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Seeing Risk Clearly With Acquired Vendors
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Summary: While having a solid risk assessment plan for third party vendors is
nothing new to bankers, what do you do if your vendor is acquired?
In the human eye, the iris plays a pretty important role. It is the thin structure in the eye that is responsible for
controlling the diameter and size of the pupil. That process is critical because it controls the amount of light that
goes to the retina. Eye color is also found in the retina in humans. That is why we were happy to see the FDA
has approved the first prosthetic iris.
Seeing risk clearly in banking takes skills. While having a solid risk assessment plan for third party vendors is
nothing new to bankers, what do you do if your vendor is acquired?
The financial technology (Fintech) world is consolidating, the economy is strong and capital is plentiful, so
bankers may soon find themselves in this situation given the plethora of vendors banks now use.
To minimize disruption to your business, protect customer data and ensure you get what you originally paid for,
here are things you can do.
Do your Due Diligence on the New Vendor: Just as you would assess any new vendor, this is a good idea
here too. While the acquiring entity might be larger and have more capital, they may also be going somewhere
else with their business other than where you want to go or where you thought you were going when you signed
up with your original vendor. It may also be that the acquiring company will be cutting costs, so see if you can
find out how they will do that, to see how you may be impacted.
Meet with New Management: This may be difficult, but it can give you really good insight when practicable. As
early as possible, try to find out the plans for the acquired company to best assess if your product will continue
to receive the same level of support or if you will need to start looking elsewhere. Don't be shy to ask probing
questions of the new team to find out.
Continue Monitoring: Ronald Reagan is credited with saying "trust but verify" and that phrase holds true still
today. Be sure to continue checking on the new vendor even after the transition is complete, to gain insight into
where they are focused and going.
Have Exit Strategy Plans: If the above monitoring discloses discrepancies or an unexpected discontinuation of
your product, you will want to have a plan in place to help extricate your bank from the relationship. Be sure to
proactively prepare a plan as soon as the acquisition is announced and pull any contracts to understand your
rights and options. After all, as the saying goes, "an ounce of prevention is worth a pound of cure."
To protect your bank from unforeseen and impactful events like those above, be sure to track your vendors as
a portfolio. Then, look for those that have been in business for a while, have a history of high quality products
and services, a strong capital base, and the wherewithal to support you and their business.
Also, monitor vendors to see if they are strategically positioning themselves to be purchased. One way to do
this is by looking for consistent publicity seeking, and perhaps pushy sales techniques that seem focused on
growing to a certain size quickly. If you see this going on, you may want to start looking at other vendors and
dust off your exit strategy.
Lastly, instead of a "check the box" kind of annual review of vendors, expand your view to include other
insights, such as those outlined here. With that, you should see your risk clearly.
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ECONOMY & RATES
Rates As Of: 06/15/2018 11:27AM (PDT)
Treasury

Yields

MTD Chg

YTD Chg

3M

1.92

0.03

54.42

6M

2.06

-0.01

53.27

1Y

2.31

0.08

57.10

2Y

2.55

0.12

66.32

5Y

2.79

0.09

58.43

10Y

2.91

0.05

50.78

30Y

3.04

0.01

29.79

FF Market

FF Target

Fed Disc

1.90

2.00

2.50

SOFR

Prime

Unemp

1.90

5.00

3.80

More Market Rates

BANK NEWS
Future Disruption
The next 12Ys will likely provide more disruption due to technology and globalization than the past 30Ys. Bain &
Co. reports that 20-25% of US employees could be displaced between now and 2030.

No Digital Plan
Boston Consulting Group research finds 86% of financial institutions think digital will fundamentally change
banking and transform the industry's competitive landscape, but 43% surveyed do not have a digital strategy.

Digital Diversification
According to Cerulli Associates, 46% of high-net-worth individuals who have $2-5mm in investable assets
would consider online-only engagement, with more than 25% of those individuals age 70 and older. 38% of highnet-worth individuals who have over $5mm in investable assets would engage with digital providers. These
investors seem to be adding digital engagement as a way to provider diversification.

HEDGING SERVICES FOR COMMUNITY BANKS
Community bankers seeing long-term fixed rate demand from business clients can transform payments into a
floating rate on their books using Borrowers' Loan Protection (BLP). Contact us today for more information.
Copyright 2018 PCBB. Information contained herein is based on sources we believe to be reliable, but its accuracy is not guaranteed.
Customers should rely on their own outside counsel or accounting firm to address specific circumstances. This document cannot be reproduced
or redistributed outside of your institution without the written consent of PCBB.
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