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Profits at community banks are
growing, but ICBA’s industry report
card survey shows regulatory and
earnings challenges loom
By Nancy Crotti
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egional Missouri Bank is proof
positive: It’s possible to make
some serious money in the
current banking environment.
Within the past two years, the
$153 million-asset community
bank, located in the agricultural north-central part of the
Show Me State, scooped up a
package of nonperforming loans from a failed bank in the
area and bought a failed community bank from the FDIC.
The bank then worked with borrowers of the troubled
loans to collect more than it paid for the package, says Don
Reynolds, chairman and CEO.
Regional Missouri Bank and its customers have remained
fiscally conservative since the agricultural downturn of the
1980s and didn’t take chances on risky mortgages when
borrowers and banks in other areas of the country did. “It’s
been three or four years since we have had to foreclose on a
loan that we made,” Reynolds says.
Regional Missouri Bank expected its earnings to reach $4
million in 2012, up from $2.2 million in 2011. Headquartered
in Marceline, it has 40 employees and operates six branches.
It competes with a few big
banks, but that doesn’t
worry Reynolds, who joined
the community bank 22
years ago.
“This was a very small bank
that didn’t amount to much
and what now is US Bank was
the big, dominant bank in our
area,” Reynolds says. “We now
are lots bigger than they are.”
That’s not to say that it
doesn’t face challenges.
Don Reynolds
Among them: lower interest
margins, the significant cost of regulatory compliance and
population loss that’s partly attributed to the fact that
young people leave for college and never return to the city
or the bank.

The Industry Challenges

Like Regional Missouri Bank, most community banks saw
increased profits in 2012. But they still face challenges
including low loan demand and net interest margins, earnings that are still below historic levels and unprecedented
regulatory challenges that cost huge amounts of time and
money, according to an ICBA survey of approximately 500
community bankers conducted in October.
Nearly two-thirds of survey respondents report that
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their institution’s earnings
increased in 2012—a sign
that things have definitely
improved since the depths of
the recession.
Still, almost 30 percent
of the community bankers
surveyed say that increasing
loan margins or overall earnings will be their biggest challenge in 2013—and boosting
loan demand will be the
major obstacle for 18 percent.
Gregory Deckard
Meanwhile, many community
banks blamed regulatory compliance spending for dragging
earnings down and diverting staff from other work, and 37
percent say that preparing for or complying with regulations
will be their biggest challenge this year.
Yet more than 90 percent of community bankers are not
looking for opportunities to sell their franchise operations.
Those interviewed share the belief that community banks
will survive and possibly thrive by doing what they have
always done—serving customers through strong personal
relationships.
Count Gregory Deckard among the believers. The
president, CEO and chairman of State Bank Northwest in
Spokane, Wash., says that about 20 percent of state-chartered banks within Washington failed during the financial
crisis because of nonperforming commercial real estate
loans, excessive loan concentrations in certain areas and
high loan-to-deposit ratios. Most community banks there
are now stabilizing, neither bleeding money nor making
very much.
Deckard, whose community bank has about $105 million in
assets, blames low interest rates for hurting the net interest

SURVEY SAYS ...
In 2012, community banks’ profits:
Increased by 10 percent or more

39.7%

Increased by 5 percent to 10 percent

14.9%

Increased by less than 5 percent
Remained flat
Decreased by less than 5 percent
Decreased by 5 percent to 10 percent
Decreased by 10 percent or more

8.9%
17.5%
4.2%
5.2%
9.5%

Source: ICBA Industry Report Card survey, fall 2012.
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margins of community banks nationwide. “The pressure from
the large money-center banks in offering below-market, longterm fixed rates is presenting huge challenges for us,” he says.
“We don’t have access to the same funding sources they do.”
Noninterest income has also taken a hit at many community banks, says Deckard. After regulators came down on
bank overdraft fees and began allowing customers to opt
out of them, a number of community banks lost a chunk of
revenues, and profits.

Deckard says State Bank Northwest doesn’t have a
formal overdraft protection program and instead calls
customers when they overdraft, so it wasn’t affected.
Community bankers, including Deckard, overwhelmingly
report that those types of close relationships remain their
recipe for growth and will keep them afloat in the decades
to come.
“I’ve spent my entire 30 years in banking trying to
explain the difference between my community bank and

Noncredit Products and
Services Gain Significance

T

he still-recovering economy has forced
community banks to rely more on noncredit
products and services—and to expand their
offerings in those areas.
Half of the community banks recently surveyed by ICBA
say mobile banking is the number one technology-related
service that they plan to introduce this year.
Eastern Virginia Bankshares in Tappahannock, Va.,
already allows customers to pay bills on mobile devices—
but it plans to add remote capture and online account
opening to its offerings in 2013, says Joe Shearin,
president and CEO. For Shearin, mobile and online banking
represent important alternatives to the brick-and-mortar
branch system because they can help attract a younger
generation of customers.
Allegheny Valley Bank near Pittsburgh, meanwhile, will
roll out mobile banking in the second quarter of 2013.
Customers will be able to check account balances, receive
text messages for overdrafts and transfer money among
accounts. Remote capture will come shortly thereafter.
“It will continue to allow us to shift personnel into other
areas that we’ll need to support additional areas of growth,”
says President and CEO Andrew Hasley.
Mobile banking is changing the relationships customers
have with community banks—but also presenting an
opportunity for banks to engage with customers in ways
that might be preferable to them, says Chris Lorence,
ICBA’s chief marketing officer.
“‘Relationship’ should also mean, ‘I have never set eyes
on this person ever before but they’re just as important
to me. I’m serving them the way they want to be served,
and that may not include a face-to-face relationship,’” he
says. “The real warning here is if we’re not, as a culture
in community banking, embracing that people are doing
things differently, we will quickly find ourselves losing
customers.”
Meanwhile, more than half the community bankers
surveyed say they can compete in the debit card market

SURVEY SAYS ...
Community bankers are considering the following options
to boost fee income:
Becoming more efficient/cutting
overhead costs

62.6%

Reviewing/increasing service charges

55.5%

Increasing small business clients
or services
Boosting trust or wealth management
services/offerings

44.7%

Buying an insurance agency
Other

16%
6.7%
12.2%

Source: ICBA Industry Report Card survey, fall 2012.

without a rewards program. But 23 percent fear that the
Durbin Amendment, which regulates fees that merchants
pay to banks for debit card transactions, would hinder their
ability to create debit card loyalty programs because those
programs would be too expensive.
Slightly more than three-quarters say they expect
debit cards to be a modest growth area, and an additional
7 percent expect it to be a significant growth area. “We
encourage our depositors to use debit cards more,” says
Don Reynolds of Regional Missouri Bank, who anticipates
modest debit-card transaction growth at his bank.
Nearly 60 percent of the community bankers ICBA
surveyed say they would expand their merchant/
commercial accounts business in the next three years.
Merchants love having check-scanners because it saves
them a trip to the bank, Hasley says.
Meanwhile, 16 percent are considering boosting trust
or wealth management services to boost fee income.
Allegheny Valley Bank hired a private banker to cater to
wealthier clients, accounting firms and law firms in the
hopes that all three will refer clients and become core
clients of the bank.
“Why can’t we do that for people who have $200,000
in assets?” Hasley asks. “If we take care of them and
surround them with the right folks, they’ll have ultimately
dedicated to us in the long run.”
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a big, Wall Street money center bank. I don’t have to do
that anymore,” he says. “We’re picking up accounts from
the big banks because of the lack of service, because of
[customers’] personal political viewpoints of what these
big banks did.”

SURVEY SAYS ...
For banks that are looking to become more efficient within the
next three years, these are the areas they are considering:

Seeking Efficiency

While profits are up at many community banks, they have
not reached pre-recession levels.
“I’m not sure, as an industry, we’re going to get back to
the profitability levels and return on equity that we saw in
the ’90s and the early 2000s,” Deckard says. “Shareholders
are going to have to adjust expectations a little bit given the
regulatory and economic climate.”
The still-weak economy and strong competition to attract
quality loans has led many community bankers to look at
new ways to increase earnings. More than 60 percent said
they’re considering efficiency-boosting moves, including
staff cuts.
Anita Gentle Newcomb, president of Columbia,
Md.-based community bank consulting firm A.G.
Newcomb & Co., suggests that community banks boost
efficiency by streamlining account-opening processes at
the branch level through technology and staff training.
She also advises them to make sure employees recognize
opportunities for cross selling. Back office operations
such as deposit procedures, loan processing and mortgage
servicing are also good candidates for enhanced technology, the elimination of process redundancy and the
automation of certain repetitive tasks.
Allegheny Valley Bank near
Pittsburgh, which has $415
million in assets, plans to
increase efficiency in 2013 by
offering customers enhanced
mobile banking capabilities,
including online loan applications and account openings,
along with text messaging,
balance-checking and check
capture, says President and
CEO Andrew Hasley. This
will allow employees who
Andrew Hasley
would have interacted with

boosting

profits
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Cutting/consolidating staff

51.1%

Outsourcing technology

40.8%

Merging with/acquiring or being
acquired by another bank

31.2%

Closing branches

20.9%

Outsourcing product development

14.2%

Other

&

8.9%

Source: ICBA Industry Report Card survey, fall 2012.

SURVEY SAYS ...
Within the past year, community banks’ overall loan volume has:
Increased by 20 percent or more

7.1%

Increased by 10 to 20 percent

17.6%

Increased by less than 10 percent

21.8%

Remained flat

20.8%

Decreased by less than 10 percent

17.6%

Decreased by 10 to 20 percent

10.3%

Decreased by 20 percent or more

4.8%

Source: ICBA Industry Report Card survey, fall 2012.

customers to move into other areas that need support,
such as the credit and loan departments and retail sales
and support.
Allegheny Valley Bank hasn’t needed to consider
laying off any of its 95 staff members, partly thanks to its
efficiency boosting moves, which also include renegotiating some major contracts with outside vendors, such as
its main technology provider, suppliers and marketing
company. It also renegotiated leases on branches. In the
past year alone, the bank saved $150,000 this way.
Meanwhile, publicly traded Eastern Virginia Bankshares
in Tappahannock, Va., was able to avert layoffs and save

early 40 percent of community bankers say their institution’s profits increased
by 10 percent or more within the previous year. Vintage Bank in Waxahachie,
Texas, became stricter on collecting fees on such services as issuing cashier’s checks,
cashing checks for non-customers, coin counting and research. “We just explain to
our customers we’re a for-profit business just like they are,” says the bank’s president,
Pam Underwood. “They have margins they have to make to stay in business; we have
margins we have to make to stay in business, too.” The bank encountered a little
resistance, but hasn’t lost any customers over it, Underwood says.
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several hundred thousand
dollars by closing two poorly
located branches last year,
says President and CEO Joe
Shearin.
Good hiring also boosts
efficiency because community banks can’t afford to
have an army of people to
problem-solve, says Robert
Fisher, president and CEO of
Tioga State Bank in Spencer,
N.Y., which has about $390
Joe Shearin
million in assets.
Fisher says many community banks—including his—are
looking to boost revenue by finding new ways to charge
customers for the services they provide. Tioga State
Bank recently went through all of its deposit accounts
and increased some fees. While it continues to offer free
checking to both individuals and commercial clients,
it decreased the number of free items that commercial
clients receive each month, which increased the service
fees they pay.
Community banks are also trying to enhance nontraditional sources of revenue, like investment services; options
such as stocks, bonds, and mutual funds; and insurance
products, Fisher says.

Lending Opportunities

Four-fifths of community bankers report that organic
loan origination is the primary way they expect to grow
their bank within the next three years, and 32 percent
project that commercial or real estate lending will be the
most lucrative type of lending over the next three years,
with agricultural or mortgage lending at the top of the list
for many others.
Hasley plans to more than double Allegheny Valley
Bank’s mortgage staff to five or six people to help homeowners refinance existing mortgages—a business line that
he believes promises to boost fee income. As the housing
market near Pittsburgh and nationwide continues to
rebound and both home
values and home sales climb,
he expects to originate more
mortgages and home equity
loans and says that represents a major opportunity for
his community bank.
Fisher—who chairs ICBA’s
Lending Committee—says
Tioga State Bank’s loan
growth has improved in
each of the past 10 years.
Most of that has come in the
Robert Fisher
commercial/small business

portfolio, which has grown from $95 million in 2009 to
$123 million in 2011. By the end of October 2012, that portfolio had reached $131 million.
“We went into a new market [in nearby Binghamton,
N.Y.] about 10 years ago and have added some lenders and
really are getting known as small-business experts,” says
Fisher, who aims to boost Tioga State Bank’s loan volume
to within 75 to 80 percent of total assets. “We also focused
on developing relationships with key accountants and
lawyers, which has helped us gain some inroads into the
new market.”
Aside from the bank’s commercial loan growth, it has
also seen a slight increase in mortgage lending, both of
which have helped spur overall loan growth by 8 percent
in each of the past two years. As ICBA’s survey confirmed,
many community banks have followed that same trend of
modest loan growth. Roughly 43 percent reported overall
loan volume has remained flat or increased by less than 10
percent within the past year—and equal portions (nearly
18 percent) say loan volume increased between 10 and 20
percent or decreased by less than 10 percent.

SURVEY SAYS ...
Community bankers anticipate that the following type of lending will
be the most lucrative for their institution within the next three years:
Commercial and real estate lending

32.4%

Agricultural lending

22.3%

Mortgage lending

21.7%

Small business lending

14.3%

Commercial and industrial lending

8.4%

Consumer lending

5.5%

Source: ICBA Industry Report Card survey, fall 2012.

SURVEY SAYS ...
Community bankers anticipate that their biggest overall
challenge in 2013 will be:
Preparing for or complying
with regulations
Increasing margins or earnings
Increasing loan demand
Meeting capital requirements
Attracting or retaining quality staff
Attracting or maintaining deposits
Reducing expenses
Planning for succession
Other

37.3%
29.7%
18.1%
6.6%
2.8%
1.2%
1.2%
1%
2%

Source: ICBA Industry Report Card survey, fall 2012.
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Despite the success stories, Hasley says businesses and
individuals must get over their recession-driven inclination
to hoard cash before the lending market gets back to prerecession levels. He says that businesses in the Pittsburgh
area have an abundance of cash and don’t need to borrow.
He declined to project the desired size of his loan
portfolio but says he wants to increase his bank’s loan-todeposit ratio, which historically has been between 70 and
80 percent, to between 80 and 90 percent.
To that end, Newcomb says community banks can land
more residential real estate loans because of low interest
rates and the bad reputation that large mortgage companies gained during and because of the financial crisis.

Regulatory Obstacles

Reflecting several other ICBA surveys, many community bankers indicate that the increasing number and
complexity of regulations threaten earnings growth.
Forty-one percent say they plan to increase outside
compliance advice while 11 percent plan to add more
compliance staff and 21 percent plan to do both.
Reynolds has already done both. Regional Missouri
Bank relies on outside expertise to help set up and monitor
compliance programs. He and his employees have discovered that they still have a lot to learn about compliance,
particularly after purchasing a bank that the FDIC
considers to be within the Columbia, Mo., metropolitan
area. Proximity to a large city means the bank must
comply with the federal Home Mortgage Disclosure Act.
Peter Cherpack—director of credit risk technology at
Ardmore Banking Advisors, a firm that works with community banks in credit management and risk control— says
community banks’ need for outside compliance advice will
be ongoing. Smaller institutions have the most difficulty
keeping up with changing regulations, and many cannot
afford to staff a full-time position, he adds.
All the new regulations generate staff training issues
for community banks, says Deckard, who chairs ICBA’s
Regulatory Review Committee. He had to redo his
community bank’s mortgage loan officer compensation
plan three times before regulators relented in August and
relaxed the rules.
At $162 million-asset Casey County Bank in Liberty, Ky.,
compliance spending has doubled from about $14,000 in

increasing

fee income
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SURVEY SAYS ...
Community banks spend approximately what percentage of their
annual revenues on complying with regulations?
Less than 5 percent
5 to 10 percent

11.1%
36%

10 to 20 percent

36.4%

20 to 30 percent

12.6%

More than 30 percent

3.9%

Source: ICBA Industry Report Card survey, fall 2012.

SURVEY SAYS ...
When asked if community bankers plan to spend more on compliance
in 2013 as compared with 2012:

41.2%

say
they will increase
outside advice

21.3%

say
they will increase
outside advice and add
more compliance staff

10.7%

say
they will add more
compliance staff

26%

plan to
keep staffing and
consultative spending
the same

Source: ICBA Industry Report Card survey, fall 2012.

2011 to nearly $28,000 in 2012, reports President and CEO
Mark Wolford. The bank has spent most of that on external
audits and training. All of that money comes out of earnings.
Fortunately, good customer service has nevertheless
helped Casey County Bank to keep profits above $2 million
during the past two years despite its increased compliance
spending. One reason for the bank’s solid performance is
fast, reliable service, Wolford says—for example, when the
bank’s loan officers visit with prospective borrowers and
give them a decision on their loan applications on the spot.

llegheny Valley Bank’s 2012 fee income was $2 million as of Sept.
30, 2012, on track to surpass 2011’s results. The Pittsburgh-area
community bank found a niche in financing lease transactions for
medical equipment and some other types of assets, garnered fees
by selling mortgages, started a title company and began charging
customers (with the exception of the elderly) for printed statements.
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More than half of community bankers cite Bank Secrecy
Act reporting as taking up too much of their productive
time in serving their customers and communities. At State
Bank Northwest, for example, a portion of staff time is
spent figuring out which of its customers are delinquent
on child support payments and helping ensure they get
paid, Deckard says.
“We get the burden with having to comply with all those
things at our expense and it’s basically for the government
to be able to identify and prosecute the bad guys,” he says.
“It’s a one-size-fits-all regulatory approach.”

The Biggest Challenge

Almost half of the community bankers ICBA surveyed say
that increasing margins, earnings or loan demand will be
their biggest challenge in 2013. Healthy loan demand and
loan margins drive most respondents’ profitability.
But low loan demand and net interest margins might
resolve when the economy more fully recovers from the
recession. Newcomb predicts that businesses will want
capital for expansion and investment in technology, software and equipment—and Hasley agrees.
“People will get to the point when they need more credit,
and when they’re there, we’re confident we’ll get our share
of that,” he says.
Pam Underwood, president of the $150 million-asset
Vintage Bank in Waxahachie, Texas, anticipates that loan
demand and net interest margins will improve with an
economic rebound, although stiff competition from other
banks may hold interest margins down.

SURVEY SAYS ...
Whereas most community banks didn’t conduct stress tests three
to five years ago, the majority do conduct them now. About a third
conduct such safety-and-soundness tests annually, while 27.4 percent
conduct them quarterly and 4.3 percent conduct them semiannually.
2007
2009
2011
2012

Conducted stress test

27.8%

Didn’t conduct stress test

72.2%

Conducted stress test

41.8%

Didn’t conduct stress test

58.2%

Conducted stress test

60.5%

Didn’t conduct stress test

39.5%

Conducted stress test

65.5%

Didn’t conduct stress test

34.5%

Source: ICBA Industry Report Card survey, fall 2012.

Stress Tests Play Important Role

M

ost community banks that responded to
ICBA’s Industry Report Card survey last
fall said they had conducted at least one
stress test in each of the past two years—
representing a substantial departure from years past: Most
didn’t conduct stress tests in 2007 or 2009.
State Bank Northwest in Spokane, Wash., learned the
importance of stress tests early on, says Gregory Deckard,
the bank’s president, CEO and chairman. When Deckard
arrived at State Bank Northwest in 1999, at a time when the
farm economy was less healthy, 70 percent of the bank’s
portfolio was concentrated in agriculture loans.
State Bank Northwest began stress testing when
Deckard joined it that same year. Although it was clear prior
to the first test that diversification was key to the bank’s
survival, the testing allowed it to monitor its diversification
strategy—both the types of loans being originated and its
expansion into a larger geographic area.
“When people ask me what banking is about, it’s not only
about underwriting loans and how to take a deposit,” he
says. “It’s about managing risk.”
State Bank Northwest now conducts stress tests four
times a year; it tests its loan portfolio and several different
capital models. Recent tests showed the $105 millionasset community bank was well under the state average for
commercial real estate loans and development loans, which
had torpedoed many other banks.
The bank uses the stress tests to avoid creating an undue
concentration in any specific area, he says.
Deckard chairs ICBA’s Regulatory Review Committee,
which rejects the notion that one type of test suits all banks.
Some community banks report that their regulators
expect them to conduct stress tests as a best practice to
target their vulnerabilities.
Peter Cherpack, director of credit risk technology at
Ardmore Banking Advisors in Ardmore, Pa., recommends
that community banks with less than $10 billion in assets
stress test their portfolio by largest concentration
segments either semi-annually or quarterly in order to
simplify the process and says they should perform at least
one capital stress test per year.
Regulators want the results to be interpreted within a
bank’s risk threshold, and they typically suggest changing
underwriting standards and administrative requirements if
weakness is detected, says Cherpack.
The FDIC and the Office of the Comptroller of the
Currency, meanwhile, recommend breaking down a bank’s
portfolio into product types and predicting what types of
losses the bank might incur in both moderate and severe
scenarios over a two-year cycle—and then planning for both
scenarios.
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Community bankers repeatedly say that the key to
growing earnings is to engage personally with customers,
old and new.
For Hasley, it’s “target shooting.” Joe Shearin calls it
“boots on the street”—deploying sales people into the
community.
“We’ve been so internally focused these last few years.
… We’ve kind of taken our eye off the ball in going out
and getting into the community, in calling on customers
and looking for new prospects the old-fashioned way,”
Shearin adds.
Hasley focuses on winning customers from competitors
who aren’t meeting their needs. His employees network
with accounting and law firms and real estate companies.
He says the megabanks leave lending decisions up to a
computer rather than an individual. “They can’t spend
the time with their smaller customers that we do.”
“I think every bank has to come up with what their
niche is,” Hasley says. “They have to develop that niche
and do it better.”
Finding that niche may mean acquiring another lender
that has a similar focus like Regional Missouri Bank did,
expanding geographically as Tioga State Bank has done or
broadening current relationships through cross selling,
Newcomb says.
Allegheny Valley Bank employs cross selling as a
marketing strategy with commercial lending customers.
Bank employees actively work with commercial customers
to encourage them to take out a loan or open a deposit
account. They also vie for each business owner’s mortgage,
wealth management business
and debit and credit cards.
Then they offer each business’ employees favorable
rates on home equity loans,
CDs and mortgages. It’s not
instant gratification, but it
does plant seeds.
“As soon as they need
something, you want them to
think of you,” Hasley says.
For smaller community
banks,
marketing can simply
Terry Jorde
mean community involve-

social media

marketing

30
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SURVEY SAYS ...
Community bankers expect to grow their institutions in the following
ways within the next three years (the first bar next to each option
represents the percent for whom it’s the most likely option):
Organic loan origination
(Second-most likely option)

Buying loan pools
(Second-most likely option)

Traditional merger
(Second-most likely option)

Branch de novo
(Second-most likely option)

FDIC-assisted transactions
(Second-most likely option)

Investment management/trust
(Second-most likely option)

79.8%
12.1%
2%
35.9%
7.4%
13.4%
4.5%
19%
1%
4.6%
4.7%
17%

Source: ICBA Industry Report Card survey, fall 2012.

ment. Within the past year, each of Vintage Bank’s
35 employees has participated with a local charity or
nonprofit organization in Waxahachie. Regional Missouri
Bank hosts tailgate parties at high school sporting events,
serving refreshments and giving away T-shirts emblazoned with the names of the school and the bank.
Fisher and others predict that the traditional role of
community banks will help them prevail.
Reflecting on ICBA’s survey and her 30 years as a
community banker, Terry Jorde, ICBA’s senior executive
vice president and chief of staff, also sees a bright future
for community banks. Sooner or later, the economic
recovery will take hold, as it has after other major downturns. That’s when community banks will shine even
brighter than before, she says.
“Community bankers are survivors,” Jorde adds. “They
have been fighting it at every level, and the financial model
makes sense because community banks have always been
the ones to stimulate the local economies. They are the
job creators; they lend to small businesses; small business
creates jobs, which creates more businesses.” IB
Nancy Crotti is a financial writer in St. Paul, Minn.

arketing budgets for more than half of community banks recently surveyed by ICBA will
remain flat in 2013, and most banks plan to keep relying on in-house marketing efforts
rather than hiring it out. Nearly 56 percent said they dedicate less than 2 percent to social media
and exploring new marketing opportunities, but social media represents an important opportunity.
Community banks should pay closer attention to social-media enthusiasts, who tend to “like” what
their friends “like” on Facebook, Twitter and other social media outlets, says Chris Lorence, ICBA’s
chief marketing officer. “Social media is a really big and important part of marketing these days.”
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