 178,074,509 11.451 97,672 43.267 410,439 -22.255 0.23 4,378,898 -0.029 0.921
Michigan 72 57,297,927 39,908,885 10.009 259 -151.491 168,497 -1.219 0.422 691,660 -11.517 1.225
Minnesota 245 93,357,902 62,065,518 10.338 18,043 14.421 233,071 -29.371 0.376 1,124,324 -3.027 1.231
Mississippi 62 165,210,304 106,231,190 14.055 22,352 -53.019 534,218 -5.596 0.503 1,767,042 15.581 1.081
Missouri 207 232,945,732 150,155,028 14.028 109,893 -4.686 370,838 -23.908 0.247 3,045,409 7.328 1.311
Montana 37 77,129,719 44,355,256 37.141 37,836 462.366 146,993 -8.354 0.331 825,048 7.804 1.084
Nebraska 145 97,543,870 67,214,967 13.597 219,422 19.352 311,404 6.338 0.463 1,186,098 -12.721 1.258
Nevada 15 57,616,147 21,072,530 6.754 51,291 71.061 508,703 -2.87 2.414 2,238,631 52.834 4.794
New Hampshire 16 15,146,805 11,942,197 15.55 767 -68.884 17,401 -20.336 0.146 126,503 -0.103 0.859
New Jersey 49 170,487,941 129,210,513 -1.593 73,462 35.1 2,899,503 258.409 2.244 1,845,390 -18.062 1141
New Mexico 29 16,369,577 8,517,475 15.04 738 -88.209 36,005 -18.953 0.423 257,429 19.941 1.598
New York 98 1,596,261,374 694,217,842 5.047 927,410 27.512 5,907,988 -5.207 0.851 13,836,505 4.652 0.864
North Carolina 38 3,120,972,743 1,473,134,791 10.657 3,331,554 21.407 9,203,493 -0.574 0.625 35,300,959 7.192 1.122
North Dakota 62 48,459,522 36,087,151 23.065 5,996 -70.573 103,807 -12.009 0.288 600,828 -19.842 1.325
Ohio 131 4,470,154,182 1,917,153,602 6.237 4,260,598 2.265 14,248,278 -8.46 0.743 49,542,168 -8.95 1.064
Oklahoma 177 144,448,873 88,020,688 11.721 69,800 -19.599 837,980 -20.765 0.952 1,792,551 -6.871 1.259
Oregon 13 39,357,786 30,453,900 13.544 34,120 -25.739 78,897 14.079 0.259 448,521 -16.068 1.161
Pennsylvania 119 290,548,675 208,417,220 9.125 147,713 -17.01 959,641 -11.789 0.46 3,115,887 -2.837 1.09
Puerto Rico 3 84,386,312 40,770,040 6.552 110,916 -7.437 1,098,372 -22.702 2.694 1,240,164 2.525 1.355
Rhode Island 6 240,906,979 168,695,781 19.487 276,608 -16.156 1,565,838 15.367 0.928 2,291,874 -7.974 0.997
South Carolina 36 52,632,355 33,714,675 24.557 16,709 190.44 86,899 22.388 0.258 574,692 2.312 1.104
South Dakota 54 3,5623,216,771 1,586,412,482 1.768 4,990,203 -11.219 14,325,599 -20.997 0.903 31,955,133 -13.068 0.914
Tennessee 118 209,785,127 150,167,695 11.237 93,953 45.967 744,292 5.633 0.496 2,645,572 -5.116 1.248
Texas 383 979,080,973 384,159,940 7.813 198,098 -4.863 1,598,166 -10.885 0.416 11,504,478 10.846 1.098
Utah 40 878,375,921 571,195,814 13.702 3,869,423 86.527 3,749,971 15.386 0.657 18,031,695 -3.196 2.134
Vermont 1 6,998,060 4,597,510 9.389 856 210.145 31,793 7.026 0.692 56,951 -13.158 0.818
Virginia 62 743,308,243 459,512,527 8.802 4,019,362 66.618 4,629,439 10.918 1.007 9,928,316 -33.716 1.407
Washington 41 116,171,192 77,921,248 14.509 36,603 849.002 195,345 -24.801 0.251 1,351,323 6.368 1.161
West Virginia 43 41,457,333 27,836,608 11.45 16,019 40.1 125,196 -10.27 0.45 506,041 -5.585 1.219
Wisconsin 160 143,773,654 102,038,185 14.608 8,082 -49.434 399,862 -19.598 0.392 1,475,330 -7.424 1.065
Wyoming 26 9,161,304 4,477,608 -16.385 904 -40.053 18,481 -22.064 0.413 108,560 -20.648 1.033
National Total 4,400 22,952,037,321 | 11,795,325,719 8.49 | 28,654,437 15.222 | 81,910,900 -6.07 0.694 | 255,127,972 -5.411 1.108

Dollar amounts in thousands. Number of banks includes commercial and savings banks, but not thrifts. Information provided by Bauer Financial Reports, Inc.
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DIRECTORS FORUM

ONE DAY OF
VIRTUAL BANKING INDUSTRY LEARNING

THURSDAY,
With regulators expecting more oversight from bank directors, JULY 13, 2023

it is essential for both new and seasoned directors to remain 9:00AM - 3:00PM
ahead of the curve in this rapidly evolving and complex
environment.

The 2023 Directors Forum welcomes CEOQs, presidents,
senior officers, and bank directors to this one-day virtual
event designed to explore timely and relevant topics facing
the banking industry through sessions led by industry
experts and thought leaders.
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EideBailly
—

CPAs & BUSINESS ADVISORS

work smarter,
not harder.

Streamlining your community bank’s processes can
take the pressure off your operations and make
space to do more of what you enjoy.

888.777.2015 | eidebailly.com/fi
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PMA

FUNDING

Funding Solutions That
Meet Changing Times

PMA Funding (PMA) is a leader in providing institutional
funding options. One call gains access to:

« Our experienced funding team
(Over 100 years of combined experience)

« Our large sources of political subdivision depositors
(4,000+ public entities)

The result: financial institutions have been able to diversify
and manage their liquidity needs with greater flexibility by

utilizing tailored funding solutions.

PMA is more than just a depositor;
we are your partner.

Relax. We do the work.

Contact us today!
800.783.4273 | PMAFUNDING.COM

PMA Funding is a service of PMA Financial Network, LLC and PMA Securities, LLC (member FINRA, SIPC) (collectively “PMA”). PMA Securities,
LLC is a broker-dealer and municipal advisor registered with the SEC and MSRB. ©2023 PMA Financial Network, LLC. All rights reserved.



