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As American financial institutions—along with
the rest of the world—face unprecedented times,
The Baker Group is ready with tools and services
to help maximize the performance of

your institution.

That’s why we’re offering new clients our
Software Solutions* service package for a
six-month free trial. Not only will you have
access to our latest market research and insight
from our Financial Strategies Group, you’ll be
included in all of our webinars. There you'll hear
the latest on how COVID-19 could impact your

institution and its investment portfolio.

To obtain the resources you need to maximize the performance of your
bank, contact Ryan Hayhurst with our Financial Strategies Group
at 800.937.2257, or via email at Ryan@GoBaker.com.

*The Baker Group LP is the sole authorized distributor for the products and

services developed and provided by The Baker Group Software Solutions, Inc.

Baker’s Software Solutions Service
Package Includes:

Asset/Liability Analysis - Interest Rate Risk Monitor (IRRM®)
Your management team will find that The Baker Group’s
quarterly review of the loan and deposit information
outlined in the Interest Rate Risk Monitor and Asset
Liability Analysis is an effective tool in managing your
risk and performance.

Baker Bond Accounting® (BBA)
The Baker Group will provide you with accurate, easy-to-
read reports delivered electronically to you each month.

Investment Analysis — Advanced Portfolio Monitor (ApM®)

The Advanced Portfolio Monitor is a key monthly report
that we utilize to help you measure, monitor, and manage
the overall risk and performance of your investments.

Member: FINRA and SIPC

Oklahoma City, OK | Atlanta, GA
Austin, TX | Indianapolis, IN | Long Island, NY
Salt Lake City, UT | Springfield, IL
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PRESIDENT’'S MESSAGE

Richard Baier, President and CEO, Nebraska Bankers Association

S| SATDOWN TO BEGIN PLANNING THIS MAGAZINE

column, my mind instantly gravitated to the many

Congressional hurdles, regulatory proposals and

operational issues facing the banking industry in
Nebraska; the list feels almost endless: potential new IRS
reporting requirements, new Consumer Financial Protection
Bureau reporting rules on small business lending, workforce
limitations, etc. However, I know you don’t need to be
reminded. So, I decided to change course and reflect upon the
important ways our members back Nebraska customers and
their communities.

We are all keenly aware of the leading role Nebraska banks
played in administering the Paycheck Protection Program
(PPP) during the initial phases of the COVID pandemic. While
eating lunch recently at a long-time Nebraska restaurant, the
owner of the restaurant (also a long-time friend) shared with
me that without PPP support, his business would have been
forced to close. Instead, they were able to keep their doors

NEBANKERS.ORG

open, retain and pay their staff, finish several much-needed
improvements and plan for the future. Clearly banks back
Nebraska small businesses!

During a recent member bank visit, I was finishing up my
discussions when a young family with two young children
exited one of the front offices near the bank entrance. This
young family was all smiles, and the little boy was happy to be
out and about. Our member banker noted that this family was
returning to their hometown and buying their first home. As
the family headed to the door, I overheard the rambunctious
young man tell his parents that he and his sister could not
wait to “have new swings and a slide” at the new house. Wow,
banks back Nebraska families!

Through a family connection, recently I watched intently
as a first-generation Nebraskan and his business partner
were able to secure permanent financing for a small vehicle
repair shop. This property, while not considered grade A by



any definition, provided these young entrepreneurs with the
stability necessary to support and grow their thriving repair
business. The business owners told me about their long-term
business plans and how this expansion will provide them the
resources to support their families and grow their wealth.
Banks back Nebraska’s next generation!

If you routinely read the Banks & Bankers section of the

NBA Update, you are aware of the many financial investments

our members make in local not-for-profit and charitable
activities. These activities range from affordable housing
support to new swimming pools to new senior centers (and
the list goes on). It is fair to say that banks back Nebraska
communities!

Finally, I recently attended the NBA’s Agri-business
Conference in Lincoln. As part of this biannual conference,
the NBA invites and recognizes the many students who
are taking part in the University of Nebraska-Lincoln’s
agricultural banking and finance program. Eight students
who recently completed their summer internships at an
NBA-member bank attended parts of the conference. This
process allowed a number of us to interact and talk with
these amazing students. If history is any indication, a sizable
number of these students will soon find themselves working
at a Nebraska bank following graduation. Clearly, banks back
Nebraska students!

We are all keenly aware of the
leading role Nebraska banks
played in administering the

Paycheck Protection Program
(PPP) during the initial phases

of the COVID pandemic.

If you are anything like me, you will find yourself sitting
at your desk sometime in the very near future thinking about
the overwhelming list of challenges facing your bank and the
entire banking industry. I encourage you to take a step back
and relish, if only for a brief moment, in the many ways that
your banks back Nebraska. Keep up the great work!

Contact Richard Baier at (402) 474-1555 or
richard.baier@nebankers.org.
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WASHINGTON UPDATE

Rob Nichols, President and CEO, American Bankers Association

MERICA’S BANKS HAVE A LONGSTANDING COMMITMENT

to helping reduce the number of unbanked and

underbanked individuals and families in the U.S.

July marked a major milestone in that endeavor,
with an announcement from the Cities for Financial
Empowerment Fund that the number of Bank On certified
deposit accounts now available has surpassed 100. At the time
this column was written, it was up to 114.

As you may recall, nearly a year ago, I challenged banks
of all sizes to offer Bank On-certified products, designed to
promote access to financial services to the roughly 5% of
U.S. households that remain unbanked. To receive Bank On
certification, the account must meet specific standards,
including low costs, no overdraft fees, robust transaction
capabilities via a debit or prepaid card, and free online bill
pay. The certification is free and the process is simple.

10  NEBANKERS.ORG

When I issued that challenge in October 2020, there were
43 banks offering accounts that were Bank On certified.
Today, there are more than 90, with plenty more in the
process of obtaining certification. In particular, we've seen a
significant uptick in the number of community banks offering
Bank On-certified accounts. This is partly due to ABA’s efforts
to engage with 20 of the nation’s core technology providers —
including Fiserv, FIS, Jack Henry and Associates and Finastra
— and encourage them to simplify the process for their bank
clients to create and offer these critical products.

Today, Bank On accounts are available in more than
32,500 branches in 99 out of the 100 largest metropolitan
markets and all 50 states. They have received plaudits from
bank regulators and policymakers alike — and for a good
reason. Research suggests that the initiative is working as
intended: according to the Federal Reserve Bank of St. Louis,
75% of consumers opening Bank On certified accounts were



new customers for that bank. Additionally, while these
accounts have widespread appeal, CFE Fund reports

that customers opened close to 60% of Bank On certified
accounts in communities with 50% or more people of color.

The importance of having a banking relationship has
never been more apparent than during the COVID-19
pandemic. From obtaining Paycheck Protection Program
loans to receiving economic impact payments quickly,
countless stories speak to the benefit of having a trusted

banking partner — and the disadvantages of not having one.

“For a long time, we’d known that we have consumers
that don’t have bank accounts in our market. It could be
for cost; it could be for convenience. There could be a lot of
reasons. The stimulus checks brought the issue to light a
little more,” says Gary Kleer, CEO of First Bank Richmond
in eastern Indiana, whose bank recently had its Easy-Fit
Checking Account Bank On certified. “When we saw this
initiative being offered, we decided to get on board so that
we could offer our consumers a more safe and affordable
way to handle their money.”

As we strive for a more equitable and inclusive society,
one of the most constructive ways banks can help move
the needle is to ensure that every American has the
opportunity to access the banking system. That’s why the

Bank On certification is so important — it signals to those who
may be hesitant to come in the door and start that banking
relationship that the bank offers a product they can trust to
meet their needs.

Many banks are already offering checking account
options to meet Bank On standards — but it’s time to go
the extra step and get them certified — for free — with the
Bank On seal of approval. If you haven't yet, I encourage you
to visit aba.com/BankOn to learn more about the Bank On
movement, how to certify an account product and why other
banks were motivated to get involved. ABA staff is available to
meet with your bank about the Bank On process and answer
your questions; reach out anytime through our dedicated
inbox: bankon@aba.com.

Together, we can bring more Americans into the banking
system — a crucial step toward ensuring economic prosperity
for all. b

Email Rob Nichols at rnichols@aba.com.

Since 1857, Cline Williams has devoted attention to the unique needs of the banking and financial services industries. Since then,
we have provided our clients with the resources they need in the areas that are most important to them — from lending and
collections, to regulatory compliance, to mergers and acquisitions, and so much more.

We’re more than a law firm. We’re a partner for your bank.

CLINE WILLIAMS
WRIGHT JOHNSON & OLDFATHER, L.L.P.

ATTORNEYS \\4
ESTABLISHED
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Kenneth W. Hartman, Baird Holm, LLP

NE OF THEASPECTS MANY NEBRASKANS LOVE SO MUCH
about our state is that we get to experience all four
seasons. As the calendar rolls into the second half of
the year, our kids start going back to school, Friday
night lights become the focal point of our communities, and
we soon get to watch a football being tossed around Memorial
Stadium on Saturdays. Fall is right around the corner. Many
use the change in seasons as a time to focus on a particular
task (how many of us are spring cleaners?) or prepare for the
coming season. Likewise, you can use the march toward fall as
a Fall Retrospective — a time to review your customer account
agreements to determine if you need to update them in any way.

As you review those agreements, one item to which you can
direct your attention is whether you spell out how disputes
between the customer and the bank will be resolved. A
few years ago, many financial institutions shied away from
inserting dispute resolution provisions requiring arbitration

12 NEBANKERS.ORG

into their account agreements because the Consumer
Financial Protection Bureau (the “CFPB”) went through a
process resulting in a rule that would have prohibited such
provisions. In particular, the CFPB refused provisions that
paired binding arbitration with class action waivers. The
CFPB was concerned that without the ability to bring class
action litigation, consumers would be limited in their ability to
seek relief against financial institutions.

However, Congress acted to prevent that rule from
being able to have any force and effect. In fact, Congress
was so concerned with the rule, it required that any such
provision limiting arbitration in the future would need
congressional approval.

Whether you decided not to include arbitration provisions
with class action waivers in your customer agreements
because of the activity of the CFPB or for some other



reason, now would be a good time to look at your customer
agreements. Consider using a dispute resolution procedure
that would include requiring arbitration of the dispute while
at the same time providing that the customer waive any right
to be part of a class-action lawsuit.

So, why is now an excellent time to consider making
this change? While there are many admirable reasons put
forward in support of arbitration provisions with class
action waivers, perhaps chief among them today are the
current circumstances with which we as a society continue
to struggle. As with so many things impacting us today, you
do not have to go far to recognize that COVID-19 has had an
impact on the courts. An already slow system for commercial
litigants has become even slower. The pandemic forced many
courts to stop having in-person proceedings, including jury
trials, for long periods of time, resulting in a backlog of cases
around the state and the country.

As courts work to get back to “normal,” alleviating the case
backlog is first focused on criminal cases as the Constitution
provides speedy trial rights to criminal defendants. And, as
we experience new variants of SARS-CoV-2, the courts’ ability
to get back to “normal” could continue to be impacted well
into the future. Contractually agreed-to arbitration is a way to
avoid this quagmire. One feature long touted about arbitration
is that it provides an alternative to resolving disputes through
the courts — and in a much more timely and flexible manner
than courts can provide. Arbitration is a process that can
provide all involved in a dispute a more flexible, timely,
convenient, and comparatively inexpensive resolution to that
dispute. Combined with a class action waiver, arbitration
becomes a forum focusing on the resolution of the dispute.
Addressing the customer’s complaint much more promptly
and doing so without the threat that the cost of defending
a single class-action lawsuit will devastate the financial
institution’s ability to remain in business. Arbitration, after
all, is not a disfavored method to resolve disputes; quite the
opposite, as the United States Supreme Court has repeatedly
explained federal law strongly favors arbitration. Similarly,
the Nebraska Supreme Court has recently reminded us
that the arbitration process is swift and informal precisely
because the parties have agreed to be bound by it, including
the arbitrator’s view of the facts and the contract.

Our bogged down (and some might say antiquated)
judicial system is, of course, not the only reason to consider
how an arbitration provision with a class action waiver would
be beneficial to customers and financial institutions alike.
Another, perhaps not as currently pressing on our minds the
way the pandemic has been for well over a year now, but just
as practical a reason might come to mind. On occasion, a
financial institution leader or a financial service provider will
open a letter that turns out to be from a class action plaintiff

attorney claiming to represent a customer of the institution or
service provider. This attorney threatens to file a class-action
lawsuit claiming an alleged statutory violation or contractual
breach. Hopefully, you have never received such a letter and
experienced the heartburn it inevitably generates regardless
of how meritless you may feel the claims may be. After all, you
are bankers, and you know that every dollar spent on lawyers
defending a lawsuit is a dollar you cannot spend on moving
your business forward.

Suppose a letter does come to you, and there is a provision
in your agreement where you and your customer have agreed
to resolve your disputes through binding arbitration. Your
customer has agreed to waive any ability to bring a class-
action lawsuit. Then the focus of the conflict can be where
it should be: on the disputed issue raised by the customer,
instead of the profit the class action plaintiff lawyer is trying
to make off your customer. That difference in focus can be
important, but it is just one of several considerations you
should consider as you review your customer agreements
during your Fall Retrospective.

Kenneth W. Hartman is a Partner at Baird Holm, LLP in Omaha,
Nebraska. He counsels clients in various ways to resolve their
commercial, business and/or constitutional disputes. In doing so, he
represents clients in litigation in both federal and state courts. He also
represents clients in arbitration proceedings and mediation.
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Components of a Modern Vendor
Management Program

Cody Delzer, CISA, CDPSE, SVP IS Consultant/Regional Director, SBS CyberSecurity, LLC

LTHOUGH VENDOR MANAGEMENT ISN'T A SILVER BULLET

to preventing vendor data breaches, it’s a necessary

component to a healthy overall information security

program. We're going to continue utilizing vendor
relationships, so truly managing our vendors remains
extremely important. A good vendor management program
contains the following components: risk assessment, due
diligence, contract review, and the watch list.

Vendor Risk Assessment

Everything that’s good in information security starts
with a risk assessment. If you cannot measure it, you
cannot manage it. All of your risk assessments, including
your vendor risk assessment, should help you make better
decisions. Ultimately, you are seeking answers to two
questions: Who do I want to do business with? Do I want to
continue doing business with this vendor? You should seek to
quantify the answers to these questions.

Due Diligence and Contract Review

This is where we’ll get the majority of our data to ensure
the goodness of a vendor relationship. It’s also the most
time-consuming and potentially daunting task of vendor
management that frightens people and stops them from
making meaningful progress. Let’s be honest, due diligence
and contract review is tedious work, it takes a lot of time,
and it doesn’t always feel like it’s providing adequate

14 NeBANKERS.ORG

value. Nevertheless, it is necessary, and it need not be

that daunting. As discussed above, if you have a good risk
assessment, you'll know where to focus most of your energy.
If you've identified what you want to include in a review for
each specific vendor level, you're well on your way to having
an effective vendor management program.

The next step is to identify review criteria. Luckily your
primary federal regulator provides you with good starting
points. The FDIC, OCC, FRB, and NCUA all provide their
own general criteria for due diligence and contract review.
We would encourage you to go further by developing
your own question sets for things like SOC reports, cloud
providers, and foreign-based service providers, to name a
few. Remember, the more critical the vendor, the deeper dive
into the review you should do.

The Watch List

Occasionally a vendor review doesn’t live up to our
expectations or risk appetites. A vendor not meeting
expectations can be due to them providing outdated or
insufficient documentation based on our requirements. It
could be that upon review of those documents, troubling
items were found that resulted in less risk reduction than
we would have liked. If that’s the case, we are now presented
with the choice of whether or not to continue doing business
with the vendor. Assuming the decision is made to continue
the relationship, the vendor in question should be placed



Everything that's good in
information security starts
with a risk assessment. If
you cannot measure if,
you cannot manage it. All
of your risk assessments,
including your vendor risk
assessment, should help you

make better decisions.

on a “watch list.” Your vendor watch list should mimic your
loan watch list. It identifies problematic vendors that require
additional oversight. If a vendor is on the watch list, increase
their review frequency identified by the risk assessment until
such a time that you’ve decided to either:

e Accept the risk = Do nothing, but make sure you
document it as a known risk exception!

«  Resolve the risk = Work with the vendor to address
issues until they’re resolved.

»  Change the risk = Find a new vendor or bring the
service in-house.

o Transfer the risk = Insure against a loss.

Vendor Management + Incident Response

Your incident response plan should already identify
the most severe threats your institution faces. Vendor
compromise ought to be one of those.

You should perform tabletop testing of your incident
response plan. Develop scenarios based on your threat
assessment and walk through those scenarios with the
incident response team. When performing a tabletop test for
a vendor compromise scenario, reach out to the vendor prior
to the test and encourage their direct participation. If the
vendor chooses not to participate (note that in your vendor
management program), put together a list of questions or

requested information resulting from the tabletop test.

Don'’t forget to ensure your tabletop test is well documented:
Who attended? What was the scenario? What steps were
determined to be taken? What did we do well? What can we
improve? What additional questions do we need to answer?

Bottom Line, It’s Your Data

We’re more reliant on vendors than ever before. Vendors
are storing, processing, or transmitting data on behalf
of your organization. However, it’s your data, so it’s your
responsibility to protect your customer information, your
employees, and your institution, no matter where the data
resides. Your vendor is not going to notify your customers
about a breach for you or take the blame. Understand
your vendor’s security practices through your vendor
management program. Align those vendor relationships
with your cybersecurity goals and standards. Ensure you're
tying vendor management and vendor relationships into
your incident response considerations. Remember, it’s not IF
something is going to happen, it’'s WHEN. If we plan to fail
well and build that capability into our vendor management
process, we set ourselves up better to come out the other side
as healthy as possible. b

For more information, contact Reece Simpson at 605-270-3916 or
reece.simpson@sbscyber.com. SBS delivers unique, turnkey
cybersecurity solutions tailored to each client’s needs, including risk
management, consulting, auditing, network security, and education.
Learn more at www.sbscyber.com.
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The Black
and White
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HERE ARE SO MANY
ways to violate
TRID. Mastering
the content

requirements (knowing
what to put where) is
difficult for even the most
seasoned compliance
professional and is the
source of numerous
violations. Conquering

the timing requirements
(knowing when to give
what) seems to be a much
easier assignment, but it too
causes numerous violations.
When it comes to what
information to include in
disclosures and in which
section, there are many gray
areas, too much, in fact.
However, the regulations
are a lot more black and
white when it comes to
giving the disclosures.

Let’s face it, TRID is
difficult. First, even the
name is challenging: TRID
is an acronym made up
of other acronyms. TRID
is short for TILA-RESPA
Integrated Disclosures.
TILA is an acronym for the
Truth in Lending Act, and
RESPA is an acronym for
the Real Estate Settlement
Procedures Act. Second,
many things related to
TRID are conditional: the
definition of “application”
differs from most other
regulations. There are
multiple definitions of
“business day,” and the
regulations do not even
address every common
scenario, let alone every
conceivable scenario.
Third, the requirements
are spread out: be sure to
check the regulation, the

commentary, the published
guidance, any FAQs, and
the occasional final rule
preamble if you want to
understand a requirement
the best you can.

If you've read this far,
then you should know that
the TRID requirements
are largely about giving
an applicant two “named”
disclosures: the Loan
Estimate and the Closing
Disclosure. The Loan
Estimate is a reliable
estimate of costs provided
early in the process to loan
applicants to allow them
to shop around for the best
loan. The Closing Disclosure
is a detailed listing of costs
given just before closing to
let the applicant know the
confirmed cost of credit.

In order for an extension
of credit to be subject to
the TRID requirements, it
must be all of the following:
1) closed end, 2) made to a
consumer, 3) for a consumer
purpose, and 4) secured
by real property. Once
you've determined that your
extension of credit is subject
to the TRID requirements,
the clock may have already
started.

The Loan Estimate
(Contents: 1026.37;
Timing 1026.19(e))
The clock on the TRID
timing requirements
begins as soon as the bank
receives an “application,”
which is defined
specifically as submitting
the applicant’s name,
income, Social Security
number, collateral property

TRID Timing — continued on page 18
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Occasionally a fee will need to be increased due to
inaccurate information relied on by the bank when issuing
the Loan Estimate. This situation is referred to as a changed

circumstance, change in circumstance, or change of
circumstance.

TRID Timing — continued from page 17

address, estimated value of the collateral property, and the
loan amount requested. Once a bank has received all six
pieces of information, the clock has started, and the bank is
required to send the applicant a copy of the Loan Estimate
within three business days. For this purpose, a business day
is any day that the bank is open for carrying on substantially
all of its business functions. This means some banks will
count Saturdays for this window to send the Loan Estimate,
and others will not. The regulations do not require that the
initial Loan Estimate be received by any particular number
of business days, so any questions of the receipt of the Loan
Estimate are almost always relative to loan closing.

The bank is only required to honor the estimates given on
the Loan Estimate for 10 business days, after which the Loan
Estimate expires. If the applicant decides to proceed after
expiration, it is up to the bank to honor the existing estimates
or provide an applicant with a new Loan Estimate with new
estimated costs. Expiration is determined using the definition
of business day, including Saturdays for some banks but not
for others.

Occasionally a fee will need to be increased due to
inaccurate information relied on by the bank when issuing
the Loan Estimate. This situation is referred to as a changed
circumstance, change in circumstance, or change of
circumstance. Regardless of what it is called when this occurs,
for the bank to pass this increase off to the applicant, the bank
must send a revised Loan Estimate within three business days
of learning of the increase in the fee, using the definition of
business day.

For the purposes of loan closing, any revised Loan
Estimate must be received no later than four business days
prior to loan closing. This definition of business day includes
all calendar days other than Sundays and legal public
holidays. This is sometimes called the “specific definition of
business day.” However, since this is a receipt requirement
and not a sending requirement, it is important to point
out that a TRID disclosure is considered to be received

18  NEBANKERS.ORG

three business days after it is sent, using the definition that
includes all calendar days other than Sundays and legal public
holidays.

The Closing Disclosure (Contents: 1026.38;
Timing: 1026.19(f))

Before closing a loan, the bank must send the Closing
Disclosure to the applicant. The closing disclosure must be
received at least three business days prior to loan closing,
using the definition that includes all calendar days other than
Sundays and legal public holidays.

If there is a change to the loan such that the APR becomes
inaccurate, there is a prepayment penalty added, or there
is a change in loan product, the bank is required to provide
a revised Closing Disclosure to the applicant. This Closing
Disclosure must be received at least three business days prior
to closing, using the definition that includes all calendar days
other than Sundays and legal public holidays.

After closing a loan (but within the 30 calendar day period
following closing), an event in connection with closing causes
the Closing Disclosure to be inaccurate, and the inaccuracy
results in a change in the amount paid by the consumer, the
bank must send a copy of the revised Closing Disclosure no
later than 30 calendar days after discovery of the inaccuracy.

If the bank discovers a non-numeric clerical error within
the 60 calendar day period following the loan closing,
the bank is required to send a copy of the revised Closing
Disclosure no later than 60 calendar days after loan closing.

If the amount paid by the consumer exceeds the amount
indicated on the Closing Disclosure, the bank must provide a
refund, and a revised Closing Disclosure, to the consumer no
later than 60 calendar days after the loan closing. b

John S. Berteau serves as Associate General Counsel for Compliance
Alliance, where he is one of our hotline advisors and featured
contributors.



Strong Foundations
PROVIDE SECURE FUTURES

LENDING SERVICES
Bank Stock Loans — Acquisition, Capital Injection,
and Shareholder Buy Back/Treasury Stock Purchase
Officer/Director/Shareholder Loans ( Reg-O)
Participation Loans Purchased/Sold — Commercial,
Commercial Real Estate, Agricultural, & Special Purpose Loans

Leases

OPERATIONAL SERVICES
Midwest Image Exchange -MIE.net™
Electronic Check Clearing Products
Information Reporting -CONTROL
Electronic Funds - Wire Transfers/ACH

Risk/Fraud/Anomaly Detection Tools
Cash Management and Setfflement
Federal Funds and EBA
Certificates of Deposit
International Services/Foreign Exchange
Safekeeping

AUDIT SERVICES"
Directors’ Exams
Loan Review
Compliance Audits
IT Audits

1 Audit Services are provided by MIB Banc Services, LLC

2 Investment products and financial services offered thru
First Bankers” Banc Securities, Inc. Member FINRA & SIPC.

INVESTMENTS ARE NOT FDIC INSURED, NOT BANK

GUARANTEED & MAY LOSE VALUE

Contact Doug or Tim for more
information about our services

MEMBER FDIC

Doug Pfeifer
402-480-0333

INVESTMENT PRODUCTS?
Municipal Bonds
Mortgage-Backed Securities
Govt. & Agency Bonds
Corporate Bonds
Brokered CDs
Money Market Instruments
Structured Products
Equities
Mutual Funds
ETFs

FINANCIAL SERVICES?
Public Finance
Investment Portfolio Accounting
Portfolio Analytics
Interest Rate Risk Reporting
Asset/Liability Management Reporting
Municipal Credit Reviews
Balance Sheet Policy Development & Review

Tim Burns
402-480-0075



Bond Market Behavior:
Trusting the Fed on Inflation

Jeffrey F. Caughron, Managing Director, The Baker Group

HE NARRATIVE FOR THE U.S. ECONOMY HAS SHIFTED AS WE

move into the second half of this year. Not long ago,

financial markets were saturated with talk about

inflation and rising interest rates. However, after
an initial economic reopening and rebooting surge, the

bond market is now telegraphing expectations for weaker
growth, lessened inflation fears, and perhaps a more diligent
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Federal Reserve. The 10-yr U.S. Treasury yield, which had
jumped sharply from the August 2020 low-point of .50%

up to 1.75% through the end of the first quarter, reversed
and steadily traded lower into mid-year, ending the second
quarter below 1.50%. The slope of the yield curve, which had
previously steepened to the widest in six years, is now much
flatter, reflecting clarity from policymakers and diminishing
expectations for sharply higher yields.

Whereas fear of sustained inflation was a continuous
theme for much of the first two quarters, concerns about
growth constraints and adjustments to monetary policy are
now prevalent. The jump in inflation seen so far this year has
been tagged “transitory” by the Fed. And though they get a lot
of things wrong, they seem to have a reasonably good handle
on this as market measures of inflation expectations fell 25-
30 basis points during the second quarter. The dampening
of inflation fears is partly due to the continued reopening of
global trade flows and access to low-cost resources, along
with repaired supply chains and cost-saving efficiencies that
accelerated during the pandemic shutdown.

But a key reason for the shift in market sentiment is belief
in the Fed’s commitment to stamp out any inflation fire should
one occur. Though they recently adopted a more flexible
“average inflation targeting” policy stance, recent changes to
the FOMC’s “dot plot” indicate a willingness to move more
quickly on tapering asset purchases and a liftoff date for the
Fed funds target. In his press conference, Fed Chair Jerome
Powell emphasized that policymakers were fully prepared to
deal with sustained inflation or self-fulfilling expectations
of higher inflation. “We wouldn’t hesitate to use our tools to
address that risk. Price stability is half of our mandate.” That
should give comfort to those who worry that the recent eye-
popping inflation rates might not fade so readily.

Make no mistake. The economy has been hot as it recovers
and the recent jump in reported inflation numbers has been
noticeably and uncomfortably high. Consumer prices rose
in June by the most since 2008. But we expected that to be
the case for a few months partly due to the “baseline” effect
from the bounce off dreadfully low inflation rates early in
the pandemic. As the initial snapback from reopening fades,
growth and inflation should both moderate. As for output



and employment, we have likely seen peak performance for
the cycle as the initial massive injection of federal stimulus
dollars into the economy begins to disappear. Likely,
payrolls’ growth, trade volumes, and consumption patterns
will gradually revert to the mean as we move through the
second half of the year. The recovery is very much intact,
but we already see a pace of growth that is considerably less
rapid than in prior months. That may turn out to be the best
case if the economy experiences moderate growth and low
inflation, as opposed to breakneck growth, shortages, and
rising prices.

Financial markets see extended stimulus as an
unnecessary distortion and crave clarity from policymakers
about how and when they will pivot. It is often the case that
the Fed is “behind the market” and reactive rather than
anticipatory in their policymaking. Time will tell, but maybe
they got this one right. »

Jeffrey F. Caughron is a Managing Director with The
Baker Group, where he serves as President and Chief
Executive Officer. Caughron has worked in financial
markets and the securities industry since 1985, always
with an emphasis on banking, investments, and interest
rate risk management. For more information, contact
him at 800-937-2257, or jcaughron@GoBaker.com.

SELF-SERVICE
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When time is of the essence, experience counts.

Walentine O’Toole blends confidence, experience
and knowledge with the personal attention you
can expect from a regional law firm.

www.walentineotoole.com

WALENTINE (FIUHHE LLP
-

ymmrwy o Law

402.330.6300
11240 Davenport St. - Omaha, NE 68154-0125

JANKING

Now more than ever people want self-service options. With our core integrated ITMs we
can mabke this a reality both in the lobby and in the drive-up of your branch.
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800.228.2581

EMHM

MHM.INC
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Go crazy. Be seen.

Don't think BIG. TH I N K G IANT!

Get your marketing
message into the
right hands.

THEN@WSLINK
ya@ group

801.676.9722 | 855.747.4003
sales@thenewslinkgroup.com



You're preapproved
for trusted advice!

Your bank works hard to make
customer dreams become reality.
Don’t let complex regulations delay
your next big transaction. Our
talented, supportive pros can help
you stay compliant, manage risk and
grow strategically, so you can focus
on building equity in your community.

Everyone needs a trusted advisor.
Who's yours?

CPAs & Advisors

bkd.com/fs ¢ @BKDFS

IN BUSINESS TO
FURTHER YOUR BUSINESS

YOUR
ADVOCATES:
Nebraska’s

correspondent
team

TARA KOESTER KELLY MALONE TRACI OLIVER MARLENE WADE

411 South 13t Sreet | Lincoln, Nebraska | 402-476-0400 BBWEST.COM

WE CHAMPION COMMUNITY BANKING
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EDUCATION CALENDAR

Please visit nebankers.org/education.himl or call the NBA Education Center at 402-474-1555 for the most cumrent event schedule.

OCTOBER 2021

Advanced Schools of Banking, Year 1
October 4-8
Grand Island, NE

NBA Convention “Lite”
October 6-7
Lincoln, NE

Commercial Lending School
October 25-29
Manhattan, KS

Women in Banking Conference
October 27-28
La Vista, NE

Summit on Regulatory Issues
October 29
Virtual Offering

NOVEMBER 2021

Security Management Workshop
(dof2)

November 1

Virtual Offering

Demystifying Cryptocurrency
Workshop

November 3

Lincoln, NE

Bank Investment, Funding and
Economic Outlook Conference
November 4-5

Lincoln, NE

Security Management Workshop
(20f2)

November 8

Virtual Offering

For more information about these live and online education events and training tools, contact the

NBA Education Center at (402) 474-1555 or nbaeducation@nebankers.org.

Employment Law Compliance for
Banks Workshop

November 10

Virtual Offering

Loan Documentation Workshop
November 17
Virtual Offering

DECEMBER 2021

Agriculture & Beyond Workshop
December 7
Virtual Offering

Service is a critical aspect to your customer experience and it can't only happen when
the machine is in need of repair. Preventative maintenance, remote capabilities, reqular

patching, and proper upgrades keep your customer touchpoints running smoothly.

Contact DBE to request a quote today!

800-373-3000 | finsales@dbeinc.com

~ [DBE]

Dipta Baniwsms [ guspreant, inc

24 NEBANKERS.ORG




THE NATION'S
— FHRST —

BANKERS BANK

First For Your Success

United Bankers' Bank is proud to be the nation'’s first
bankers' bank, serving over 1,000 community banks
from the West Coast to the Creat Lakes. We can't wait to
share our passion for community banking with you!

To Request Pricing or Additional Information
Visit ubbRequest.com

Contact your Nebraska Calling Officer:

Tony Venditte
VP, Correspondent Banking Officer
tony.venditte@ubb.com

@ First for Your Success™
‘ B/ ubb.com « Member FDIC

ONE LAST THING ...

Did you know that you can enjoy your
ssociation news anytime, anywhere?

The new online article build-outs allow you to:
e Stay up to date with the latest
association news
e Share your favorite articles to
social channels

Emaihj‘les to friends or colleagues

is still a flipping book for those of you
efer swiping and a downloadable PDF.

it out!

‘n?
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Mike Pate
402.301.3707

Based in Omaha,
Neb., serving

Ready to Talk Farming and Financing? e
With over three decades of lending experience — and being directly involved
in farming himself — Lynn understands the complex challenges, cycles and
opportunities your farmers and agribusinesses face each season.

Based in F_argo, N.D., an.d servi e regio _.-f'

Bell is committed to ag lending — and that means a commitment to you and
the farmers or agribusinesses you work with.

Ag participations with Bell help you give your ag customers greater stability
from season to season or increase cash flow to their operations.
We do not reparticipate any loans.

Bell @ Bank

bell.bank

=

Member FDIC LENDER &

WE’RE YOUR PARTNER IN BANKING.

||l CROKER HUCK

LAW FIRM

2120 South 72nd Street, Suite 1200, Omaha
402.391.6777

www.crokerlaw.com
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S g EIPERTS AT SUPPORTING FINANCIAL INSTITUI%
,:E,u % Incorporate A Successful
Investment Program

" ﬁestment Prog ram
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JBu:id hlgh and rgfarralaio ! Call JFC Advisor

. b banki X oo sy -:- :';.'- Network at
JPrasant austﬂmeﬁ‘wfth 800-262-9538

rabuat waaith management
to Learn More
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Lincoln, Phone: 402-483-25

Securities and advisory services are offered through LPL Financial (LPL), a registered investment advisor and broker-
dealer (member FINRA/SIPC). Insurance products are offered through LPL or its licensed affiliates. The bank and JFC
advisor network are not registered as a broker-dealer or investment advisor. Registered representatives of LPL offer
products and services using JFC Advisor Network and may also be employees of the Bank. These products and services
are being offered through LPL or its affiliates, which are separate entities from. and not affiliates of. The Bank.and 3FC
Advisor Network. Securities and insurance offered through LPL or its affiliates are;

Mot Insured by FDIC or Any Other Government Agency | Not Bank Guaranteed
Mot Bank Deposits or Obligations | May Lose Value
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More than 1,300 banks have earned nearly
$800MM in combined interest income -
with $1.1B sold to banks in 2021.

BHG PROFESSIONAL CHARACTERISTICS

FICO’ INCOME’ AVG. LOAN SIZE YRS IN INDUSTRY"

737 275,000 103,000 19

WHAT YOUR BANK CAN EXPECT:

2.65-5.90% $0 Historical Loss ~$10MM in 35K+ borrowers
return for on the BHG Core loans available for come to BHG for
your bank Loan Program purchase daily financing monthly

Explore recently sold loans in seconds at BHGLoanHub.com/NEBA

@G BANK GROUP




