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TAPINTO 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 23 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 65 financial
institutions and monitored 8.7 million transactions including $37.1
billion in deposit volume. For the 12-month period ending October 31,
2023, Shield’s financial institution customers have earned $30.4
million in fee income. As of October 31, 2023, these financial
institutions have $959 million in deposit balances and $237.8 million
in loans outstanding from over 6,227 cannabis-related businesses
representing more than 15,778 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 financial institutions 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
[ (425)276-8235

DOWNLOAD THE CANNABIS LENDING GUIDE: == chield

ShieldBanking.com/cannabis-lending-guide compliance
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EARN 9%

on credit with a
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The BHG Loan Hub: e e m
Higher-than-market returns, historically high credit quality. TEVEEY

The ideal combination of yield and asset quality is on the BHG Loan Hub
right now. Our credit quality is at an all-time high and currently yielding 9%!
Several hundred of your peers have taken advantage of this opportunity in
the past few months—your bank can, too. Credit enhancements available.

Jim Crawford
EVP, Institutional Sales Visit BHGLoanHub.com

BHG Board Member or scan the QR Code to
315.415.9511

jim@@bhg-inc.com
BHGLoanHub.com/WBA

gain access.
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Association Update

s this year ends, we want to thank you for your
support of our association. We deeply appreciate all
that you do to ensure that our association remains
strong and sharply focused on advancing the suc-
cess of our members and moving this industry forward.

Advocacy is at the forefront for CBA. Our advocacy team
navigated another complex year and was successful in
influencing numerous legislative and regulatory measures
affecting banks doing business in California. On behalf
of our members, we fiercely stood up for our interests in
Sacramento and Washington, DC., and we are ready to
do the same next year.

State-side, we took a leadership role on numerous
legislative measures impacting the industry, but more
specifically on legislation increasing liability on banks
when elders are the victims of financial abuse. While the
measure failed, it will be back next year. We also led on
two climate-related financial risk disclosure measures that
were signed by the Governor. Among other public policy
debates brewing in Sacramento, regulating the use of arti-
ficial intelligence is going to be a priority for lawmakers.
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We look

forward to the
opportunity to
continue to serve

and support you
in 2024.

We traveled back to Washington, D.C., four times this
year. We made progress on the measure allowing banks to
provide financial services to cannabis-related businesses
and successfully prevented an effort to impose restrictions
on credit cards, known as the Credit Card Competition
Act. While not much was accomplished legislatively,
there was a lot of rulemaking activity, including the
adoption of the Small Business Lending Reporting Rule
and the Community Reinvestment Act modernization.

While advocacy is our core mission, we strive to make
sure that our forums and gatherings provide opportuni-
ties for bankers to network with their peers, to share
their experiences and expertise with one another, and to
enhance their professional development. In 2023, our
in-person conferences, Bank Presidents Seminar, Annual
Conference, and Bankers Summit, were a success. We
also hosted a successful Legislative Forum in Sacramento,
an event that brought California elected officials, regula-
tors, key decision-makers, and influencers together to
share their insights on emerging issues. We are looking
forward to building on the momentum and success of our



conferences next year starting with our Bank Presidents
Seminar in January.

We were proud to host our first Women in Bank-

ing Mixer in November, generously sponsored by the
Federal Home Loan Bank of San Francisco. A special
congratulations to Adriana Sejera, Senior Vice President
of Commercial Services at Bank of the Sierra, who drove
four hours from the San Luis Obispo area to attend the
mixer. We are grateful to Community Commerce Bank
and their dedicated team for their invaluable support in
making the event a success. We are excited to host four
mixers next year.

As we move into next year, we hope that you will ex-
plore our scholarship program available to employees
of California member banks. Eligible employees from
your bank can qualify for banking school scholarships
to cover the full three years of banking school at Pacific
Coast Banking School, the Stonier Graduate School of

The Premier National

PCBS Class of 2023

Since 1938, PCBS has partnered with the University of
Washington to prepare leaders in the financial services
industry to meet the challenges of tomorrow. The three-
year PCBS program offers in-depth classes taught by
award-winning faculty in state-of-the-art facilities. Enroll
today to master the business of banking and become a
transformational leader.

Banking at the University of Pennsylvania, the Graduate
School of Banking at the University of Wisconsin, or the
Graduate School of Banking at Colorado. To learn more
about the scholarship program, please visit our website.

During the last two months, I have had the opportu-
nity to go out on the road and visit individually with
members of our executive committee. I am so proud of
all that you do to support your customers and commu-
nities. Connecting in-person is a shot of adrenaline and
it charges the batteries. I’'m looking forward to doing
more bank visits next year.

We look forward to the opportunity to continue to
serve and support you in 2024. Wishing you all a joyful
holiday season and a prosperous New Year!

Bringing members together. Making our banks better.

Kevin Gould
President & CEO, California Bankers Association

Graduate School of Banking®

Session Dates: August 18—30, 2024
Location: University of Washington, Seattle, WA

To learn more about PCBS or to apply to the program, visit
www.thePCBS.org

orcall:

(425) 278-0250

PCBS admits students of any race, color, sexual orientation
and national or ethnic origin.
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Can you tell us about your journey to become the

Chairman, President, and CEO of Commercial

Bank of California? What inspired you to pursue
a career in banking?

Some things in life happen by accident. And some things
happen for a reason. I believe the key to success is know-
ing when to seize an opportunity, no matter the circum-
stance.

My career began as an accident. I came to visit my brother
in the United States from my home in Zambia, Africa. It
was not my intention to stay, but I did. I sent my resume
out to a few banks and a woman from Bank of America —
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who was also from Zambia — wanted to meet me. They
had an opening for a teller position and I took it.

I called my dad back home to tell him and his response
was, “But remember, we are Indian and we are entrepre-
neurs. You can work for B of A, but I want you to find out
how B of A makes money.” With that, I was curious and
determined to find out how banks make money.

My curiosity took me on an adventure. I asked every
banking industry executive I met how banks make money.
Most only understood the transactional side of the busi-
ness. It wasn’t until I received a job offer from the presi-
dent of the Bank of Orange County that I got my chance



to learn. T accepted a pay cut in return for a seat at the
executive table and a seven-year crash course on how a
bank really makes money. After years of fearless curios-
ity, the doors unlocked to a world of understanding that
was pivotal to my success.

I set off to open my own bank and continued seizing the
opportunities in front of me. After I sold that bank, I was
presented with an opportunity to join Commercial Bank
of California in 2013. Since then, we have grown from
less than $200 million in assets in 2013 to $2.3 billion
as of June 30, 2023. I attribute this growth to smart ac-
quisitions, innovative growth into the payments industry
and a really strong team that leads with an entrepreneur-
ial mindset. Our people-centric culture played a big part
in navigating the tough times and in inspiring our em-
ployees to give their very best during this growth phase.

What values and principles have guided your leadership
style in the banking industry, and how have they contrib-
uted to your success at Commercial Bank of California?

My entrepreneurial nature caused me to instill an entre-
preneurial mindset into the CBC team. This approach
not only inspired each person to take ownership in the
bank’s success, but it transformed the business. I believe,
regardless of the size of the company or how institutional
it may be, you should always think like an entrepreneur.

I also live and lead by the famous Winston Churchill
quote, “never, never, never give up.” I love this quote
because it resonates with me and my life. ’'ve had many
failures in my life and had I given up, I would never have
made it to where I am today, and impacted as many lives
as I have and grown these successful businesses. It’s more
than leading by example; it’s teaching my team how I
became successful and giving them the tools so they can
too.

I believe in building a bank that is both purposeful and
profitable. We have not wavered from that commitment,
and have invested significant time and effort in develop-
ing the leadership skills to build such an organization.
It is a process that is challenging, rewarding and con-
tinually evolving. We thoughtfully crafted our purpose
statement, “Promote Life Wealth” and values to create
an environment that promotes continuous learning and
growth for our employees and stakeholders in all aspects
of life — financial, intellectual, emotional, social and
spiritual.

Commercial Bank of California is known for its focus on
personalized banking services. How do you ensure that
your bank maintains a strong customer-centric approach
in an increasingly digital world?

I believe there’s a time and a place for technology in what
we do. Yes we consider ourselves a fintech bank, and le-
verage innovative payments and banking technologies for
our clients and partners, but we have to remember that
we grew to where we are today because of the strength
of our relationships. Several years ago, we set ourselves
apart from other banks by launching a Client Experience
(CX) team. Our CX team works with each department
to map every touch-point our clients have with our team
members in order to streamline the process for a bet-
ter experience. They are constantly conducting research,
asking questions, developing new strategies and more.
As a result, we can better anticipate needs while provid-
ing services and solutions our clients didn’t even know
they needed.

What unique strategies or initiatives has Commercial
Bank of California implemented to differentiate itself
from larger, more established financial institutions?

There are several ways we have differentiated ourselves
from larger, more established financial institutions. The
first is launching the CX team that I previously mentioned.
However, one of our biggest differentiators is our private
status and ownership structure. Everything we do is fil-
tered through the lens of a private bank that puts clients’
needs at the forefront of our decision-making. This means:

e We are not publicly traded and therefore we don’t
have investor pressures like most banks. Being pri-
vate allows us the flexibility to make decisions in the
best interest of our clients, our team, and the market
dynamics.

®  We are shielded from the exposure of the less predict-
able public markets and purposefully closely manage
our own investment risk to protect the bank, the local
community, our team and our clients. We can achieve
this because our investment portfolio is well diversi-
fied with a focus on steady cash flow generation and a
low-to-moderate exposure to interest rate risks.

e We are able to pick and choose the industries in
which we want to work. Our clients, from both a
deposits and a lending standpoint, are vastly diversi-

CaliforniaBanker | Issue 6 2023

9



fied and rooted in time-tested industries that are less
impacted by short-term market volatility, and each of
our clients is thriving in the strong, business-friendly
environment in which we all operate.

e We have a Board of Directors composed of people
who are deeply rooted in the local business commu-
nity and who greatly impact the Southern California
local economy. Because of this, they are dedicated to
making sure the bank also makes a positive impact
in the community — and our business decisions are
filtered through that approach.

This private status combined with our thoughtful leader-
ship approach is what we believe makes CBC unlike any
bank out there. We have purposefully taken the partner-
ship approach in working with each client and partner to
make their goals, our goals. Our private status makes this
possible and that status will remain intact — it allows us
to be driven by our collective purpose, not just turning a
profit.

When our financial decisions are based on your business
growth, we can build a stronger partnership and stable
growth trajectory. For the last 20 years, we have been fo-
cused on being a purposeful partner while finding new in-
novations and programs that help businesses grow.

This mindset and approach is also what has led to our
third strategy that differentiates CBC from other insti-
tutions: building our own payments processing engine.
Our CBC Payments team has been leading acquirer and
ISO sponsorship opportunities and robust payments so-
lutions for nearly 15 years. To round out our payments
offerings, we strategically acquired VeriCheck, Inc. (VCI)
in 2016, an ACH payments company, and have invested
in researching and developing fintech products to both
improve financial operations of our clients but also our
partners in the payments industry. The difference between
CBC and other payments-focused banks, like the banks
that collapsed earlier in 2023, is that we aren’t leveraging
payments as an investment for the bank — we’re doing it
as a service to our clients and partners, which as a private
bank allows us to make more sound innovation decisions
to grow the payments side of our business based on what
those clients need.

Commercial Bank of California has received several ac-
colades and awards. Could you highlight some of the key
achievements or milestones that you are particularly proud
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of during your tenure as CEOQ?

Two things come to mind, and both are because we have
an incredible team. First, P’m proud to share that our team
worked tirelessly during the pandemic and Paycheck Pro-
tection Program (PPP) to save 500,000 jobs, funding near-
ly $250 million in PPP loans which saved more than 800
businesses. We helped so many clients that were turned
down by the big banks, and it was all because we had
great systems and technology in place that allowed us to
be nimble, and to scale.

Second, m proud to share that CBC was named one of
So Cal’s Best Places to Work for two years in a row, in
2022 and 2023. We have always had a “people over prof-
its” mentality and that has served us very well through the
years as we’ve built our team. Our employees are our com-
petitive advantage. Each of them embodies our core values
and are ambassadors of our culture every day.

How does Commercial Bank of California balance its
commitment to traditional banking practices with the
need to embrace digital banking and fintech partnerships
to meet the evolving needs of customers?

Our CX team is constantly working with the rest of our
teams to identify the evolving needs of our clients. This
way, we can grow and innovate while staying closely in
touch with their needs on a personal level. We have built
our teams thoughtfully in a way so that our client-facing
teams can do what they do best, while our payments and
technology teams do what they do best, and the CX team
helps bridge the gap of needs and innovation for every-
one. We’re very focused on meeting our clients where they
are, leveraging new technology to support them, adapting
to and even anticipating their needs in our ever-changing
digital environment.

Over time, CBC has acquired fintech companies like Veri-
Check and ACHWorks to better support our clients as they
embrace technology and scale their businesses. As part of
those technological advances, we are finalizing the devel-
opment of a new scalable, secure and stable ACH pay-
ments processing platform. It is one of the first platforms
of its kind built on Microsoft’s Azure cloud platform and
has the technology to help clients scale their payment pro-
cessing while streamlining operations.

Commercial Bank of California has been a strong advo-
cate for financial literacy. Can you share how your bank is



making an impact in this area?

We are committed to both the needs and the success of
our community. We want people to thrive, and we want
businesses to thrive. That is why we started a financial
literacy program in partnership with more than a dozen
local schools and community organizations. These pro-
grams use a variety of traditional and innovative meth-
ods to help children and young adults learn the value
of money. These include basic financial literacy training,
financial role-playing games, coaching, mentorship and
individualized counseling from various members of our
team.

We also recognize that some of our diverse small-business
clients could benefit from guidance navigating their busi-
ness finances and learning about all the resources that
are available to them to grow their business. We hold
seminars where we’ll go through this type of material to
help guide them and grow. Altogether, financial literacy
is a very big piece of the community service we offer.

Lastly, what drives your passion and dedication to bank-
ing, and how do you find a balance between your profes-
sional responsibilities and personal life?

The services banks provide extend beyond helping to en-
sure the success of any one business. Community banks
are critical to the success of our country and they are rel-
evant to the success

this environment — because our clients need it and we
can help them navigate their finances to make these loans
work hard for them. Our economy depends on it.

I’'m sure many leaders will agree with me, finding a bal-
ance between my personal and professional life is dif-
ficult. When I joined CBC, I told the owner of the bank
that I will be here every day and work hard for him, ex-
cept for three weeks out of the year when I will fly back
to India or Africa to be part of the noble work the Siksha
Foundation is doing to rebuild schools in impoverished
communities. I founded Siksha in 2013, and since then
we’ve rebuilt dozens of schools, providing necessary liv-
ing arrangements and learning tools to 20,000 children,
and giving them the resources they need to achieve their
dreams. The schools in rural India are in a really good
place after our work, and many other organizations have
joined to help. We’ve recently turned our focus to Zam-
bia, where community schools are on the verge of col-
lapse, without learning materials, and are too small to fit
all the children inside. We’ve made great headway there,
but there is a long way to go to help those children in my
home country. The parents in the communities in Zam-
bia have not only embraced us, but have jumped in to
help where they can. We’re excited for the future of the
schools in Zambia. >>

of small businesses,
which create 80 per-
cent of the employ-
ment opportunities
across the country.
This is what drives
my passion and
dedication.  What
this team is doing
is much bigger than
me and my family,
the families of our
team or our inves-
tors. This is for our
entire economy and
stability as a na-
tion. We’re one of
the few banks right
now still lending in

STUART

MOORE
STAUB

ATTORNEYS AT LAW

A Partnership Of Professional Corporations.

ATTORNEYS LICENSED TO PRACTICE IN CALIFORNIA,
WASHINGTON, IDAHO, MASSACHUSETTS, AND THE
DISTRICT OF COLUMBIA.

p805-545-8590

info@stuartmoorelaw.com

641 Higuera Street, Suite 302
San Luis Obispo, CA 93401

Strategic Counsel for
Community Banks

BUILDING RELATIONSHIPS THROUGH EXEMPLARY
GUIDANCE AND CLIENT SERVICE

— for over 25 years —

= Federal & State Regulation = Securities

* Holding Companies = Mergers & Acquisitions
= Corporate Governance = De Novo Formation

= Employment/Compensation = Branch/Real Estate Matters

WWW.STUARTMOORELAW.COM
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hen the legislature convened
W for the 2023-24 legislative
session, one-third of the leg-

islature had never held state-
wide office. This sizable freshman
class was the product of both redis-
tricting, an event that coincides with
the U.S. Census every 10 years, and
the announcement by some sitting
legislators that they would retire and
not return to office. CBA spent much
of the early part of this year develop-
ing relationships with these new mem-
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Government Relations: A Year In Review

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

bers and discussing the important role
banks have in their communities.

Much of the early dialog, however,
quickly pivoted to the collapse of Sili-
con Valley Business Bank. Immediate-
ly, the association engaged in discus-
sions with state and federal lawmakers
to address further speculation about
the health of the industry. The Cali-
fornia Senate Banking and Financial
Institutions held a joint hearing with
the Assembly Banking Committee in
May titled The Failure of Silicon Val-

ley Bank: Where Regulation and Su-
pervision Fell Short. While CBA was
not asked to provide testimony dur-
ing this hearing, the committees heard
from Clothilde V. Hewlett, Commis-
sioner, Department of Financial Pro-
tection and Innovation (DFPI), Avy
Mallik, General Counsel, DFPI, and
Jeanette Quick, Deputy Commis-
sioner of Investor Protection, DFPI.
The committee was very engaged and
asked questions relative to the speed
at which the Department responded



to troubling warning signs, includ-
ing the fact that 93.8 percent of
Silicon Valley Bank’s total deposits
were uninsured. During the hearing,
DFPI announced plans to increase
oversight of banks with more than
$10 billion in total assets in coor-
dination with federal regulators as
part of its examination process.

In the weeks following the hear-
ing, DFPI met with CBA to unveil
a significant increase in assessments
on state-chartered institutions to os-
tensibly defray the cost of enhanced
supervision of licensees. The 27 per-
cent increase in assessments for the
2023-24 fiscal year is, according
to DFPI, also the result of a reduc-
tion of approximately $450 billion
in assets under supervision by the
Department following the failures
of Silicon Valley Bank and First Re-
public Bank, Silvergate Bank’s liqui-
dation, and merger activity within
the industry. In response, CBA
sent a letter to the DFPI expressing
concerns with the recent increase
in assessments against California
state-chartered banks. Among other
things, the letter requests an under-
standing of expense reductions and
efficiencies that might be contem-
plated by the Department to mini-
mize future increases and describes
the consequences on state-chartered
banks associated with the increase
in assessments. Discussions about
next year’s assessment increase are
ongoing.

Legislatively, CBA saw the intro-
duction of SB 278 (Dodd). Spon-
sored by the Consumer Attorneys
of California, this measure makes
financial institutions liable for el-
der financial abuse if the institution
should have known that the likely

result of a transaction initiated by
an account holder would result in
fraud, and the institution failed to
stop it. We opposed this expanded
liability, which fundamentally alters
the relationship between banks and
their senior account holders. Under
the measure, a bank employee could
take the appropriate steps to warn
an account holder that the transac-
tion they’ve initiated with the bank
may result in fraud, but if the em-
ployee honors the transaction, the
bank could be held liable. With no

clear safe harbor for institutions to

-_ Nationwide

utilize to avoid liability, banks will
be forced to reevaluate their custom-
er relationship with account holders
over the age of 65. We launched a
successful media campaign oppos-
ing SB 278 and worked with aging
experts at Stanford University and
the Milken Institute to publish an
opinion editorial related to the mea-
sure. This legislation was ultimately
held in the Assembly Banking Com-
mittee and did not advance this year
but remains eligible for consider-

ation next year.
CONTINUED ON PAGE 14

EE =B n ]
=“I=..l.- -.
o EEEER B -]
REAL ESTATE TAX
SERVICE. INC.

~ Property Tax Reporting
~ Flood Zone Determinations
~ Since 1987

WE CAN
DO IT!

800-528-7803

nationwidecompliance.com

CaliforniaBanker | Issue 6 2023 13




A CBA-sponsored measure adopting
the Uniform Fiduciary Income and
Principal Act has been signed by the
Governor. The Act recognizes modern
portfolio theory by allowing trustees to
invest for the maximum total return,
whether the return is in the form of in-
come or growth of principal and pro-
vides more flexible terms giving trust-
ees discretion to accumulate income or
access principal when advantageous
to further the purposes of the trust.
Another uniform measure headed to
the Governor, and supported by CBA,
adopts the Uniform Directed Trust
Act which provides a framework for
allocating fiduciary power and duty
between a trust director and a trustee
by allocating the primary duty to the
director while simultaneously main-
taining a minimum core duty for the
trustee to avoid willful misconduct.

We successfully negotiated several
mortgage-related measures that are
still active. We secured amendments
requiring lender consent for borrow-
ers that wish to separately convey an
accessory dwelling unit from the par-
cel. We helped redraft a measure to
improve compliance that requires a
transferor mortgage servicer to fur-
nish to a transferee mortgage servicer
material written records regarding
damaged residential 1-4 property re-
sulting from a disaster where a state
of emergency has been called. A mea-
sure adopting remote online notariza-
tion in California, supported by CBA,
is nearing the legislative finish line.

Additionally, CBA was asked to join
an opposition coalition to express
concern about a package of water
rights-related measures that are im-
portant to our agriculture lending
community. CBA joined the coalition,
and the package of measures were set
aside for the remainder of the legisla-
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tive year, though they will be eligible
to move forward in 2024 as two-year
measures.

Though the Governor vetoed a simi-
lar bill last year, CBA-supported As-
sembly Bill 39 (Grayson) was finally
signed into law on October 13. This
measure creates the Digital Financial
Assets Law and grants regulatory au-
thority to the Department of Finan-
cial Protection and Innovation (DFPI)
to license and supervise all digital as-
set activity in the state unless the ac-
tivity is conducted by a commercial
bank or credit union. The measure
broadly defines “digital assets” as any
digital representation of value that is
used as a medium of exchange, unit
of account, or store of value, and that
is not legal tender. This measure re-
quires that the implementation of the
department’s new authority be final-
ized by January 1, 2024.

The Governor also signed CBA-op-
posed Senate Bill 253 (Wiener). The
California Global Warming Solutions
Act of 2006 requires the California
Air Resources Board (CARB) to adopt
regulations to require the reporting
and verification of statewide green-
house gas emissions and to monitor
and enforce compliance with the act.
Additionally, the Governor signed
Senate Bill 261 (Stern) another green-
house gas reporting measure. Under
this measure, on or before January
1, 2026, and biennially thereafter, a
covered entity is required to prepare
a climate-related financial risk report
disclosing the entity’s climate-related
financial risk and measures adopted
to reduce and adapt to climate-related
financial risk. The measure requires
the covered entity to make a copy of
the report available to the public on
its own internet website. While Gov-
ernor Newsom signed SB 253 and SB

261, his signing message acknowl-
edged significant flaws in both mea-
sures and a commitment to direct his
administration to work with the legis-
lature on “clean-up” legislation to ad-
dress implementation deadlines and
the financial impact to businesses.

In November, CBA held its annual
Legislative Forum where we heard
from key policymakers and political
thought leaders including California
State Treasurer Fiona Ma, Assembly
Budget Committee Chair, Phil Ting
and the Chair of the Assembly Bank-
ing and Finance Committee, Tim
Grayson. We also received panel pre-
sentations on Artificial Intelligence,
Elder Financial Abuse, the state of
California politics, and a Department
of Financial Protection and Innova-
tion presentation on the bank regula-
tory landscape.

As we look to next year, we expect
that some of these legislative topics
will resurface, along with new legisla-
tive proposals impacting the banking
industry. The advocacy team, armed
with the expertise and guidance of
our member banks who tirelessly
support our efforts, will be ready for
whatever comes next. >

Jason Lane is Senior Vice
President, Government Rela-
tions for the California Bank-
ers Association and manages
California state tax policy for
the association, which in-
volves analyzing legislation
and regulatory activity, and the development of policy
positions for the association. Lane is one of three lob-
byists at CBA and, in addition to his primary focus on
taxation, he also lobbies on behalf of the association
on issues related to the state budget, and consumer
lending legislation.
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CBA High Priority Climate-Related
Reporting Mandates Signed into Law

By Melanie Cuevas, Vice President of Government Relations, California Bankers Association

his year, California enacted two new significant pieces
T of climate legislation, requiring reporting of both cli-

mate-related financial risk and greenhouse gas emis-

sions. The measures — SB 253 (Wiener) [Chapter 382,
Statues of 2023] and SB 261 (Stern) [Chapter 383, Statues of
2023] — will have a significant impact on reporting entities
as well as on those that do not qualify as a reporting entity
themselves but exist within the supply chain of reporting en-
tities. It is important to note that although the statutes are
the result of three years of negotiations, language to SB 253
and SB 261, as of the signing date, will likely not be the ulti-
mate rule with which reporting entities must comply. Based
on CBA advocates’ historic and ongoing engagement on this
issue, we have compiled the below information for our mem-
bers as they work with their internal compliance teams in ad-
dition to an explanation of how the policy is likely to evolve.

Who is impacted?
“Covered Entity” is defined as a corporation, partnership,
limited liability company, or other business entity formed
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under the laws of the state, the laws of any other state of
the United States or the District of Columbia, or under an
act of the Congress of the United States and that does busi-
ness in California, with a denoted annual revenue mini-
mum. The total annual revenue threshold established in SB
253 is $1 billion and is $500 million in SB 261. Mandated
reports of SB 253 and SB 261 alike must be submitted
to the California State Air Resources Board (CARB) and
must be publicly available.

CBA was successful in securing language in SB 261 that al-
lows consolidation of reports at the parent company level,
ensuring that subsidiaries are not also required to prepare
a separate report, as well as language stating that entities
satisfy the reporting requirements of SB 261 if they comply
with another disclosure requirement pursuant to another
government entity or voluntarily use a framework that
meets specified requirements.

SB 253



The Climate Corporate Data Accountability Act, SB 253,
requires entities to publicly report their annual scopes 1,
2 and 3 greenhouse gas (GHG) emissions. Scope 1 emis-
sions include those stemming from sources an entity op-
erates; scope 2 includes indirect emissions, such as those
associated with electricity, heating or cooling; and scope
3 includes upstream and downstream emissions, such as
those associated with employee commutes, energy used
to grow raw materials, transportation and use of prod-
ucts, end-of-life disposal of products, etc. It is important
to note that scope 3 incorporates 15 subcategories, in-
cluding S3C15 “financed emissions” linked to invest-
ments and lending activity. For a financial institution
reporting entity, reporting of financed emissions includes
the emissions of all the companies in its portfolio appor-
tioned based on how much of these companies’ activities
are financed by the financing entity.

Reporting entities will be subject to an annual reporting
fee, to be determined by CARB. Non-filing, late filing, or
other failure to meet requirements may result in admin-
istrative penalties not to exceed five hundred thousand
dollars ($500,000) in a reporting year. CBA was success-
ful in securing language to protect reporting entities that
make scope 3 disclosures with a reasonable basis and
disclosed in good faith in addition to language stating
that penalties assessed through 2030 on scope 3 report-
ing shall only occur for non-filing.

SB 261

Reporting entities are required under SB 261 to bienni-
ally report climate-related financial risk in accordance
with the recommended framework contained in the Final
Report of Recommendations of the Task Force on Cli-
mate-related Financial Disclosures (TCFD) as well as the
entity’s efforts to reduce and adapt to the reported risk.
CBA was successful in securing language that allows risk
reports to be consolidated at the parent company level
in addition to a “comply-or-explain” provision, requir-
ing reporting entities to provide detailed explanations in
instances where reporting gaps exist.

Reporting entities will be subject to an annual reporting
fee, to be determined by CARB. Non-filing or insufficient
reporting may result in administrative penalties not to
exceed fifty thousand dollars ($50,000) in a reporting
year. CBA was successful in lowering the maximum al-
lowable penalty as well as securing language stating that

CARB shall consider whether the violator took good
faith measures to comply.

Timeframes
SB 253

According to the measure, CARB must promulgate enact-
ing regulations by January 1, 2025. Beginning in 2026,
reporting entities must annually report and publicly dis-
close their scope 1 and scope 2 emissions for the prior
fiscal year; beginning in 2027, reporting entities must an-
nually report and publicly disclose scope 3 emissions for
the prior fiscal year no later than 180 days after reporting
scope 1 and scope 2 emissions. Scope 1 and scope 2 data
must be audited by an independent third-party assurance
provider at a limited assurance level beginning in 2026
and a reasonable assurance level beginning in 2023. As-
surance engagement for scope 3 must be performed at
a limited assurance level beginning in 2030; CARB may
establish an additional assurance requirement for scope
3 emissions.

SB 261

This measure requires biennial reporting to CARB to
commence no later than January 2026; the measure also
requires entities to make reports publicly available on
their websites. Under SB 261, CARB is required to con-
tract with a climate reporting organization for the pur-
pose of preparing a biennial public report reviewing the
climate-related financial risk reported by industry and
an analysis of sector-wide climate-related financial risk
to California — including but not limited to potential
impacts on economically vulnerable communities — and
the identification of inadequate and insufficient reports.

Why Is This Happening?

Through enacting some of the most aggressive policies in
the nation, the California Legislature has long held and
seeks to retain the title of leader in the fight against cli-
mate change. California Governor Gavin Newsom has
similarly captured the designation as “The Climate Gov-
ernor.” While attending Climate Week in New York on
September 17, 2023, the Governor highlighted Califor-
nia’s climate action — including a recent lawsuit filed in
partnership with California Attorney General Rob Bonta
against oil companies, claiming they deceived the public
about the risks of fossil fuels — and previewed that he

CONTINUED ON PAGE 26
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Opportunity for Banking Expertise as
Business Optimism Rises in the Golden State

By Richard Cabrera, Head of Middle Market Banking, Umpqua Bank

ver the last five years, Umpqua Bank has conduct-

ed a nationwide study of small and middle-market

businesses that make up the backbone of our econ-

omy. Our goal is to have a better understanding
about the mood and the critical trends impacting the busi-
ness segments we support: What’s the mindset of owners
and operators? What’s their outlook for the year ahead?
What challenges are they facing? How might they put their
investment dollars to work?

Based on the insights from our research, businesses we sur-
veyed across the country are more optimistic than in 2022.
They’re also more likely than a year ago to make proac-
tive investments in key areas to help them achieve their
strategic goals. These investments appear less focused on
achieving top line revenue growth and designed to address
efficiency and ensure the delivery of their products and ser-
vices is more streamlined.

As C-suite teams plan for 2024 and adjust their three- to
five-year plans, we believe now is a good time to under-
stand the outlook of businesses in our state and engage
them on strategic topics.

Optimism in California

One interesting finding in this year’s survey shows that
companies based in the West are more upbeat about the
current state of the economy and where it is headed over
the next 12 months. In fact, 58 percent of respondents
based in California rate the current economic conditions
as excellent or good compared to 33 percent in the Mid-
west, 39 percent in the South, and 36 percent in the North-
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east. When asked if they anticipate the overall economic
conditions in the United States will improve in the next 12
months, 55 percent of California-based business leaders
believe economic conditions will improve compared to 46
percent of other businesses across the West, 33 percent in
the Midwest, 39 percent in the South, and 34 percent in
the Northeast.

This optimism may be explained in part by the industries
that comprise the economy of the West and in particu-
lar the pillars that support the California economy. The
Golden State maintains a number of international ports,
has closer geographic ties to Asia, a vast agriculture indus-
try, and is a leading technology hub. It also continues to
be a top destination for immigration from India and other
Asian countries.

This higher level of optimism is highlighted by the fact
that 51 percent of California businesses will likely in-
crease staffing levels in the next 12 months. This com-
pares to 42 percent across the West, 33 percent of busi-
nesses in the Midwest, 39 percent and 36 percent of
businesses in the South and Northeast, respectively. Ad-
ditionally, 64 percent of California businesses surveyed
expect their revenue and profitability to increase going
into 2024.

It’s also noteworthy that overall optimism and planned
activity are most pronounced among the middle market.
Considering California is home to more than an estimated
20,000 middle market companies, a segment responsible

CONTINUED ON PAGE 20
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for 45 million jobs and one-third of all U.S. private sector
GDP, banks supporting these businesses have an impor-
tant role to play in the health and vitality of our state’s
economy over the next 12 months.

Supply Chain Boomerang

Close to half of middle market businesses we surveyed
nationally have brought supply chains or manufacturing
back to the United States in the last 12 months. In Cali-
fornia, the onshoring trend is also consistent; 46 percent
of California businesses have brought manufacturing or
supply chains back into the country and a majority are
considering a similar strategy in 2024.

Although companies in California are more optimistic
about the future and confident about the business levers
they can control, they also understand the need to be pre-
pared for both opportunities and lingering economic head-
winds. We believe banks have a tremendous opportunity
to position themselves as trusted financial advisors and
partners to their clients — especially as concerns about
inflation, interest rates, and a potential recession are still
top of mind for businesses across our state.

Based on Umpqua’s survey, there are several potential ar-
eas to explore with your business clients:

e Capital utilization: Analyze your clients’ performance
history and how they are utilizing capital. Is the company
in question using it in the most efficient way, especially if
its leadership is considering large capital expenditures to
increase efficiency? Then, discuss your analysis.

¢ Cashflow: From an advisory perspective, this is the
time to really get under the hood of the businesses you
are banking to see if they are optimizing their cash
flow. This is among the most important exercises a
company can take to improve efficiency and improve
their cash flow position, especially when the economic
picture ahead is not as clear.

e Cybersecurity: Are your clients prioritizing cyber-
security and deploying the latest cybersecurity
tools to stay ahead of potential threats? Given the
ever-evolving challenges in this area, 72 percent of
California-based respondents expect to invest in
financial tools to protect their payments systems.
Nationally, cybersecurity now ranks ahead of tal-
ent issues for middle market companies and for
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good reason; they are highly focused on protecting
against cyberattacks and see it as critical to protect
working capital. This is a discussion that can be
combined with conversations related to cash flow
for example.

¢ Business Model & Customer Needs: As the economic
situation evolves, tech disruption (generative Al) im-
pacts everything. How well do your clients know their
customers’ evolving needs and is the business posi-
tioned to continue meeting those needs? The major-
ity of the business leaders we surveyed in California
expect to make significant changes to their lines of
products and services over the next 12 months to stay
relevant and ahead of customer needs.

¢  Operational Efficiency—Digitization and Automation:
Profitability (as opposed to aggressive investments in
growth) is top of mind right now. Doing more with
less and doing it smarter is important to shore up
margins, enhancing profitability and creating a com-
petitive advantage down the road. Consequently, 86
percent of companies based in California are looking
to digitize new areas of business to improve efficien-
cy. This is an area where their banking partners can
play a role in assisting them either with knowledge or
financing depending on the projects they are looking
to undertake.

¢ Investments & Growth Opportunities: Now may not
be the time for many of your clients to take bold ac-
tion and make acquisitions, especially with continued
economic uncertainty and the geopolitical climate.
However, it’s important to stay informed and vigilant:
47 percent of California businesses surveyed believe
they are very/somewhat likely to acquire another busi-
ness over the next 12 months. If you have clients with
strong cash positions and sound business models,
there will be opportunities ahead to help them secure
and strengthen their competitive position. >>

Richard Cabrera is a leader in the world of corporate and commercial banking. He
currently serves as Executive Vice President and Head of Middle Market Banking
at Umpqua Bank where he leads the bank’s asset-based lending division, debt
capital markets, and corporate banking operations throughout Arizona, California,
Colorado, Idaho, Nevada, Oregon, Utah and Washington. Richard joined Umpqua in
2016. During that time, Umpqua has become a leading western regional bank with
more than $50 billion in assets. The bank is consistently ranked by Forbes as one
of America’s Best Banks.



Year End Wrap-Up and What Lies
Ahead — A Federal Update

By Kevin Gould, President & CEO, California Bankers Association
& Jason Lane, Senior Vice President, Director of Government Relations

ith the divided Congress, and slim majorities

in both the House of Representatives and the

Senate, there wasn’t much legislative activity

last year. Conflict ruled not only between the
political parties but also within them. Facing a poten-
tial government shutdown in September, House Speaker
Kevin McCarthy negotiated the passage of a continu-
ing resolution with the Democrats after attempts to win
the support of his own party failed. Shortly thereafter,
McCarthy lost his speakership and later announced that
he would leave Congress at the end of the year before
his current term ended. With all the turmoil, two major
legislative issues impacting banks, one positive and the
other negative, required the most attention.

Last September, the Senate Banking Committee passed
the bi-partisan S. 2860, known as the Secure and Fair
Enforcement Regulation Banking Act (SAFER Banking
Act). The measure is a revised version of the banking

industry-supported SAFE Banking Act, introduced as
H.R. 2891 and S. 1393. The Senate’s willingness to con-
sider the SAFER Banking Act in committee represented
progress given that the bill had passed numerous times
from the House only to stall in the Senate. The measure
sits on the Senate Floor awaiting consideration. Negoti-
ations will need to continue as provisions in the measure
have raised opposition from Republicans in the House.

The industry-opposed Credit Card Competition Act is
an attempt by merchants and grocery chains to obtain
a subsidy at the expense of smaller competitors and
consumers that will raise costs on consumers, reduce
access to card benefits, imperil payment system secu-
rity at a time of growing global risks, and harm com-
munity financial institutions and their small business
customers. H.R. 3881 and S. 1838 require the Board of
Governors of the Federal Reserve System to prescribe

CONTINUED ON PAGE 22
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regulations relating to network com-
petition in credit card transactions.
The authors of the measures have
tried unsuccessfully to bury the bill’s
provisions into larger must-pass om-
nibus measures.

Congress focused time and energy
on the failures of Silicon Valley Bank
and Signature Bank. Both the House
and Senate conducted a series of
oversight hearings where they heard
from federal and state banking regu-
lators and executives from the failed
banks. Several studies were produced
by the federal regulators in response,
including reports from the FDIC,
Fed, and the Government Account-
ability Office.

Not surprisingly, we witnessed more
activity in the regulatory space last
year with major rulemakings by fed-
eral regulators being finalized. On
March 30, the CFPB issued its final
rule implementing the Dodd-Frank
Act Section 1071 Small Business
Lending Reporting requirement. In
October, the FDIC, Fed, and the OCC
adopted the CRA Modernization
rule. Finally, in November, the FDIC
issued its final rule implementing a
special assessment to recover the loss
to the DIF associated with the clo-
sures of Silicon Valley Bank and Sig-
nature Bank.

We traveled to Washington, D.C.,
four times to advocate on behalf of
our members on pending legisla-
tive and regulatory matters and to
strengthen the relationships we have
with the California Congressional
delegation. In 2022, we had the honor
and privilege to meet in-person with
Senator Dianne Feinstein. We were
deeply saddened to learn of her pass-
ing this past September. Governor
Newsom appointed Laphonza Butler
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who intends to serve the balance of
Feinstein’s term but will not run in
2024. In addition to serving on the
Senate Judiciary Committee, Senator
Butler has been appointed to the Sen-
ate Banking Committee.

The year 2024 is an election year.
The Presidential race will occupy the
political field and will divert atten-
tion away from advancing legisla-
tion. It’s a crowded field seeking to
replace Senator Dianne Feinstein,
with three
Congressional Representatives vy-
ing for the seat. California will be
a battleground state for Democrats
who are targeting the state in their
effort to take back the House. The
Democratic Party will look to unseat
incumbent House Republicans who
represent districts with tight voter
registration. With 222 Republicans
and 213 Democrats currently, the
Democrats only need to flip five seats
nationwide assuming they maintain
their current total.

incumbent Democrat

The industry will continue advocat-
ing for legislation allowing banks
to serve cannabis-related legitimate
businesses and we will hope to pick
up where negotiations left off on
the SAFER Banking Act. Senator
Durbin will press for the passage of
his Credit Card Competition Act. We
will also look to build more momen-
tum on the Access to Credit for our
Rural Economy Act, a measure that
exempts interest income on certain
loans secured by rural or agricultural
real property. Undoubtedly, we will
see ongoing interest in pursuing a
modernized federal privacy law. Af-
ter California adopted the Califor-
nia Consumer Privacy Act (CCPA),
several states have followed with the
enactment of their own updated pri-
vacy laws. We will see whether adop-

tion of a national standard gains
traction. Preemption of state laws,
particularly California’s CCPA, will
be a major element with some want-
ing the federal law to be a ceiling and
others a floor.

We expect increased interest in the
use of artificial intelligence and au-
tomated decision systems. President
Biden issued a comprehensive execu-
tive order in November requiring the
development of standards, guidance
and best practices. The order seeks
“to ensure that America leads the way
in seizing the promise and managing
the risks of artificial intelligence...”
and to establish “standards for Al
safety and security, protects Ameri-
cans’ privacy, advances equity and
civil rights, stands up for consumers
and workers, promotes innovation
and competition...”

Major rulemakings will be under
consideration. The Federal Reserve’s
deadline for comment on proposed
rules relating to enhanced capital lev-
els, referred to as the Basel III End-
game, is January 16, 2024. On a re-
lated note, the Fed also launched a
data collection effort to gather more
information from the banks affected
by the capital proposal with the same
January 16, 2024, comment deadline.
How much time the Fed will need to
absorb comments on each of these
and take the next rulemaking step is
unclear. Also, the comment deadline
on the Fed’s proposal to reduce the
maximum interchange fee on debit
card transactions is February 12,
2024.

We will be traveling back to Wash-
ington, D.C., at least four times in
2024. We hope that you might con-
sider joining us on these important

visits. 2>
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CBA WOMEN IN
BANKING MIXER

NOVEMBER 2023
LOS ANGELES
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intended to sign both climate reporting measures, but that
“some clean-up” would be necessary. The much-anticipat-
ed signing messages, released on October 7, 2023, indicate
non-specific concerns around infeasible timelines, financial
impact, and potentially inconsistent reporting.

Notwithstanding the overlap of both the scope of report-
ing entities and the similarity in disclosure reports between
SB 253 and SB 261, proponents of the measures priori-
tized enacting California policy that intentionally reaches
well beyond the anticipated climate reporting rule of the
Securities and Exchange Commission in terms of both re-
porting entities captured and the reporting requirements
themselves. Some reporting entities may find themselves
filing three separate reports in the coming years.

The Next Steps

In his signing messages of SB 253 and SB 261, Gov. New-
som instructed the legislature to find solutions to his con-
cerns about timing and accuracy. Lawmakers will recon-
vene the Legislative Session in Sacramento on January 3,
2024; at this point, new measures may be introduced, and
lawmakers begin work on the state budget. Due to CARB’s
deadline to promulgate regulations no later than January
2025, we anticipate that any agreed-upon solutions may
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move through the process on an expedited basis, either by
way of a measure containing an “urgency clause,”
a budget trailer bill.

or via

CBA advocates are continuing conversations with rel-
evant stakeholders regarding both potential rulemaking
by agency and potential solutions to the Governor’s stated
concerns, and we anticipate maintaining status as a re-
source to lawmakers and stakeholders. During the 2023
Legislative Session, the association maintained an “Op-
pose Unless Amended” position on SB 253 and SB 261,
and submitted amendments on both measures that would
remove the opposition of the association. CBA advocated,
among other things, to delay timelines and to tie reporting
of scope 3 GHG emissions data in SB 253 to the report-
ing entity’s publicly stated targets and goals; we anticipate
continuation of prior CBA messaging and objectives.

Likewise, CBA’s advocacy team will keep members up-
dated in real-time as negotiations evolve. If we can be a
resource to your institution, please reach out. >

Melanie Cuevas serves as the vice president of government relations for the Cali-
fornia Bankers Association, where her advocacy portfolio focuses mainly on is-
sues related to cannabis, debt collection, labor and employment, political reform,
privacy, and agricultural, student and military lending.
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