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Message From WB President and CEO
Stephen G. Andrews

A new year brings
opportunities to
connect, innovate

Stephen G. Andrews
President and CEO
Western Bankers
SAndrews@westernbankers.com

We have become
pandemic veterans
— able to adjust and
pivot to seamlessly
deliver critical financial
services to businesses,
families and individuals.

A

s we welcome a new year, we look forward to
new opportunities with optimism and hope. The
last two years have tested us, yet our industry
has innovated and adapted to ensure that our mission to serve our communities remained steadfast. We
have become pandemic veterans — able to adjust and
pivot to seamlessly deliver critical financial services to
businesses, families, and individuals. Throughout these
difficult times, we have seen the best of our industry,
and its focus on stability, inclusion and innovation has
never wavered.
Similarly, our government relations team has been hard
at work preparing for an onslaught of legislative proposals that will be introduced in the coming days and
weeks. Legislative hearings have already begun, and the
team is engaged with stakeholders to find positive consensus on issues impacting the industry. The team expects a wide range of issues to arise and will be working
closely with our state and federal government relations
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committees to develop positions, responses, and strategies. This work is critical as many of the new proposals
can have an adverse effect on the banking industry. We
appreciate the input and expert insights our members
share to help the advocacy team shape legislation.
On the professional development front, we have developed a comprehensive conference schedule and feel
that we are well-positioned to successfully execute
both virtual and in-person events in 2022, depending
of course on several factors that remain outside of our
control. We kicked off our first event of the year with
the Bank Presidents Seminar at the Montage Resort in
Laguna Beach, California in January — and enjoyed
seeing familiar faces in-person. Our signature event, the
Annual Conference for Presidents, CEOs and Directors,
will be held at the Grand Hyatt Kauai in April. We are
encouraged to see the strong registration interest and
look forward to seeing you there.

Please check out the 2022 calendar of events, which
you can ﬁnd on our website or in the magazine; we
hope you will be able to join us at an upcoming
event.
The Western Bankers leadership and staff are very
cognizant of the impact the pandemic has had on
you, and those you serve. To that end, we are focused
on developing new programs and opportunities to
support member engagement. In 2021, we launched
a new ERM Committee as well as a new member
platform called Engage to foster peer-to-peer connections. In addition, I have had the pleasure of visiting
more than 33 member banks with our Chair James
Beckwith, to connect in-person and discuss the opportunities and challenges facing the industry. We
look forward to meeting with more banks this year
as the engagement is critical in providing invaluable
insights and allows us to better respond to your needs
as members.

Thank you for your membership and support. We
recognize that your involvement with us is a choice
and we are wholeheartedly dedicated to being your
advocate and resource as we continue to navigate this
evolving landscape.
May this new year bring you happiness, health and
success.
Sincerely,
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What Happened Last
Year Back in DC?
– A Year in Review
By Kevin Gould, EVP, Director of Government Relations, California Bankers Association

uch of the focus last year by Congress and President
Biden was on major public policy issues, including
ongoing Covid-19 pandemic relief adopted through
the American Rescue Plan, a $1.9 trillion economic stimulus
measure signed by the President on March 11, 2021. Among
other provisions, the measure provided another round of economic impact payments, extended unemployment insurance
beneﬁts, and granted additional relief to renters and homeowners struggling with rent and mortgage payments.

M

The balance of last year was dedicated to negotiations
over a $1.2 trillion Infrastructure Investment and Jobs Act
signed on Nov. 15, 2021. The funds are dedicated to roads
and bridges with other sizable investments proposed in
areas such as electric grids and power infrastructure, passenger and freight rail, and public transit.
As the year closed out, and as of this writing, protracted
discussions continued over the President’s Build Back Better spending plan which includes signiﬁcant investments in
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families, climate, infrastructure and jobs, and healthcare.
The proposal started around $3.5 trillion but has been reduced by approximately half. The association opposed a
proposal included within that plan that purports to close
the “tax gap” by requiring ﬁnancial institutions to report to
the government information about deposit account holders
to “shed light on those taxpayers who misreport income.”
While details remain scarce, the proposal requires the reporting of gross inﬂows and outﬂows on all business and personal accounts. Earlier versions applied to accounts with a balance of, or annual aggregate ﬂows of, $600. Given industry
opposition, the de minimis threshold increased to $10,000
with wages and federal beneﬁts exempt from the calculation.
Despite these recent revisions, we remain opposed based on
signiﬁcant concerns over violating a customer’s expectations
of privacy, increased risk to an account holder’s personal
information when there are government data breaches and
cyber-attacks, and substantial new compliance obligations
for banks. For now, the provision has been removed from

the proposal but we will remain vigilant in the event that it resurfaces.
With respect to providing ﬁnancial
services to cannabis-related businesses, last year started with optimism.
The House of Representatives passed
the Secure and Fair Enforcement
(SAFE) Banking Act with bi-partisan
support, but the measure stalled in
the Senate where there is interest in
incorporating more comprehensive
criminal justice reforms for those
convicted of cannabis-related crimes.
The content of the SAFE Banking Act
was also added into the House version of the National Defense Authorization Act (NDAA) which provided
a brief glimmer of hope that progress
might be possible, but the Senate declined to include similar provisions in
its version of the NDAA. Notwithstanding support from state banking
trade associations across the country,
including the California Bankers Association, the stalled effort will carry
over into next year.
On the topic of regulatory rulemaking, the Consumer Financial Protection Bureau’s rulemaking on small
business lending emanating from the
Dodd-Frank Act contemplates a signiﬁcant new compliance obligation
for banks with a short implementation runway. The scope of who must
report and the information that must
be reported is sweeping. Comments
were due Jan. 6, 2022. In addition,
the Office of the Comptroller of the
Currency rescinded the more recent
Community Reinvestment Act modernization rulemaking promulgated
under the former administration. We
will see what emerges relative to an
interagency proposal and how much
content from the rescinded rule is
carried over into a potential new rule.
There was also activity with regard
to Presidential appointments being
made at federal banking regulatory

While details remain scarce, the proposal
requires the reporting of gross inﬂows and
outﬂows on all business and personal accounts.
Earlier versions applied to accounts with a
balance of, or annual aggregate ﬂows of, $600.

agencies. The President re-nominated Jerome Powell for a second term
as chair of the Federal Reserve. Rohit Chopra was conﬁrmed by the
Senate as director of the Consumer
Financial Protection Bureau. Meanwhile, Dr. Saule Omarova was nominated to serve as the Comptroller
of the Currency but her candidacy
was withdrawn after a contentious
hearing in the Senate Banking Committee related to writings by Dr.
Omarova that called for an end to
banking. Debate during the conﬁrmation hearing swirled around the
government getting more directly
involved in the business of banking,
a debate that we have seen unfold in
California relative to municipalities
establishing public banks.
In mid-December we witnessed a kerfuffle between the FDIC’s board of directors. A few board members sought
to take action through notational voting with the intent of publishing a request for information (RFI) in the Federal Register focused on bank mergers.
The FDIC immediately issued a statement indicating that no valid vote was
taken by the board and that no RFI
had been approved by the agency for
publication. It’s possible that this event
is a harbinger for future rifts between
the regulatory agencies.
While the pandemic precluded our
ability to take bankers back to

Washington, D.C. with us for in-person visits last year, we did manage to
conduct two successful virtual meetings, the ﬁrst in March as part of
the American Bankers Association’s
Washington, D.C. summit. In October, we concluded a successful joint
virtual Washington, D.C. visit with
the Florida Bankers Association.
Each of these virtual visits included
substantive interactive discussions
with federal banking regulators and
Congressional representatives.
With 2021 now behind us, and as
we start the new year, we are ready
and eager to engage and advocate on
behalf of the industry. It’s an honor
and privilege for our team to represent you! Please let us know what
more we can do to support you.
Kevin Gould is the Executive
Vice President and Director
of Government Relations for
the California Bankers Association. He joined the CBA in
2004, bringing with him more
than seven years of legislative experience. In his role, he oversees the management and operation of CBA’s state and federal
government relations department and serves as
one of CBA’s three registered lobbyists. Gould’s
advocacy responsibilities and issues focus mainly
in the areas of bank operations, commercial lending, and wealth management issues. You can
reach him at kgould@calbankers.com.
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California’s Budget Outlook
By Jason Lane, Vice President and Deputy Director of Government Relations, California Bankers Association

W

hen the legislature returns for the second year
of its 2021-22 legislative session, they will be
focused on developing a budget that reﬂects the
needs of Californians, but there will be varying views on
how that can be accomplished. The Legislative Analyst Ofﬁce (LAO) recently predicted that the state will have a $31
billion budget surplus, which means there will be no shortage of ideas on how to spend it.
While California’s economy is still sluggish to rebound,
federal and state stimulus funds have led to historic levels
of consumer spending and California businesses reported
a record high $217 billion in taxable sales during the second quarter of 2021— a 38.8 percent increase over the
same period last year. Tax revenue from capital gains and
corporate receipts have also been strong. The LAO warns,
however, that increased tax revenue may be temporary,
particularly sales tax revenue, which is largely driven by
stimulus payments and inﬂationary prices.
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How the legislature acts to spend this year’s surplus will be
highly inﬂuenced by the state’s Gann Limit. California voters approved Proposition 4 in 1979 to keep state and local
government spending, including school spending, capped
at 1978–79 levels, adjusted for changes in population and
inﬂation. This year will be the second in a row that California will bump up against the Gann Limit and there’s
disagreement among legislators on how to maneuver
around the spending cap. Governor Newsom has recently
acknowledged the limit and appears to favor giving some
of the money back to Californians in the form of stimulus
payments, similar to the program approved by legislators
last year. Others in his party, however, are calling for legislation to modernize the Gann Limit altogether in an overt
attempt to prevent future spending restraints.
The State Assembly recently produced a blueprint for their
budget priorities and infrastructure spending is emphasized. The blueprint proposes $10 billion for transportation projects statewide, including transit infrastructure.

Additionally, the Assembly is seeking additional dollars for affordable
housing and homelessness. For its
part, the Senate has similarly devised a budget plan reﬂecting its priorities for next year, which includes
building on enacted targeted tax relief programs that beneﬁt California
families, such as the CalEITC, Child
Tax Credit, and Small Business Relief. Like the Assembly plan, the
Senate’s proposal is notably devoid
of promises to give money back to
taxpayers under the Gann Limit.
Republican legislators have an entirely different view of how the state
should structure next year’s budget.
They are calling on their colleagues
to show ﬁscal restraint and pay
down California’s unfunded liabili-

ties. The state’s unfunded pension
and retirement liabilities currently
approach $1 trillion, or roughly
$80,000 for each taxpayer in the
state due to an aging workforce and
early retirements.

Regardless of the divergent views, it
remains a certainty that legislators
will pass a budget by June 15 in order to satisfy the voter approved law
that withholds their pay if they fail
to do so.

Governor Newsom, the ﬁnal arbiter on state spending, will unveil his
budget proposal this month, and he
has indicated his preference to bank
most of the budget surplus or use it
to appropriate funds for programs
and services that don’t require ongoing funding. He has also indicated
his desire to increase funding for local governments to catch and prosecute individuals tied to the state’s
recent increase in property theft
crimes. Infrastructure is also high on
his list of priorities.

Jason Lane is vice president and deputy director
of

government

relations

for the California Bankers
Association and manages
California state tax policy
for the association, which
involves analyzing legislation and regulatory activity, and the development of policy positions for the
association. Lane is one of three lobbyists at CBA
and, in addition to his primary focus on taxation, he
also lobbies on behalf of the association on issues
related to the state budget, and consumer lending
legislation.

WesternBanker | Issue 1 2022

11

Will Redistricting Shift
Political Power in the Golden State?
By Melanie Cuevas, Vice President of Government Relations, California Bankers Association

he future of California politics and policy for the
next decade and beyond hinges on the work that the
California Citizens Redistricting Commission has
done since June to redraw the lines of our 52 congressional, 40 State Senate, 80 State Assembly, and four
State Board of Equalization districts. This once-a-decade
process has the potential to shift party dynamics for the
foreseeable future, force incumbents in the same party to
run against each other in the 2022 election, and cast the
die on who will make determinative votes on legislative
priorities that surface from the newly created districts and
their elected representatives.

T

What’s at stake?
The Commission’s directive is clear: focus on the people of
California and what ties their communities together. The
group is not supposed to consider the fate of current elected officials or even where elected officials currently live.
The Commission is designed to be nonpartisan and objective, but its ﬁnal decisions could change party politics.
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Preliminary district maps released by the Commission in
November caused quite a stir in political circles. These
drafts put some congressional and state legislators into the
same district as other incumbents; several districts may see
incumbents from the same party go head-to-head during
the 2022 election creating an event that has the potential
to shake up political party dynamics. Other lawmakers
were drawn into less politically-friendly districts. As a
result, many incumbents are forced with tough choices:
face another incumbent during a re-election, seek election
elsewhere, or retire prior to reaching the end of their term
limit, which for California State Senators and Assembly
Members is 12 cumulative years in either or both houses.
Many have already declared intent to seek higher office or
to retire early.
As a result of the legislative exodus, the 2022 freshmen
class of California lawmakers has the, more than 30 Assembly members were unable to run again due to term

CONTINUED ON PAGE 14

Build a Winning
Cannabis Banking Program
GET THE GUIDE TO COMPLIANT CANNABIS BANKING
The emerging legal cannabis industry brings signiﬁcant growth potential, along with challenging operational
demands and complex regulations. But cannabis banking does not have to mean high-risk banking.
 ǡ ǡ ǡơ 
to serve this industry, bankers need to start with a plan. Having a clear understanding
 Ƥ 
institution will help bankers prepare for the upfront costs associated with cannabis
banking and develop the policies and procedures needed to hit the ground running.
With regulations varying from state to state, it’s a complex industry with high
costs, requiring a considerable investment of time and energy.
Compliant banking operations require continuous enhanced due diligence
to help guard against risks such as:

Cannabis banking, simpliﬁed.
Shield Compliance transforms
Ƥ ǡ
comply with regulations, and address
the operational demands of the legal
cannabis industry.

A Robust Illegal Market. According to New Frontier Data, the legal
cannabis market in the U.S. is expected to reach $41 billion by 2025.
Unfortunately, the illicit market, valued at $65 billion by some estimates,
is shrinking at a slower pace. Financial institutions must ensure that funds
coming through their doors are from legal channels.

 Ƥ 
institution daily operations, including case
management and automated reporting.

Bad Actors. To ensure bad actors are not attaching themselves to good
ǡ    Ƥ 
owners will continue to be at a heightened level for the foreseeable future.
Legacy Cash. Because the cannabis market existed as a cash business
long before legalization and because the industry continues to operate largely
as a cash business, a strong BSA/AML program will help ensure that funds
Ƥ  Ǥ
While the added burden and cost associated with serving this industry may limit
the total number of participants in the short term, we expect competition from
Ƥ   
and we get closer to federal recognition.
  ƥ
  
costs today will be able to scale as the industry grows and have a competitive
advantage when the economics of the industry change over time and new banks
and credit unions enter the market.
Informed by the experiences of pioneering bankers across a growing number
of states with legal medical and adult-use programs, the Shield cannabis banking
ƤƤ  Ǧ
 ƤƤ Ǥ
GET IT TODAY

GET THE SHIELD CANNABIS BANKING PLAYBOOK:

ShieldBanking.com/cannabis-banking-playbook

Informed account application process for
underwriting and onboarding cannabis
business accounts.

Compliant mobile payment and payroll
solutions to reduce cash transaction
dependency.

See how Shield Compliance is helping
Ƥ Ƥ
a compliant cannabis banking program.
info@shieldbanking.com
(425) 276-8235

limits, rather than a shift in district
boundaries. This effectively opened
new districts for new representatives
with fewer instances of incumbent
versus incumbent races, helping enable a relatively smooth transition
from one set of boundaries to the
next.
This time there are more incumbents eligible to seek reelection: only
four Senators are termed out before
the 2022 election and no Assembly
members are. It appears that many
may be forced out, or may choose
to step away before completing their
permitted service, creating a cascade
of open offices and opportunities for
new lawmakers.
Conversely, several districts are
drawn without an incumbent, and
because half of the State Senate is
elected every two years, some constituents may have to wait up to six
years until their next chance to elect
a senatorial representative. Competition for new districts without an incumbent could also be ﬁerce, starting
with the June primaries.
Signiﬁcant changes are expected in
the Central Valley, Los Angeles, Orange County and the Sacramento/
Placer county areas. Changes are also
expected within the makeup of the
political parties and may shift the political dynamics within the California
State Legislature where Democrats
maintain a supermajority in both
houses. While California will not realistically switch to a Republican majority, it may prove feasible for the
party to increase its numbers, eliminating the two-thirds supermajority,
which would enable it to have more
inﬂuence over key policy and procedural issues, such as tax increases,
which typically require a two-thirds
vote rather than a simple majority.
A shift in the number of moderate,
business-friendly Democrats also has
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Lines are redrawn every 10 years after the
federal census to ensure that districts are
equally populated, are representative of the
state’s new population data, and comply with
laws like the Voting Rights Act.

the potential to stir the pot within the
Democratic caucus, and subsequently
its approach to controversial measures associated with the two-thirds
vote threshold.
Redistricting is about the ability of
communities to advocate, their power
at the ballot box, and constituents’
representation in a democracy. Redistricting won’t change California from
blue to red but it will inﬂuence what
shade of blue it is.

Why do we redraw?
Because communities change over
time, redistricting is critical to democracy. Lines are redrawn every
10 years after the federal census to
ensure that districts are equally populated, are representative of the state’s
new population data, and comply
with laws like the Voting Rights Act.
For example, California is losing one
congressional seat this year, going
from 53 to 52, due to population loss.
State and local governments across
the nation are drafting new district
lines under the required reapportionment that occurs every decade. In
33 states, the state legislature plays
a dominant role in the responsibility
of drawing districts. Some use this
opportunity to protect incumbents
and even maintain a partisan edge
by eliminating competitive seats — a

process known as gerrymandering,
which produces maps where electoral results are nearly guaranteed.
In other words, rather than voters
choosing their representatives, gerrymandering empowers politicians to
choose their voters.
In 2008, California voters approved
a ballot measure that created the independent commission and took redistricting away from the California
State Legislature. It is one of 14 states
that relies on a commission to redraw
the lines. The independent California
Citizens Redistricting Commission
uses the new census data to redraw
the Congressional, State Senate, State
Assembly, and State Board of Equalization district boundaries.
The 14-member Commission is made
up of ﬁve Republicans, ﬁve Democrats, and four people not affiliated
with either party. The Commission
must draw the district lines in conformity with strict, nonpartisan rules designed to create districts of relatively
equal population that will provide fair
representation for all Californians.
Districts must be of equal population
that are congruent and compact, and
to the extent practicable, keep counties, cities, neighborhoods and “communities of interest” together.
This is the second time in its history
that California is using a commission-

led redistricting process. Due to the
Covid-19 pandemic’s impact on the
census, the commissioners faced a
compressed timeline of about three
months to collect public input and
submit ﬁnal maps to the Secretary of
State by the Dec. 27, 2021 deadline.
The commission sued to extend its
deadline but a judge denied the request in order to keep the June 2022
primaries on track.

What’s next?
After the ﬁrst preliminary maps were
displayed ahead of the Nov. 15, 2021
deadline, the Commission hosted a
marathon of community meetings,
collected public input, and raced to
draft alternate maps. Final maps were
to be displayed three days before they

were certiﬁed to the Secretary of State
by the deadline. With each of the four
ﬁnal maps, the Commission had to
include a report that explained its
decisions in achieving compliance
and had to include deﬁnitions of the
terms and standards used in drawing
each ﬁnal map. The maps had to be
approved by at least nine affirmative
votes of the Commission, including
at least three votes of members registered from each of the two largest
political parties and three votes from
the unaffiliated members.

2022. Voters will elect all of California’s seats to the United States
House of Representatives, one seat
to the United States Senate, all of
the seats to the California State Assembly, all even-numbered seats
of the California State Senate, the
Governor, and other statewide
constitutional offices, in addition
to statewide ballot propositions.

Individuals seeking election must
declare candidacy by March 11,
2022. The statewide primary election will commence on June 7,
2022. The 2022 California general
election will take place on Nov. 8,

California Bankers Associ-

Melanie Cuevas serves as
the vice president of government relations for the

ation, where her advocacy
portfolio focuses mainly
on issues related to cannabis, debt collection, labor
and employment, political reform, privacy, and agricultural, student and military lending.
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Directors’ Corner

Bank Performance:
Moving from Good
to Great
By Maurine Padden, EVP and COO, Western Bankers

H

ow does your board’s performance move from
good to great? Understanding the attributes of a
well-performing board is the starting point.

Good boards play a critical role in creating value for the
institution by furnishing strategic oversight that includes
long-term direction and goal setting, performance monitoring, advice and counsel, as well as perspectives and
recommendations based upon their independent experience and connections to the broader world.
Members of a well-functioning board understand the
bank’s regulatory framework and oversee an effective
regulatory compliance management program. In addition, the board works collaboratively with management
to establish realistic strategic goals and policies to manage signiﬁcant risks and provide proactive and informed
performance monitoring of those goals and policies.
Good boards stay informed about the ever-changing
competitive bank environment. In addition, a well-performing board has a clear understanding of its ﬁduciary
duties and responsibilities.
An effective board embraces its role in governance — not
management — of the bank. A high-quality board pro-
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vides guidance and counsel with a focus on outcomes. It
does so without getting mired in day-to-day operations.
Solid board performance can be quantitatively measured
with key performance indicators that provide a clear assessment of the following attributes:
•

It possesses shared understanding of and strong support for the long-term direction of the bank, as well as
the key underlying assumptions that sustain it.

•

It provides effective oversight of bank ﬁnancial performance as well as management systems and controls.

•

It undertakes collaborative action to establish and sustain an appropriate corporate culture.

•

It creates well-tailored policies and procedures to assure
best CEO selection, retention, performance oversight
and succession.

•

It represents a broad diversity of talents, skills and
perspectives.

•

It possesses sufficient knowledge and understanding of
its duties, responsibilities and role.

•

It demonstrates a willingness to
question, seek more information and challenge assumptions.

What distinguishes a great board is the qualitative
elements of the boards’ skillsets and performance

A great board possesses all these skills/
characteristics/talents and more.
What distinguishes a great board
is the qualitative elements of the
boards’ skillsets and performance
that incorporate these quantitative
attributes as a baseline, and builds
upon them with enhanced behavioral
abilities and proﬁciencies.
Qualitative elements displayed by
high-performing boards include group
performance that consistently displays
trust, respect and candor in the board’s
interactions within the group, with the
CEO and with other members of the
senior management team.
It is the behavioral aspects of the
board, which contributes to sound
board dynamics that move a board’s
performance from good to great and
adds value to the bank.
In a relevant Harvard Business Review article, “The Key to a Better
Board: Board Dynamics”, author
Solange Charas and her team conducted research to determine what
elements make up a better board and
thus, a more proﬁtable organization.
Her research drew three conclusions:
•

•

•

The predisposition of individual
board members to work well in
teams, what is termed “cultural
intelligence”, is key to creating
high-quality team dynamics.
The quality of board-level team
dynamics is highly correlated
with company proﬁtability.
Boards that can function as a
team effectively have an 800
percent greater impact on company proﬁtability than any one
well-qualiﬁed board director.

that incorporate these quantitative attributes as
a baseline, and builds upon them with enhanced
behavioral abilities and proﬁciencies.
Qualitative elements that measure
positive board dynamics should be periodically evaluated through the use of
individual self-assessments by board
members, conﬁdential peer reviews
and group performance surveys. The
process may be coordinated through
the board’s corporate governance
committee or an independent third
party to assure respondent conﬁdentiality, and results should be disseminated to the entire board for review,
analysis and when needed, action.

•

Do board members exhibit
genuine positive regard for one
another?

•

Is conﬂict between and among
board members seen as an opportunity for discovery and creativity?

•

Is constructive feedback heard
and acknowledged?

•

Do board members encourage
diversity of thought and ideas?

Behavioral questions to measure the
degree of trust, respect and candor
displayed by board members individually and in the group, may include the following:

•

Is clear communication fostered?

•

Do board members share the
same vision of the bank and its
strategic direction?

•

Does each board member feel
free to speak their mind in
board meetings? Are questions
encouraged? Is healthy disagreement supported?

Moving the board’s performance
from good to great is achievable and
given the economic value it can add
to the bank’s performance, there is
every reason for the board to take
action now.
Maurine Padden serves

•

•

•

Do board members believe they
can rely on their board colleagues?
Do board members interact with
a sense of comradery?
Are board members open minded? Do they listen well to differing ideas and perspectives presented by other board members?

as EVP and Chief Operating Ofﬁcer where she
oversees WB’s advocacy
efforts in the legislative, regulatory and legal
arenas on behalf of the association’s members in
additon to providing operational support to the WB
team. As a member of WB’s senior management,
she contributes to the development and execution
of the association’s strategic goals and initiatives.
Maurine received her law degree from University
of the Paciﬁc’s McGeorge School of Law and her
bachelor’s degree in government and economics
from California State University, Sacramento.
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Make Model Risk Management Work
for You — One Step at a Time
By Mark A. Haberland, Managing Director, Darling Consulting Group

H

appy New Year! Following two years of struggle
through a worldwide pandemic, 2022 arrives with
much promise and some signiﬁcant hurdles to clear.
While for many, the past couple of years have been good
ones for the bottom line, the way we do business has
changed, most likely for the foreseeable future. The new
year is (ﬁnally) the year where Current Expected Credit
Loss (CECL) models will be officially ready for prime time,
barring any last-minute decisions that many hope for but
few realistically expect.
Additionally, and with less fanfare, Model Risk Management (MRM) is becoming more a part of the banking lexicon and taking a spot in the regulatory crosshairs. While
MRM has “officially” been around for a decade, it certainly has not been universally and consistently adopted.
But that is beginning to change.
MRM may be a relatively new concept, but “model risk”
has been around since the inception of models. Regula-
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tory guidance (Supervisory Guidance on Model Risk Management) deﬁnes model risk as, “the potential for adverse
consequences from decisions based on incorrect or misused model outputs and reports. Model risk can also lead
to ﬁnancial loss, poor business and strategic decisionmaking, or damage to a bank’s reputation.”
When I bring up the topic of MRM with bankers, the response I most often receive is that it’s too complex and
nobody knows where to start. But the hard truth is that
the risks of potential errors are too great not to have the
proper oversight; so it should be a focal point of all bank
management/ALCOs/Boards.
The fact is, whether or not you have “formally” implemented a MRM framework within your organization, you
most likely are already performing many of the required
tasks that fall under the MRM umbrella. If you try to implement MRM all at once, it feels overwhelming; however,
if you take the approach of breaking it into parts, the task

becomes much more manageable.
If you are at the beginning of your
MRM journey, start with an attainable gameplan:

Model risk is deﬁned as, “The potential for
adverse consequences from decisions based on

1. Model Risk Management Policy

incorrect or misused model outputs and reports.

2. Model Inventory

Model risk can also lead to ﬁnancial loss, poor

3. Model Risk Ratings

business and strategic decisionmaking, or

This structure allows you to assign
roles and responsibilities, gain accountability, and identify all of the
models in use and their importance.

damage to a bank’s reputation.”

1. Model Risk Management Policy
Under Model Risk Management,
there are “three lines of defense”
that all work together to ensure
models are appropriately implemented and work as intended:
Model Owners (First Line), Model
Risk Management (Second Line),
and Internal Audit (Third Line). The
MRM policy outlines:
•

Roles and responsibilities of the
three lines of defense.

•

Organizational structure.

•

Formalized processes and procedures for each stage of a model’s life cycle.

•

Framework style. (In a freeﬂowing style, the policy dictates
the standards and expectations
of the model owners, but the
owners are free to choose how
they implement the framework,
resulting in an inconsistent but
ﬂexible process. A structured
style requires the model owners to follow the policy and accompanying procedures manual and templates, resulting in a
consistent and efficient process
that takes longer to implement
and is less ﬂexible.)

Each line of defense has speciﬁc
roles and responsibilities:

•

Model Owners: Responsible for
implementing the model and
upholding the standard of the
MRM framework. Model owners establish controls, model
documentation, testing, development, change controls, perform
remediation of ﬁndings, and ongoing performance monitoring.

•

Model
Risk
Management:
MRM provides “effective challenge” over model owners to
comply with the MRM framework. MRM performs model
validations, tracks remediation
and determines risk ratings of
models, reviews model controls,
model documentation, and ongoing performance monitoring
by model owners.

•

Internal Audit: provides “effective challenge” over the MRM
framework, reviews MRM
framework and tracks ﬁndings,
performs data audits, and reports deﬁciencies.

2. Model Inventory
How many models are currently
in use at your institution? Chances
are, whatever your guess, the actual number is higher — sometimes

much higher! The most common
models are certainly on your radar,
but what qualiﬁes something as a
“model” versus a “tool”? Regulatory deﬁnitions do little to provide
any clarity: “A quantitative method,
system or approach that applies
statistical, economic, ﬁnancial, or
mathematical theories, techniques,
and assumptions to process input
data into quantitative estimates,”
and “model … also covers quantitative approaches whose inputs are
partially or wholly qualitative or
based on expert judgment, provided
that the output is quantitative in nature.” No wonder it’s so challenging
to get an accurate inventory.
Keep in mind that most model
owners will not raise their hand
to make sure their model gets included in the inventory and becomes subject to validation and
review. It’s incumbent on model
risk management to interview all
model owners to determine a full
accounting of all models to create
an appropriate inventory. While
determining models versus tools is
challenging, using a decision tree
can make the process more manageable, assuming it is most likely

CONTINUED ON PAGE 20
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a model if three or more of the following are true:
•

Does the spreadsheet, tool or
methodology use mathematical
techniques (e.g., linear regression,
neural network or scoring)?

•

Does it produce an estimate, forecast or score?

•

Does it use assumptions or submodels as inputs (e.g., FICO scores,
payment speed or decay rate)?

•

Is it used for detection or decisionmaking (e.g., automated underwriting, fraud identiﬁcation, investment valuation or loss estimation?

This decision tree is an excellent starting point to identify the models within your inventory; however, not all ﬁt
perfectly into those criteria.
Bank Secrecy Act/Anti-Money Laundering (BSA/AML) models may not
meet the above to qualify as a model,
yet are considered to be so for validation purposes due to the signiﬁcant
exposure to the institution (penalty
ﬁnes and reputational risk) should
these models not perform as intended. Artiﬁcial Intelligence (AI) fraud
models may meet the above criteria,
however rules-based models may not.
The biggest factor in determining a
model versus a tool is uncertainty.
Uncertainty can come about from
the inputs, assumptions, projections
or even the underlying mathematical/
theoretical components of the model.
Models are trying to represent the real
world and all of its complexities, but
that is difficult to capture in a mathematical model. Thus, the results of
the modeling process are not guaranteed to be correct.

Model Risk Ratings
Once the full model inventory has
been developed, the next step is to as-
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sign risk levels to each model that is
used in decisionmaking. This process
aids management in identifying the
key models and the “riskiest” models.
Additionally, risk ratings determine
the validation frequency and level of
rigor for each model and can be used
to prioritize activities and apply the
appropriate amount of oversight given
the model’s risk to the organization.
There are a variety of ways to rate
these models, the two most common
being a quantitative approach and a
qualitative approach.
The quantitative approach to model
risk rating (e.g., a model scorecard)
uses risk categories and applies ratings
and weightings to arrive at a quantitative risk rating for each model. The
qualitative approach is more deﬁnition-based and relies on the perceived
impact on performance, complexity
and model limitations to assign models into pre-described risk-rating categories. Occasionally, organizations
will utilize a hybrid approach of the
two described above.
The model risk ratings ultimately impact the validation rigor and frequency,
with “high risk” models being validat-

ed more often and with more technical
knowledge. (An example of risk rating
validation schedule is shown above.)
For those models that are validated
less frequently, it is expected that a
more substantive “annual touch” be
performed by MRM to ensure the
model is still working as intended and
does not require a “re-validation” of
the model sooner than scheduled.

Effective Challenge
The key difference between the more
rigorous validation of the models and
the internal ongoing performance
monitoring between these validations
is what is known as “effective challenge.” Validations that demonstrate
effective challenge are:
•

Separate from the modeling
process.

•

Include the technical knowledge
and modeling skills necessary to
conduct appropriate analyses and
critique of model performance.

•

Have adequate inﬂuence to garner commitment and support
from the higher levels of management to ensure actions are taken
to address modeling issues.

Effective challenge should also be
considered when exploring the formal validation process as well, as
audits of the model do not always
provide the appropriate level of rigor
to ensure models are performing as
intended and as well as they can for
the organization.

Haberland has more than 25 years providing balance

also a member of the Financial Managers Society’s

sheet and model risk management education and

Finance Council. Haberland has been with DCG since

consulting to the community and mid-size banking

1997 holding many roles and responsibilities, includ-

space. A frequent author and top-rated speaker on

ing leading the operations of the ﬁrm’s Financial

a wide array of risk management topics, Haberland

Analytics Group for many years. In his current role,

facilitates educational programs and workshops for

Haberland’s passion for teaching and collaboration

numerous ﬁnancial institutions, industry and state

drives his desire to work with bankers to strive for

trade associations, and regulatory agencies. He is

excellence within their organizations.

In Summary
The prospect of implementing model risk management into your institution can appear to be a daunting one, yet it doesn’t have to be.
Keeping in mind that many of the
pieces of the puzzle are already on
the board, it’s just a matter of putting them into the right position and
watching the bigger picture take
shape. Sometimes another set of
eyes can help the pieces ﬁt together
more easily, so don’t be afraid to
look for assistance in putting your
MRM framework into place.
Regardless of the regulatory requirements for MRM, having your
decisionmaking models better organized and reviewed will ultimately
produce better and more reliable
results. Better results will lead to
better discussions and decisionmaking. But it all starts with that
ﬁrst step toward getting your MRM
puzzle put together. If you haven’t
begun the process of building out
MRM, start today. As the Chinese
proverb says, “The best time to
plant a tree was 20 years ago. The
second best time is now.”
To learn more about the
critical decisions in MRM
implementations or to ﬁnd
out how Darling Consulting
Group can help you establish or improve your model
risk management process,
contact Mark A. Haberland at mhaberland@darlingconsulting.com or 508-237-2473.
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Compliance Alliance

Q&A

Ask the Compliance Guru

Q: Must the bank follow the E-Sign Act requirements
if providing a notice of nonpayment to a customer
electronically?
A: The commentary to § 229.33(h), clariﬁes that a notice
can be provided by email or fax. However, only Regulation
CC, Subpart B, requires conforming with the E-Sign Act
requirements for any disclosures or notices provided to
consumers (not commercial customers) in accordance with
Subpart B. The notice of nonpayment under § 229.33(h),
is set forth under Subpart C, which does not address
electronic consent. However, in light of the Subpart B
requirements and a general best practice, conforming with
E-Sign requirements will protect the bank by creating a
presumption that notice was provided. Therefore, we
advise meeting E-Sign requirements for any Regulation
CC notice or disclosures, to consumer and non-consumer
customers.
This paragraph requires a depositary bank to notify its
customer of nonpayment upon receipt of a returned check
or notice of nonpayment. Notice also must be given if
a depositary bank receives a notice of recovery under
§229.35(b). A bank that chooses to provide the notice
required by §229.33(h) in writing may send the notice by
email or facsimile if the bank sends the notice to the email
address or facsimile number speciﬁed by the customer for
that purpose. The notice to the customer required under
this paragraph also may satisfy the notice requirement of
§229.13(g) if the depositary bank invokes the reasonablecause exception of §229.13(e) due to the receipt of a
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notice of nonpayment, provided the notice meets all the
requirements of §229.13(g). Commentary to § 229.33(h),
https://www.ecfr.gov/cgi-bin/text-idx?SID=35b0b61237b
153e41051d2fd905844bb&mc=true&node=ap12.3.229.
0000_0nbspnbspnbsp.e&rgn=div9
For a customer who is a consumer, a depositary bank
satisﬁes the written-notice requirement by sending an
electronic notice in compliance with the requirements
of the Electronic Signatures in Global and National
Commerce Act (12 U.S.C. 7001 et seq.), which include
obtaining the consumer’s affirmative consent to such
means of notice. Commentary to § 229.15(a), https://
www.ecfr.gov/cgi-bin/text -idx?SID=35b0b61237b153e
41051d2fd905844bb&mc=true&node=ap12.3.229.000
0_0nbspnbspnbsp.e&rgn=div9

Q: Is a bank required to notify customers of a deposited
check being returned?
A: Yes. Regulation CC, § 229.33(h), requires providing
notice to a customer of a check being returned by midnight
of the banking day following the banking day on which
the bank receives notice of the check either being returned
or nonpayment. A notice provided in accordance with
this section may also satisfy the exception hold notice
requirements, if the bank will place an exception hold on
the basis of the nonpayment notiﬁcation and otherwise
meets the exception hold notice requirements.
Notiﬁcation to customer. If the depositary bank receives

a returned check, notice of
nonpayment, or notice of recovery
under §229.35(b), it shall send or
give notice to its customer of the
facts by midnight of the banking day
following the banking day on which
it received the returned check, notice
of nonpayment, or notice of recovery,
or within a longer reasonable time.
Regulation CC, § 229.33(h) - https://
www.ecfr.gov/cgi-bin/text-idx?SID
=35b0b61237b153e41051d2fd905
844bb&mc=true&node=se12.3.22
9_133&rgn=div8 Home Mortgage
Disclosure Rule, p. 2 https://ﬁles.
consumerfinance.gov/f/documents/
cfpb_final-rule_home-mortgagedisclosure_regulation-c_2020-04.pdf

Q: What is the current closed-end
threshold for partial exemptions?
When does it change?
A: The partial exemption closed-end
threshold is currently 500 transactions
in each of the two previous years and
is not currently scheduled to change.
There is currently a full reporting
exemption which is currently set at
100 transactions in either of the two
previous years, which increased from
25 transactions on January 1, 2020.
(2)
...an
insured
depository
institution or insured credit union
that, in each of the two preceding
calendar years, originated fewer
than 500 closed-end mortgage
loans...is not required to collect,
record, or report optional data as
deﬁned in paragraph (d)(1)(iii) of
this section for applications for
closed-end mortgage loans that it
receives, closed-end mortgage loans
that it originates, and closed-end
mortgage loans that it purchases.
12 CFR 1003.3(d)(2) – https://www.
consumerfinance.gov/rules-policy/
regulations/1003/3/#d-2
Effective July 1, 2020, this ﬁnal rule
permanently raises the closed-end
coverage threshold from 25 to 100
closed-end mortgage loans in each

of the two preceding calendar years.
Home Mortgage Disclosure Rule,
p. 2 https://ﬁles.consumerﬁnance.
gov/f/documents/cfpb_finalrule_home-mortgage-disclosure_
regulation-c_2020-04.pdf

Q: What is the current open-end
threshold for partial exemptions?
When does it change?
A: The partial exemption openend threshold is currently 500
transactions in each of the
two previous years and is not
currently scheduled to change.
There is currently a full reporting
exemption, which is currently set
at 500 transactions in either of
the two previous years but will be
decreasing to 200 transactions on
January 1, 2022.
(3) ...an insured depository institution
or insured credit union that, in each
of the two preceding calendar years,
originated fewer than 500 open-end
lines of credit...is not required to
collect, record, or report optional
data as deﬁned in paragraph (d)(1)
(iii) of this section for applications
for open-end lines of credit that it
receives, open-end lines of credit that
it originates, and open-end lines of
credit that it purchases.
12 CFR 1003.3(d)(3) – https://www.
consumerfinance.gov/rules-policy/
regulations/1003/3/#d-3
The ﬁnal rule sets the permanent
open-end threshold at 200 open-end
lines of credit effective Jan. 1, 2022,
upon expiration of the temporary
threshold of 500 open-end lines of
credit.
Home Mortgage Disclosure Rule,
p. 3 https://ﬁles.consumerﬁnance.
gov/f/documents/cfpb_finalrule_home-mortgage-disclosure_
regulation-c_2020-04.pdf

Q: The bank currently provides
the risk-based pricing notice in
accordance with model forms
H-3 and H-4, under the FCRA and
Regulation V, for loans secured
and not secured by residential real
estate, respectively. The bank does
not employ a credit scoring model
or a tiered system for pricing but
is considering such an approach.
Do these notices still satisfy the
disclosure requirements in that
case? Would those systems then
require periodic testing under
FCRA, or would that be more for
purposes of fair lending?
A: If you choose to adopt a riskbased price tier system, then
providing model forms H-3 and
H-4 will meet the risk-based pricing
notice requirements as long as H-3
is used when the consumer requests
an extension of credit that will be
secured by 1-4 units of residential
property and H4 for credit that
will not be secured by 1-4 units
of residential property. For testing
purposes, under the FCRA, the
system itself would not require
periodic testing but examiners do
test on the sufficiency of notices
being sent out when you do use a
tier-based system:
VIII. Privacy — Fair Credit
Reporting Act (fdic.gov), (pg. 6.29)
- https://www.fdic.gov/resources/
supervision-and-examinations/
consumer-complianceexamination-manual/documents/8/
viii-6-1.pdf
Regulation V, § 1022.74 - https://
www.consumerfinance.gov/rulespolicy/regulations/1022/74/#d
Compliance Alliance offers a comprehensive suite
of compliance management solutions. To learn how
to put them to work for your bank, call (888) 3533933 or email info@compliancealliance.com and
ask for our Membership Team.
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MEMBERSHIP UPDATES
New Bank Member

New Associate Members

First Fed is a local community bank in Washington, which
has served customers and communities since 1923. Currently, First Fed has 16 locations offering services in Clallam, Jefferson, King Kitsap, and Whatcom counties in Washington.

Doxim is the customer communications management
and engagement technology leader serving ﬁnancial and
regulated markets, providing omnichannel document
and payment solutions that transform experiences to
strengthen engagement throughout the entire lifecycle.
The Doxim Platform helps clients communicate reliably
and effectively, improve cross-sell and upsell opportunities, and drive increased loyalty and wallet share through
personalized communications and easy-to-use payment
processes. The platform addresses key digitization, operational efficiency, and customer experience challenges
through its suite of plug-and-play, integrated, SaaS software and technology
solutions.

First Fed is a subsidiary of First Northwest Bancorp (FNWB),
a holding company for the bank and other investments.
In 2020, First Fed donated more than $1 million to nonproﬁt organizations through its bank and foundation. Also,
its team volunteered nearly 2,500 hours with non-proﬁt organizations.

Website: www.doxim.com

Associated Bank has been providing
Capital Market services for more than
20 years, including interest rate and commodity derivatives and foreign exchange
services for businesses and correspondent
ﬁnancial institutions.
In May 2020, it partnered with Fiserv to
become an foreign exchange provider on
the Payments Exchange (formally WireXchange) platform.
Website: www.associatedbank.com
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Associate Member News

A Ransomware Primer
By Toni Overton, IP Services

R

ansomware is a type of malicious software (malware) that threatens to publish, or blocks access to,
data or a computer system, usually by encrypting it
until the victim pays a ransom fee to the attacker.

According to recent surveys and research reports here
are some findings specific to financial institutions:
• 90 percent of all financial institutions have experienced ransomware attacks in some form in the past
year.
•

More than 204,448 users experienced an attempt to
access their banking information.

•

Ransomware is a rising threat to small banks (less
than $35 million in annual revenue, not assets).

•

Of the 52 percent of attacks targeting the financial
services sector in March 2020, 70.9 percent of those
came from trojans and phishing attacks.

One reason for this growth is the appearance of ransomware as a service and ransomware kits on the dark web,
which can be purchased for as little as $175 and require
little to no technical knowledge to deploy.
There is no one best practice to prevent cyber incidents;
the most effective way to defend your organization is a
full cyber-hygiene program. We practice rigid and strict
control over these basic security controls:
• Change Management
• Configuration Management
• Patch Management
We believe in the 80/20 rule: if you practice 20 percent of
foundation best practice in these three areas, you have po-
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tentially closed your risk gap by 80 percent. Turning your
attention to the 20 percent is more difficult. Some best
practices for protecting against ransomware attacks are:
Engineering with security and resiliency in mind: Frameworks that are squarely focused on data, data management and security at the core. Everything else is secondary
by comparison.
Implement “best of breed” or the latest technologies for
endpoints: Endpoint Detection and Response systems
have become a must have for businesses.
Design for business continuity, resilience and backups
to mitigate breaches: Hackers know that if they can exploit your backups, you’ll have no choice but to pay the
ransom. If your backups survive, you’ll need to determine
what to recover and how long it’s going to take. If you
can’t sufficiently answer those questions, you’re back to
paying the ransom.
Place proper IT security processes to respond to a cyber
incident: Security programs and processes should be dynamic, reviewed on a regular basis and updated as technology and the threat landscape changes. Ransomware is
relatively new; most incident response programs have not
been updated to address this particular type of incident.
Response, actions, notifications and communications all
have variances when responding to ransomware.
Train your team to defend and mitigate social engineering: Never has this been more important than now.
Contact IP Services at 866-226-5974 or info@ipservices.com to learn more.

Staff Anniversaries
The Western Bankers were pleased to celebrate two team members for achieving
milestone anniversaries at the association in 2021.

Jason Lane, vice president and deputy director of government relations,
celebrated 15 years with the association.

Victoria Aguilar, accounting specialist, celebrated 10 years with the association.

We are grateful for their dedication and work on behalf of the industry and our members.

Snapshots from the Lenders and Chief Credit Officers Conference
Held Nov. 14-17, 2021 at the Ritz Carlton Laguna Niguel, Dana Point, Calif.
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Staff Promotions
The Western Bankers is pleased to announce the following staff promotions:
Kevin Gould has been promoted to executive vice president of the California Bankers
Association (CBA) and Western Bankers (WB).
Gould joined the CBA in 2004, bringing with him more than seven years of legislative
experience. In his role as executive vice president, he is a member of the WB management team and leads CBA’s state and federal government relations department and
also serves as one of organization’s three registered lobbyists.
Gould’s advocacy responsibilities and issues focus mainly in the areas of bank operations,
commercial lending, residential property lending, and wealth and asset management issues. Gould oversees CBA’s State Government Relations Committee and internal policy committees, who provide
expertise and directives that guide the priorities of the association’s state government advocacy program.
Gould is a member of the 2009 graduating class of the Paciﬁc Coast Banking School.
Yvette Ernst has been promoted
to vice president, chief of staff
and corporate secretary.
Ernst has been an integral member of the team for 29 years.
She started her career at the association as an administrative
assistant and currently works
closely with the president and CEO in delivering on the
company’s overall mission, values and strategic goals.
Ernst manages the executive office operations and executive relationships with WB membership, partners
and service providers, as well as overseeing the planning and execution of meetings of the board of directors and serving as corporate secretary.
Randy Mateo has been promoted to vice president and director of information technology (IT).
Mateo is responsible for managing all IT operations including the execution of IT infrastructure. Prior to joining the
association in 2004, he was a seasoned engineer at an
IT consulting company for eight years.
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