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The glg Is Up

How banks and fintech companies are trying to
help consumers cope with the challenge of income volatility
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[HE FUTURE OF MOBILE BANKING WILL BE BUILT
ON A HIGH-PERFORMANGE NETWORK

The future of banking is digital. In fact, 32% of adults currently use
mobile banking, and that’s only expected to grow. While this new era
of banking offers opportunities to increase revenue, it also comes
with new layers of complexity. The expanding functionalities of
mobile banking require a network that makes it all feel as seamless
as the consumer expects. The Comcast Business high-performance,

low-latency network solutions offer a level of customization
that allows banks to focus on revenue, not the network. And
with one of the nation’s largest advanced networks, it’s built
to connect multiple locations so banks can meet the demands
of the future. Visit business.comcast.com/financial-services
or call 888-317-9627 to learn more.

COMCAST BUSINESS ENTERPRISE SOLUTIONS

COMCAST BUSINESS B4B BUILT FOR BUSINESS
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Justice Department
Turns Against the CFPB

Under Attorney General Jeff
Sessions, the Department of
Justice argued in court that
the director of an independent
agency headed by a single
person can be fired at will

by the president.

Years to Save Branches

as part of that effort, is testing

virtual centers, as it prefers to
call them — that bridge the
physical and digital worlds.
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Bank of America is giving its
retail network an overhaul and,

new automated branches — or

Getting lean

Bank of America has steadily reduced its branch network as

APPLY NOW
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The window to apply for our
2017 ranking closes this month.
For an application and more
information about the Women
in Banking and Finance pro-
gram, click on the Women in
Banking link on our home page.

6.5K

digital banking channels have taken hold

@ Branches

2006 2008

Source: FDIC Summary of Deposits

2010 2012 2014 2016

Editor in Chief Marc Hochstein 212.803.8887
Managing Editor Dean Anason 770.621.9935
Group Editorial Director, Regulatory Policy
Rob Blackwell 571.403.3834
Executive Editor Bonnie McGeer 212.803.8430
Senior Editor Alan Kline 571.403.3846
Editor at Large Penny Crosman 212.803.8673
Technology Editor Robert Barba 212.803.8640
BankThink Editor Joe Adler 571.403.3832
News Editor Andy Peters 404.500.5770
Community Banking Editor
Paul Davis 336.852.9496
Contributing Editor Daniel Wolfe 212.803.8397
Digital Managing Editor
Christopher Wood 212.803.8437
Copy Editor Neil Cassidy 212.803.8440
Deputy Editor, BankThink
Mary Wisniewski 323.380.5248
Reporters/Producers Kate Berry 562.434.5432,
Kristin Broughton 212.803.8755, Lalita Clozel
571.403.3855, Brian Collins 571.403.3837,
Brian Patrick Eha 212.803.8715, John Heltman
571.403.3847, Brian Lewis 212.803.8442,
Yong Lim 212.803.8463,

AMERICAN BANKER,

Tanaya Macheel 212.803.8268,

lan McKendry 571.403.3857, Jacob Passy
212.803.8209, Allison Prang 212.803.8614,
John Reosti 571.403.3864, Gary Siegel

212.803.1560, Jackie Stewart 571.403.3852,

Kevin Wack 626.486.2341,
Bryan Yurcan 212.803.8753

Established 1836

One State Street Plaza, 27th floor, New York, NY 10004
Phone 212-803-8200

AmericanBanker.com

Emails FirstName.LastName@SourceMedia.com

Midwest Jeffrey Dembski 847.498.4520
West Sara Culley 831.438.8408
Southeast David Cleworth 843.640.3713

Marketing Manager
Deborah Vanderlinder 212.803.8323

Group Director Custom Marketing Solutions
Virginia Wiese 704.987.3224

Group Editorial Director, Banking/Capital Markets

Richard Melville 212.803.8679

VP, Content Operations and Creative Services
Paul Vogel 212.803.8832

Director of Creative Operations
Michael Chu 212.803.8313

VP, Research
Dana Jackson 212.803.8329

ADVERTISING
VP Sales, Banking & Payments
Dennis Strong 212.803.8372

N.Y., N.J., Conn., Penn.
Liesbeth Severiens 212.803.8691

Associate Director of Classified Sales
JoAnne Kao 212.803.8325

CIRCULATION/CUSTOMER SERVICE
Subscriptions absubscribe@sourcemedia.com
Customer Service/Renewals
help@sourcemedia.com
212.803.8500
Reprints For information about reprints and licens-
ing content, visit www.SourceMediaReprints.com or
contact PARS International Corp. 212.221.9595.

Director of Content Operations
Theresa Hambel 212.803.8245

AMERICAN BANKER.

Volume 127, No. 5

Executive Editor Bonnie McGeer 212.803.8430
Copy Editor Neil Cassidy 212.803.8440
Art Director Robin Henriquez

Contributors Lalita Clozel, Penny Crosman, Alan Kline,
Marian Raab, Kevin Wack, Bryan Yurcan

SourceMedia”

Chief Executive Officer Douglas J. Manoni
Chief Financial Officer Michael P. Caruso
Chief Revenue Officer Marianne Collins

EVP & Chief Content Officer David Longobardi
Chief Product & Audience Officer Minna Rhee
Chief Marketing Officer Matthew Yorke

SVP, Conferences & Events John DelMauro
SVP, Human Resources Ying Wong

2 AMERICAN BANKER MAY 2017




THEM us

A
spherical orb of
eight equal panels divided by
recessed ribs and measuring 9.5 to
9.85inches (24.1t0 25.0 cm) in diameter
consisting of an inflatable inner rubber core
typically inflated with oxygen (0), then generally
wrapped in layers of fiber and covered with a
surface made from the dried and processed hide
of domesticated ungulates of the subfamily
Bovinae (traditional), rubber consisting of
polymers of the organic compound
isoprene, or a synthetic
composite.

At Bryan Cave, we take the complexity out of Financial Services.

Our unique “one firm” approach brings to bear best-in-class talent from our 27 offices worldwide—creating teams

that blend global reach and local knowledge. We simplify even the most complex transactions and leverage proprietary
tools and technology to give our clients a decided competitive edge. Looking for a firm that can raise your game? Visit

bryancave.com to learn more.

BRYANCAVE.COM




Editor’s Note

BY BONNIE McGEER

Cap One Shortens the
Machine Learning Curve

When it comes to machine learning, it’s the human learning curve that can be
most crucial to the success of a project.

At the FinDEVr New York conference in March, Sandeep Sood, vice president of soft-
ware engineering at Capital One, shared an interesting case study on how his company
uses machine learning to analyze clickstream data. His pragmatic approach to imple-
menting the new technology can be viewed as a template for others.

The most useful lessons he learned in the process had to do with strategizing ahead
of time (think big for this part) and then rolling out the first use case (it helps to think
small here).

To illustrate his point, Sood went all the way back to when electricity became avail-
able for general use. The business world had run without it and figuring out how to use
it took decades. “There are tons of stories of companies that actually set up lab groups
— the way we set up lab groups to explore machine learning or voice OS or whatever it
might be — to figure out how to use this new technology called electricity,” Sood said.

Many of the lab groups failed — “they would try these prototypes out and they
couldn’t take advantage of electricity in the way they thought they could” — because
their focus was on improving the existing system. “Something so revolutionary as har-
nessing electrical energy required a complete rethinking of everything, top to bottom,”
Sood said. Not only the physical machines had to change, but the entire process.

That’s a crucial insight still relevant to adopting new technology today, he said. The
process of factories having to deconstruct how they work in order to capitalize on the
use of electricity is a good analogy for what banks must do to effectively apply machine
learning to their business models.

“It’s going to affect every single business process, and it’s going to take a fundamen-
tal rethinking of how we work today, how we market, how we prequalify customers at
Capital One, in order to really take advantage of it,” Sood said.

Capital One is up to the task, in Sood’s view. He joined the $357 billion-asset bank a
few years ago when it bought Monsoon, a mobile design and development company
that he co-founded. Going from a startup to a large bank was an adjustment, he said.
But he feels Capital One has a startup mentality that traces back to its own beginnings.
“In the *80s and 90s, it was using data to offer credit cards to customers that had previ-
ously never had access to credit cards,” he said. “It was doing marketing and using test-
and-learn strategies — which are really statistical learning — in a more manual format.”

When implementing machine learning at Capital One, he opted to create an internal
database, then picked one real business application to develop first. Sood’s team fo-
cused on analyzing clickstream data, which indicates the pages people visit on Capital
One’s website and what actions they take.

Up to that point, Capital One had been using something like Google Analytics, which
had been limiting. “We needed something that was endlessly flexible,” allowing teams
to set up and run their own queries, he said. “If the mobile apps wanted to track some-
thing different than the web apps or the application areas, they could do that. And
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then, finally, we needed something that
for the first time at Capital One would
give us data in real time so that we could
make decisions — when it came to market-
ing or anything else — that would happen
directly during the same session for the
customer.”

Now Capital One has a solution that
uses machine learning to customize con-
tent in real time on the website for every
user, based on their behavior during their
session. So people looking at a reward
card would be served content that is dif-
ferent from people looking at a savings
account.

“A more complex use case would in-
volve a credit card application where we
detect potential markers for fraud,” Sood
said. For example, if someone spends too
long inputting social security information
— something they should know off the top
of their head — this would get flagged and
dynamically trigger additional questions
for the applicant to answer on screen.

Deciding where to apply new technol-
ogy is key, according to Sood. “My teams
call it the ‘N =1 Strategy.” We always look
for one use case and try to solve it for
that,” he said.

Too often companies pursue a solution
for every business line across the entire
enterprise. Inevitably, this bogs down the
process with months of doing due dili-
gence and getting executives to buy in.

“When instead, if you had just put your
head down, built a prototype and proved
it for one problem, you would have a
much higher probability of success,”
Sood said. “It’s not a guarantee by any
means, but a much higher probability
of success.” O
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Going Back to School with
Students as the Teachers

Student-run branches at five
California high schools create
wide ‘ripple effect’ in minority
communities
By Kevin Wack
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A FEW MILES NORTHEAST OF DOWN-
town Los Angeles is Lincoln Heights, a
working-class neighborhood that belies
the city’s glamorous image. About 70%
of the residents are Latino, and the rest
are mostly Asian-American. While there
are a few early signs of gentrification
— like the craft beer shop that opened
two years ago — the median household
income is barely half of the citywide
average.

On a cool morning in early March, the

hills near Abraham Lincoln High School
were a lush green — the result of an ex-
ceptionally rainy winter, and a jarring
sight after several years of drought. The
high school, which dates back to the ear-
ly 1900s, is in need of a similar rebirth.
It currently has about 1,000 students,
more than a 50% decline from a decade
ago, as charter schools have moved into
the neighborhood.

Lincoln High is an unlikely place to
find a bank branch. But just off the caf-
eteria, inside what used to be an adult-
education office, is a small outpost of
MUFG Union Bank. Amid alarm bells
and intercom announcements, the fa-
miliar logo of the Federal Deposit Insur-
ance Corp. offers a reminder that this is
a real bank.



The branch is operated mostly by 12th
graders, who take deposits from their
classmates and teachers. They also make
classroom presentations on financial top-
ics and pitch bank accounts to their fel-
low students.

Priscilla Ortega, who is planning to at-
tend Fresno State University in the fall,
juggles her part-time banking job with
classes and softball practice. She said
that the experience has bolstered her
self-confidence.

“Before I would get really nervous,
but now I feel more comfortable talking
to people,” she said. “I wish I would have
learned all this stuff my freshman year.”

This branch is one of five that Union
Bank operates inside California high
schools. The $115 billion-asset, Los Ange-
les-based bank has several goals for the
program.

It wants to motivate the students,
many of whom come from low-income
families, to go on to college. It aims to
give them presentation skills that will
serve them well no matter what career
path they pursue. And it hopes that the
students’ improved financial literacy,
and their understanding of the impor-
tance of savings, will filter across their
communities.

“I sometimes talk about it like the
pebble in the pond,” Jan Woolsey, a man-
aging director in Union Bank’s corporate
and social responsibility division, said in
an interview prior to her retirement at
the end of April. “We may only directly
impact a few students. But through their
efforts to share with their peers and their
parents and their parents’ friends, we ac-
tually have a ripple effect that goes way
beyond our direct involvement. They can
be a trusted voice in that community that
we have difficulty being alone.”

How it works

Union Bank, a unit of Tokyo’s Mitsubi-
shi UFJ Financial Group, started down
this path in 2010.

The year before, a student-run branch
at a Fresno high school was forced to

close as a result of the failure of the $1.7
billion-asset bank that operated it, Coun-
ty Bank in Merced, Calif. Union Bank
agreed to continue operating the branch.

Since then, the bank has opened four
other student-run branches in Southern
California, and it plans to open a sixth, in
Oakland, later this year. All of the schools
serve communities with a high propor-
tion of low-income families.

The branches are only open during
the school year, typically four days a
week, from 10 a.m. to 3 p.m., with a man-
ager there to supervise.

Students who want to participate
have to apply and typically there are
many more candidates than available
spots. The bank tries to find a mix of
high-achieving students and others who
may or may not be headed to college.

About 10 to 13 applicants are select-
ed for a one-year internship program
at each branch - all but one so far have
interviewed as juniors to work in their
senior year.

Over the summer they receive the
same two weeks of training that the
bank’s full-time tellers get, including in-
struction on customer privacy. One week
is spent in a classroom at the training
center and another week job shadowing
in a traditional Union Bank branch.

“They’re taught how to make their
customers feel welcome when they come
into the branch and appreciated when
they depart after a transaction,” Woolsey
said.

Each student works about four or five
hours a week. The branches do not have
ATMs, which is by design. Customers
are required to talk to a student banker
when they want to make a deposit or a
withdrawal.

The students receive $250 halfway
through their training and another $250
after it is completed, plus a $1,000 schol-
arship at the end of the school year.

There is no hourly pay, but the teens
who participate get much more from the
program than some pocket cash.

“None of them really care about the

money. They care about the experience,”
said Wendy Estrada, the branch manager
at Lincoln High.

During a recent visit to the school, Es-
trada proudly showed off photos of the
program’s last three graduating classes.
Part of her job is to help these former
students to find internship opportunities
during college.

“A lot of them still come by, and they
still bank with us,” she said.

Estrada sees herself in the kids she is
mentoring. She grew up in an immigrant
household in Glassell Park — another
neighborhood in northeast L.A. — before
embarking on a career in banking.

“I wrote my parents’ checks,” she re-
called.

What the benefits are

Union Bank is one of a relatively small
number of U.S. banks and credit unions
— regulators were unable to provide an
exact tally — that operate student-run
branches. Capital One Financial runs
four of them, in New York, New Jersey
and Maryland. Banks can receive credit
for student-run branches under the Com-
munity Reinvestment Act, which is un-
doubtedly part of the appeal.

Some critics have argued that these
banks are simply using public schools
to build their brands with the next gen-
eration of young adults. But if that is the
motivation, student-run branches would
seem to be a costly marketing strategy.

“I can tell you it’s not a profit gain,”
Woolsey said, referring to Union Bank’s
program. “And we don’t do it to make
money. But we do it to have an impact on
the lives of individuals and the communi-
ties they live in.”

Jose Torres, the principal at Lincoln
High, said that the program has yielded
benefits both for participating students
and the broader community, which is
teeming with immigrants. He noted that
many parents of Lincoln students rely
heavily on cash.

“A lot of parents don’t believe in
banks, don’t trust banks,” Torres said.
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Those parents may get an informal
financial education from their kids. Par-
ents also have the opportunity to attend
regular workshops that Union Bank hosts
on financial topics.

Lincoln High’s branch opened in
March 2014, and the bank said that all of
the students who have participated in the
program have gone on to college. During
the same three-year period, roughly 80%
of the student body at Lincoln graduated
and enrolled in higher education.

Since 2011, roughly 150 California
high-school students have been through
the Union Bank program, and virtually
all of them have gone on to college. But
numbers do not tell the whole story.

“One mother told me at graduation
that she was confident that our pro-
gram had saved her son’s life,” Woolsey
recalled. “She’d lost an older son to the
gangs — he was killed as a teenager — and
she was fearful that her second son was
going down that path. But he got lit up
about this program, decided it was some-
thing he really wanted to do, and im-
proved his grades.”

The program’s impact on other teen-
agers is less dramatic, but still valuable.

Alicia Cortes, who participated in the
program at Lincoln High in 2014, was
raised by a single mom who did not feel
comfortable using banks. Today she at-
tends Pasadena City College, and she said
the stipend she got from the banking pro-
gram helped her pay for her books. The
program also educated her about the im-
portance of saving. “I don’t want to want
to get into any debt,” she said.

Ortega, a senior at Lincoln High, plans
to enroll at Fresno State University in the
fall and major in child development and
family sciences. She said that the banking
program sparked her interest in personal
finance. These days, she comes home
from school with questions for her par-
ents about their retirement savings.

Her father, Luis, is a 1991 graduate of
Lincoln High who went on to become a
Los Angeles police officer.

“I don’t ever remember asking my
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parents about interest rates or CDs or
anything like that,” he said.

“I just wish this program would have
been around when I went to school, be-
cause it would have helped me be a little
more financially savvy.”

The Hurdle Is
High, After All

Financial inclusion rules in
OCC’s fintech charter are
tougher than CRA

THE OFFICE OF THE COMPTROLLER
of the Currency plans to require fintech
charter applicants to submit a financial
inclusion plan that is tougher in some
ways than similar Community Reinvest-
ment Act requirements for banks.

The OCC has said it would not im-
pose CRA requirements on nonbanks, in
part because the 1970s-era law is widely
considered outdated in how it promotes
financial inclusion. Instead, the agency
has sought to create a new system un-
der which fintechs draft financial inclu-
sion goals and detail how they intend to
achieve those goals — and then the OCC
holds them to it.

Both supporters and critics of the pro-
posed fintech charter described a draft
licensing manual published by the OCC
in March as vague.

But what stood out to many is that
the financial inclusion requirements for
fintechs seem to be more consequential
than CRA is for banks.

“If you don’t do well on CRA, you get
a bad CRA rating,” said Julie Williams,
the former chief counsel at the OCC,
who now is a senior official with IBM’s
Promontory Financial Group. But “if the
special-purpose national bank doesn’t
comply with the financial inclusion plan,
then the OCC can take enforcement ac-
tion. That is actually more than what the
OCC can do if a bank doesn’t do well on
the CRA”

At issue is how the OCC is trying to
apply the spirit of CRA to companies
that are not covered by it. Some bankers
had feared the proposed fintech charter
would go easy on this.

But the manual said that any financial
inclusion plans would have to be submit-
ted and approved as a condition for char-
ter approval. “Most bank charters have
CRA compliance as a secondary compo-
nent, but here it’s clearly front and cen-
ter,” said Brian Korn, a partner at Manatt,
Phelps & Phillips. “As opposed to some-
thing that you have to comply with once
you are already approved.”

In addition, if the chartered fintech
company does not follow its financial in-
clusion plan to the OCC’s satisfaction, the
agency would be able to issue enforce-
ment actions. Though receiving a bad
CRA rating can be harmful — not only im-
pacting a bank’s reputation, but prevent-
ing expansion — an enforcement action is
more serious.

The OCC leaves the door open to un-
conventional financial inclusion plans,
acknowledging that some fintech compa-
nies are built around the idea of extend-
ing credit to underserved groups.

“In those cases, the applicant should
identify and discuss with the OCC the as-
pects of its business plan that address its
financial inclusion goals,” the agency said
in the manual.

But there, too, observers said fintechs
might face higher standards in making
their case to the agency.

Though banks have to explain how
they plan to comply with CRA, “it’s gen-
erally not as much a creative writing ex-
ercise” as what the OCC has proposed for
fintechs, Korn said.

It is also unclear which type of finan-
cial inclusion plan or business model will
be most likely to win the OCC over.

“Will the OCC be satisfied with, ‘We
will fund financial literacy programs,” or
will the OCC say, ‘No, you need to make
some loans here’?” asked Brian Knight,

a senior research fellow at the Mercatus
Center. — Lalita Clozel



A Nose Under
The Tent?

Judge says bank can sue
regulator over Camels rating

AFTER UNDERGOING AN EXAM IN
summer 2016, Builders Bank in Chicago
learned it had done poorly and took the
unusual step of challenging the results in
court.

Its Camels rating had reached a 4,
the threshold at which an institution is
considered a “problem bank” by regula-
tors. The $41.4 million-asset institution
responded by suing the Federal Deposit
Insurance Corp., claiming that the agen-
cy’s risk profile determination for the
bank had been “flawed.”

Against all odds, Builders Bank scored
a critical victory in a case that could set a
precedent for other financial institutions
that feel they’ve been unfairly graded.
In January, an appeals court found that
Camels ratings — a risk-profile metric as-
signed by banking regulators that can
affect how much an institution pays in
insurance premiums — are challengeable
in court.

“Generally, the courts just refuse to
hear those cases, saying that it was com-
pletely within the discretion of the bank
regulatory agencies,” said James M. Kane,
an attorney at VedderPrice in Chicago. “If
things work out, it could be a significant
victory for the banking industry.”

In its decision, the Seventh Circuit
Court of Appeals overturned a lower
court’s dismissal of Builders Bank’s law-
suit, arguing it had jurisdiction to review
the case. The case has now been remand-
ed, while the bank is pursuing a second
lawsuit against the FDIC challenging the
results of its latest examination.

The appeals court found that even
though bank regulators are at a liberty
to determine capital level requirements,
Camels ratings can face legal challenges
because they are calculated based on a
number of other variables.

The acronym Camels refers to the
six components of a bank’s condition
that regulators assess: capital adequacy,
asset quality, management, earnings,
liquidity, and sensitivity to market risk.

“The presence of capital as one of
six components in a Camels rating does
not necessarily mean that the rating as
a whole is committed to agency discre-
tion,” Judge Frank Easterbrook said in
the ruling.

“Suppose the FDIC’s team of examin-
ers were to conclude that the bank had
adequate capital deserving a rating of 1
but that other components were unfavor-
able, leading to an overall rating of 4,” he
wrote.

“The examiners may be right or
wrong about those other issues, but a dis-
trict court could ask whether the FDIC’s
final rating was arbitrary, or supported
by substantial evidence, without making
any inroad on the agency’s discretion to
evaluate a bank’s capital adequacy.”

In his decision, the judge also resort-
ed to a rare, if not unprecedented, move.
He revealed the bank’s Camels rating to
the public: a 4, which is one point shy of
the worst possible grade.

“As a bank you’re not supposed to
reveal what the report of examination
showed,” said Richard Grossman, the
general counsel of Builders Bank.

Details on the institution’s rating were
filed under seal, he said. But “the appel-
late court revealed what our rating was.
They just did it!”

In his decision, Easterbrook suggest-
ed that the bank’s case had two other
major weaknesses to overcome.

For one, the judge said, a Camels rat-
ing is not a final agency action. Because it
is not an order, it is not appealable in and
of itself, he argued.

“The Camels rating affects how much
a bank must pay for deposit insurance,
but the bank has not asked the court to
order the FDIC to lower its rates,” East-
erbrook said.

Grossman, the lawyer represent-
ing Builders Bank, disputed the judge’s

Fewer problems

The number of troubled institutions, those rated Camels
4 or 5, has fallen sharply after the financial crises
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position on that. “He’s obviously bril-
liant,” Grossman said, but “I think he’s
completely wrong.”

Grossman went on to cite a 2015 Su-
preme Court decision, U.S. Army Corps
of Engineers v. Hawkes Co., in which
Chief Justice John Roberts found that for
an agency action to be considered final,
it must be “one by which rights or obli-
gations have been determined, or from
which legal consequences will flow.”

Camels ratings have a direct conse-
quence on the insurance premiums paid
by banks, which should satisfy this last
requirement, Grossman claimed.

Easterbrook also said Builders Bank
had failed to appeal the Camels rating
internally before taking it to the court,
which could be another blow to the va-
lidity of the case.

The bank said in a court filing that the
FDIC did not allow it to appeal the grade
internally — that is, not until it filed its
first lawsuit. The agency declined to com-
ment on the case.

Regardless of the ultimate outcome
of Builders Bank’s lawsuits, its recent
win could embolden other financial in-
stitutions to fight their Camels ratings in
court.

“The Seventh Circuit established a
principle here — that other than capital,
there is grounds for appeal even to the
courts on the other criteria in the Camels
rating,” said Karen Shaw Petrou, manag-
ing partner at Federal Financial Analyt-
ics. “It’s a fascinating precedent.”

— Lalita Clozel
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BankTechnology

Are Human Traffickers
Hiding in Your Bank’s Data?

Anti-money-laundering tools
help in fighting another type
of crime

By Bryan Yurcan
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THOUGH HUMAN TRAFFICKING
might conjure up images of darkened
tunnels and FBI raids, it’s also something
banks can help uncover using data and
analytics technology.

In the last several years, banks have
become adept at mining data to comply
with anti-money-laundering regulations.
Much of that same data also can be used
to detect signs of human trafficking.

“You don’t think of it as being a finan-
cial crime, but it is,” said Robert Voets,

director of financial crimes and corpo-
rate security at Ion Bank in Naugatuck,
Conn.

The $1.2 billion-asset bank has been
using fraud detection technology from
Verafin since 2013. Last year, the compa-
ny added human trafficking alerts to its
fraud solution.

In the few months that Ion has been
receiving the alerts, it has forwarded
some suspicious cases to local law
enforcement.

“It’s a real wake-up call,” said Voets,
who was a police officer in Connecticut
for 27 years before joining the banking
industry. “You hear about human traf-
ficking, but you never think of it as hap-
pening in your community.”

When the alerts pop up, “we inves-
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tigate further, and if there seems like
something to it, we contact law enforce-
ment,” he said.

Because the alerts that indicate if a
customer is potentially a trafficking vic-
tim or a perpetrator of trafficking activity
are so recent, there are no public indica-
tors that the information Ion has passed
along led to a conviction, Voets said. But
he added that the bank has been im-
pressed with the results so far.

“I’'m sure in an immeasurable way this
training will significantly enhance efforts
to both save current victims and prevent
future victims,” Voets said.

Some financial patterns that could
potentially indicate human trafficking in-
clude credit card purchases on some clas-
sified ad sites, several individuals with a
common address depositing money into
the same account, or multiple accounts
transferring money to the same benefi-
ciary, said Brendan Brothers, co-founder
of Verafin.

The analytics tools also can cross-ref-
erence customer phone numbers to see
if those same numbers appear on classi-
fied ad pages where illegal services might
be sold.

“There are patterns you can look at
— lifestyle indicators and what people
spend money on, for example — that can
indicate suspicious activity,” Brothers
said. “There’s a lot of ways you can parse
the data.”

Though much of the same patterns
banks flag for purposes such as AML
compliance can be used to detect human
trafficking, it’s not something banks have
typically done until recently, said Micah
Willbrand, anti-laundering and financial
crimes expert at the consulting and tech-
nology company NICE Actimize.

“We are seeing a lot more activity in
the last year or so of banks addressing the
human trafficking issue,” he said. “Banks
are being more proactive about it.”

This newfound focus goes beyond
technology, Willbrand added; some
banks are starting to train front-line
branch employees on how to recognize

12 AMERICAN BANKER MAY 2017

customer behavior that could be a sign of
trafficking.

Though the goal is to stop the exploi-
tation of people, banks that play a role in
breaking up a crime ring also get to rein-
force their role as good public stewards,
Willbrand said.

Voets agreed. “I'm just so proud that
we can help law enforcement in any way
to stop crimes like this from happening in
our community,” he said.

Keeping
Score

Credit report changes could
affect banks’ underwriting

CHANGES TO CREDIT REPORTS ARE
coming this summer, and at least some
companies are expected to tweak their
credit modeling in response.

Come July, TransUnion, Experian and
Equifax will no longer include tax liens
and civil judgments on a consumer’s
record unless those actions include the
person’s name, address, Social Security
number and date of birth. Many liens
and judgments don’t have those details,
in part because Social Security numbers
are often redacted for security reasons.

Millions of consumers will see their
credit scores rise with the removal of
such black marks.

The change is the result of a 2016 set-
tlement the three major credit bureaus
made with 31 state attorneys general over
alleged problems with credit reporting
accuracy.

LexisNexis Risk Solutions, which col-
lects information about tax liens and
civil judgments from government public
records for the three credit bureaus, has
estimated that 50% of tax lien records
and 96% of civil judgment records do not
include a full or redacted Social Security
number and will not meet the new re-
quirements under the settlement.

Industry insiders disagree over

whether the changes to credit reports are
positive.

Supporters point out that tax lien and
civil judgment information is sometimes
attached to the wrong consumer’s file
due to a lack of identity information.

“The bureaus are saying they don’t
want to unnecessarily penalize someone
with this information if it’s not the right
consumer,” said Sarah Davies, senior vice
president of analytics, product manage-
ment and research at VantageScore. “So
this is a story about correcting consumer
scores.”

In a study last year, VantageScore
found that 11% of consumers had either
a lien or a judgment on their credit file.
But “there’s still this situation where they
could be misidentified,” Davies said. “Re-
moving this stuff and making it accurate
is the right thing to do.”

Others argue it’s important for lend-
ers to know if consumers have had a lien
on their taxes or a civil judgment against
them, because the risk of defaulting on a
loan is much higher in these instances.

“It’s a bad idea to remove anything
from a credit report that’s predictive of
future credit risk and is accurate,” said
John Ulzheimer, a credit reporting and
credit scoring expert. “Liens and judg-
ments have been a part of credit reports
for decades. Can they end up on the
wrong consumer’s credit report? Yes. Is
it such an overwhelming and common
problem to eliminate almost all judg-
ments and half of the liens from credit
reports? No.”

At least some banks will be rethink-
ing their underwriting models starting
in July, simply because some information
they used to rely on will no longer be in-
cluded in credit reports.

But in the bigger picture, it may be
time to do this anyway. New forms of
alternative data and machine learning
methods of analyzing data have emerged
(which come with their own risks and
downsides, of course), and online lend-
ing competitors have been taking full ad-
vantage of this.



“It is encouraging to see that through
innovation, credit scoring models are be-
coming more predictive and inclusive,”
said Debra Still, president and chief exec-
utive of Pulte Mortgage. She sees benefit
in the recent availability of trended data
and says the real estate finance commu-
nity should gravitate toward alternative
credit scoring models.

How credit scores will change

FICO, which says its credit scores are
used by 90% of U.S. lenders, doesn’t see
the need to change its credit model to ac-
commodate the loss of public records.
The company projects that less than 11
million consumers will see a score in-
crease of less than 20 points.

The number of consumers who will
see a bigger bump in their score is small,
FICO said, because most consumers who
have a tax lien or judgment on their file
still have other derogatory indicators
such as collections or serious delinquen-
cies, which will remain after the public
record information is removed.

“Roughly 0.35% of the total scorable
population, or some 700,000 U.S. con-
sumers, are projected to have a score in-
crease of 40 or more points as a result of
the updated public record retention poli-
cy,” said Ethan Dornhelm, vice president
of scores and analytics at FICO.

VantageScore, the joint venture that
is owned by the three credit bureaus and
provides credit score data to 2,400 banks
and other companies, updated its credit
score model at the beginning of April.

VantageScore is reacting to the ab-
sence of tax lien and civil judgment data
by adding trended data it gets from all
three credit bureaus, as well as adding
machine learning technology.

Trended data is a monthly snapshot of
certain pieces of information presented
in a way that shows how a consumer’s be-
havior changes over time — in increased
or decreased credit card use, for in-
stance. An increase in use is interpreted
as higher risk and drives the score down.
“This trended data is teasing out a little

bit of the nuance and allowing us to get a
better read on the consumer in terms of
their likely behavior,” Davies said.

VantageScore’s tests have shown a
20% improvement in a score’s ability to
predict the performance of prime con-
sumers through the use of trended data.

Some of its testing also compared
credit score models with and without the
tax lien and civil judgment data.

“We found that absolutely you could
swap in other information, and the mod-
el would be just as accurate at predicting
risk as the old model based on public re-
cords,” Davies said.

Specifically, VantageScore has re-
placed the public record data with the
number of high-credit-limit credit cards
in consumers’ credit files. Where the re-
cord of a tax lien or civil judgment might
be several years old, the credit card data
is forward looking and can therefore give
a slightly better indication of behavior go-
ing forward, Davies said.

The impact of machine learning

VantageScore also is adding machine
learning to the latest version of its model.
It’s using a technique called “random
forest tree” to select different behaviors
from a consumer’s credit file at random
and see how that combination of behav-
iors affects creditworthiness.

The machine learning software can
calculate the effects of different combi-
nations tens of thousands of times to see
what sticks — in other words, which com-
binations of behaviors yield a lot of peo-
ple who ultimately default. In one test
set, machine learning discovered that
consumers who have less than $1,000 in
a medical collection account that’s more
than 36 months old and have applied for
credit more than three times recently,
have a 32% default rate.

“Because you’re doing it so many
times with so many combinations of be-
haviors, the cream rises to the top and
you end up identifying a set of informa-
tion that’s not intuitive to the human
brain,” Davies said. — Penny Crosman

Laplanche’s
Comeback

New venture will be a rival
of the firm that ousted him

RENAUD LAPLANCHE LEFT LENDING
Club under a cloud of suspicion. Now the
online pioneer is back with the launch
of a new venture that competes with the
firm he co-founded 11 years ago.

Upgrade Inc. began offering personal
loans in early April. The company plans
to differentiate itself from competitors
with credit monitoring and credit educa-
tion features. In effect, its elevator pitch
is Credit Karma plus Lending Club.

Laplanche’s strategy with Upgrade
illustrates just how much the online
lending industry has changed since the
French-born securities lawyer started
Lending Club in 2006.

In the company’s early days, the idea
was to enable individuals to lend money
to each other over Facebook. Over time,
institutional investors became interested
in funding the loans, and the industry
shifted away from its peer-to-peer roots.

Today, Lending Club still sells some of
its loans to everyday investors, but Up-
grade has not announced plans to do so.

The startup, which is less than half a
mile from Lending Club’s San Francisco
headquarters, will offer whole loans for
sale to institutional investors, according
to a press release.

Upgrade also said that it is working
with the investment bank Jefferies on a
capital markets strategy that’ll include se-
curitization. Jefferies was on the periph-
ery of the scandal that led to Laplanche’s
Lending Club ouster — it bought a loan
after Lending Club provided falsified in-
formation — which makes its involvement
in Upgrade notable.

Upgrade is targeting mainly U.S.
consumers with high credit card bal-
ances. Its loans will range from $2,000
to $50,000 and have annual percentage
rates of 5.66% to 35.97%. — Kevin Wack
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Metrics&Measures

PEER ANALYSIS

It’s All About Scale

The combination of low interest rates and increased
regulatory expenses leaves banks with few options for im-
proving their performance. But one effective strategy — to at
least offset the dampening effect — is to bulk up.

Our annual ranking of publicly traded banks and thrifts
with less than $2 billion of assets bears this out.

Last year the overall group of 669 institutions that fit our
criteria for this ranking improved their return on average
equity to a median of 7.62%.

Kevin Halsey, an analyst at Capital Performance Group, at-
tributed the marginal gain of 31 basis points not to revenue
growth — still a major challenge — but to a reduction in the
ratio of noninterest expenses to average assets. And he said
the improvement in that ratio is mainly a factor of added heft.

“Institutions are getting bigger, either from organic
growth or from acquisitions,” Halsey said. “So they’re able to

reduce their expense levels.”

The top 200 institutions — ranked here by return on aver-
age equity across three years — grew assets by a median of
$62.7 million last year, compared with $39.3 million for the
peer group. That pushed the median asset size for those high
performers up to $663 million, which is a whopping 50%
higher than the peers’ $446 million. “That increased scale
really allows the top 200 to be more efficient,” Halsey said.

The ratio of noninterest expenses to average assets was a
median of 2.77% for the top 200 (7 basis points better than a
year earlier), and 2.90% for the peers (5 basis points better),
according to an analysis by CPG.

The efficiency ratio showed a similar trend, with a median
of 63.07% for the top 200 and 70.51% for the peers. That ratio
shrunk by 98 basis points for the high performers last year,
compared with 80 basis points for the peers. — Bonnie McGeer

Rank Institution/Ticker Location
1 i Fidelity Federal Bancorp (FDLB) Evansville, IN 456,271
2 Thomasville Bancshares (THVB) Thomasville, GA 779,284
3 ¢ University Bancorp (UNIB) Ann Arbor, M| 193,069
4 i Seacoast Commerce (SCBH) San Diego, CA 569,537
5 West Town Bancorp (WTWB) Raleigh, NC 280,158
6 : BancAffiliated (BAFI) Arlington, TX 643,628
7 i Union Bankshares (UNB) Morrisville, VT i 691,381
8 : Plumas Bancorp (PLBC) Quincy, CA 657,975
9 i West Bancorp. (WTBA) West Des Moines, 1A 1,854,204
10 i First General Bank (FGEB) Rowland Heights, CA 840,573
11 Access National Corp. (ANCX) Reston, VA :1,430,708 :
12 i T Bancshares (TBNC) Dallas, TX 213,125
13 ¢ First Farmers Financial Corp. (FFMR) Converse, IN 1,616,450
14 Summit Bank (SBKO) Eugene, OR 281,998
15 ¢ Trinity Bank (TYBT) Fort Worth, TX 232,744
16 : Citizens Bank Carthage, TN 569,317
17 i Commonwealth Business Bank (CWBB) Los Angeles, CA 913,194
18 : First Intercontinental Bank (FIEB) Doraville, GA 325,680
19 : Pacific City Financial Corp. (PFCF) Los Angeles, CA 1,226,643
20 : Coastal Banking Co. (CBCO) Beaufort, SC 561,389
21 Fentura Financial (FETM) Fenton, Ml § 703541
22 i Parke Bancorp (PKBK) Sewell, NJ 1,016,185
23 i Lyons Bancorp (LYBC) Lyons, NY 956,132
24 Santa Cruz County Bank (SCZC) Santa Cruz, CA 588,232
25 i Minster Financial Corp. (MTFC) Minster, OH ¢ 465,950 :
26 : FFD Financial Corp. (FFDF) Dover, OH 318,652
27 i Unity Bancorp (UNTY) Clinton, NJ 1,189,906
28 : Cambridge Bancorp (CATC) Cambridge, MA 1,848,999
29 : Greer Bancshares* Greer, SC 378,353
30 : First Century Bancorp. Gainesville, GA 117,957
31 Home Loan Financial Corp. (HLFN) Coshocton, OH 205,029
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The combination of low interest rates and increased
regulatory expenses leaves banks with few options for im-
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TOP 200 COMMUNITY BANKS

3-YR : : i Total ‘ Total Risk-
: : Total  : Market : Closing /L1 i Net :Noninterest :Efficiency : Based
i i i Assets : Value : Price Avg. i in : Income : Income : Ratio : Capital
Rank : Institution/Ticker : Location : ($000)  ($Millions):  ($) (%) ; : ($000) : (S000) : (%) : (%)
32 Washington Federal Bank for Savings Chicago, IL 154,908 NA NA 1262 1239 : 1.51 454 1 27268 201 46.44 : 25.23
33 : Capital Bank (CBJC) San Juan Capistrano, CA: 305609 @ 3533: 2255 1259 1195 : 114 : 455 : 3,181 887 56.08 @ 12.06
34 i First Commerce Bancorp Lewisburg, TN 337,366 : NA : NA 1255 1314 : 131 ¢ 413 : 4212 : 1527 : 53.05 : 1344
35 : Bank of Princeton (BPRN) Princeton, NJ 1,025,995 :152.76: 3250 1251 1206 : 1.16 : 379 :11,843 : 2,354 59.34 : 12.05
36 ¢ First Bancorp (FBLV) Lebanon, VA 1,648,963 :253.06: 61.15 1248 1214 : 1.31 3.76 120,069 @ 14,119 55.63 § 16.09
37 : Bank of South Carolina Corp. (BKSC) Charleston, SC 413950 :103.99: 20.96 1247 1265 : 128 : 371 : 5247 i 2480 58.95 @ 15.46
38 : 1st Summit Bancorp (FSMK) Johnstown, PA 996,919 11538 : 10500 1242 1154 : 1.05: 312 :10,136 : 4,798 5752 1870
39 : Susquehanna Community (SQCF) West Milton, PA 394119 : 7251 2450 1231 1061 : 116 : 353 : 4,461 3,055 5751 1463
40 Truxton Corp. (TRUX) ¢ Nashville, TN i 407,225 1 86.11 3250 1228 1227 : 135 : 315 : 5505 : 8508 61.38 : 14.80
41 ¢ Oregon Bancorp (ORBN) Salem, OR 176,805 | 2325: 21.05 1213 2280 : 244 i 412 i 4112 i 22,093 7659 1443
42 Greene County Bancorp MHC (GCBC) Catskill, NY 931,981 :189.61 2230 1205 1332 : 115: 361 : 9926 : 6111 5241 : 15.56
43 ¢ Landmark Bancorp (LARK) Manhattan, KS 911,382 :11455: 2960 1201 1034 : 1.00 : 345 : 8961 : 14,292 67.67 : 18.46
44 ¢ United American Bank (UABK) San Mateo, CA 306,357 : 1350 030 11.89 1269 : 1.06 : 322 : 3245 i 322 8531 i 1365
45 Bank First National Corp. (BFNC) Manitowoc, WI 1315997 :219.95: 3545 1183 1202 : 113 : 326 :14913 : 7,111 54.08 : 11.68
46 : Merchants Bancorp i Hillsboro, OH i 668,499 NA NA  11.83 11.80 i 113 3.77 i 7,603 3,027 5488 : 13.84
47 Cass Information Systems (CASS) Saint Louis, MO 1,504,839 70117 @ 6262 11.81 1176 : 162 : 332 :24,348 : 85,749 7206 : 22.75
48 : Farmers Bancorp (FABP) Frankfort, IN 511,646 : 6517 : 6250 1179 1054 : 1.04 : 389 : 5219 : 4382 66.80 : 12.77
49 : SouthEast Bank Farragut, TN 1,253,531 NA NA 1177 907 : 078 : 391 i 8015 i 4832 67.44 : 16.56
50 : Somerset Trust Holding Co. (SOME) Somerset, PA 1,067,637 :113.44 : 4630 1174 1116 : 097 : 446 :10,107 : 10,892 7140 : 1192
51 i Citizens Financial Services (CZFS) Mansfield, PA 1223018 17617 : 53.00 1172 1024 : 1.06 : 368 12,638 : 7,644 5761 1493
52 PSB Holdings (PSBQ) ¢ Wausau, Wi © 827528 9613 63.00 1172 1239 i 107 i 346 : 8436 : 6727 5941 : 1401
53 : Carolina Financial Corp. (CARO) Charleston, SC 1683736 :40823: 2835 1172 1161 : 114 : 360 17,570 : 28,591 64.90 : 14.97
54 i HomeTown Bank Galveston, TX 572,149 NA NA 1170 1076 : 1.10 : 381 : 6226 : 1910 58.85  17.06
55 i Peoples Limited (PPLL) Wyalusing, PA 322,445 : 3751 65.02 1170 1099 : 098 : 355 : 3,114 : 2334 66.29 : 14.37
56 i Farmers and Merchants (FMFG) Upperco, MD 380,225 45,55 2750 1166 1127 i 119 ¢ 413 i 4303 1,522 61.78 NA
57 i Heartland BancCorp (HLAN) Gahanna, OH 781,302 :11953 : 7550 11.63 1143 : 105 : 394 : 7988 : 3,362 62.78 : 13.16
58 : ES.Bancorp (FXLG) : Lagrange, IN ¢ 680,451 8392 : 7500 1155 1206 : 1.23 : 380 : 7,489 : 5,087 6136 : 1525
59 : NASB Financial (NASB) Grandview, MO 1,879,558 :272.06 ¢ 36.70 1140 1297 : 152 : 368 :27,086 : 59,111 64.63 : 1584
60 : Baker Boyer Bancorp (BBBK) Walla Walla, WA 601,382 : 8997 : 69.00 1133 11.03 : 096 : 324 : 5565 : 11,881 7421 : 16.58
61 : Cashmere Valley Bank (CSHX) Cashmere, WA 1,452,688 :205.05: 5000 1126 1071 i 1.25 i 315 17,524 : 10,279 5253 11891
62 : Security National Corp. (SNLC) Dakota Dunes, SD 1,382,744 :190.43 : 105.00 1125 1049 : 1.08 : 295 :15285 : 20,190 : 58.67 : 16.92
63 : FSBancorp (FSBW) Mountlake Terrace, WA 827,926 :110.50 36.05 1121 1376 i 1.31 443 :10,499 : 23,423 66.62 : 12.88
64 : Southeastern Bank Financial* ¢ Augusta, GA ¢ 1,840,925 NA NA 1121 1026 : 1.00 | 326 :18,673 : 20,885 6126 @ 17.23
65 : Chino Commercial Bancorp (CCBC) Chino, CA 175092 : 2062 : 1675 1114 1073 : 0.85 : 370 : 1,483 : 1,567 64.79 : 1537
66 i Southern Missouri Bancorp (SMBC) Poplar Bluff, MO 1,492,349 :24034 ¢ 3226 1111 1186 : 1.06 | 374 14889 i 9,840 56.82 i 12.11
67 i Commercial National Financial (CEFC) Ithaca, MI 400,367 : 46.03: 1160 11.09 10.66 : 065 : 3.02 : 2598 : 1538 70.77 1391
68 : Muncy Bank Financial (MYBF) Muncy, PA 393,344 : 5476 i 3645 1108 930 : 1.03 i 379 : 3932 : 1426 6326 : 17.31
69 : Northeast Indiana Bancorp (NIDB) Huntington, IN 300,985 : 4256 : 3525 11.07 1058 : 122 : 352 : 3594 @ 3,148 6023 : 16.38
70 i Paragon Commercial Corp. (PBNC) Raleigh, NC 1,503,767 :281.26 : 51.60 11.06 1135 : 095 : 354 :13,390 : 1,888 56.35 : 13.21
71 i FFW Corp. (FFWC) Wabash, IN 351,831 4060 @ 3500 11.03 1070 : 116 : 360 : 4,009 : 3,209 6290 : 1546
72 i Southern First Bancshares (SFST) Greenville, SC 1,340,908 :209.85 i 3245 11.02 1273 i 1.04 : 363 13,036 : 10415 5576 : 1211
73 : Community First Bank of Ind. (CFHW) Kokomo, IN 217,958 : 11.61 9.00 11.01 1115 : 126 : 450 i 2,662 i 2,259 59.72 1337
74 Choice Bancorp (CBKW) Oshkosh, WI 334264 3946 : 1800 11.00 1185 : 103 : 324 : 3129 859 4874 11515
75 i Benchmark Bankshares (BMBN) Kenbridge, VA 568,492 : 9043 : 1750 1096 1050 : 1.21 : 448 : 6522 : 5566 66.40 : 17.81
76 i International City Bank Long Beach, CA 209,702 NA NA 1093 1691 { 193 i 423 i 3481 5,958 56.75 i 17.44
77 BEO Bancorp (BEOB) Heppner, OR 382,200 : 3689 : 3025 1090 1171 : 094 : 522 : 3389 : 2218 68.72 1251
78 i Summit Financial Group (SMMF) Moorefield, WV 1,758,647 :210.42 : 1933 1090 1153 : 1.08 i 3.39 17,297 : 10,473 55.31 i 12.60
79 i First Sentry Bancshares (FTSB) Huntington, WV 629,864 : 47.09 : 3275 1089 1015 : 099 : 353 : 5368 : 1,734 5469 1424
80 : First Business Financial Services (FBIZ) Madison, WI 1,780,699 :212.99 : 2443 1085 940 : 082 : 3.64 :14909 : 17,978 6412 1174
81 : First Community Bancorp Shelbyville, TN 448,025 NA NA 1082 1460 : 174 i 328 i 7,803 : 40,716 78.18 : 15.66
82 : Steuben Trust Corp. (SBHO) Hornell, NY 516,123 : 6405 : 3875 10.81 1047 : 1.06 : 344 : 5446 : 4,266 63.03 :17.33
83 : Capital Bank of New Jersey (CANJ) Vineland, NJ 443553 i 4158 ¢ 1670 1079 1048 : 1.01 351 4173 ¢ 1,029 5844 1288
84 i Community National Corp. Lexington, TN 135,740 NA NA 1071 11.00 @ 1.05 4.63 1,378 585 61.43 :13.08
85 : Middlefield Banc Corp. (MBCN) Middlefield, OH 787,821 12112 : 4325 1071 933 : 085 : 380 : 6416 : 3,656 66.65 : 1575
86 : Marlin Business Services Corp. (MRLN) Mount Laurel, NJ 892,158 :i307.16 i 2440 1070 1115 i 208 i 828 17,279 i 25301 55.86 i 20.62
87 : Civista Bancshares (CIVB) Sandusky, OH 1,377,263 20528 : 2037 1061 1290 : 119 : 391 17,217 : 15961 63.83 :14.20
88 : High Country Bancorp (HCBC) Salida, CO 234397 136721 4100 1059 1267 131 ¢ 461 3067 i 1657 6454 :14.85
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METRICS & MEASURES

TOP 200 COMMUNITY BANKS

3-YR : i Net [ Total : Total Risk-
: g Total Closing J:{1/}\ i Interest:  Net : Noninterest : Efficiency: Based
i H i Assets Avg. i : Margin: Income : Income : Ratio : Capital

Rank : Institution/Ticker  Location i ($000)  {$Millions): (%) i (%) i ($000) i ($000) i (%) : (%)

89 : Commercial Bancshares* Upper Sandusky, OH 355,721 NA NA 1059 1222 : 1.31 433 i 4530 2,737 61.72 : 1411
90 : New Tripoli Bancorp (NTBP) New Tripoli, PA 410944 :© 61.30: 95500 1058 1111 (135 (346 @ 5280 733 56.07 @ 20.04

91 Malaga Financial Corp. (MLGF) Palos Verdes Estates, CA : 981,376 : 152.99 25.01 1057 1010 : 1.16 312 11,559 671 3455 : 23.85

92 i Embassy Bancorp (EMYB) Bethlehem, PA 924,720 i 103.57: 1395 1055 1034 : 085 328 : 7354 i 2868 6180 @ 12.20

93 : First Bankers Trustshares (FBTT) Quincy, IL 930,935 @ 94.89: 3075 1053 1112 i 1.02 :3.08 : 9145 : 17,222 65.05 @ 15.24

94 : Hamlin Bank and Trust Co. (HMLN) Smethport, PA 459,757 :113.63: 305.00 1050 879 : 143 355 : 6173 : 1378 53.80 @ 2512

95 i BankGuam Holding Co. (BKGMF) Hagatna, GU 1,921,552 :110.89: 12,00 1050 1122 : 0.77 439 13553 : 13,491 7373 11299

96 : Crystal Valley Financial Corp. (CYVF) Middlebury, IN 503,140 : 6458: 4155 1049 11.08 : 123 :4338 : 5964 : 4,668 65.09 : 1391

97 i BNCCORP (BNCC) Bismarck, ND 910,400 : 8844: 2559 1040 948 : 078 317 i 7,156 i 25,048 7836 i 19.96

98 : CSBBancorp (CSBB) Millersburg, OH 669,978 @ 8240: 3005 1037 1044 : 103 :367 : 6,738 : 429 60.14 : 13.45

99 : First Citizens Bancshares (FIZN) Dyersburg, TN 1,599,000 :199.38: 5200 1036 978 : 101 362 :15902 : 15995 62.62 : 15.87
100 : US Metro Bank (USMT) Garden Grove, CA 194,628 : 23.26 250 1035 1205 : 161 353 {2596 : 3542 76.14 1850
101 : People’s Utah Bancorp (PUB) American Fork, UT 1,665,981 :464.42: 2595 1031 1068 : 1.48 :467 :23610 : 16,970 55.71 : 20.19
102 : Hillsdale County National Bank Hillsdale, MI 570,063 NA NA 1031 1043 : 091 420 : 499 @ 5589 7060 : 12.46
103 ¢ U &I Financial Corp. (UNIF) Lynnwood, WA 258,452 : 4724 950 1030 1059 : 142 372 : 3662 : 3,086 57.73 : 20.21
104 : F &M Bank Corp. (FMBM) Timberville, VA 744,889 i 91.19: 2790 1027 1142 : 137 434 :9762 i 3,064 60.01 i 1465
105 Community Bancorp. (CMTV) Derby, VT 637,654 : 90.05: 17.75 1026 10.36 : 0.91 398 5484 : 5073 68.78  13.52
106 : NorthWest Indiana Bancorp (NWIN) Munster, IN 913,626 : 11244: 3925 1023 1065 : 1.03 :363 : 9142 : 6,687 66.75 : 14.26
107 i Mifflinburg Bancorp (MIFF) Mifflinburg, PA 407,166 @ 56.27: 5710 1019 1031 : 106 :332 4182 : 2182 5555 1523
108 i Northrim BanCorp (NRIM) Anchorage, AK 1,526,540 : 195.89 28.35 1018 825 : 1.00 :4.20 :14,990 : 43274 7527 : 15.80
109 : FPB Financial Corp. (FPBF) Hammond, LA 299516 i 3444: 1670 1012 954 1103 467 2642 i 3456 7279 1691
110 : Auburn National Bancorp. (AUBN) Auburn, AL 831,943 :11962: 3283 1006 965 : 098 :305 : 8150 : 3,604 5693 i 17.95
111 Two Rivers Financial Group (TRVR) Burlington, IA 778,098 : 51.40: 2300 1005 738 : 068 :385 : 5057 : 16,066 7749 1051
112 ¢ Foresight Financial Group (FGFH) Rockford, IL 1,135,331 :11443: 3150 1004 950 : 090 :368 : 9933 : 6,887 5757 11348
113 C&F Financial Corp. (CFFI) Toano, VA 1,451,992 :15353: 4405 1003 990 : 096 :630 :13,/459 : 24,619 64.65 : 13.92
114 i First National Corp. (FXNC) Strasburg, VA 716,722 ¢ 70.00 1420 1003 1201 : 084 361 5,901 8,485 71.08 1347
115 American Bank Inc. (AMBK) Allentown, PA 557,136 i 69.56: 1225 1002 923 : 079 284 : 4444 962 5356 : 12.35
116 : Forsyth Bancshares Cumming, GA 290,378 NA NA  10.02 1061 : 097 :364 : 2776 677 5895 : 14.83
117 ¢ Highlands Community Bank Covington, VA 138,058 NA NA 1001 916 : 115 421 1570 511 56.92 : 20.42
118 i GrandSouth Bancorp. (GRRB) Greenville, SC 515515 : 65.02: 1450 10.01 610 : 069 :6.38 : 3,185 888 66.85 : 14.98
119 i Clover Community Bankshares Clover, SC 126,976 NA NA 998 940 (100 :426 1274 1,162 7062 : 1589
120 : Bar Harbor Bankshares (BHB) Bar Harbor, ME 1,755,349 :306.46: 2988 997 921 :089 296 :14933 : 7,851 59.84 : 16.52
121 : Penns Woods Bancorp (PWOD) Williamsport, PA 1,348590 :207.08: 4374 995 896 : 093 343 12475 : 10,677 6512 : 13.38
122 : Mid Penn Bancorp (MPB) Millersburg, PA 1032599 :117.05: 2765 995 1073 : 078 :382 : 7804 i 4792 7239 :11.00
123 i Chesapeake Financial (CPKF) Kilmarnock, VA 720,761 92.02: 2285 994 937 :1.01 3.83 7,026 : 21,280 80.31 :15.30
124 Country Bank Holding Co. (CYHC) New York, NY 630,619 i 38.74i20000.00 993 1122 i 1.01 419 6,084 137 57.79 1313
125 Merchants Financial Group (MFGI) Winona, MN 1,623,475 : 162.61 5955 989 977 087 426 14,155 : 14,994 65.46 1291
126 i QNB Corp. (QNBC) Quakertown, PA 1,063,141 :13064: 3825 987 945 :087 :3.03 :8924 : 5216 62.68 : 12.75
127 Communities First Financial (CFST) Fresno, CA 363,533 : 37.51 1375 986 1066 : 098 :4.08 : 3075 : 1,726 55.08 : 16.08
128 : Citizens National Bancshares (CNBL) Bossier City, LA 885,178 :155.81 2381 98 900 :1.06 :431 9130 : 6132 6449 1423
129 i Wells Financial Corp. (WEFP) Wells, MN 268,475 | 3867: 4955 983 754 1088 370 2387 i 3928 70.83 i 14.63
130 : Birmingham Bloomfield* Birmingham, MI 290,029 NA NA 982 1122 :092 :391 :2567 : 1,075 5799 1021
131 First Freedom Bancshares Lebanon, TN 420,812 NA NA 981 751 (074 :384 2918 i 1997 66.17 : 11.73
132 : First Guaranty Bancshares (FGBI) Hammond, LA 1,500,946 :18414: 2420 980 1118 : 097 :339 14,093 : 5716 59.68 : 12.79
133 i Redwood Financial (REDW) Redwood Falls, MN 263,903 @ 16.12: 4000 979 1089 :134 473 3413 @ 4413 59.77 1451
134 i Valley Commerce Bancorp® Visalia, CA 421,572 NA NA 979 952 (110 :420 : 4,608 1,603 65.87 : 16.08
135 i First Bancorp (FNLC) Damariscotta, ME 1,712,875 :276.77: 2559 979 1028 :1.12 :3.05 18,009 : 11,826 50.73 : 15.69
136 i Summit Bancshares (SMAL) Oakland, CA 241175 ¢ 3006: 2495 975 714 1084 335 2000 i 12800 63.83 :17.51
137 : Jeffersonville Bancorp (JFBC) Jeffersonville, NY 483,771 66.06 1560 975 845 :1.06 :378 57118 3,119 68.48 :17.94
138 : Ledyard Financial Group (LFGP) Hanover, NH 475,052 : 58.73: 5605 974 955 :089 :3.00 :4128 : 9829 79.70 1340
139 : Timberland Bancorp (TSBK) Hoquiam, WA 923,751 i157.12: 2139 973 1142 1124 1386 10,773 i 11,492 6181 :16.39
140 : First Pulaski National Corp. Pulaski, TN 760,126 NA NA 972 964 101 366 7532 i 5366 62.48 : 15.89
141 i Andover Bancorp (ANDC) Andover, OH 399,525 i 63.38: 2550 969 910 :094 375 3780 i 3,187 6694 :21.05
142 Mission Bancorp (MSBC) Bakersfield, CA 558,782 i 6226: 3950 966 1120 :100 :365 :5053 : 4542 5960 :11.95
143 First Community Financial (FMFP) Mifflintown, PA 477,802 46.75 3310 965 862 :085 347 4,016 2,434 65.66 1827
144 : Ames National Corp. (ATLO) Ames, IA 1,366,453 :269.09: 2890 964 938 (118 :336 15735 : 7,664 4899 :17.24
145 : SB Financial Group (SBFG) Defiance, OH 816,006 : 8166: 1676 961 1039 :1.11 3.75 8784 :17.627 68.63 :11.35
146 : National Bank of Indianapolis Indianapolis, IN 1,991,693 NA NA 957 948 062 :291 11,916 17,698 7156 :11.83
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“Banking services are
our business. And
G&D gives us the
reliability

Creating Confidence. The financial and banking services you provide for your customers
are based on security and trust. Our cash center solutions and services bring reliability to your cash
services and utmost security to your highly complex cash center workflows. From compact desktop
counters to remote services, we streamline your cash processes. Trust in over 30 years of experience
and market leadership, helping you to deliver maximum quality to your customers. www.gi-de.com

CF) Giesecke & Devrient
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TOP 200 COMMUNITY BANKS

Institution/Ticker

{ Location

3-YR i Net i Total : Total Risk-
Total Closing J:{I/\ i Interest:  Net : Noninterest : Efficiency: Based
Assets Avg. : Margin : Income : Income : Ratio : Capital

($000)

448,464

(&)

(%)

0.94

(%)

414

| (000)

($000)

(%)

74.15

(%)

14.04

147 Southwest Georgia Financial (SGB) Moultrie, GA 57.57 2260 955 1051 4,034 4,290
148 : American Business Bank (AMBZ2) Los Angeles, CA 1,843,140 :272.30: 4025 952 894 i 072 293 12,717 i 1,701 67.37 : 16.38
149 : Allegheny Bancshares : Franklin, WV 276,349 : NA: NA 949 925 : 119 :465 : 3263 : 2259 : 5897 : 17.44
150 : Solvay Bank Corp. (SOBS) Solvay, NY 857,214 i 80.42: 3835 944 957 : 083 271 (6971 : 5026 : 6385 : 16.80
151 ¢ Farmers Bankshares (FBVA) Windsor, VA 423,561 61.14 2000 944 977 :1.01 3.82 4187 2,531 69.97 : 16.53
152 : Fidelity D & D Bancorp (FDBC) Dunmore, PA 792944 :101.30: 4105 944 964 : 1.02 :372 : 7693 : 79% : 6261 : 1490
153 i ACNB Corp. (ACNB) Gettysburg, PA 1,206,320 :17313: 2855 942 917 {093 345 110,869 : 12,733 : 6799 : 1597
154 : Citizens First Corp. (CZFC) Bowling Green, KY 455422 : 3692: 1845 942 1020 : 096 380 : 4217 i 3146 : 6846 : 1253
155 i National Bankshares (NKSH) Blacksburg, VA 1,233,942 : 262.32 37.70 9.41 830 124 3.51 114,942 9,700 5095  26.58
156 i Woodlands Financial Services (WDFN) Williamsport, PA 391317 @ 4193: 2725 940 944 : 088 :340 : 3354 : 3413 6963 : 1333
157 Howard Bancorp (HBMD) Ellicott City, MD 1,026,957 : 168.51 1726 940 615 : 055 (373 : 5303 : 14,238 7754 11083
158 i Sunwest Bank Irving, CA 999,823 NA NA 937 1124 i 135 525 i13307 : 3427 i 5251 i 13.58
159 i Exchange Bankshares (EXCH) i Milledgeville, GA 237,647 © 22737 3500 936 866 : 1.13 418 2598 : 1892 | 6445 i 2120
160 i FNB Bancorp (FNBG) South San Francisco, CA | 1,219,394 17715 3650 935 956 : 090 (395 i10,501 : 4,157 : 64.09 : 12.08
161§ MutualFirst Financial (MFSF) Muncie, IN 1553133 :22767: 3100 932 940 : 087 327 13241 17,427 : 7049 : 1317
162 : Hawthorn Bancshares (HWBK) Jefferson City, MO 1,287,048 :128.16: 2265 928 799 : 058 :351 7282 : 8315 : 7411 : 1372
163 i Minden Bancorp (MDNB) Minden, LA 331,361 5466: 2300 927 966 : 154 364 : 4881 926 (3749 2797
164 i BayCom Corp. (BCML) Walnut Creek, CA 675299 : 8868: 1620 924 791 (092 420 :5912 i 1359 : 5876 : 13.86
165 i First Capital (FCAP) Corydon, IN 743658 :108.47: 3250 923 892 094 350 6877 i 5993 6348 : 1498
166 : First Bancshares (FIBH) Bellevue, OH 202,179 19.07 33.49 922 1150 : 096 424 i 1,852 1,116 7449 : 1040
167 : Codorus Valley Bancorp (CVLY) : York, PA :1,611,587 :21820: 2588 921 847 : 088 :389 13102 : 9836 : 6433 : 13.81
168 : Lighthouse Bank (LGHT) Santa Cruz, CA 218,069 : 4253: 1765 920 869 128 489 : 2533 277 51.94 : 16.11
169 i F&M Bancorp (FMOO) Miamisburg, OH 136,219 : 1869: 59.05 915 1056 : 1.08 :443 : 1359 652 6351 : 16.46
170 : Oak Ridge Financial Services (BKOR) 0ak Ridge, NC 387,809 : 3067: 1285 914 922 (070 :384 2629 i 2681 79.24 1361
171 OP Bancorp (OPBK) Los Angeles, CA 759,658 : 9350 725 914 969 108 434 7427 @ 9007 6250 : 1339
172 i Evans Bancorp (EVBN) Hamburg, NY 1,100,709 : 184.53 38.85 914 874 i 0.80 3.62 i 8272 i 11,252 75.76 i 12.07
173 | Killbuck Bancshares (KLIB) Killbuck, OH 500,047 i 76.08: 12800 914 972 {104 324 :5128 : 2519 {5783 i 1598
174 i Eagle Financial Services (EFSI) Berryville, VA 700,149 i 9884: 2850 913 798 : 096 404 :6370 : 6571 70.23 i 16.01
175 i Citizens B & T Holdings (CBTH) Guntersville, AL 414,180 21.30 15.50 912 837 i 0.80 412§ 3,131 2,616 69.28 12.76
176 : 1st Colonial Bancorp (FCOB) Cherry Hill, NJ 487,820 i 4229: 1090 912 1152 : 074 321 : 3,661 3906 : 6327 : 11.86
177 ¢ Jonestown Bank and Trust Co. (JNES) : Jonestown, PA i 504228 i 4964: 2140 910 10.04 : 091 337 4470 : 3120 6468 : 1291
178 : County Bancorp (ICBK) Manitowoc, WI 1,242,670 :203.25: 3086 910 883 : 098 :335 10694 : 8715 4741 : 1359
179 i Sound Financial Bancorp (SFBC) Seattle, WA 588,383 i 7522: 3010 9.09 940 :097 424 5378 : 5182 6871 1307
180 i CBBC Bancorp (CBBC) West Sacramento, CA 304434 ¢ 4159: 1675 9.08 10.18 : 1.13 417 : 3,038 798 :5512 1320
181 : Croghan Bancshares (CHBH) Fremont, OH 819,566 : 104.91 46.00 9.05 892 :1.13 4.09 : 9,088 6,057 63.37 i 13.34
182 : Pioneer Bankshares (PNBI) Stanley, VA 195,000 : 2279: 2350 905 869 :084 :492 1623 : 1289 :71.00 : 1500
183 : Kish Bancorp (KISB) Belleville, PA 725,071 67.09 54,00 9.02 854 : 064 3.31 4,617 6,322 81.57 : 1268
184 : Logansport Financial Corp. (LOGN) Logansport, IN 170,388 : 27.23: 4395 902 905 :1.17 :387 : 2,051 629 : 5884 : 1976
185 i InsCorp (IBTN) Nashville, TN 393417 :© 4803: 1700 900 831 :086 :341 (2928 i 3627 6311 1215
186 : Revere Bank (REVB) Laurel, MD 1,894,287 :19276: 2000 9.00 842 :067 :373 8777 : 1397 5694 :1179
187 i CB Financial Services (CBFV) i Carmichaels, PA i 846075 11835i 2895 899 848 (091 382 7580 i 7,94 6397 1499
188 : Little Bank (LTLB) Kinston, NC 361,863 : 51.18: 1525 899 846 :085 341 3085 : 1679 6575 1551
189 i Farmers & Merchants Bancorp (FMAO) Archbold, OH 1,055,895 :198.70: 4300 897 938 114 :355 :11,664 : 10,780 60.10 : 15.28
190 : RBB Bancorp Los Angeles, CA 1,396,755 NA NA 896 11.09 :1.37 431 19079 : 9673 4208 :19.16
191 i Farmers Capital Bank Corp. (FFKT) Frankfort, KY 1,671,030 :28500: 3795 895 894 (096 336 16,605 : 21,607 7203 :20.10
192 : Peoples Bancorp of N.C. (PEBK) Newton, NC 1,087,991 i 154.65 28.50 894 811 085 394 9177 13,183 7432 1612
193 IFB Holdings (IFBH) Chillicothe, MO 69,173 6.35 36.00 894 835 (110 3.76 756 322 57.02 : 30.99
194 : Kentucky Bancshares (KTYB) Paris, KY 1,028,447 :10852: 3650 891 907 086 :362 :8569 :12149 :7630 : 13.90
195 Pinnacle Bancshares (PCLB) i Jasper, AL 216,561 25.51 2220 889 895 102 346 2284 i 1660 6425 1885
196 : Bank of the James Financial (BOTJ) Lynchburg, VA 574195 : 64.51 1473 889 660 : 060 :377 :3286 : 4,301 7450 1154
197 : Surrey Bancorp (SRYB) Mount Airy, NC 277,102 : 4097: 1195 887 896 136 :454 3597 i 2528 5875 :19.70
198 : First Keystone Corp. (FKYS) Berwick, PA 984,283 :14179: 2500 885 823 :096 :316 :9472 i 5361 58.82 1548
199 : First Farmers and Merchants (FFMH) Columbia, TN 1,337,767 15444 3400 884 848 (079 :306 10326 : 11,100 70.76 i 1352
200 : Citizens Holding Co. (CIZN) Philadelphia, MS 1,025212 :11230: 2300 884 734 068 :307 :6,737 i 7,579 7323 :18.67
Median for the top 200 663,237 90.01 2850 1033 1051 1.04 374 6,630 4,815 63.07 14.76
Median for all 669 Institutions 445,977 55.95 2075 735 762 079 362 3,298 2,814 70.51 14.95
Average for the top 200 775535 11656 15364 1086 1084 1.10 382 7,888 8,180 6267 1551
Average for all 669 institutions 604,736 84.92 9526 673 715 074 362 4,883 5,248 71.91 16.64

Source: Capital Performance Group analysis of data provided by SNL Financial. Ranking is of bank holding companies, banks, and thrifts that had total assets of less than $2 billion as of Dec. 31, 2016, and that are publicly traded or report financials to the SEC. Ranking
is based on three-year average ROAE for 2014 to 2016. Additional data shown is for the 12 months ended Dec. 31, 2016. Financials are sourced from SEC filings. If unavailable, regulatory financials were used. Excludes institutions that failed to report GAAP or regulatory
data for any year during the ranking period. Excludes institutions with a leverage ratio of less than 5%, a Tier 1 risk-based capital ratio of less than 6%, or a total risk-based capital ratio of less than 10% in any quarter. Excludes industrial banks and institutions that
operated as a subchapter S corporation at any time during the ranking period. Also excludes institutions that received a tax benefit of greater than 10% of net income in 2014, 2015 or 2016. Using the preceding criteria, 669 institutions qualified for the ranking. All data
as of March 22, including closing prices. * Denotes institutions that were acquired or merged between Jan. 1,2017, and March 21, 2017.
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INCOME VOLATILITY IS A GROWING
PROBLEM FOR U.S. HOUSEHOLDS
AND THE GIG ECONOMY [S ONLY

MAKING [T WORSE. BANKS AND
FINTECH COMPANIES ARE TRYING
TO HELP CONSUMERS COPE.

BY ALAN KLINE

Photograph by Jordan Hollender




"Knowledge alone is not

going to solve this problem,”

says JPMorgan Chase’s

Colleen Briggs. “People need
relevant, engaging information
paired with products that are
actually going to meet their needs.”



Overdraft protection can be a godsend in
an emergency, like when the water heat-
er bursts oryour child needs stitches, but
for the many households‘that routinely
use it to meet monthly expenses it can be
a costly form of credit.

Just 18% of consumers with bank or
credit union accounts pay a whopping
91% of the billions of dollars financial in-
stitutions collect in overdraft fees each
year. Most of these heavy users earn
less than $50,000 annually, yet 25% of
them will lose the equivalent of one to
two weeks’ pay to overdraft fees over the
course of a year, according to research
conducted by the Pew Charitable Trusts.

It is tempting to say that these repeat
overdraft offenders simply need to get
their spending in check, but the reality is
far more complicated.

According to some estimates, as many
as half the households in this country
experience what economic researchers
have deemed “income volatility,” mean-
ing their incomes can go up or down
by 25% or more from one month to the
next. Most high-earning households can
deal with these swings easily, but meet-
ing monthly expenses is a constant chal-
lenge for the many millions of Americans
working in low-wage fields such as retail
and hospitality. It’s a problem that has
worsened as well-paying manufacturing
jobs have disappeared and been replaced
by lower-paying jobs in the service sector
and as the emergence of scheduling soft-
ware has allowed employers to optimize
staffing levels and reduce workers’ hours.
The rise of the gig economy — think Uber,
Lyft and TaskRabbit — is only contribut-
ing to this volatility.

“It’s not a matter of people living be-
yond their means,” said Nick Bourke,
Pew’s director of consumer finance, ex-
plaining what he sees as the key driver
behind consumers’ use of overdraft pro-
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tection. “It’s more of a mismatch of when
they are getting their hours and when
expenses are coming due. Even if they
are making decent money, $15 to $20 an
hour, if they are down 10 or 15 hours in
any given pay period, that leaves a pretty
wide gap.”

Economists point to erratic work
hours as the chief cause of income vola-
tility and those who study the issue ex-
pect the percentage of households expe-
riencing these wide monthly swings to
increase over the next decade. The chal-
lenge for financial services companies is
coming up with the right products and
services that can best serve this growing
segment of the population.

“We know income volatility is a prob-
lem,” said Colleen Briggs, the executive
director for community innovation in
JPMorgan Chase’s office of corporate re-
sponsibility. “The question is, what can
we do about it?”

—~—
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The issue is top of mind at JPMorgan
Chase, which over the last several years
has established a think tank to study such
things as income and expense volatility
within its own customer base. The com-
pany also created an innovation lab, in
partnership with the Center for Financial
Services Innovation, that is dedicated to
developing products to help consumers
better withstand income and expense
shocks.

The lab has provided funding and oth-
er assistance to 18 fintech startups over
the last two years. Among the most suc-
cessful is Digit, a San Francisco firm that
helps users build savings by connecting
to their checking accounts and applying
algorithms to determine how much can
be safely withdrawn from accounts on a

daily basis. Since its launch in 2014, Dig-
it’s mostly millennial users have saved
more than $350 million.

Income volatility is also top of mind at
KeyCorp, which has a suite of products
designed to help customers achieve finan-
cial stability. These include a small-dollar
loan that it bills as a safer alternative to
payday loans and a “hassle-free” check-
ing account that charges no monthly fee,
does not require a minimum balance and
prevents customers from spending what
they don’t have by prohibiting debit over-
drafts and eliminating paper checks.

Checks “are where most people get
into trouble with overdrafts,” said Bruce
Murphy, a longtime retail banking execu-
tive at Key who now heads its office of
corporate responsibility.

Key also has an overdraft-protection
product, tied to its more traditional
checking account, that is seen as far
more consumer-friendly than what most
other banks offer. While other banks
charge around $30 per overdraft, Key’s
fee is 10% of the overdraft amount and
will never exceed $10 per overdraft or
$100 in a given month. Moreover, while
most banks require that the overdraft be
paid in full once the account is replen-
ished, Key gives its customers the option
of paying off the overdraft plus accumu-
lated fees over time, as they would any
other installment loan.

Key’s philosophy is that, with the
right level of patience and commitment,
banks can responsibly serve this custom-
er segment and make money doing so.
Its hassle-free checking, which rolled out
in 2014, has been particularly effective in
acquiring customers who have then gone
on to use Key’s other products and ser-
vices, Murphy said.

“Our approach to serving this seg-
ment was that it was a business deci-
sion, and not about getting Community



Reinvestment Act credit or keeping the
consumer advocates away,” Murphy said.
“The leadership in the company didn’t
say, ‘I need the return on this product
to be “X” in order to keep investing in
it” They gave us time collectively to con-
tinue to build a strategy.”

Still, there is a broad agreement —
among bankers, regulators, fintech pro-
viders, economists and consumer ad-
vocates — that the mainstream financial
industry can be doing more to improve
the financial health of the millions of
households that are largely living pay-
check to paycheck.

Most of these households are not
unbanked or even underbanked — they
have checking accounts and credit cards
and may even have some retirement sav-
ings. But they still live under a constant
financial strain, and many credit prod-
ucts that they might use to help ease this
strain can do more harm than good.

Payday loans can be a debt trap. Over-
draft fees can quickly pile up. Even credit
cards, which seem designed for ups and
downs in cash flow, are flawed because
they too often let customers borrow
more than they can safely pay back, said
Rachel Schneider, a senior vice president
at the Center for Financial Services Inno-
vation and co-author of a recently pub-
lished book on income volatility, “The Fi-
nancial Diaries: How American Families
Cope in a World of Uncertainty.”

—~—
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Schneider and her research team spent a
year studying the financial lives of more
than 200 households and witnessed ex-
ample after example of households strug-
gling to pay the bills while still gallantly
trying to build savings buffers or avoid
taking on high-cost debt.

One participant in the study, a black-
jack dealer whose income fluctuated sub-
stantially from month to month, shred-
ded her checkbook so she wouldn’t be
tempted to borrow from payday lenders.
“It’s like an addiction if you have a check-
ing account,” this woman said.

Another woman intentionally made it
hard on herself to use savings for every-
day expenses by keeping her money at a
bank an hour from her home. Another
participant, trying to save up enough
money to move into his own apartment,
kept himself on track by giving a portion
of his paycheck to his frugal mother, who
kept the funds locked away.

“While the U.S. financial services mar-
ketplace is large, its products and services
are typically tailored to wealthier Ameri-
cans and often geared toward helping
families make big decisions about finan-
cial planning and investing,” Schneider

“Our approach to serving
this segment was that it was
a business decision, and not

about getting Community

Reinvestment Act credit

or keeping the consumer
advocates away,” says
KeyCorp's Bruce Murphy.

and her co-author, Jonathan Morduch, a
professor of public policy and economics
at New York University, write at the con-
clusion of their book. “The marketplace
for services to help struggling families
balance their needs for now, soon and
later — with better ways to save, spend,
borrow and plan — is growing and im-
proving, but still insufficient. We need
new products and policies designed to
benefit lower- and middle-class families.”

In an interview, Schneider explained
why mainstream savings products are
not really designed for families of mod-
est means.

“The 401(k) is a terrific product for
saving for retirement ... but it doesn’t ac-
knowledge people’s need to save for the
near term,” Schneider said. “There are
huge penalties for taking money out.”

Traditional bank savings accounts
have no limits on withdrawals, “and that
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makes them insufficient in terms of pro-
viding discipline for people about how to
save,” she said. “So we have this weird
mismatch in which there’s too much
structure around long-term savings prod-
ucts and not enough around saving for
the near term.”

This is not to say banks are uninter-
ested in their customers’ financial health;
lots of banks offer financial education in
partnership with nonprofits like EverFi
and Operation Hope or encourage saving
and investing through one-on-one coach-
ing or digital personal financial manage-
ment tools. Low-balance alerts and tools
to track spending also are embedded into
many banks’ mobile banking apps.

But “knowledge alone is not going to
solve this problem,” said Briggs at JPMor-
gan. “People need relevant, engaging in-
formation paired with products that are
actually going to meet their needs.”

Briggs points to startups like Digit
and Even, both graduates of JPMorgan
Chase’s innovation lab, as examples of
fintech firms that are helping low- and
moderate-income consumers deal with
cash-flow shortfalls.

Digit works to help its users build sav-
ings, while Even, of Oakland, Calif., pro-
vides artists, freelancers, independent
contractors and other customers whose
incomes tend to fluctuate with steady
weekly paychecks. People tell Even how
much they need to live on each week
and, for a fee of about $3 a week, Even
will be sure they hit the target. If it’s a
down week, Even will dip into a savings
pool to smooth the person’s income, and
if it’s a good week, Even will bank the sur-
plus to use at a later date.

It’s a challenging business model to
be sure, but Briggs said that if Even gains
enough traction, she could envision busi-
nesses offering it as a benefit to employ-
ees or perhaps even financial institutions
offering it as a service to customers.
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Similarly, SafetyNet, a startup in
Madison, Wis., is offering cash-flow in-
surance to help primarily low-income or
part-time workers cope with job loss or
disability.

For a fee of between $5 and $40 a
month, policyholders receive a lump
payment of between $1,500 and $12,000
should they lose their jobs or are unable
to work due to injury or illness. That’s
version 1.0.

Version 2.0, currently in development,
will provide insurance for unexpected
expenses, like a busted carburetor, that
might not be covered by traditional auto
insurance, said Mark Greene, SafetyNet’s
director of innovation, business strategy
and development.

SafetyNet is a division of CUNA Mu-
tual, a for-profit company that develops
products for credit unions. Its policies
are currently offered in only two states,
Wisconsin and Iowa, largely because
private unemployment insurance is vir-
tually unheard of, so most state regula-
tors don’t yet know what to make of it,
Greene said.

Still, it’s another example of how non-
traditional financial firms are thinking
of new ways to serve cash-strapped con-
sumers. “Our mission is to help people
with cash-flow challenges and solve pay-
check-to-paycheck living,” Greene said.

—~—
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In a perfect world, consumers would deal
with monthly dips in their income by set-
ting aside a portion of the income they
received in those higher-earning months,
and many small-business owners or high-
earning contract or commissioned work-
ers will do just that.

But that can be a huge challenge for
lower-income workers, particularly if,
say, a big medical expense comes due

in a month when income is down 25%
or more. As Fiona Greigs, the director
of consumer research at the JPMorgan
Chase Institute, put it, “fluctuations in
income and expense don’t often move in
tandem.”

Greigs has studied both income and
expense volatility by tracking the trans-
actions of some 250,000 JPMorgan Chase
account holders. In its income research,
the institute found that 55% of customers
experienced at least a 30% fluctuation in
income from month to month, due most-
ly to irregular work hours.

“That’s like adding or subtracting a
housing payment,” Greigs said. “People
need a substantial everyday buffer to
withstand that kind of volatility.”

Household expenses can be volatile
too. Almost four in 10 households expe-
rience an “extraordinary payment” each
year — usually a medical bill or major car
repair — and in its research the institute
found that many had not recovered from
that financial shock a year later, Greigs
said.

“Their liquid assets were still down
2% ... and revolving credit card debt was
still elevated by 9% compared to baseline
levels,” she said.

Throw in stagnating wages and hous-
ing costs that are consuming an increas-
ingly larger percentage of household
incomes and it is no wonder that, accord-
ing to a recent Federal Reserve study,
53% of U.S. households could not easily
come up with $400 to cover an unex-
pected expense. Though 38% said they
could find the money by borrowing or
selling something, nearly 15% said they
could not come up with the money at all.

Digit founder and Chief Executive
Ethan Bloch said that roughly 40% of
its customers are just getting by on their
paycheck and another 20% are spending
more than they make. By and large they
are saving not for big purchases, he said,



but rather “to make ends meet in a tight
month.” On average customers save $100
a month and typically draw down their
Digit accounts after three months before
building them up again.

Bloch said he has been obsessed with
finance since he was 13 and “day trading
my bar mitzvah money,” but as he was
building the business plan for Digit he
came to realize that finances are dizzying
to most people. He believes now that if
banks really want to encourage consum-
ers to save more, then they need to do it
for them.

“Most people’s brains aren’t wired for
this complex financial world we’ve creat-
ed around us, and people need a sidekick
to help them wade through all of that
complexity,” Bloch said. “The beautiful
thing is now that most of finance is digi-
tal, we can do that. Our customers sign
up, they connect to an existing checking
account and they go back to living their
lives.”

Digit uses machine learning to deter-
mine the optimal amount it can pull from
a person’s checking account and move
into savings each day. Users also can set
their own savings goals simply by send-
ing Digit a text message. The company
gets its income from keeping the interest
that accumulates on the savings.

Mainstream banks seem content, for
now, to let fintechs lead the way in devel-
oping products to help consumers cope
with financial instability. Even JPMorgan
Chase’s innovation lab is focused on nur-
turing startups rather than developing
products internally.

“Financial insecurity is a huge issue
and we need all the best minds in the
country thinking about it,” Briggs said.
“That’s what the lab is trying to do.”

Still, Bloch said banks are eagerly
watching and learning from Digit and
other startups that are helping consum-
ers more easily build savings buffers or

extending credit to those who are maxed
out on credit cards. “They get to see what
we do and potentially pick the best ideas
without having to do their own internal
research and development,” Bloch said.

—~—
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Regulators are looking to encourage
more of this type of innovation through
the creation of a special fintech charter.

Fintech innovations are already giving
consumers “greater control over their fi-
nancial lives,” Comptroller of the Curren-
cy Thomas Curry said at an industry con-
ference in New York in March at which he
outlined his vision for a fintech charter.
“Consumers have been empowered with
more responsive and automated tools
that support payments, promote savings,
smooth income volatility and provide
personalized credit solutions that satisfy
their lifestyle and needs. ...

“It’s likely that we have just scratched
the surface, and the future holds further
promise because we are at the beginning
of this innovation cycle.”

Pew’s Bourke, though, says the an-
swer is to not to create a new charter but
rather to modify existing bank regulation
in such a way that it encourages more in-
novation in areas like overdraft protec-
tion and small-dollar lending.

Many banks won’t make small in-
stallment loans, for example, because
they involve too much paperwork to be
worth the effort. Most of that paperwork
is around complying with consumer pro-
tection laws, which is important, but
there “needs to be a sense of proportion-
ality,” Bourke said.

“Smaller loans that have clear safety
standards put in place by regulators
shouldn’t need a ton of paperwork asso-
ciated with them,” Bourke said. “Stream-
lining the origination process would save

the banks money and lower their regula-
tory risk.”

Bourke pointed to Kinecta Federal
Credit Union’s small-dollar loan product
as one that banks, with the blessing of
their regulators, should strive to emulate.

Southern California-based Kinecta be-
gan offering loans of up to $2,500 in 2013
primarily as a way to help members and
nonmembers alike pay down high-cost
debt, and it has since expanded the pro-
gram to allow borrowing for other pur-
poses. Loans can be approved and fund-
ed within 20 minutes, rates are capped
at 18%, the minimum payment is set at a
manageable 5% of outstanding principal
and borrowers do not incur a fee for pay-
ing the loan off early.

The program was a money-loser at
first, but Luis Peralta, Kinecta’s chief ad-
ministrative officer, said the credit union
stuck with it because too many of its
members and people in its communities
were turning to payday lenders, pawn-
shops and auto title lenders when they
needed help meeting monthly expenses.
Today, the program is profitable — thanks
primarily to an investment in new credit
underwriting software — and, more im-
portant, many of the borrowers are on
more stable financial footing. Fewer than
10% of the borrowers have returned to
payday lenders and the average bor-
rower’s credit score has increased by 150
points, Peralta said. Some are even start-
ing to get loan and credit card offers from
other financial services providers, “but
we hope they prefer Kinecta because we
were there to help them when they need-
ed it,” he said.

Bourke said he would like to see more
bankers thinking that way.

“Why would they sit there and watch
them walk out the door to payday or
auto title lenders,” he asked, “when they
could be adding on a service, building a
relationship and profiting from it?” O
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Serving the Future
Financial Mainstream

Microfinance lenders focus on the customers that many
banks don’t want— yet. By paying attention to what’s on
the minds of executives working in this sector, bankers

CINDY
LOGSDON

can get some insight into this untapped market. Chief ¢ ompli ance
We asked microfinance organizations around the country — and finance

all of them founding members of Credit Builders Alliance officer

— about the challenges they face, what they wish banks Citizen Potawatomi
would do differently, and even what they are reading. Community

Here are some of their responses. — Marian Raab D evelopment Corp
°

Shawnee, OKkla.

BETO YARCE

Executive director
Ventures, Seattle

Biggest
microfinance
misconception:

That small loans are easier
for lenders to do than large

ones
If he could be a bank CEO

for a day: Just as much, if not more,

time and effort goes into
educating borrowers and
underwriting and process-
ing small-dollar loans.”

“I would hire loan officers who
would look at more than just
assets and credit scores when
making lending decisions.
There are so many examples
of people who do not meet the
increasingly stringent lending
criteria.”

Yanki ROBERT BOYLE
Tsherlng Founder and CEO

Executive director Justine Petersen

Business Center for St. Louis

New Amerigans Biggest issue for the microfinance
New York City sector:

Biggest challenge: New fintech players

Lack of support from the current
administration

“The advent of online lending may be the
single most formidable threat to responsible
micro lending. Its omnipresence is plague-
like, and it’s oftentimes cavalier lending
equates to a Wild West when it comes to
accountability.”

“The critical baseline of grants
and loans that we need for op-
erating our programs effectively
are in grave jeopardy.”
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ROB
SMITH

Executive director
Rocky Mountain
MicroFinance Institute
Denver

Hottest microfinance trend:
A focus on skills development for
entrepreneurs

“While not necessarily a sexy
concept, this trend is fundamen-
tal to the long-term success of
our industry and for the individu-
als and communities we originally
committed to serve.”

LAKOTA
VOGEL

Executive director

Four Bands Community Fund
Cheyenne River Indian Reservation
at Eagle Butte, S.D.

On the wish list:
More bank partnerships

“I wish banks were more familiar with
the Community Development Finan-
cial Institution industry as a whole. In
Native American communities, main-
stream financial institutions rarely ex-
ist. Native CDFIs have responded to the
need, going from certifying two in 2001
to having over 70 currently certified.

I wish banks understood the demand
that exists and more importantly that
CDFIs are partners in those regions.”

DAVID DALY

Director

Maui Economic
Opportunity’s Business
Development Center
Maui, Hawaii

o
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On the wish list:
For local banks to develop products to help those with no credit history or
bad credit become part of the financial mainstream

“Create an out-of-the-box underwriting matrix to be able to include more
with flexible risk analysis.”

Carol Lighthall

Executive director
Community Capital of Vermont
Barre, Vt.

Currently reading:
“Overcoming the Five Dysfunctions of a Team,”
by Patrick Lencioni

“The title is terrible, but it’s a great book and a
positive read on team dynamics and seeing team
members’ strengths and weaknesses as different
sides to the same coin. This also may relate to
how we see our borrowers — not sure yet.”
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BankThink

BY ROBERT WILMERS

Low interest rates are
hurting the middle class

With the benefit of hindsight, it appears the economy in recent years has fallen
out of balance — overly reliant on monetary policy not accompanied by traditional
fiscal stimulus.

Policies designed to benefit the majority have perversely only benefited a few. The
impacts of these decisions or nondecisions are real. In particular, the middle class and
small businesses are losing ground. So, too, are their communities.

This extended period of ultralow interest rates no longer benefits the average
U.S. household. The majority of the wealth of the typical M&T customer, like that
of most Americans, takes the form of equity in their homes, retirement savings,
bank deposits and, to a lesser extent, stock market investments. Low rates initially
provided middle-class households with relief both by lowering monthly mortgage
payments and supporting a recovery in home values. However, the investments of
these same families have suffered. Indeed, many middle-class families, frightened
by the precipitous market decline of 2008, responded by pulling out of the market.
Only half of these households today hold any stocks or mutual fund shares; before the
crisis, fully 72% did so.

Crucially, without stocks and the growth in value and dividends they can provide,
most households must rely on interest from their investments to save for college, a
down payment on a home or to prepare for and navigate retirement. It is here that
they have felt the sting of near-zero interest rates. Interest income for households has
declined sharply in the aggregate. In 2014, it had, compared with 2005, fallen by some
$64 billion. This disproportionately affected households with incomes of less than
$100,000; their interest income declined by $44 billion, or 68% of the total decrease
for all households.

Investments managed on behalf of the typical American family are not immune
to these economic trends. At the heart of the issue is the declining rate of return on
investments — particularly secure investments like bonds. The practical implications
for the alternatives through which typical households preserve and grow wealth, such
as insurance, retirement accounts and pensions, are troubling.

Indicative of what has happened in the marketplace, insurers that have traditionally
invested premiums in safe, long-term instruments such as government securities and
high-quality corporate bonds have come under pressure. The average yield on 10-year
U.S. Treasury bonds since 2010 has declined to a level 274 basis points, or 53%, below
the 30-year average. Insurers ultimately have limited options to offset sustained low
yields on their investments.

Should rates remain low, it will eventually be necessary to raise prices or invest
in assets that offer higher returns but also carry higher risk. Neither outcome would
benefit middle-class families. Pension plans sponsored by employers, long a pillar

Robert Wilmers is the chairman and chief executive of M&T Bank Corp. in Buffalo, N.Y.
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of retirement savings for many workers,
face similar pressures. Low rates that
pension funds earn on investments mean
either that businesses and governments
must set aside more to ensure future
benefits, or put those benefits at risk by
underfunding them.

Given these costs and challenges,
many businesses have responded by
transitioning away from offering pensions
altogether, instead sponsoring programs
such as 401(k) accounts through which
employees largely bear responsibility for
determining the amount they save and
the manner in which they invest. Workers
then confront the same difficult choices
as investment managers, weighing the
trade-off between accepting low returns
and undertaking greater risk with their
hard-earned savings.

No wage growth. No investment
earnings growth. No wonder families are
stretched and stressed. We should hardly
be surprised, then, to see a sharply
increased rate of savings — 1.5 percentage
points higher than that in 2000 to
2004. Accompanied by lower interest
income, this has led middle-class families
to spend less, dampening economic
growth. Simple math suggests that a 1.5-
percentage-point increase in the savings
rate equated to nearly $200 billion in
consumer spending — spending that did
not occur as families instead saved more
to make up for their lost income.

Monetary policy was intended to
act as an accelerant for an economy in
recession, and did in fact accomplish that
goal early on; however, its benefits have
waned, if not reversed, over time. [
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LEGAL - FOUNDATION NOTICES

NOTICE
The annual report of THE EUCALYPTUS
FOUNDATION for the calendar year ended
December 31, 2016 is available at the offices of
Morris & McVeigh LLP, c/o Charles D. Manice,
located at 767 Third Avenue, New York, NY
10017, (212) 418-0500, for inspection during
regular business hours by any citizen who

requests it within 180 days hereof. The Principal

Manager of the Foundation is Frances Setaro.

NOTICE
The annual report of THE ASMUND S. LAERDAL
FOUNDATION FOR ACUTE MEDICINE, INC. for
the calendar years ended December 31, 2016 and
2015 is available at its principal office located at c/o
Laerdal Medical Corporation, 167 Myers Corners
Road, Wappingers Falls, NY 12590, for inspection
during regular business hours by any citizen who
requests it within 180 days hereof. The Principal

Manager of the Foundation is Ms. Patricia Goodwin.
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BackPorch

DAVID MILLER

“You need banking, just like you need pharmaceu-
ticals. And pharma can save lives, or it can kill and

BRIAN
MOYNIHAN

“Is that really needed for
a portion of a portion of
a portion of a portion of
our business?”

Bank of America’s CEO, citing
a 500-page attestation done to
comply with the Volcker Rule
as an example of the excessive
compliance burden

CHRIS
SKINNER

“You have to get to under-
stand it or you will make
fundamental mistakes.
You might end up going
with Betamax rather than
the VHS version.”

Chair of the Financial Services

Club, urging caution on adopting
blockchain technology

BRIAN FOLEY

“He took his winning
tickets to the window
while the window was
still open.”

Compensation consultant, on
Wells Fargo’s former CEO John
Stumpf exercising stock options
a month before regulators
imposed penalties over the
phony-accounts scandal
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cause addictions.”

Princeton University professor, discussing how his side job as
Citigroup’s on-call ethicist aligns with, rather than contradicts,
his seminary training

LARRY DOWNING/REUTERS/Newscom

RICHARD
LEDGETT

“If that linkage is
true, that means

a nation-state is
robbing banks.
That is a big deal.”

National Security Agency’s deputy
igector, on North Korea'’s alleged
inlvement in the $81 million theft

. frgqm Bangladesh’s account at the
New York Fed last year

A

NICOLE
FRIEDLANDER

“Otherwise, it’s like having a fire exit
plan for a building you no longer
work in.”

Former head of a federal cybercrime unit, saying
banks should regularly update plans for responding
to hacks

LISA
MENSAH

“This is really the yeast
that allows the whole
tank to grow.”

Opportunity Finance Network’s
CEQ, saying community devel-
opment financial institutions can
leverage every dollar from the
government 10 times over

NORBERT
MICHEL

“If private institutions are
not going to make loans
without any sort of gov-
ernment subsidies, then
maybe they shouldn’t be
making them.”

Heritage Foundation research
fellow, arguing for the elimination

of the Treasury Department’s
CDFI program

GREGOR
MATVOS

“Women just have

less margin for error.
They walk on more of

a tightrope.”

University of Chicago professor,
on his research showing that
financial advisers who engage in
misconduct are far more likely to
be fired if they are female
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