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Smaller Reporting Companies and Private Institutions

- Use of third parties

- Model selection

2022 Q1

- Model methodology and use of peer data

- Reasonable and supportable forecasts

- Qualitative Factors

2022 Q2

- Parallel model runs

- Model validation

- Internal controls and policies/procedures

2022 Q3

- Disclosures

- Ongoing monitoring 

2022 Q4 
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Implementation Timeline
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Parallel Run Phases

11

• Full dress rehearsal

• Data availability and reliability

• Reasonable and supportable forecasts

• Qualitative factors

• Model assumptions

Technical and Mechanical Viability



Parallel Run Phases
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• Internal controls

• Policies and procedures

• Internal and external audit feedback

• Conclusion memorandum

Operational Effectiveness



Parallel Run Phases
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• Internal reporting

• Board and executive managements

• External reporting

• 12/31/2022 financial statements

• 3/31/2022 quarterly reporting

Reporting
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Banking and Fintech Update
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POLLING QUESTION

Over the past three years, what percentage of banks and credit unions 
entered into at least one fintech partnership?

A. 10%

B. 25%

C. 65%

D. 80%



Industry Updates

• Over the past three years, 65% of banks and credit unions entered into at 
least one fintech partnership

• 35% entered into partnerships with startup fintechs

• 2019 average investment - $2.3 million

• 2021 average investment - $10 million

• In 2021, total global fintech funding eclipsed $210 billion

• 5,684 deals in 2021

• 2021 average fintech partnerships per community bank – 2.5



Categories of Fintech Partnerships

• Operational technology partnerships

• Third-party technology use by community banks to improve effectiveness and efficiency

• Customer-oriented partnerships

• Deployment of technology by community banks to enhance customer-facing aspects of 
business

• Front-end partnerships

• The community bank’s infrastructure is combined with technology designed by a fintech 
and the fintech provides products and services directly to the end user



Categories of Fintech Partnerships

• Operations technology partnerships

• Deployment of technology to automate of aspects of the loan origination process

• Use of technology to enhance fraud detection and the customer authentication process

• Customer-oriented partnerships

• Online account opening tools

• Goal based savings applications

• Front-end partnerships

• Acceptance of deposits

• Access to payment rails

• Ability to extend credit

• Issuance of debit and credit cards



Fintech Due Diligence

• In response to the growing number of relationships between banks and fintech, the 
OCC released a guide in August 2021 to assist banks in conducting due diligence 
on fintech companies 

• The guide focuses on six due diligence topics:

• Business experience and qualifications

• Financial condition

• Legal and regulatory compliance

• Risk management and controls

• Information security

• Operational resilience



Accounting for Investments in Fintech

• Ponce Financial Group

• In the first quarter of 2022, the $1.65 billion-asset Ponce took a $6.3 million charge related 
to microloans originated by Grain Technology

• Over a three year period, Ponce kicked back 24,719 fraudulent loans, of which Grain is 
responsible for repaying principal and interest

• Balance of kicked back loans totaled $11.8 million

• Solo Funds

• In May, Connecticut state regulators issued Solo Funds a temporary cease-and-desist order

• Solo Funds asked customers to pay a voluntary “tip” for small loans but only approved loans on which 
“tips” were paid.

• Tips paid to Solo Funds were the equivalent to APRs ranging from 43% to 4280%

• Cited for failure to disclose tips and for lack of lending and collections licenses



Accounting for Investments in Fintech

• Accounting for Investments

• Falls into 3 different categories, based on the level of control the investor has over 
the fintech company

• Equity Security

• Significant Influence

• Investments with the Ability to Control

• Management should consider the accounting and reporting considerations 
inherent with each



Accounting for Investments in Fintech

• Equity Security

• Lowest level of involvement on the part of the bank

• Generally less than 20% of the voting common stock

• Bank does not have significant influence or the ability to control

• Accounted for as an equity security

• Readily available share price – should be accounted for at fair value, with changes in 
fair value reflected on the income statement

• Share price not readily available – record at cost, and adjust for any observable 
changes in fair value for identical or similar securities



Accounting for Investments in Fintech

• Significant Influence

• Generally 20% - 50% ownership

• Percentage in a partnership or limited liability company may be as low as 3% - 5%

• This is not a bright line as there are other factors to consider

• Accounted for under the equity method of accounting

• Bank’s share of net income would be reported on the income statement

• Investment in fintech would increase by the same amount on the balance sheet



Accounting for Investments in Fintech

• Investments with the Ability to Control

• Typically means obtaining voting interests greater than 50%

• When this occurs, the investment will be accounted for as a business 
combination, and the fintech entity will be included as a consolidated subsidiary in 
the bank’s financial statements

• One item to consider at this level is that the fintech could also be subject to the 
bank’s internal controls over financial reporting requirement and increased 
regulatory oversight



Accounting for Investments in Fintech

• Control Considerations

• The Bank should have internal controls in place to obtain regular updates of the financial 

performance of the fintech

• The Bank should also have internal controls in place that ensure information is obtained 

whenever the ownership structure of the fintech changes 
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POLLING QUESTION

What is your biggest concern in this rising rate environment?

A. Higher cost of funds

B. Capital impact from losses on AFS securities

C. Deposit runoff

D. No concerns, we are well positioned to capitalize



• Identify and evaluate current product mix

• Short-term vs. long-term repricing structures

• Gap analysis – asset sensitive or liability sensitive

• Balance anticipated cash flows across estimated timeline

Loan and Deposit Repricing



Loan and Deposit Repricing



• Unrealized losses on AFS securities

• Modeling capital effects during stress testing

• Economic value of equity against current yield curve

• Modeling flattener against parallel

Capital Impacts



• Reevaluate institution-specific or peer assumptions

• Deposit betas – what is an appropriate change

• Assessing runoff of current depositors

• Manage aggressive loan prepayment expectations

• Modify stress testing scenarios for rising rate environment

ALM Modeling Assumptions



• Evaluate the base case cash flow analysis

• Forecast various liquidity situations tailored to your institution

• Consider opportunity costs as it relates to liquidity management

• Planning for continued periods of excess liquidity

Liquidity Considerations



Liquidity Considerations



Thank You!
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Regulatory  Update

Deposit Insurance Assessment Rates

Environmental, Social and Governance Reporting

Crypto-related Assets

Investments in Subordinated Debt
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Deposit Insurance Assessment Rates
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Deposit Insurance Assessment Rates

• The FDIC on June 21, 2022 issued a notice of proposed rulemaking that 

applies to all insured depository institutions. 

• Proposed rule is to increase the initial base deposit insurance assessment 

rates by 2 basis points starting with Q1 2023.

43



Deposit Insurance Assessment Rates

• The purpose is to ensure the reserve ratio meets the statutory minimum of 

1.35 percent by September 30, 2028.

• The Board will continue monitoring the reserve ratio semi-annually to 

determine any further increases to assessment rates.
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Environmental, Social and Governance 
(ESG) Reporting
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ESG Reporting

• On March 30, 2022, the FDIC Board proposed a new set of principles for 

climate-related financial risk management, which focuses on the safety 

and soundness of IDIs.

• Climate-related financial risks are broken out into two categories which 

include 

• Physical risks

• Transition risks
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ESG Reporting

• The FDIC contents climate-related financial risks pose a clear and 

significant risk to the safety and soundness of IDIs. 

• The FDIC is mainly focused on expectations for boards and senior 

management of financial institutions to develop and implement 

governance frameworks that account for climate-related financial risks.

• The proposed principles would only apply to financial institutions with over 

$100 billion in consolidated assets.

• Other agencies continue to launch their own initiatives.
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Crypto-related Assets

48



Crypto-related Assets

• In April, the FDIC issued a Financial Institution Letter (FIL) to all FDIC-

supervised institutions that have engaged or plan to engage in activities 

involving crypto or digital assets. 

• Examples include:

• Crypto-asset custodians

• Maintaining stablecoin reserves

• Issuing crypto or other digital assets

• Finder activities and lending
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Crypto-related Assets

• Risks associated with crypto-related activities include safety and 

soundness, financial stability, and consumer protection. 

• The FDIC is proposing to require FDIC-supervised institutions to notify the 

agency prior to engaging in crypto-related activities, or if already involved 

in such activities. 

• The FDIC aims to assess the risks as stated above based on the 

information provided on a case-by-case basis. 
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Crypto-related Assets

• The initial notification to the FDIC should provide a sufficient level of detail 

surrounding the crypto-related activity, and if applicable, a timeline to 

implement or begin the activity. 

• The FDIC points to existing regulations in Section 39 of the FDI Act, Part 

364 regarding existing safety and soundness standards that should 

continued to be followed.
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Investments in Subordinated Debt
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Investments in Subordinated Debt

• For national banks regulated by the OCC, certain investments in sub debt 

may be considered impermissible.

• Per OCC regulations, investment securities may be purchased if it is 

considered marketable, investment grade, and not speculative in nature. 

• Marketability

• Registered under the Securities Act of 1933

• Municipal bonds exempt under the Securities Act of 1933

• Sold on an exchange pursuant to SEC Rule 144

• Can be sold with reasonable promptness at a price that 
corresponds to fair value
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Investments in Subordinated Debt

• Financial institutions should:

• Understand any holding periods

• Understand whether there is a readily available market

• Conduct pre-purchase analyses, or

• Underwrite the security similar to a loan

• Confirm marketability on an ongoing basis
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POLLING QUESTION

For which activity should FDIC-supervised financial institutions notify 
the FDIC prior to engaging in the activity or if already engaging in the 
activity?

A. Custody of crypto assets

B. Maintaining stablecoin reserves

C. Issuing crypto assets

D. All of the above
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Questions?



July 20, 2022

FSG Compliance Roundtable – Compliance Priorities on the Horizon for 2022

August 17, 2022

FSG Tax Update

September 29, 2022

FSG Quarterly Reporting Update Q3

October 13, 2022

FSG Loan Review/Credit Risk Webinar

November 16, 2022

FSG Risk Management, Compliance & Internal Audit Forum

December 8, 2022

FSG Finance & Strategy Forum

Upcoming 
Financial 
Services 
Group 
Forums

Register for these & all other 
Elliott Davis webinars at 

www.elliottdavis.com/events
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