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Sleep experts will tell you the best way to get a good night's rest is to keep the thermostat

temperature between 60 and 67 degrees. That will avoid sweating and sleep disruption that occurs as

your body heats up.

In another area heating up, in the banking industry, the FDIC noted in April that it's seeing gaps in

banks' vendor contracts. These include but are not limited to agreements with IT vendors.

Banks use vendors for a variety of reasons that include insourcing on-demand specialized talent,

reducing operating costs, and increasing product offerings. For these reasons and more, it seems that

vendors are becoming increasingly important to community banks. This means vendor management

is even more critical, as the number of vendors each bank must handle and manage continues to

grow.

The mere fact of using vendors to handle things for your institution means you will need to also

manage any risks that surface as a result. In fact, regulators indicate vendor management comprises

all of the processes required to manage third-party vendors that deliver services and products to

financial institutions. They indicate it is just fine to use vendors and in some cases can be quite

helpful. However, community banks should have a highly effective third-party vendor risk

management program in place when doing so.

When you are considering vendors for a given process, one quick thing you might ask is whether you

would make a loan to that company. If their financials do not hold up, you might want to keep

searching - particularly if the function in question is critical in nature, in any way.

To begin, the outsourcing process should ensure the board of directors and senior management agree

that the outsourcing of a particular function is consistent with the institution's strategic plans. It is

also important to evaluate vendor proposals against specific bank criteria.

Management must also establish and approve appropriate risk assessments and risk-based policies

for all third-party vendor or outsourcing processes. These risk assessments should be updated at

proper intervals, consistent with the bank's vendor risk management program.

It is important to note that the degree of oversight and review of outsourced activities your team

needs to do on each vendor is dependent on the criticality of the products and services or access to

customer information by the vendor. It should also include any vendor-specific risks.

Vendor management is an ongoing process, of course. So, even after the vendor is selected and set

up, there needs to be reliable, ongoing monitoring throughout the relationship.

Like many projects, vendor management benefits from a lot of consideration on the front end. Is the

vendor a single, local person or many people spread between multiple offices? Does the vendor have
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its own compliance-management processes? These and many more questions should be asked from

the start.

While this may all be straightforward and obvious, with the increasing number of vendors that banks

are relying on, it is more critical than ever to review. Hopefully, this refresher helps you to sleep well

at night.



888-399-1930 | www.pcbb.com

BANK NEWS

Regulatory Pressure

Fed Chair Powell told Congress in recent testimony that Facebook's Libra project that would create a

cryptocurrency based payment network raises "serious concerns" and that regulators plan to

"thoroughly and publicly" assess and evaluate it "before this proceeds." Welcome to banking

Facebook!

Direct Access

In a surprising move, the Bank of England (BOE) said it is open to allowing new payment services like

Facebook's Libra cryptocurrency to hold funds overnight with the central bank. The BOE said it makes

sense to consider allowing this and extending access to new payment providers outside of

commercial banks. The BOE said it would approach Libra with an open mind but not an open door at

this point. Banks will be closely watching to see what central banks do worldwide, as it could change

the game in a critical way by allowing direct access.

Future Rates

Cleveland Fed President Mester recently stated that it is too early to decide whether to change the

Fed's monetary policy direction. She said that it would need to be based on further economic

indicators. However, she also noted that, "Cutting rates at this juncture could reinforce negative

sentiment about deterioration in the outlook even if this is not the baseline view, and could

encourage financial imbalances given the current level of interest rates, which would be

counterproductive." On hold and closely monitoring, it appears.
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