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Board Briefing
 A  T O O L  F O R  M A X I M I Z I N G  Y O U R  M E E T I N G S

Welcome to the latest issue of DD&F Board Briefings, in which 

we offer insights on current events, address upcoming issues 

and deliver take-aways for you and your Board members. 

These Briefings are intended to be educational, discussion-

starters and strategy development tools. This issue is designed 

for use in your 4th quarter board meetings.

Although the world is finding its way forward since COVID 

reared its ugly head almost 20 months ago, there is still a 

high degree of uncertainty for various reasons. Depending on 

where you live and work in our country, it may be starting to 

feel normal again. Unfortunately, other areas find themselves 

experiencing a back-and-forth as local governments adjust 

their policies for the Delta variant. 

With COVID, deposit growth, 

lagging loans, tight margins, 

inflation, regulatory changes, 

the tax bill, year-end budgeting…

there’s a lot going on. But as Albert 

Einstein said, “In the middle of 

every difficulty lies opportunity.” 

Let’s take a closer look.

Deposits & Loans 
During Q2, bank deposit levels 

nationwide grew by 1.3% (compared to a 4% increase during 

the first quarter), and banks experienced a slight reduction 

in cost of funds as time deposits rolled off and the influx of 

deposits moved into transaction accounts. There have also 

been changes in deposit market share among the country’s 

largest banks and a shift of deposits to mid-sized banks. 

Seven of the ten largest banks (by deposit) had deposit 

market share decreases compared to the rest of the country’s 

banks through June 30. The Big Four banks’ deposit share 

dipped to 35.4% from 35.9% the year prior, and the rest of the 

top 50 banks’ market shares increased to 38.7% from 37.5%.   

As big banks shift large deposits, the opportunity exists for 

mid-sized banks to win those relationships.  On the loan side, 

growth has continued to lag, as is evidenced by an aggregate 

loan to deposit ratio of 58% (the lowest since 2003 as per 

S&P Global Market Intelligence). Opportunity for some loan 

growth has been found by banks who have begun partnering 

with fintech lenders.  

–––––––––––––––––––––––––––––––––––––––– 

As big banks shift large deposits, the 
opportunity exists for mid-sized banks  
to win those relationships.
––––––––––––––––––––––––––––––––––––––––

Efficiency Efforts 
Margin pressures continue to prompt banks to look for 

efficiency gains. These efforts may mean evaluating and 

adjusting branch networks (both opening and closing), 

reassessing operational processes, product offerings, or even 

reducing staffing levels. According to S&P Global Market 

Intelligence, a Wells Fargo analyst estimated US banks could 

cut up to 200,000 jobs - 10% of the entire workforce - in 

the next decade. Areas most likely to be impacted include 

offices, branches, call centers and corporate staff. The Bureau 

of Labor Statistics estimates that the number of tellers will 

decline by 15.3% by 2029. Some of this replaced workforce 

is being “replaced” by AI, technology, ITMs or automation. 
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The challenge for community banks is not to fall into a 

comparison trap with bigger banks whose off-balance sheet 

activities typically far exceed those of smaller banks or even 

other banks of similar size whose business activities differ 

substantially from yours. Compare apples to apples. 

If considering options to improve your bank’s margins, DD&F 

provides services which may reveal hidden revenue opportunities, 

including Operational Assessments, Branch Network Evaluations and 

Core Assessments. 

Regulatory
The “True Lender” rule, which gave safe harbor to fintech 

lenders was repealed by the President on June 30th.  Under 

the True Lender rule, banks were treated as the true lender 

only when the bank was named as a lender in the loan or 

when the bank funded the loan. Critics argued the True 

Lender rule displaced state regulators and sheltered predatory 

lending, and the change now potentially places fintechs with 

bank partners under greater scrutiny. It may become more 

challenging to navigate partnerships with fintechs, may deter 

lending activities in states like 

IL, NY, CA, MA and CO, and 

it certainly raises concerns 

over the impact that increased 

regulatory attention may have 

on demand for digital lenders 

packaging and selling loans.

The FDIC clarified the definition of Brokered Deposits in 

January 2021 with the final rule effective April 2021. Full 

compliance with the revised brokered deposit regulation is 

extended to January 1, 2022. 

The FDIC also has stepped up its examination attention to 

3rd party arrangements and was taking comments through 

October 18 before further clarifying its guidance on 3rd party 

relationships.   

DD&F can help your bank develop practical 3rd party risk programs  

as well as evaluate potential or existing fintech relationships 

and conduct due diligence/risk assessments on potential fintech 

relationships. 

Board Briefing
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What Comes  Next:

The Looming Tax Bill 
Under intense scrutiny and discussion since the Green Book 

was released at the end of May, the tax bill continues to be 

of great importance to banks and their clients, and as of 

now, it’s unclear what things will look like when it’s all said 

and done. Depending on what goes through, it could have a 

huge impact on your bank and its clients, so as you finalize 

budgets for 2022, be ready for all possibilities and encourage 

your clients to do the same.

LIBOR Reminder 
Don’t forget - 12/31/2021 is the last date to use LIBOR for 

loans and floating/commercial rates. The Federal Reserve has 

made SOFR their replacement of choice, although discussion 

among community banks continues in the search for credit 

sensitive rate options that better reflect their cost of funds 

than does SOFR.  Thus far, BSBY and Ameribor have emerged 

as viable options, in spite of push-back from the Fed and 

the Financial Conduct Authority against the use of credit 

sensitive rates in favor of SOFR-based alternatives.  This issue 

is far from settled, and a key take-away for banks is to make 

sure that all new or renewed contracts include language 

which addresses the disappearance of LIBOR. 

 

Income Strategies
While the payment system remains the bread and butter of 

non-interest income sources for the banking industry, it’s 

always worth noting when activity emerges in other corners 

of the industry.  We would like to mention a few that have 

appeared on the radar: 

––––––––––––––––––––––––––––––––––––––––

 1. Home improvement & other specialty financing

2. CRE loan growth

3. Longer-term securities investments

4. M&A and Niche development 

5. Fintech partnerships
––––––––––––––––––––––––––––––––––––––––

Home Improvement & Specialty Financing
“When life gives you lemons, make lemonade.” During 2020, 

as the pandemic and lockdowns forced Americans to turn 

their worlds upside down and work almost entirely from 

home, many Americans took this unexpected time to really 

take a good look at the place they called home. Turns out, 

many of them decided “Home” needed some work, so DIY/

home improvement work escalated to an extraordinary 

degree.  According to Regions Bank, the professional home 

improvement financing market is a $150 billion market, 

and the five largest lenders in the country have a combined 

market share of only 9%.  In addition to partnering with 

home improvement retailers, some banks (Regions & Truist, 

for example) have been acquiring the home improvement 

financing companies themselves. Truist reported the 

acquired loans have generated 3% ROA and over 20% ROE as 

of 6/30/2021. About 79% of consumers who planned to make 

home improvements in 2021 expected to spend more this 

year than in 2020 making for a potentially lucrative market. 

Home improvement financing is just one type of specialty 

lending being explored.  In 2021, US banks have announced at 

least 13 acquisitions of specialty lenders, spanning mortgages, 

business lending and consumer lending.
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CRE Lending
As overall lending growth has lagged, a notable exception 

has been real estate lending, in particular, Commercial Real 

Estate lending. Although a CRE loan concentration of at least 

300% of risk-based capital (as of Q1/2020, the criteria changed 

to Tier 1 capital + ALLL) and 36-month CRE growth of 50% 

or higher prompts increased regulatory scrutiny, during 

Q2/2021, the number of US banks exceeding that level rose 

sequentially for the first time since the end of 2018. Two 

things grew: the number of banks with construction loans 

exceeding their level of risk-based capital and the number 

of banks with both high loan levels and high growth in 

their CRE books. CRE loan delinquencies fell for the second 

straight quarter to represent 0.85% of total bank CRE loans.  

It’s worth noting that the same banks who have been growing 

their CRE lending are also actively looking to improve their 

C&I loan originations.

Securities
With increased liquidity that has built up in transaction 

accounts and limited lending opportunities, banks are 

faced with the challenge of seeking yields while estimating 

future interest rates and yield potential.  Although inflation 

suggests rising interest rates in the future, since June 30, 

2020, banks have been paring back short-term securities 

and investing a higher percentage of securities in the 5-15 

year range. In fact, as of 6/30/2020, 52% of banks’ securities 

portfolios were invested in maturities of 3 years or less, but 

as of 6/30/2021, that percentage dropped to 39%. The 5-15 

year maturity category grew from 22% of banks’ portfolios to 

35% of banks’ portfolios over the 12 month period between 

6/30/2020 and 6/30/2021.

––––––––––––––––––––––––––––––––––––––––
SECURITIES TRENDS

M&A/Niche Development
Investment in insurance businesses has long been an area 

of interest for banks as it provides revenue diversification, 

allows banks to meet a broader range of their customers’ 

financial services needs and can produce added “stickiness” 

to customer relationships.  The year 2021 has seen quite 

a bit of activity in this arena with several banks selling 

off insurance-related businesses (e.g. Wells Fargo, First 

Community Bankshares, Inc. and First Merchants Corp.) and 

several others expanding their investment through M&A of 

insurance businesses, banks who own insurance businesses, 

and the development of niche insurance products.  Towne 

Financial Services Group, parent of TowneBank, has been 

involved in 11 deals since 2015 to acquire insurance brokers 

and intends to double their operations over the next five 

years.  Recent years have seen banks buy independent trust 

companies, wealth management specialists, title companies, 

loan closing firms as well as fintech and specialty lenders.

–––––––––––––––––––––––––––––––––––––––– 
U.S. BANK & INSURANCE M&A ACTIVITY

Fintech Partnerships
Although technology advancements and expanded digital 

offerings may seem like a no-brainer, for many community 

banks, the real question is how to bridge the gap between 

where you are and where you want to be. For many fintechs, 

Source: S&P Global Market Intelligence. Data compiled Sept. 8, 2021. Includes mergers and 
acquisitions involving U.S. banks and insurance brokers that were announced since Jan. 1, 2015.

1 Includes deals where the buyer was a U.S. bank and either the seller or the target  
 was an insurance broker.
2 Includes deals where the buyer was an insurance broker and the seller was a U.S. bank
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their technology is missing the banking component. Perhaps 

rather than viewing fintechs as another competitor, now 

would be a good time to explore the benefits of collaboration.  

With increased regulatory scrutiny of 3rd party relationships 

in general, and fintech/bank relationships in particular, due 

diligence and careful selection of partners is more important 

than ever. 

Even if “technology” is the word 

du jour, make your technology 

investments wisely and always 

remember that at the other end 

of every device is a person who 

ultimately values true human connection. Consider pairing 

your digital efforts with a program to measure the customer 

experience to make sure you haven’t lost your touch with the 

people you serve.  Technology is a tool, it is not what you do 

or who you are.  

If considering partnering with fintechs, DD&F can provide due 

diligence services and help you evaluate your options. We are also 

able to help you assess your customer satisfaction options to ensure 

the customer is experiencing positive interactions with your digital 

interfaces. 

Board Briefing

Consider pairing your digital efforts with  
a program to measure the customer experience  
to make sure you haven’t lost your touch  
with the people you serve.
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It’s not getting any easier to be a bank. The box is getting 

narrower and narrower as regulations increase and tighten, 

compliance burdens increase, the competition changes daily 

and customer expectations morph and escalate.  It’s getting 

harder to be profitable IN the box.  It can be frustrating in 

the box. It’s time to shift your perspective.  

Think OUTSIDE the box.  Take a step back and remember 

why you’re here in the first place.  Every bank has a purpose, 

and if you haven’t given yours some deep consideration 

recently, now is the time to do so.  Strategic purpose is at the 

heart of your bank’s existence, and if you have doubts about 

why you do what you do, then you will provide little value 

to those you hope to serve.  What has become clear over the 

past 20 months is that the heightened sense of uncertainty 

in the world significantly impacts your customers and the 

communities you serve.  They are looking for leaders and 

trusted advisors who can help them see and understand the 

big picture and how it affects them.  Try not to get caught up 

in transactional thinking, or silo thinking, even within your 

own bank. Instead, think of your customers holistically, as 

individuals with families, children, grandchildren, legacies, 

businesses, plans, hopes and dreams.  If you keep that your 

focus, then the rest will fall into place.

We understand that thriving as a financial institution requires taking 

some hard looks at where you are and where you want to go. DD&F 

is uniquely positioned with insider industry insight, a customer base 

spanning institutions of all sizes across the country and access to 

ongoing regulatory feedback which helps us maintain an outside-the-

box perspective.  We want you to be successful, and we would love 

the opportunity to help you achieve your goals in the areas of growth, 

performance and security.

Author:  

Ashley Floyd, Senior Consultant

Contributor: 

J. Robert Kelly, retired banker with experience  

in auditing, finance, operations and risk management

Here’s the  Gist:

Founded in 1993, DD&F Consulting Group provides consulting services to the community banking industry nationwide, 
helping clients achieve growth, performance and security. We have a special affinity for helping Boards stay aligned and 
energized and would love to talk with you about our Strategic Planning or Board Training services. 

ddfconsulting.com      (501) 374-2600


