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* BBOK-Lending Team+(/eff to right): im Binns, VP;
- Crdig Ellis, VP; Jeéanne Dailey, VP; Jay Olsen,/SVP
Our team of experienced lenders is equipped to help you produce revenue
and build relationships. We've crafted a full range of services to help you lend.

From patrticipation loans to stock and direct loans for your bank employees and

shareholders, we're ready to expand your prospects.

Our tool chest is with us always, holding the principles we employ—vision,

flexibility, resourcefulness and collaboration—to improve your bottom line.

WE’RE WORKING HARD FOR KANSAS BANKS.

‘ Membér FDIC Bahkers’ Bahk of KanSas, N.A. l 800.999.5725 | www.BBOK:com ‘
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Welcome New
Associlate Member

e Anniversaries e

Congratulations to the banks celebrating
July anniversaries as chartered institutions!

129 years

The Halstead Bank — Halstead

Network Box USA, Inc., is a managed
security services provider that delivers

a cost-effective unified gateway security 125 yeal’S
solution. The company’s mission is to First National Bank & Trust Co. —
make effective Internet security available Junction City
and affordable to enterprises of all sizes.
Businesses using the Network Box device 125 years
are able to combat threats easily and cost Wilson State Bank — Wilson
effectively. For more information, visit
www.networkboxusa.com. 117 yearS
Dickinson County Bank — Enterprise
/Ill/ NETWORK BOX
Managed Security Services 110 yeaI’S
Union State Bank — Everest
109 years
First National Bank — Scott City
105 years
Plains State Bank — Plains
e Announcements e 105 years

The First State Bank of Healy — Healy

97 years
Farmers Bank & Trust — Atwood

95 years

Nekoma State Bank — La Crosse

83 years

Midwest Community Bank — Plainville

TCK — The Trust
Company of Kansas is
pleased to announce
the addition of Kathy
Ewing, who will

be handling client
distributions and
mutual fund trading.

Ewing comes to TCK 16 years

with more than 25 years of experience First State Bank — Kiowa
in the financial industry. She holds a BA

in history from Wichita State University. 45 yeal‘S

Garden Plain State Bank — Wichita

4 I Towel. = July 2011 = www.cbak.com



What is your balance sheet showing you?
It might not be a true picture of your bank’s profitability.

Interest rate risk management can be profitable and functional.

AMG can give you the critical information you need, to stay profitable
and in compliance. Our Asset Liability Management Service keeps you
better informed to manage the future impact of changing interest
rates. It's an easy-to-use turn-key solution for your community bank.

With AMG’s ALMService you can:
» Manage what you can control — pricing
Stay better informed
+ Uncover a clearer aggregate rate to drive greater profitability
+ Gain specific strategies and projections
« Stay current to comply with regulations and accounting
* Helps you prepare for ALCO team meetings

With just one basis point increase in margin, AMG easily pays for itself!

Because better information and analysis means better decisions.

faiAsset Management Group, Inc.

The only measure of our success is yours.

Asset Management Group is a wholly owned subsidiary of Country Club Bank.
9400 Mission Road « Prairie Village, KS 66206 « 1-800-226-1923

Get a FREE
Deposit Rate
Sensitivity Analysis
for your bank.

Call AMG at

1-800-226-1923 or visit
www.ccbcm.com/amg
to find out how the Asset Liability
Management Service can give you
the critical information you need.




Director Profile

Kiowa, Kan. < I grew up on
a family farming operation located on the Kansas/
Oklahoma border, which also included stocker cattle
and a cow-calf operation. We were very involved in
showing cattle. The county fair was always the highlight
of the summer, so we always looked forward to it; how-
ever, it meant the end of summer was right around the
corner. Most of my teenage summers were spent sitting
on a tractor. - | graduated from Kiowa High
School and attended Hutchinson Community College. |
earned my bachelor’s and master’s degrees from Kansas
State University. Graduating from the Graduate School
of Banking at Colorado enhanced my banking knowl-
edge. = After college, | worked
for Farmland Industries as a livestock production spe-
cialist in Lawrence, Kan., and worked for the Kansas
Livestock Association as the director of the purebred
division. - My wife, Konnie, runs our registered
Angus cow herd and maintains herd records for another
Angus breeder. We have two sons: Luke is majoring in
geology at Kansas State University in Manhattan; and
Stewart is majoring in zoology and playing football at
Coffeyville Community College, in Coffeyville, Kan.

by Alex Peak,

What is your background in banking
and with the Bank of Kansas?
I have worked in rural banks in south central Kansas
throughout my entire career, primarily in Barber, Harper
and Sumner counties. In October 2010, | was fortunate in
being able to join the Bank of Kansas as president of the
Anthony, Harper and Mayfield branches.

We at Bank of Kansas believe in being a partner in our
customers’ business and their community. The communities
we serve are not just a place to build our banking establish-
ment, but a place where we integrate into the community.
Bank of Kansas’ commitment to our communities fits nicely
into my beliefs of what being a community banker means. |
have always felt that not only do | help my customers with
their business decisions regarding financing, but | become a
part of their business with the goal for them to succeed and
make money. I’'m with them every step of the way.

What do you like about being a

community banker?
Something different is always going on, as it seems like no
two days are alike. | really like having an opportunity to see
a variety of both personal and business proposals. | am very
interested in what makes a business successful. It is challeng-
ing to use your experience and resources to determine what
may work for the bank and the customer. I think being a com-
munity bank lender is a great job that can be very rewarding.

At Bank of Kansas and throughout my banking career,

I have maintained the attribute of ensuring my customers
are using the best products and services for their lifestyles
and goals. The beauty of being a community banker, and
one with Bank of Kansas, is being able to help any type
of customer with his or her financial options. My goal is
to make sure our customers succeed in choosing financial
solutions that makes sense for them.

What favorable qualities do you look
for in an employee?
I love working with energetic people who are passionate
about what they do every day. Having a good attitude is
S0 very important, as well as having a strong work ethic.
Work doesn’t have to be work — it can be fun. I try my
best to create an atmosphere that is enjoyable at the bank,
because | believe it transfers over to our customers.
Great service is what keeps customers coming back. The

Jon Ottt is branch president of Bank referrals grow our business. In community banking, you
of Kansas in Anthony, Kan. don’t refer your close friends and neighbors to someone

Assistant Editor,
BankNews Media

6 July 2011 - www.cbak.com



you can’t trust. Good employees understand the commu-
nity banking concept. Quality employees deserve to be
rewarded with recognition and a fun, friendly atmosphere
to work in.

What are some of the things

that it takes to be a successful
community bank?
| believe very strongly that it is a total team effort, and
everyone should be an ambassador for the bank. A lot of
front-line people who meet the public every day do not
get the credit they deserve. They are extremely important
to the overall bank. If a customer’s initial impression is
favorable, then they will more likely make that next step in
moving forward with a deposit or loan product.

Trust, loyalty and commitment to our communities are
traits any community bank should possess. All employees,
not just the bank’s officers, make the bank. Involvement
in the community should come natural and not be a
forced requirement of employees. | see success come
when employees who truly enjoy being in the community

atmosphere are a part of the bank. Again, employees who
portray positive attitudes are going to succeed and, thus, in
turn help the bank succeed. A successful bank is one that
gets to know its customers. It may not always sell on price,
but it has the best interest of the customer at heart.

How have your responsibilities

changed since being with the bank?
As a past president/CEOQ of other banks, one of the monthly
routines is getting ready for board meetings. It seems like you
just get one over with and you are already starting on the next
month. Even though | am president of three branches and
am on the board of directors for Bank of Kansas, someone
else prepares the monthly materials for the meetings. | can
honestly say that is something | don’t miss doing. Another big
area is compliance. | have been the compliance officer at my
prior banks for as long as | can remember. At Bank of Kansas,
someone else handles that, which frees me up to spend more
time on the important things — my customers.

I continue to be excited and look forward to each new day.

There is much that | have to be thankful for! -

More Experience

Some firms claim they are just like BankOnIT, with experienced staff.

BankOnIT has experienced bankers, trained technical staff and
a banking law attorney on staff to provide you complete I.T. support
from technical issues to exam preparation and policies.

Ask other vendors who is on their staff and then talk to us.

See How Easy I.T. Can Be With BankOnlIT.
(800) 498-8877 « www.bankonitusa.com

ON

T

BankOnlT/Easy.

Oklahoma City - Tulsa » Dallas - Salina

July 2011
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ccording to a nationally

recognized bank consulting

firm, within five years,
community banks will no longer install
servers. Instead, they will utilize cloud
technology and virtual servers to
reduce costs, enabling them to focus
on the core business of banking.
Large banks have already taken
this approach because they know it
reduces their per-employee IT support
costs and enhances their capabilities.

For many of us, “cloud computing” and “virtualization”

are terms we hear but may not fully understand. Grasping
the basics of cloud computing and virtualization, as well
as what they can offer your institution, can mean the dif-
ference between business as usual and business that is
faster and more efficient.
What is cloud computing?
So what is cloud computing? Simply put, it is a way for busi-
nesses to use software applications without spending money
to purchase the hardware and to manage the hardware and
software on an ongoing basis. A third party hosts and man-
ages the resources (servers, software updates, backups, redun-
dancy;, etc.), and you pay a fee for access to the cloud.

The benefits result because the firm providing the cloud
service for you also provides it to many other clients. With



economies of scale, you receive a higher level of security,
reliability and support, and at a better price than any single
community bank can achieve internally.

For example, some cloud-based services are staffed
24/7, providing around-the-clock network security and
monitoring of system availability. Others also offer 24/7
support, which is important if you are trying to com-
plete a call report or other critical item late one evening.
Individually, community banks cannot afford (and would
not have) technical staff that is available 24/7/365 to
provide network security, monitoring and support. With
cloud computing, resources such as these — previously
available only to the largest banks — are now available to
community banks.

How about server virtualization? This involves taking one
physical server and using specialized software to make that
one physical machine act as multiple servers. The benefit,
once again, is a reduction in both the hardware costs and
the management costs related to the hardware. (Most cloud
services use virtualization technology to reduce hardware
costs and increase efficiency.)

Additionally, virtualization has some disaster-
recovery benefits, in contrast to traditional backups.
Historically, when you made a backup of a server, you
probably used a tape, tape drive and tape drive soft-
ware. Due to storage tape limitations, as well as the
amount of time the backup took and the cost, a tape usu-
ally backed up only the database, but not the software
programs or the operating system on the machine. As a
result, when you had to recover from a backup tape, the
re-installation process could take 24-48 hours — even
if everything went well and extra hardware was read-
ily available. With virtualization, a snapshot is made
of each virtualized machine that includes the database,
programs and operating system, allowing for recovery
in minutes. And virtualization allows you additional
recovery options. You no longer have to install a new
server where the old one was: You can simply apply the
snapshot to a server in a data center that can host it. If
broadband Internet access is available, you can easily
get access to your server, the programs and the data.

Most community banks desire the benefits of added

July 2011

security, increased reliability, improved disaster recov-
ery and knowledgeable technical support. The challenge
comes in selecting a vendor partner that can provide the
technical solution, while also meeting requirements unique
to the banking industry.

More cloud computing and virtualization vendors are
appearing all the time, but few of them specialize in finan-
cial institutions. Before choosing a cloud service or virtu-
alization vendor, check the following:

e Regulatory and Audit — Is the vendor regulated by
banking authorities and does it have audits, such as
SAS70 Type IIs?

e Experience — Does the vendor have experience not
only with the technology but also with your specific
banking applications? Many banking applications
require specific knowledge to make them work cor-
rectly in virtualized environments.

* Redundancy — Does the vendor have appropri-
ate redundancy built into the systems to support the
requirements of financial institutions?

» 24/7/365 — Does the vendor have around-the-clock
support to ensure that your servers, backups, and net-
works are ready and available?

e Security — Does the vendor have appropriate safe-
guards to protect your client data, such as employee
background checks, internal monitoring and appropri-
ate GLBA assurances?

 Financial Stability — Is the vendor financially stable?
A company you entrust with hosting your bank’s data
should have a history of profitability, minimal debt
and preferably no venture capital investments.

e References — Ask for and check the vendor’s
references.

Best of all, you don’t have to be an IT expert to
enjoy the benefits that cloud computing and server
virtualization can provide: You simply have to per-
form appropriate due diligence to find the best fit for
your bank.

e ABOUTTHEAUTHOR ®© © ¢ ©¢ ©¢ © ©¢ ¢ © ¢ © ©¢ © © © o o

Robert Mendez is executive vice president at BankOnIT.

‘f"' A former banker with 25 years of experience, he works

‘ BankOnIT
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2011 CBA Chairman’s Golf ClassiC

SPONSORS
GOLD
Bank Financial Services Group

Bankers’ Bank of Kansas, N.A.
First Bankers’ Banc Securities, Inc.

BRONZE
IMPACT Financial Services, LLC
SHAZAM, Inc.

1ST PLACE
Zac Hoppes — Farmers State Bank, McPherson
Ted Morris — Farmers State Bank, McPherson
Dave Schrag — Farmers State Bank, McPherson
Jeff Warren — Farmers State Bank, McPherson

2ND PLACE
Walter Johnson — The First State bank of Healy, Healy
Tim Siengsukon — Central States Capital Markets
Karen Prusator — SHAZAM, Inc.
Brad Yaeger — Legacy Bank, Wichita

10 I Touck

3RD PLACE
Gregg Lewis — First Option Bank, Osawatomie
Casey McLiney — The Kansas Bank, Ottawa
Jim Needham — Troy State Bank, Troy
Tom Hintz — Varney & Associates, CPA's, LLC

Longest Putt — Tom Harms
Closest to the Pin — Ted Morris
Longest Drive — Casey McLiney

July 2011 = www.cbak.com



Most providers of core processing solutions and
complementary services stack up about the same.

Service is what differentiates us
from other providers. In fact,

OUR SERVICE ROCKS.

« Core Processing - Service Bureau or In-House

» Mobile and Internet Banking, Card Services with Real-Time Balances

« Loan Analytics Risk Mgmt, Credit Admin, Budget Tracking, Collateral Valuation
« Risk Performance & Profitability Management
« Board Portals & Corporate Intranets
» CSI NUPQINt® designed with Smart Client, SOA, ard MicrosoftNET
« Compliance, Anti-Fraud & Security
« Image Payments Processing

» Green Banking Solutions

COMPUTER
SERVICES, INC.

Premier provider of bank data processing services for over 45 years.

Contact ﬂyw(y ﬁurket{, 800-545-4274 or a/mrket{@csiwe/y.com

www.csiweb.com ﬂﬂ:

I Towel = July 2011 = www.chak.com 11



AN INVESTOR’S GUIDE TO FEDSPEAK
HOW THE BOND MARKET REACTED IN 2004

BY JIM REBER
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= ABOUT THE AUTHOR =

Jim Reber is president/
CEO of ICBA Securities
and can be reached at
800-422-6442 or

jreber@ichasecurities.com.
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t's hard to believe, but as

of this writing, it has now

been seven full years since
the Federal Reserve’s Federal
Open Market Committee last
voted to raise interest rates.
The date was June 30, 2004,
and it was both the culmination
of a year’s worth of speculation
as to be first move, and the
beginning of an extended
period of actual rate hikes.

Interest rates bottomed out a year earlier in
June 2003, when Fed Funds were set at 1 percent,
which marked a generational low. The Treasury
market, especially shorter maturities, responded
in kind, and money-market yields were barely
equal to Fed Funds. The curve was steep, to be
sure, which signaled investor skepticism over
longer term inflation risk. Sound familiar?

Although we may be months and quarters away
from the next actual Fed hike, it may be time to
review how the bond market responded to Fed
statements in the months leading up to the June
2004 move. It’s interesting to note how far ahead
of the FOMC that bond investors can actually get
when they attempt to read between the lines. It

InToudk
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could also be helpful to your investing strategies
as we approach the inevitable tightening cycle.

Top O’ the Market

On June 30, 2003, if you were a portfolio man-
ager, you had both a lot of unrealized gains in
your portfolio and low available yields. The
two-year Treasury note yielded 1.30 percent,
and one had to go out to five years to get to
a 2.50 percent yield. Our senses have been
numbed by the past two years, but the yields
mentioned above were the lowest the bond
market had seen in at least 50 years.

The FOMC’s statements that accompanied
their meetings were of the “downside risks
outweigh the probability of sustained growth”
variety. GDP growth was positive, and we
clearly weren’t in a recession, but inflation
was hovering around 2 percent and falling.

By the end of 2003, economic growth was
improving, but not yet to the FOMC’s satisfac-
tion. Inflation was beginning to show signs of
returning, however, so the Fed’s statements were
essentially unchanged for the rest of the year.
The bond market sensed a shift was approach-
ing, and the two-year Treasury’s yield had risen
52 basis points to 1.82 percent by Dec. 31.

Change in Tenor

About this time, the FOMC’s statements
shifted to subtle warnings. The March 31,
2004, release stated “...upside and downside
risks...are roughly equal” but it “...can be
patient in removing its policy accommoda-
tion.” By the May 4, 2004, meeting, the lan-
guage was less ambiguous. It read, in part,
“the Committee believes that policy accom-
modation [read: low rates] can be removed at
a pace that is likely to be measured.”

www.cbak.com



The bond market was battered as investors
began building in full expectations for rate
hikes sooner than later. The two-year’s yield
rose to 2.20 percent, even though Fed Funds
was still anchored at 1 percent. This is an
enormous difference between the two, which
is normally about 45 basis points.

Flattening of the Curve

The first shoe fell on June 30, 2004. Fed Funds
rose to 1.25 percent after the FOMC'’s state-
ment that repeated the “likely to be measured”
phrase from May, and added the sentence “The
Committee will respond to changes...to fulfill
its obligation to maintain price stability.”

By the close on June 30, the two-year had risen
all the way to 2.68 percent. Clearly, the short end
of the market was many meetings ahead of the
Fed. As is typical in a rising rate environment,
yields on the longer end rose much less. The
final accounting is that for the 12-month period
ending June 30, 2004, the two- to 10-year curve

flattened by 31 basis points. And that was fol-
lowed by additional flattening through 2006.

Conclusions
These should be pretty obvious. One, when this
FOMC’s language removes the “for an extended
period” language to their press releases, it will be
aclear signal to the market that rate hikes are com-
ing sooner than later. For another, the steepness of
today’s curve will certainly begin to undo itself.
Less subtle are the effects on your portfolio.
Normally, as rates rise, yield spreads tighten,
and durations extend. The drop in market
prices is often as pronounced on short (e.g.,
two year maturities) as they are on longer
ones, compliments of the flattening curve.
The recommendations, therefore, are to stay
attuned to the Fed’s statements are they are
released, as they have become less opaque
under the Bernanke regime. And continue to
monitor your portfolio’s price volatility, espe-
cially in the “rates up” scenarios. =

ICBA Securities’ clearing
broker Vining Sparks
publishes a periodical
real-time analysis of major
economic press releases,
Economic Flash. Contact
your ICBA Securities

sales rep or visit www.
ichasecurities.com for
enrollment to this series.

CBA MEMBERSHIP APPRECIATION

Tailgate

| October 8th, 2011
IeSTATESY

During the 2011 Harley Day football game in Manhattan!
Join us for Food & Beverages in our corporate tent in Cat Town starting 3 hours before kickoff.

CBA has Reserved a Block of Tickets for purchase
Contact the CBA office for more information at (800)258-4589.

A Big THANK YOU to this Year’s Sponsors

N\missouri

Banker’s Bank of Kansas N.A. * BankOnlIT * Bank Financial Services
FHLBank Topeka * ICBA * ICBA Securities * SHAZAM, Inc.
Varney & Associates, CPA’s, LLC

InTouck
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PUTTING A

KICKSTAND
HORSE ...

ON A

've just returned from the Labette

County Jail. I, along with other bank

lenders, was escorted through the jail

maze — past the laundry with the orange

clothing and flip-flops to a work area in

front of the holding and detox cells — and

awaited my turn to be fingerprinted.

= ABOUT THE AUTHOR =
Kansas Liberty columnist

Bill Wyckoff is president of
Labette Bank, a community
bank with locations
throughout southeast
Kansas, and an occasional
contributor to The Wall Street
Journal and Fox Business
News. He lives on a farm
outside Altamont, Kan.
E-mail him at bwyckoff@
labettebank.com.

14

Our Congress and president determined
that thousands of community bankers all over
the country were a potential risk to the well-
being and financial security of the United
States of America (since these bankers make
home loans). Therefore, it was decreed, each
banker must be fingerprinted and receive an
FBI criminal background check before they
can make any more real estate loans. Maybe
at Mega Bank in New York they have a spe-
cialized mortgage loan department, but out
here in the heartland of our great country,
almost every lender at a community bank is
bound by the new law. So at Labette Bank,
22 lenders with a combined total of 435
years of lending experience are forced to
follow a stupid law hastily passed because

InToudk
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of the Federal Fannie Mae and Freddie Mac
meltdown — which was caused by abuses
from mortgage brokers, not bankers. This is
about as practical as requiring a kickstand
on a horse. These government entities either
didn’t check the loans they purchased or
didn’t care that the loans they bought were
bad. Rather than going after the guilty par-
ties, Congress decided that everyone who
makes real estate loans should pay the price,
even lenders like us who keep virtually all
the loans we make in house.

Community banks didn’t cause this prob-
lem, but since the bad guys already took
the last train out of Dodge, we are the only
people left to tend the horses. It would
be like you sitting at home, minding your
own business and then getting a speeding
ticket because an out-of-state driver was
caught speeding through town. The govern-
ment would just say, “You own a car, don’t
you?” Even though we get regular federal,
state, external CPA and Federal Reserve
examinations, we are now mandated to be
fingerprinted — actually palm printed, too
— along with local sticky fingers who were
just hauled to jail in the back of a squad
car. If anyone wants to know why it is more
expensive and more difficult to get a home
loan, just thank Congress for the additional
red tape. To quote Forrest Gump: “Stupid is
as stupid does.” Who knows, maybe that is

www.cbak.com



the double-secret, special password used in
Washington these days?

Aside from the stupidity of this law,
another major concern is the apparent lack
of anything resembling privacy or data
security with this process. Fieldprint, Inc.,
is the private company contracted with
the NMLS (National Mortgage Licensing
System) to get the prints and check all of us
dastardly community bankers. Upon receiv-
ing my registration packet, | was more than
surprised at the listing for the first three
preferred personal information collec-
tion sites: the UPS Store in Tulsa, Okla.;
the PostNet store in Rogers, Ark.; or the
Mailbox It store in Springfield, Mo. Each
of these seemed to be less than a secure
place to gather, hold and distribute sensitive
information — not to mention they are each
more than a hundred miles from my bank
location in Kansas. Since these sites are so
out of the ordinary for such an important
task of gathering and transmitting personal
information from a group of bankers, | may
be wrong, but it is my understanding that
money usually changes hands in order to be
placed at the top of most selection or search
lists. As a prudent banker, | can’t justify a
government-required field trip for the staff,
so my loan officers got the pleasure of trav-
eling to a more trusted location, the local
county jail.

Already one of our loan officers has
noticed that the sidebar ads on his Facebook
page suddenly changed after he registered
with the NMLS, showing mortgage loan
information and training sites being adver-
tised where before it had only been his pre-
ferred hunting and fishing stuff. Obviously,
someone collecting this data leaked or sold
his personal information. Banks have to be
tested and enforce rigid privacy and secu-
rity policies and procedures. Violations
result in severe penalties. The government
must not have such a requirement? If our
own government can’t ensure that contrac-
tors honor basic privacy rights and policies

InTouck

for honest working people, how can we be
confident it can do something as compli-
cated as ensuring the integrity of the private
lending system?

P.S. I must also include my registration
number from NMLS (#409159) on my busi-
ness cards to protect the public; | feel this is a
little too close to what is required of the peo-
ple with numbers on them at the county jail.
Forrest Gump had it right about stupidity. -
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we'll fill them.
That’s a promise.

Keep your liens perfected and

manage your UCC portfolio.
Members of the Community
Bankers Association of Kansas
receive a 14% discount on
LICC search and filing services
from CSC.

800-927-9801 ext. 3332
www.cscglobal.com/bankers
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CHALLENGES IN THE ESTIMATION OF
THE ALLOWANCE FOR LOAN AND

LEASE LOSSES

BY MIKE LUBANSKY

he estimation of the

allowance for loan and

lease losses has been a
part of the financial institution’s
accounting processes for years,
but it has taken on increased
importance throughout the last

several years.
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Between increased regulatory scrutiny and the chal-
lenges of documenting and defending the allowance
estimation to multiple constituencies including the
regulators, external auditors and the board, many finan-
cial institutions find themselves overwhelmed with the
process of estimating and documenting the ALLL on
a monthly or quarterly basis. The ALLL estimation is
significant in that regulators are vigilant about ensuring
financial institutions have enough in their reserves, but
the ALLL estimation is also significant in its impact on
an institution’s earnings and capital.

One of the defining regulatory statements on the ALLL,
the 2006 Interagency Policy Statement on the Allowance
for Loan and Lease Losses, states:

The ALLL represents one of the most significant esti-
mates in an institution’s financial statements and regulatory

reports...each institution has a responsibility for developing,

www.cbak.com



maintaining, and documenting a comprehensive, systematic,
and consistently applied process for determining the amounts
of the ALLL and the provision for loan and lease losses.

Tom Ryan of Turner and Associates, Inc., a bank consult-
ing firm serving clients in the Midwest, sees this in practice,
noting: “Estimating the allowance for loan and lease losses
is one of the most important challenges bankers face today,
though often the least understood. Bankers can minimize
the inherent imperfections of this estimate by adopting a
supportable and consistently applied methodology and pro-
viding verifiable documentation of their findings.”

Some of the general overarching challenges that finan-
cial institutions face with regards to employing this type
of comprehensive, systematic, and consistently applied
process to their ALLL estimation include:

1. The manual, time-intensive nature of the process each
month or quarter. For many financial institutions, the
process can take several days if not more per month
for several of the institution’s finance, credit and/ or
lending staff. Some of the individuals involved in the
estimation are high-level executives whose time is
at a premium, so the greater amount of time directed
toward the ALLL can be a burden. This process is labor
intensive, manual and often prone to error, through the
usage of an assortment of Excel spreadsheets, which
lend themselves to version control issues and formula
errors, among other potential issues.

2. Keeping up with new accounting standards and regu-
latory demands placed on the institution. The financial
institution must stay current not only with the pub-
lished regulatory guidance, but also with new account-
ing standards issued from FASB, as well as the regula-
tory demands from the institution’s specific regulators,
which may or may not coincide precisely with the two
aforementioned sets of standards.

3. Additional reporting and disclosure requirements, as
well as increased scrutiny on the assumptions, used to
determine the ASC 450-20 (FAS 5) reserves. In recent
years, FASB has continued to issue new requirements
through its Accounting Standards Updates. Although
this often consists of simple reports and aggregation of
data that is already being used, it can be time-consum-
ing and places additional strain on limited resources.

4. Increased scrutiny on the assumptions used to determine
the ASC 450-20 (FAS 5) reserves. This can include
questions around the how-to appropriately segment
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the ASC 450-20 (FAS 5) pools, assumptions used for
the number of periods of historical data to include for
establishment of the Historical Loss Reserve portion of
the ASC 450-20 (FAS 5) reserves, and the judgment and
defense of qualitative factor adjustments in the assess-
ment of the ASC 450-20 reserves.

Increased scrutiny around the ASC 310-10-35 (FAS
114) reserves. This includes the appropriate determination
of which loans need to be evaluated for impairment under
ASC 310-10-35 (FAS 114), determination of whether the
loan should be considered “collateral-dependent” and eval-
uated under the “Fair Market Value of Collateral” method
or under the “Present Value of Future Cash Flows” method
if the borrower is still expected to make repayments on the
loan, the correct assumptions to employ in either method, as
well as additional considerations that have been expanded
upon by FASB as pertains to Troubled Debt Restructure
(TDR) loans that have been modified or restructured.

Nelson Reeves from Reeves Risk Management, a firm
serving financial institutions in the Southeastern U.S., sums
up these challenges by stating: “Overall, one of the most
significant challenges is arriving at an amount in the allow-
ance which both adheres to the accounting and regulatory
requirements and satisfies the regulators as to its adequacy.”

Given the above list of conflicting demands pertaining
to the ALLL being placed on financial institutions taken in
context with increased regulatory demands in other areas
of their operations, it is easy to see how many financial
institutions are struggling to put together a comprehen-
sive, systematic and consistent estimation of their allow-
ance for loan and lease losses and to meet the demands
of the various constituencies that scrutinize this calcula-
tion. Approaching such challenges requires a systematic
approach in which the institution carefully examines the
effect of their loan policies, and implements a structured
approach to evaluating the losses inherent in their portfo-
lio. Current spreadsheets and policies may or may not be
adequate to meet these demands. Any efforts to streamline
the process and better document the financial institution’s
assumptions are beneficial in defending the estimation of
the allowance in a comprehensive manner. -
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Mike Lubansky is a senior financial analyst and product manager at
Sageworks, where he oversees product development, market research
and implementation in the financial institutions market. Lubansky has a

background in both the financial and consumer industries.
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Upcoming Education

July

1/ What are Those Business
Financial Statements Telling Me?
TELE/WEB SEMINAR

19 Call Report Preparation: RC-R
Risk Based Capital
TELE/WEB SEMINAR

20 Assessing New Remote
Deposit Channels: Risk
Mitigation, Fraud Prevention &
Regulatory Compliance
TELE/WEB SEMINAR

21 Identifying & Responding to
Fraud & Forgery in an Electronic
Payments World
TELE/WEB SEMINAR

26 Business Signature Cards &
Resolutions
TELE/WEB SEMINAR

26-277 Anti-Money Laundering &
BSA Compliance School
PBS SEMINAR

25 Safe Deposit Legal Issues
TELE/WEB SEMINAR

August

~ Security Officer Reports to
the Board

TELE/WEB SEMINAR

/. Wire Transfer Compliance
TELE/WEB SEMINAR

© Connecting the Dots: regulation
E & regulation DD Compliance
TELE/WEB SEMINAR

11 Advertising Compliance
TELE/WEB SEMINAR

15 Updated Guidelines for OREO
TELE/WEB SEMINAR

1/ Managing E-Sign,
E-Statements & E-Disclosures
TELE/WEB SEMINAR

1/ SBA Seminar
CBA SEMINAR = HAYS

12 Hot Regulatory Issues in
Consumer Lending
TELE/WEB SEMINAR

12 SBA Seminar
CBA SEMINAR = MANHATTAN

~ 2 Bank Bribery Act &
Regulation P — Consumer Privacy
TELE/WEB SEMINAR

~% Call Report Preparation: RC-C
Part | & Related Lending Schedules
TELE/WEB SEMINAR

=0 SBA Seminar
CBA SEMINAR = WICHITA

For more information about these
seminars, contact the CBA office at
800-258-4589 or info@chak.com. Or visit
www.chak.com, and click on the Education
& Training tab to view seminars by
category or by calendar date.

CBA will be sending all member banks a 2012 Membership Update Form. Please return the

form for each bank and branch location, as the information is kept in CBA's database for
communication use. If you would prefer certain locations not receive mailings, please make
a note on the form. If you have any questions or concerns, please contact Juanita at the
CBA office at juanita@chbak.com or 800-258-45809.

.18.
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MY GCORE
PROGCES

SO THEY ELECTED ME.

Being a DCI client is different than the
usual core processing experience. From
the user group to the board room, you
are at the center of our business and
the development of our leading-edge
iCore360® technologies.

Just ask Tim Kohart from Valley

State Bank in Syracuse. Since becoming
a DCI client, Tim has contributed his
support to some of our most significant
developments. So we asked Tim to share
his enthusiasm with the other DCI
clients on our board of directors.

At DCI, we remember who we work for,
and focus on what’s best for you. With
fellow bankers like Tim as owners and
directors, you can be sure we have your
best interests at heart.

Join Tim and other successful bankers
nationwide who enjoy today’s most
advanced technology, backed by nearly 50
years of personal attention, dedicated to
helping you manage your bank, your way.

Contact us today and discover a more
rewarding banking experience, focused on
your success.

Make it personal. Make DCI
YOUr COre Processor.

A MORE REWARDING EXPERIENCE, FOCUSED ON YOUR SUCCESS

FEATURING: ﬁC)re e 620.694.6800 ¢ DATACENTERINCG.COM

DATACENTERINC.COM
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SHAZAM_ myPic Studio™ allows your cardholders to create a personalized debit card featuring any
photo they choose — of loved ones, friends, a pet, or a favorite vacation spot. Whatever means the
most to your cardholder will be displayed on their debit card, making it the favorite card in their wallet.

Personalized debit cards build loyalty and usage, while increasing acquisition and retention.
Now your cardholders can build a debit card that’s all about them. Let them make it their own and
watch your usage and loyalty grow.

Visit us at www.shazam.net or call (800) 537-5427.

SHAZAM




