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There's no hard and fast origin of the term "two's a company, but three's a crowd," although both
William Shakespeare (in various plays) and Oscar Wilde (The Importance of Being Earnest") loosely
used the term (although neither ever claimed to be the first to use the phrase). Meanwhile, artist and
cultural icon Andy Warhol also used the phrase in his own way, saying, "One's company, two's a
crowd, and three's a party." However it started, the meaning is simple - a third person joins an
otherwise comfortable pairing, but in the end often doesn't mesh well with the first two individuals.

That's very much the case for community banks and mobile services developers, who often use third-
party vendors to seal the deal and get a bank's mobile financial services operations up and running.
One of the most prominent risks associated with banks, technology and third-party vendor
relationships, is also a regulatory risk. The Fed even states that "If not managed effectively, the use of
service providers may expose financial institutions to regulatory action, financial loss, litigation, and
loss of reputation”.

The number of community banks providing mobile services continues to grow given rising customer
demand - 60% of smartphone and tablet users say mobile banking is either "important" or "extremely
important"”, according to the 2013 Mobile Financial Services Tracking Study from AlixPartners. As such,
banks large and small are turning to third-party service providers to get the job done in mobile. Our
advice is that this process is fine, but bankers should consider some things before jumping into any
third-party deal.

First, consider that pairing with a capable third-party mobile banking vendor allows community banks
to quickly bring mobile banking products and services to market without the cost and labor intensive
demands of building your own solutions in house. However efficient it may be though, enlisting a
third-party vendor to provide mobile banking services can also expose a bank to significant risks, so
care must be taken. This admonition can be extended to all of a bank's relationships with third-party
vendors.

In this area, community banks are advised to especially strengthen management oversight of critical
activities on the part of third-party mobile vendors. Specifically, focus attention on any area that
could cause the bank to face significant risk where a third-party vendor fails to meet expectations,
has significant customer interaction and impact; requires substantial investment to manage the risk,
or has a major impact on bank operations.

Next, know that properly vetting third party vendors is not only for mobile but for other services as
well. Make sure your vendor has a clean track record in the industry, has no record or involvement in
regulatory or data breach incidents and has solid data management protection systems in place to
properly protect your customers' financial data. Potential red flags include ongoing or past litigation, a
record of subcontracting services out to other providers and not having adequate insurance. Be sure
to also look at their finances. If a vendor's finances aren't solid enough that you would offer them a
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loan, chances are you shouldn't do business with them either. Also, spell out your bank's
expectations, proper compliance and security standards.

Three doesn't have to be a crowd when it comes to third party mobile services providers if it is done
properly. But if you're not careful, the poor choice of a third party vendor can lead to financial loss,
reputational damage and the possibility of legal problems for those who didn't do their due diligence.

BANK NEWS
Taxes

The IRS reports the average tax refund through Mar 20 is $2,893 and that about 83% of tax all
returns issued have resulted in a refund.

More Taxes

The IRS reports surtaxes and tax increases on affluent earners (couples with AGI above $250,000 and
singles above $200,000) related to Obamacare have brought in $23B in new taxes (on investment
income and additional Medicare tax).

Prowling

The CEO of Toronto-Dominion Bank ($247B, Canada) said at a recent event that they are looking for
small US acquisitions, particularly in the Southeast.

Gradual Increase

Fed Chair Yellen said economic conditions may "warrant an increase in the federal funds rate target
sometime this year" and that she expects a "rather gradual rise in the federal funds rate" over "the
next few years."

Rates

Fed KC President George said ongoing economic growth and stable prices should lead the Fed to "pull
back on some of the accommodation" and raise the federal funds rate ("the sooner we do it the
better"). Meanwhile, Richmond President Lacker said the Fed has a "strong case" to raise interest
rates in June.

Director Crackdown

Community bankers should note a Wall Street Journal article points out bank regulators are holding as
frequent as monthly meetings with directors at the largest banks (plus audit and risk committees), as
they seek detailed minutes and other information related to governance and the role of directors. We
wonder if this approach will eventually hit community bankers.

New Ratings

Fair Isaac said it will launch a new credit score to handle consumers without scores or who have gone
through a bankruptcy, foreclosure or collection. The score will use payment history from cable, cell
phone, electric and gas bills and incorporate how often people change addresses.

No Savings

A survey by Bankrate finds about 50% of people said they are saving 5% or less of their incomes and
18% said they are not saving anything.
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