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FLOURISH
BY REBECA ROMERO

“There’s an undeniable sense of connection
among us, and I’ve seen how community
banks have responded.”

W

hat a different August this
will be than in previous
years. Yet, as much as
things have changed, I
find comfort in the fact that the core of
what we do at ICBA and as community
bankers is steadfast.
Ninety years ago, a founding group of
community bankers rallied around the
goals of maintaining their independence
and protecting their communities. They
formed ICBA to leverage the power of
their collective voices. Our goal today
is to continue in this vein, increasing
the impact of community banks by
amplifying your influence.
As we implement this mission virtually, I
am continuously amazed at the strength
of the community bank spirit. Despite
being unable to come together in person,
community bankers show up for each
other and for their communities. Our
community bank briefings provide
evidence of this drive, with upwards
of 1,500 bankers participating. ICBA
staff provide overviews of the latest
happenings to parse the must-know
information, but it’s through you, your
interactions and your insights that
the spirit of community banking truly
emerges. In a time when it’s never
been more important to listen, learn
and support one another, these calls
exemplify the very nature of ICBA. We
band together to ensure we all succeed.
But these calls aren’t just for talking. We
connect to access new opportunities,
new ways of thinking and new solutions
to support each other in this dynamic,
evolving environment. Reflecting on the
challenges we’ve faced this year, I can
think of no point in history when we have
been met with banking decisions that
elicited such quick-turn, strategic action.

Paycheck Protection Program planning,
social distancing, remote working and
more shook our business plans and
day-to-day operational procedures and
redefined how we work.
But despite this shift, our collective
mission remains constant. We continue
to come together to chart a path forward.
That’s why it’s so powerful to have ICBA
as a place for like-minded community
bankers to convene, so we can define
where we’re heading as an industry.
There’s an undeniable sense of
connection among us, and I’ve seen how
community banks have responded. Each
of you has stepped up to an even greater
extent and is moving forward with
intensified purpose, and I hope you’ll
enjoy reading more of these stories of
resilience, and of the passion behind our
work, in this month’s issue.
I am proud of what we, as a community
of community bankers at ICBA, have
been able to do. Together, we will
continue to flourish for years to come.
What you need to know is this. As we
consider the future, supporting the
development of next-generation leaders
remains a priority. That’s why we’ve
taken our LEAD FWD Summit online. We
hope members of your team will join us
virtually Sept. 21-22. 

Connect with
Rebeca @romerorainey
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KICKOFF!

A Football Fan’s Guide to Portfolio Management
BY JIM REBER

CBA Endorsed Partner

As the calendar turns
to the fall, millions of
Americans gear up for
their favorite sport of
football. Of course, with
this being a year unlike
any other, we’re still trying
to figure out what it will
look like. Nonetheless,
what better way to usher
in the new football season
than to relate common
gridiron phraseology to
its investment portfolio
equivalent? Some of this
may sound like a stretch
for the sticks, but perhaps
you can find a loose ball in
the pileup. If so, hopefully,
you can convert the
takeaway into a visit to the
sweet land of six.
6 In Touch

Weight room

Many footballers prepare themselves
for the season with frequent trips to
the gym. There, they can make good
use of barbells. Community bankers
often utilize “barbells” to hedge their
bets against rate movements. This
strategy simply entails buying roughly
equal amounts of very short-duration
bonds and long-duration bonds. The
definitions of “short” and “long” vary
from buyer to buyer. In the end, the
investor will be pleased with at least
half of the holdings, regardless of
whether rates rise or fall.

Run-pass option

This recent innovation of play-calling
gives the quarterback the ability to
decide on the fly whether to run the
ball or throw downfield. In a similar
sense, investors can do the same with
a do-it-yourself floater. Most municipal
bonds in community bank portfolios
have longer-than-average durations.
Often, that is precisely the intention
of the portfolio manager, as it may
sync with the bank’s interest rate risk
posture. However, sometimes the
manager decides the portfolio is longer
than desired, in which case the DIY is
called. This entails the execution of a
pay-fixed interest rate swap to turn the

asset into a receive-floating adjustable
rate bond.

Lockdown corner

The best way to explain this is to lift the
definition from Wikipedia: “These elite
defenders cover an offensive receiver
so effectively on either side of the field
that the quarterback does not target
the receiver being covered.” To the
community banker, this means owning
assets that cannot be called away or
converted to cash when interest rates
are not favorable (e.g., now). The way
to lock down your assets is to buy
“bullets,” which have no call features,
or securities such as multifamily
mortgage-backed securities (MBS) that
have prepayment penalties or yieldmaintenance provisions.

Man in motion

This term entails sending one or more
offensive players running parallel to
the line of scrimmage prior to the snap
to better position them for the play. In
investment management, its equivalent
is the purchasing of newly issued bonds
that have extended original settlement
dates, which further coincide with
upcoming maturities of bonds currently
in the portfolio. This play has been
especially beneficial in recent months,
www.cbak.com

Many footballers prepare themselves
for the season with frequent trips to the
gym. There, they can make good use
of barbells. Community bankers often
utilize “barbells” to hedge their bets
against rate movements.

as the amount of maturities and calls
have outpaced new issuances, creating
something of a scrum among investors.

Webinar series continues

Nickel back

Sometimes a team will insert a fifth
defensive back into the lineup on
obvious passing downs in order to
give it a better chance of covering
the potential pass receivers. This
“nickel package” appears in balance
sheet management in the form of
match-funding assets and liabilities.
If a community bank strategically
adds assets through an acquisition or
outright leverage, thought must be
given to balancing the altered interest
rate risk. Tools such as Vining Sparks’
Performance Architect can quantify the
new dynamics of the balance sheet,
including the impact on capital, margins
and earnings.

ICBA Securities and its
exclusive broker-dealer,
Vining Sparks, are hosting
three webinars covering
a range of topics in
who operate in a last-second mode.
Late December is rarely a good time to
be selling securities; it can, however,
be a buyers’ market. Make decisions
early — 10 minutes to go in the game is
still relatively early. Late fourth quarter
comebacks are hard to pull off.

November to conclude its
2020 Community Banking
Matters series.
One free hour of CPE for
each event is offered.

Go, team! 

To register, visit

Fourth-quarter rally

The third quarter of the calendar year
for broker-dealers is often a period
of low volume. Some of it has to do
with portfolio managers not taking
time to identify beneficial portfolio
opportunities until the figurative twominute warning. This year especially,
there are plenty of good reasons to
be distracted. The bad news is that
there are a lot of community bankers

September, October and

Jim Reber
(jreber@icbasecurities.
com) is president
and CEO of ICBA
Securities, ICBA’s
institutional, fixedincome broker-dealer
for community banks.

viningsparks.com or
contact your Vining
Sparks sales rep.

ANNIVERSARIES
September			
133 Years
State Exchange Bank
Mankato
122 Years
Peoples Bank & Trust Co.
McPherson
120 Years
First State Bank
Ransom
91 Years
Farmers State Bank
Fairview
October
124 Years
Elk State Bank
Clyde

123Years
First Security Bank
Overbrook		

110 Years
Union State Bank
Olsburg

117 Years
Haviland State Bank
Haviland			

36 Years
Community National Bank
Seneca			

114 Years
Stockgrowers State Bank
Maple Hill

32 Years
Bankers’ Bank of Kansas
Wichita

114 Years
Grant County Bank
Ulysses

28 Years
The Trust Company
Manhattan

114 Years
Bank of Commerce &
Trust Co.
Wellington			

ANNOUNCEMENTS
First National Bank of Hutchinson
is pleased to announce the addition
of Jeff Fahler as executive vice
president and chief operating
officer. As COO, Fahler will oversee
consumer banking, operations,
information technology, marketing
and business services while aligning
all areas of the bank. “I’m excited
to join such a well-respected and
successful organization and look
forward to working with the team to
continue building on the bank’s 144year foundation,” Fahler said.
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90 YEARS

One Mission. Community Banks.®

SET THE COURSE FOR
INNOVATIVE PAYMENTS
SOLUTIONS
The world of payments is changing fast
and ICBA Bancard® has been working
with community banks and companies
for 35 years to bring new payments
solutions to the forefront.

Reach new horizons
with ICBA Bancard.

www.icbabancard.org | bancard@icba.org | 800-242-4770

SHORT, SHARP, AND SPOTTY:
WHAT TO EXPECT FROM THE CORONAVIRUS RECESSION AND
HOW COMMUNITY BANKS CAN HELP
BY NOAH YOSIF

I

t's official — the U.S. economy is in full-swing recession.
While formal confirmation by the National Bureau of
Economic Research is always appreciated, the signs were
pretty obvious: social distancing grinding business activity
to a near halt, skyrocketing weekly unemployment claims at
both a state and national level, and, of course, market volatility
erasing three years’ worth of gains in a matter of weeks.
In fact, the NBER estimates this recession first started in
February, making this newly reported contraction four
months old.
With irrefutable evidence that the United States is in a
recession, zealous market watchers are now searching for
clues as to its size and scope. At ICBA, we took the liberty of
crunching the numbers in search of some answers, and our
conclusions point to a short, sharp, and spotty recession.

The unique causal dynamics of this recession provide much
credence to our calculations indicating a short recession
and quick recovery, but they also hint at the probability of a
more severe contraction as well. Because social distancing
measures have pressured revenues via decreased business
activity, employment has become the primary concern and
consequence of this pandemic as companies seek to shore up
additional capital.
Figure 2 demonstrates the severity of this recession as weekly
unemployment claims filed within the first three months were
12 times higher than during the 2008 financial crisis. Because
the coronavirus recession has caused financial disruptions
in every sector of the economy, we can expect more severe
declines in household income and consumer spending given
its acute effect on employment.

Figure 1 shows our forecast for economic growth in the nearterm, indicating a V-shaped trajectory for recovery. While
we expect the second-quarter GDP to contract by a record
margin at 27.3%, we also anticipate a quick recovery that will
enable the U.S. economy to expand once again by 2021.
These patterns are much different than what we saw in
2008, and in many recent financial crises to date, but for
good reason. This recession, borne from the coronavirus
pandemic, constituted an exogenous shock causing
widespread financial disruption within every sector of the
U.S. economy, as opposed to concentrated imbalances. As
public health authorities continue to relax social distancing
measures in the upcoming months, the U.S. economy is
likely to rebound, with businesses and consumers once again
free to operate with fewer restrictions.
Figure 2: Weekly Unemployment Claims Between the 2008 Financial Crisis
and Coronavirus Recession (Source: U.S. Department of Labor)

Figure 1: ICBA’s U.S. Economic Growth Forecast (Source: ICBA)

10 In Touch

The expected extent of this pain is still ambiguous, in
keeping with this year’s theme of economic uncertainty,
but will be unevenly distributed among localities, inducing
a spotty recovery that varies between states and counties
in timing, speed, and effect. Two factors that will have an
outsized influence on their recovery will be the ongoing
public health threat posed by the coronavirus and localities’
financial position prior to the recession. Counties and
states that had a healthy circulation of income between
consumers and businesses prior to the recession will be
well-positioned to weather a protracted crisis and recover at
a quicker pace.
www.cbak.com

Figure 3 examines the average monthly income deficit by state,
calculated as the average monthly wages lost from rising unemployment
offset by state and federal unemployment benefits in April. Despite
robust protections for unemployed workers, 28 states experienced an
income deficit, while extended unemployment provisions implemented
by the CARES Act, which are set to expire by the end of next month,
provided a vital lifeline to 34 states by enabling them to recoup more
than 50% of the difference. Because each state is in a unique position
concerning mitigation of the coronavirus pandemic and consequent
economic injury, there will not be a synchronized national recovery,
and certain states will need additional assistance to fully heal.

While the current economic
landscape may appear bleak
at first sight, the data presents
a strong case for cautious
optimism as we press forward
in these uncertain times in
hopes of a brighter tomorrow.

As the coronavirus recession reaches its fourmonth mark, we continue to receive more data
that provides greater clarity to the good, bad,
and ugly of this contraction. On one hand, this
recession will likely be much shorter than its
predecessors given its origins as an exogenous,
non-economic shock. But the financial pain
inflicted on consumers and businesses will also
set new records in severity, while the path to
economic recovery is akin to geographic roulette,
making for a disjointed and spotty return to
normalcy. Many unknowns remain concerning
the United States’ eventual road to recovery, most
of which depend on the ability of public health
authorities to contain this outbreak via testing
at a meaningful level until the development and
distribution of a vaccine. In the meantime, we
know that community banks continue to be a vital
component to the recovery equation.

Figure 3: Net Average Monthly Income Deficit After State and Federal Unemployment
Benefits (source: U.S. Bureau of Labor Statistics & U.S. Department of Labor)

Community banks were the most prevalent conduit
for small businesses seeking lifelines in operating
capital via the Paycheck Protection Program,
issuing nearly two-thirds of PPP funds, which
were critical for mitigating further increases in
unemployment and supplying households with
much-needed income to weather declines in
liquidity due to decreased business activity.
continued on page 12
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continued from page 11

As Figure 4 shows, states with a higher share of
community banks received more PPP funding
during the early stages of the current recession,
with the top 10 states able to cover 20% more
of their payrolls than the bottom 10 states.
In addition, by performing their most basic
functions, from accepting deposits to providing
loans, community banks have been vital
pillars of support to Main Street by facilitating
a healthy circulation of capital to keep local
economies in operation while social distancing
measures have gone into effect. As shown in
Figure 5, community banks posted major gains
in deposits and loans during the first three
months of this recession.

Figure 4: 1st Quarter Payroll Coverage via PPP Loans by State (source: United States
Small Business Administration / Federal Deposit Insurance Corporation)

Upon closer examination of the data, it is
clear that this current recession poses both
significant economic threats and concurrent
opportunities, from which to make the most
of an inevitable economic phenomenon and
to rebound on stronger footing and shoulder
another decade’s worth of expansion. In
particular, the dynamics of this recession
present major opportunities for community
banks to facilitate a speedy recovery and
mitigate its potential severity while serving as
an important resource for localities at different
stages of the healing process.
While the current economic landscape may
appear bleak at first sight, the data presents a
strong case for cautious optimism as we press
forward in these uncertain times in hopes of a
brighter tomorrow. 

Noah Yosif is ICBA assistant
vice president of economic
policy and research.

Figure 5: Loan and Deposit Balances at Community Banks (source: United
States Federal Deposit Insurance Corporation)
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POWER UP YOUR
INVESTMENTS
ICBA Securities is driven by its
commitment to community banks and
powered by the many resources and
expertise of Vining Sparks.

Institutional investors only. Member FINRA/SIPC.

A FULL SELECTION OF OFFERINGS FOR COMMUNITY BANKS:
ICBA SECURITIES

Wholly-Owned ICBA Subsidiary
» Comprehensive education platform
» Endorsed by 32 state affiliates
» Supports advocacy at state
and federal levels
» Exclusively endorses Vining Sparks
» Board of directors comprised
of leadership bankers

BALANCE SHEET PRODUCTS

Fixed Income Securities
» Top 20 underwriter of U.S. agency debt
» Market leader in municipal
underwriting and trading
Loan Trading
Wholesale Funding
Interest Rate Products

BANK ADVISORY &
STRATEGIC SERVICES

Acquisition Advisory Services
Mergers Advisory Services
Community Bank Advisory Group
Valuations
Community Bank Capital Formation
Bank Investors Analytics

PROPRIETARY ANALYTICS
Performance Architect

Proprietary balance sheet and investment
portfolio strategy development engine

Performance Profile

Proprietary balance sheet and investment
portfolio analytics report package
powered by The Yield Book®

myPortfolio

Proprietary, online portfolio management
system powered by The Yield Book®

MANAGEMENT RESOURCES
Investment Strategies Group

A pool of experienced professionals to use
as a customer resource

Education
» Community Banking Matters – Periodic
webinars covering timely topics
» ICBA Bond Academy –
Teaches bond basics
» ICBA Balance Sheet Academy – Building
high performing balance sheets
» Weekly and monthly publications
with market overview and portfolio
management insights
Economic Insight
» Quarterly economic outlook webinars
Portfolio and Balance Sheet Services
» Asset and liability management
» Bond accounting

www.icbasecurities.com | info@icbasecurities.com | 800-422-6442
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CAPITAL ASSESSMENT, CAPITAL PLANNING ARE
CRITICAL AS CORONAVIRUS CREATES CHAOS
BY M A RY EL L EN B I ERY, A B R I G O

CBA Associate Member

S

tress testing and capital planning
are important for financial
institutions in good times. They
are even more important in
volatile times like these when the
coronavirus and pressures on the energy
sector result in a financial crisis.
Banks need to have an idea of what a
recession might do to their allowance
levels and capital ratios, and how
those impacts could affect plans
for dividends or other distributions.
However, one challenge for financial
institutions in 2020 is that the economy
in recent years has been so strong
that institutions’ processes for capital
analysis haven’t faced a lot of pressure
or scrutiny, according to Neekis
Hammond, managing director of
Advisory Services at Abrigo.
“There’s been virtually no realized credit
risk or seemingly realizable credit risk to
a financial institution. This has resulted
in theoretical assumptions for capital

14 In Touch

planning. Now, the stressed inputs are
very real and very realizable,” he said.
Each year, the largest institutions must
produce capital analysis and stress
testing results for the Federal Reserve
to show how they will fare during
specific, simulated times of economic
and financial stress, and to evaluate
their capital adequacy assessment
processes. Meanwhile, recognizing
that other financial institutions are vital
to their own communities, regulators
also have a long history of requiring
various stress tests on individual risk
areas of other institutions. Institutions
may regularly perform stress testing
for strategic planning and managing
capital ratios — the key performance
indicators for a financial institution’s
safety and soundness.
“Now, the question for a financial
institution is, what are reasonable
default and loss estimates for a
prolonged economic impact due to
the global pandemic?” Hammond said.
“Many institutions would have a difficult
time supporting economic-based stress
testing assumptions on their own due

to capacity or confidence constraints.
Obviously, there’s a lot of uncertainty
about how the economy will recover
and how that might impact their
dividend limits or even how to reflect
that in models. We’re not claiming
to know what will happen; rather,
we support sensitivity to changing
conditions and produce multiple
scenarios. The goal is to provide internal
and external parties with a range of
expectations. From there, they can have
contingency plans.”

Inspiring confidence through
capital planning
In addition, Hammond noted,
financial institutions already dealing
with challenges associated with
virtual staffing and the deluge of
work associated with the Paycheck
Protection Program must find the
resources to manage heightened risk
and incorporate uncertainty into risk
models and budgeting.
“Every regulator is going to have
elevated interest in credit risk in a
www.cbak.com
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Follow Shawn on twitter@Shawn_CBAK

prolonged downturn,” Hammond said.
“Credit risk and the resulting impact
is going to be a focus in every safety
and soundness exam, and if you want
to inspire confidence, your financial
institution will already have conducted
stressed capital planning.”
Financial institutions need to
determine whether updated scenarios
may affect capital ratios so that
management and the board can have
assurances they will remain within
“well-capitalized” levels, within
management targets, or within targets
tied to future strategic planning. These
ratios also affect the institution’s
CAMELS (Capital adequacy, Asset
quality, Management, Earnings,
Liquidity, Sensitivity to market risk)
rating, which can have multiple
impacts on an institution and its plans.
Because of the limited capacity to
develop new assumptions and conduct
stressed capital assessments while
handling day-to-day operations, many
financial institutions are turning to

external advisors for assistance.
“There are most certainly resource
and staffing constraints,” Hammond
said. “Right now, it’s like everyone’s
anthill has been stepped on.
Everyone’s managing the relationship,
modifications and covenants, and they
don’t have time to generate a legitimate
capital plan and stress test under
multiple scenarios.”

One model is key to
accurate capital, allowance
forecasts

When seeking assistance outside the
financial institution, Hammond said,
bank and credit union executives should
consider utilizing the same advisor for
any stress testing or credit-focused capital
planning as they use for allowance of
loan and lease losses to avoid producing
irrational allowance estimates.
“Using the same model to produce
estimates for your allowance and
to produce results for stress tests
is the best way to make sure your
projections are meaningful,” he said.

The alignment of critical assumptions
and inputs is fundamental to developing
accurate forecasts. Hammond said
financial institutions working with an
experienced advisor would be able to
meet their needs for assessing capital
this year while acquiring the tools to
handle capital analysis and stress testing
on their own in the future — even, as
Hammond put it, “during stepped-onanthill times.” 

Mary Ellen Biery, Senior
Writer and Content
Specialist, at Abrigo.
Abrigo is a leading
technology provider
of compliance, credit
risk, lending, and asset/
liability management
solutions that community
financial institutions use
to manage risk and drive
growth. Visit abrigo.com/
intouch to learn more.
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Retirement Plan Rollovers:
What Are My Clients’ Options?

BY J O D I E N O R QU I S T

T

he novel coronavirus pandemic
has disrupted many aspects of our
lives this year, with unprecedented
business downturns or closings. Your
clients may have found themselves suddenly
unemployed as a result of COVID-19.
Some may be fortunate enough to find new
employment, while others remain without
work. In either situation, these clients will
likely have access to retirement plan assets,
and they may be contemplating what they
should do with them.
This can be a tough decision to make.
It’s important that your clients carefully
consider all of their options before moving
retirement plan assets anywhere. Under
federal law, employers typically cannot
force former employees to withdraw their
retirement savings if their vested balance
is more than $5,000, so some participants
may choose to leave retirement assets in
the former employer’s plan. In this case,
their retirement savings should remain safe,
even if their previous company closes, and
the retirement plan is terminated. Under
these circumstances, the plan assets that
are owed to them will be paid to them, in
most cases, within one year.

Are They Eligible to Move
Their Money?

As a courtesy to your clients, help them to
determine whether they’re eligible to move
money out of their retirement plan. They
must have a “triggering event” that allows
them to withdraw their retirement plan
assets. The most common events occur
when an individual retires or terminates
employment with the employer who
sponsors the retirement plan. Encourage
your clients to check with their plan
administrator or to review their summary
plan description to make sure that they meet
one of the plans’ triggering events.

Where Should Their
Assets Go?

If your clients have access to their plan
assets, simply “cashing out” may result in
substantial taxes and penalties. Advise them
to seek competent tax advice before taking a
full distribution from their retirement plan.
Rolling over retirement plan assets to an IRA

16 In Touch

or another retirement plan may offer benefits
and may help preserve the growth of their
tax-deferred investments. But making a
sound decision — whether to roll over assets
or to leave them where they are — involves
many factors, so be careful not to make a
recommendation to a client that could be
considered investment advice.

Benefits of a Retirement Planto-Traditional IRA Rollover

If your clients decide to roll over their
retirement plan assets into a Traditional IRA
with your financial organization, reassure
them that the assets will remain taxdeferred until they withdraw them. There
might be other benefits, too.
• They may roll over their pretax assets
into another retirement plan offered by a
future employer.
• They can invest their IRA assets and
continue to grow their tax-deferred
earnings.
• As their IRA administrator, your financial
organization may offer a higher level of
service and more investment options that
appeal to them.
• They can access their IRA assets at any
time and possibly take penalty-free
distributions, such as for disaster relief or
first-time homebuyer expenses.

Benefits of a Retirement Planto-Retirement Plan Rollover
If your clients are changing employers,
advise them to check with their new
employer’s plan administrator to make
sure that their new company’s retirement
plan accepts rollovers from other plans.
Some plans do not. If they decide to roll
over retirement plan assets to their new
employer’s retirement plan, these assets will
also remain tax-deferred until they withdraw
them, as with an IRA. Your clients might
consider other factors, as well.
• Rolling over their existing retirement plan
assets into their new employer’s plan
can make it easier for them to track and
manage their investments. Everything is
under the same savings umbrella.
• Retirement plans may offer lower fees on
investments and other transactions when
compared with IRAs.
• Keeping assets in an employer-sponsored

retirement plan may give more protection
from their creditors.

How to Move Retirement
Plan Assets

Your clients can move their assets through
either a direct rollover or an indirect rollover.
With a direct rollover, the plan administrator
will send a check or electronic payment
“for the benefit of” your client but in the
name of your financial organization or
the new retirement plan. Normally, if a
client must take a required minimum
distribution (RMD) from the plan, the
plan administrator will distribute the RMD
to the client, and the rest of the eligible
assets will be sent in the rollover.
NOTE: All RMDs due in 2020 are waived.
If your clients withdrew a waived RMD in
2020, they have until the later of August 31,
2020, or 60 days after the distribution to
roll over that amount. Future guidance may
further extend this deadline.
With an indirect rollover, the plan
administrator will distribute plan assets
directly to your client, withholding 20% of
pretax assets as a prepayment of federal
income tax. A rollover to a new IRA or plan
must happen within 60 days following the
receipt of the asset, or taxation (and possibly
penalties) may apply to the distribution.
Remind your clients that this is their money.
The rollover decision is important, with
many factors to consider. But people move
their retirement assets all the time, and it’s a
relatively simple process. Your clients should
carefully review the fees and investment
options associated with each rollover option.
And encourage them to talk with someone
they trust — someone who has their best
interests in mind. 
Jodie Norquist
Consultant – Ascensus ERISA
Compliance
Jodie.Norquist@ascensus.com
218-825-5553

www.cbak.com

FMSI is a small business founded and located in Kansas, specializing
in assisting community banks to succeed, a mission consistent with
core CBA values. We have partnered with community banks for
nearly 25-years providing core advisory services including asset/
liability, investment, and liquidity management.

FMSI advisors actively assess market conditions and bank
balance sheets of different size, mix, and capital levels. Market
conditions are constantly changing presenting opportunities
and challenges for CBA member banks. Interest rates are
increasing for the first time in nearly a decade and now is
a perfect time to partner with a trusted, industry leader.
Establishing an FMSI relationship provides confidence
your bank is optimizing the balance sheet, deploying
necessary strategies, maximizing profitability, and
managing balance sheet risks.
FMSI is a Kansas CBA Endorsed Provider

913.955.3355
www.fmsiconsulting.com

With

FMSI

You for a

Stronger Tomorrow

As a community banking partner, you can count on us –
leaning on our strength and expertise to overcome your
obstacles. We’re with
moving forward
and banking on a

you,
together
stronger tomorrow.

Be Confident with Bell Bank by Your Side

We’re downside risk managers – committed to our growing
correspondent department and still purchasing high-quality
participations. Additionally, we can offer:
Bank stock financing
A full line of insurance options
Business leasing opportunities

Mike Pate

Member FDIC

26857

We do not reparticipate any loans.

Call me at 402.301.3707
Based in Omaha, Neb., serving Nebraska

Bell Insurance Services, LLC is a wholly owned subsidiary of Bell Bank. Products and services offered through
Bell Insurance are: Not FDIC Insured | No Bank Guarantee | May Lose Value | Not A Deposit
| Not Insured by Any Federal Government Agency.
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HANDLE ARM ADJUSTMENTS WITH CARE
BY W I L L I A M J . S H OWA LT ER , C R C M , C R P
S EN I O R CO N SU LTA N T; YO U N G & AS SO C I AT ES , I N C . ; K EN T, O H I O

A

djustable-rate mortgages
(ARMs) have not been
much of an issue for many
banks and thrifts in recent
years since fixed rates have been so
low. But they are still an important
tool for serving those customers who
cannot meet the secondary market
qualifications applied to most fixedrate loans. Also, many institutions
have a portfolio of existing ARM
loans that they service. One potential
complication for some lenders is the
impending discontinuance of the LIBOR
index, requiring them to find another
comparable index for their ARMs.
ARMs were in the spotlight over 10 years
ago because of problems in the subprime
market. Many subprime products have
variable interest rates, which shift the
interest rate risk from lender to borrower.
Besides the issues raised then over
putting borrowers into inappropriate
products, there also are concerns over
errors in ARM rate changes.
Do an internet search for “ARM errors”
or similar terms, and you will come up
with numerous firms offering loan audit
and information services to borrowers.
These firms tell borrowers that their
companies can correct ARM errors,
bring loans into compliance and get the
borrower a mortgage refund.

Background
The initial furor over these mistakes
arose over a report on ARM adjustment
errors prepared by a former Federal
Savings and Loan Insurance Corporation
employee in 1989. His assertions
sent a tremor through the mortgage
industry. The report concluded that

18 In Touch

miscalculations in periodic adjustments
to rates on ARM instruments resulted in
significant overcharges. He found ARM
adjustment errors in about 50% of the
loans he sampled. From these results, he
estimated the potential overcharges to be
up to $15 billion for ARMs nationwide at
the time. This figure has been estimated as
high as $50-60 billion in recent years.
The controversy was further stoked
by a study from the Government
Accountability Office (GAO), released
in September 1991, which found
between 20-25% of the ARM loans at
the time contained interest rate errors.
Such errors occurred when the related
mortgage servicer selected the incorrect
index date, used an incorrect margin or
ignored interest rate change caps.
The damaging studies kept coming. In
July 1994, Consumer Loan Advocates,
a non-profit mortgage auditing firm,
announced that as many as 18%
of ARMs have errors costing the
borrower more than $5,000 in interest
overcharges. Also, another government
study in December 1995 concluded
that 50-60% of all ARMs contain an
error regarding the variable interest rate
charged to the homeowner. The study
estimated the total amount of interest
overcharged to borrowers was in excess of
$8 billion. Inadequate computer programs,
incorrect completion of documents, and
calculation errors were cited as the major
causes of interest rate overcharges.
Even though no other government
studies have been conducted into
ARM interest overcharges to date, the
potential issue continues to simmer
below the surface, and lenders need to

be vigilant so that it does not erupt into
a veritable supervolcano of enforcement
actions and lawsuits.

Types of errors
The kinds of errors lenders are said
to make in implementing ARM rate
and payment adjustments run the
gamut from calculation mistakes to
carelessness, including:
•M
 istakes in the original loan setup/
data input
•M
 iscalculation of the payment amount
• Improper allocation of payments
between interest and principal
(amortization)
• Use of the wrong index
• S election of an incorrect index value
• A pplication of incorrect interest
rate caps
• Failure to adjust in some years
• Use of incorrect margins
• Improper rounding methods (e.g.,
rounding up instead of rounding to the
nearest 1/8th of 1 percent)
• Math mistakes causing an
incorrect rate
•U
 se of an incorrect loan balance
Banking regulators point out that these
errors may be considered breaches of
contract and could expose the financial
institution to legal action.

Extent of errors
Since ARMs involve changing index
values periodically and complex computer
calculations, they seem to attract human
and software errors. Mortgage audit firms
point out that leading publications such as
The Wall Street Journal, MONEY, Forbes
and Newsweek have warned borrowers
about miscalculations occurring in up to
50% of ARMs.
www.cbak.com

Adjustable-rate mortgages (ARMs) have
not been much of an issue for many
banks and thrifts in recent years since
fixed rates have been so low. But they
are still an important tool for serving
those customers who cannot meet the
secondary market qualifications applied to
most fixed-rate loans.

The firms get borrowers’ attention by
pointing to figures of lender overcharges
and borrower refunds like these:
•A
 verage borrower refunds of over
$1,500
•2
 1% of refunds ranging from $3,500
to $10,000
•1
 3% of errors exceeding $10,000

Reasons for errors
The calculation of ARM rate changes is
a complex process, and errors can occur
in a variety of ways. Add to this the fact
that many lenders offer, and servicers
support, a variety of ARM products
with different rate adjustment intervals,
indices, margins, and other terms.
Another potential complicating factor is
the widespread practice of transferring
loan servicing, presenting another
opportunity for human mistakes and
software mismatches to cause errors.
In addition, some of the mortgage audit
firms assert that ARM rate and payment
adjustment errors have been linked to:
• L ack of training, supervision and
experience of loan servicing personnel
• Simple human error
• Computer data entry or software errors
• Clerical or calculation errors
• Fraud
• S ale or transfer of the loan to a
different company
•R
 iders, handwritten changes, or other

irregularities in the note
•V
 ery complex calculations or use of
an unusual index or interest rate
• Dissolution or merger of the original
loan institution

How to avoid these
problems
The federal banking supervisors began
encouraging financial institutions back
in 1991 to perform reviews of their
adjustable rate loan systems to ensure
that interest rate information is correctly
ascertained and administered, and that
rates are adjusted properly.
Banks and thrifts should have effective
internal controls and procedures in
place to ensure that all adjustments
are made according to the terms of the
underlying contracts and that complete,
timely, and accurate adjustment
notices are provided to borrowers.
Also, a system for the ongoing testing
of adjustments should be in place to
ensure that adjustments continue to be
made correctly.
A critical component of any successful
loan servicing program, including
correctly implementing rate and payment
adjustments, is a thorough training
regime for lending personnel involved
in the process. Those involved must be

given the appropriate tools — including
knowledge — to succeed in their jobs.
Any review of ARM adjustments
should include documentation
indicating the basis for interest rate
adjustments made to a lender’s ARM
loans, showing whether changes have
been made that are consistent with the
underlying contracts.
If a lender finds that it has made errors in
the adjustments for interest rates, which
have resulted in interest overcharges on
ARMs, the supervisory agencies expect
that you will have in place a system to
correct the overcharges and properly credit
the borrower’s account for any interest
overcharges. In general, undercharges
cannot be collected from borrowers.
William J. Showalter, CRCM,
CRP is a senior consultant
with Young & Associates, Inc.
(www.younginc.com), with
over 35 years’ experience
in compliance consulting,
advising and assisting financial
institutions on consumer
compliance and compliance management
issues. He also develops and conducts
compliance training programs for individual
banks and their trade associations, and has
authored or co-authored numerous compliance
publications and articles.
Bill can be reached at (330) 678-0524 or
wshowalter@younginc.com.
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Products and Services Reference List
*Asterisk represents an agreement for a specific
endorsed product with that company. Not all products
that these companies offer are endorsed by CBA. To
see a detailed list and explanation of endorsements,
visit CBA online at www.cbak.com.
ACCOUNTING/TAX RETURNS
Allen, Gibbs & Houlik, LC
Wichita, KS.....................316-267-7231
The Fullinwider Firm, LLC
Liberty, MO...................800-461-4702
Varney & Associates, CPAs, LLC
Manhattan......................785-537-2202

ACH
*SHAZAM
Platt City, MO................816-431-0220

ADVERTISING SPECIALTIES
*Works24
Edmond, OK.................800-460-4653

AGRICULTURAL & RURAL LENDERS
Farmer Mac
Washington, DC...........800-879-3276

ALARMS & SECURITY PRODUCTS
Oppliger Banking Systems, Inc.
Lenexa, KS.....................800-487-7875

ATM/DEBIT CARD SERVICES
*ICBA Bancard/TCM Bank
Arlington, VA.................800-242-4770
*SHAZAM
Platt City, MO................816-431-0220

ATM EQUIPMENT (NEW/USED)
Oppliger Banking Systems, Inc.
Lenexa, KS.....................800-487-7875

AUCTION
Iron Comps by Tyler Lowy
Waukee, IA....................515-518-0228
Purple Wave
Manhattan, KS................785-537-7653

BACK ROOM SERVICE
Computer Services, Inc. (CSI)
Lenexa, KS.....................913-634-4570
Data Center Inc. (DCI)
Hutchinson, KS............620-694-6800

BALANCE SHEET CONSULTING
*Financial Management Services Inc. (FMSI)
Overland Park, KS.........913-955-3355

BANK OPERATIONS
The Baker Group
Oklahoma City, OK......800-937-2257
*Financial Management Services Inc. (FMSI)
Overland Park, KS.........913-955-3355
Valorem Bank Consulting, LLC
Wamego, KS.................785-410-4780
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Keep in mind that the services provided by each company
on this list may only be a sampling of the many services
they offer. By their CBA Associate Membership, these
companies have shown their commitment to serving
community banks. Please look to these companies
first, whenever possible, to meet your banking needs.

BANK STOCK LOANS & LOAN
OVERLINES
Commerce Bank
Kansas City, MO...........800-821-2182
*S&P Global
Charlottesville, VA........434-951-4419
West Gate Bank Mortgage
Lincoln, NE...................402-434-4080

BOND ACCOUNTING
First Bankers Banc Securities
Overland Park..............913-469-5400
Hilltop Securities
Dallas, TX.....................214-953-4040
*ICBA Securities Corporation
Memphis, TN..............800-422-6442

BUSINESS CONTINUITY PLANNING
*BankOnIT
Oklahoma City, OK.....866-867-4579

CLOUD COMPUTING
*BankOnIT
Oklahoma City, OK.....866-867-4579

COMPLIANCE ASSISTANCE/REVIEWS
Allen, Gibbs & Houlik, LC
Wichita, KS....................316-267-7231
*MPA Systems
Sanger, TX.....................888-233-1584
Purple Wave
Manhattan, KS..............785-313-2094
RESULTS Technology
Lenexa, ........................877-435-8877
Varney & Associates, CPA’s, LLC
Manhattan, KS...............785-537-2202
Young & Associates, Inc.
Kent, OH......................800-525-9775

CONSULTING
Abrigo
Raleigh, NC...................919-851-7474
Bank Consulting Partners
Cheney, KS....................785-224-7388
*Bank Financial Services Group (BFS)
Sheridan, WY...............303-482-1844
Kansas Bankers Technologies
Salina, KS......................888-752-8435
Valorem Bank Consulting, LLC
Wamego, KS.................785-410-4780
Young & Associates, Inc.
Kent, OH......................800-525-9775

CORRESPONDENT SERVICES
Commerce Bank
Kansas City, MO...........800-821-2182
First Nat’l Bank of Hutchinson
Hutchinson, KS............800-293-0683

West Gate Bank Mortgage
Lincoln, NE.....................402-434-4080

CREDIT AND PORTFOLIO RISK
MANAGEMENT
Abrigo
Raleigh, NC......................919-851-7474

CREDIT CARD PROGRAM
*ICBA Bancard/TCM Bank
Arlington, VA..................800-242-4770

CYBERSECURITY
*BankOnIT
Oklahoma City, OK.......866-867-4579

DATA BACKUPS
*BankOnIT
Oklahoma City, OK........866-867-4579

DATA PROCESSING
Computer Services, Inc. (CSI)
Lenexa, KS.......................913-634-4570
Data Center Inc. (DCI)
Hutchinson, KS...............620-694-6800
Modern Banking Systems
Ralston, NE......................402-592-5500

DIRECTORS AND OFFICERS INS.
*Travelers
Overland Park, KS..........800-255-5072
*UNICO Group, Inc.
Kansas City, KS...............800-755-0048

DIRECTORS EXAMS
Allen, Gibbs & Houlik, LC
Wichita, KS.......................316-267-7231
The Fullinwider Firm, LLC
Liberty, MO.....................800-461-4702
Varney & Associates, CPAs, LLC
Manhattan, KS.................785-537-2202

DISASTER RECOVERY PLANNING
*MPA Systems
Sanger, TX........................888-233-1584

ELECTRONIC SERVICES
*Fitech Payments
Fort Worth, TX.................682-201-5551

EMERGENCY FACILITIES/MODULAR
BANK BUILDINGS
*MPA Systems
Sanger, TX........................888-233-1584

EMPLOYEE AND EXEC. BENEFITS
Bank Consulting Partners
Cheney, KS......................785-224-7388
www.cbak.com

*Bank Financial Services Group (BFS)
Sheridan, WY.....................303-482-1844
Woner, Reeder & Girard, P.A.
Topeka, KS..........................785-235-5330

West Gate Bank Mortgage
Lincoln, NE........................402-434-4080
*ICBA Securities Corporation
Memphis, TN.....................800-422-6442

ESCROWS

IT POLICIES

Security 1st Title
Wichita, KS..........................316-267-8371

FINANCIAL INST. BOND
* Travelers
Overland Park, KS..............800-255-5072
*UNICO Group, Inc.
Kansas City, KS..................800-755-0048

HUMAN RESOURCES
*UNICO Group, Inc.
Kansas City, KS..................800-755-0048

IMAGING
Computer Services, Inc. (CSI)
Lenexa.................................913-634-4570
Data Center Inc. (DCI)
Hutchinson, KS..................620-694-6800

INFORMATION TECHNOLOGY
*BankOnIT
Oklahoma City, OK...........866-867-4579
Kansas Bankers Technologies
Salina, KS............................888-752-8435
RESULTS Technology
Lenexa, KS..........................877-435-8877
Varney & Associates, CPAs, LLC
Manhattan, KS.....................785-537-2202

INSURANCE — BANK
Bank Compensation Consulting
Plano, TX.............................972-781-2020
*Bank Financial Services Group (BFS)
Sheridan, WY......................303-482-1844
*Travelers
Overland Park, KS..............800-255-5072
*UNICO Group, Inc.
Kansas City, KS..................800-755-0048

INSURANCE PRODUCTS
Producers XL
Salina, KS............................800-541-6705

INTEREST RATE RISK SERVICE
*ICBA Securities Corporation
Memphis, TN.....................800-422-6442

INTERNET BANKING
*ICBA Bancard/TCM Bank
Arlington, VA......................800-242-4770

INTERNET WORLD WIDE WEB
Oppliger Banking Systems, Inc.
Lenexa, KS..........................800-487-7875

INVESTMENTS
Central States Capital Markets
Kansas City, MO................800-851-6459
Commerce Bank
Kansas City, MO.................800-821-2182
First Bankers Banc Securities
Overland Park, KS .............913-469-5400

*BankOnIT
Oklahoma City, OK...........866-867-4579

IT REGULATORY COMPLIANCE
*BankOnIT
Oklahoma City, OK...........866-867-4579

IT SECURITY
*BankOnIT
Oklahoma City, OK...........866-867-4579
RESULTS Technology
Lenexa, KS..........................877-435-8877
Young & Associates, Inc.
Kent, OH............................800-525-9775

LEGAL SERVICES
Spencer Fane LLP
Overland Park, KS.............800-526-6529
Woner, Reeder & Girard, P.A.
Topeka, KS..........................785-235-5333

LENDING
Bankers Healthcare Group
Syracuse, NY......................866-588-7910

LOAN COLLECTIONS AND WORKOUTS

PAYMENTS
*Fitech Payments
Fort Worth, TX........................682-201-5551

PORTFOLIO MANAGEMENT
Central States Capital Markets
Kansas City, MO...................800-851-6459
Valorem Bank Consulting, LLC
Wamego, KS..........................785-410-4780

PROMOTIONAL PRODUCTS
Harland Clarke
Newton, KS...........................800-322-0818

RETIREMENT PLANNING
Central States Capital Markets
Kansas City, MO...................800-851-6459
First Bankers Banc Securities
Overland Park, KS.................913-469-5400

SECONDARY MORTGAGE MARKET
LENDING
FHLBank Topeka
Topeka, KS............................800-933-2988

SECURITY MONITORING
Federal Protection
Springfield, MO....................800-299-5400

SUPPLEMENTAL HEALTH INSURANCE

Woner, Reeder & Girard, P.A.
Topeka, KS..........................785-235-5330

*UNICO Group, Inc.
Kansas City, KS.....................800-755-0048

LONG RANGE PLANNING

TECHNOLIOGY SERVICES

The Capital Corporation LLC
Overland Park, KS..............913-498-8188
Varney & Associates, CPAs, LLC
Manhattan, KS.....................785-537-2202

MARKETING
Harland Clarke
Newton, KS........................800-322-0818
*Works24
Edmond, OK......................800-460-4653

MERCHANT PROCESSING
*SHAZAM
Platt City, MO.....................816-431-0220

MERCHANT SERVICES
*Fitech Payments
Fort Worth, TX.....................682-201-5551

MERGERS/ACQUISITIONS
The Capital Corporation LLC
Overland Park, KS..............913-498-8188

NETWORK SECURITY
*BankOnIT
Oklahoma City, OK...........866-867-4579
Kansas Bankers Technologies
Salina, KS............................888-752-8435

*BankOnIT
Oklahoma City, OK..............866-867-4579
Iron Comp by Tyler Lowy
Waukee, IA............................515-518-0228
*S&P Global
Charlottesville, VA.................434-951-4419

TELECOMMUNICATIONS CONSULTING
Verge Network Solutions, Inc.
Oklahoma City, OK..............405-782-8420

TELECOMMUNICATIONS SERVICES
Verge Network Solutions, Inc.
Oklahoma City, OK..............405-782-8420

TELECOMMUNICATIONS SYSTEMS
Verge Network Solutions, Inc.
Oklahoma City, OK..............405-782-8420

TITLE INSURANCE ABSTRACTING
Security 1st Title
Wichita, KS.............................316-267-8371

WEBSITE DEVELOPMENT
*S&P Global
Charlottesville, VA.................434-951-4419

WHOLESALE LENDING
FHLBank Topeka
Topeka, KS............................800-933-2988
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YOUR STORY..... is what we do.....
Your vision. Your dream. Your building. They matter.
Imagine your facility supporting your vision and enhancing your ability to reach
your goals. Imagine your “built environment” being designed in such a way that
your employees, clients and all the people you interact with are more motivated,
effective, committed and inspired. That would be BEAUTIFUL.
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INSURANCE FOR BANKS
Property
& Casualty

Cyber
Risk

Financial
Institution
Bonds

Directors
& Officers

COV E R I N G A LL O F N E B R A S K A , K A N SA S A N D M I SSOU R I

Property & Casualty


General Liability



Commercial Property

Cyber Risk


Updated Benefits and
Enhancements
Dependent Business Interruption
Cyber Extortion



Umbrella Liability





Workers’ Compensation



Diana Poquette

Account Executive
402.499.1011
dpoquette@unicogroup.com

Financial Institution Bonds


Social Engineering



Extended Coverage Enhancements



No Annual Forms

Directors & Officers


Broad Form With Regulatory
Coverage



3 Year Policy Savings



Employment Practices Liability



Bankers Professional Liability

