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Where Have All the De Novos Gone?

By Amber Seitz

In 2005, the FDIC 
reviewed 299 applica- 
tions to start new banks 
(237 were approved). 
From 2009 to 2016, they  
approved just five. Mean- 
while, the U.S. economy 
in general has recovered 
from the financial crisis 
of 2008 and subsequent 
recession, with employ- 
ment levels back to 
their 2005 numbers and 
housing markets back 
to booming. So, where 
have all the de novos  
gone? “It’s a combination  
of factors,” said Attorney 
James Sheriff, partner 
at Reinhart Boerner  
Van Deuren, s.c.  

plan won’t protect a 
21st-century branch 
network. Unfortunately, 
there’s no universal 
approach that will work 
for every institution. 
“Any time you’re adding 
new technology or 
moving to something 
new, there’s no easy 
answer,” said Randy 
Phillips, vice president 
of security management 
at Thompson Consulting 
Group, LLC. “It’s really 
a case-by-case basis 
because it depends on 
how much technology 
you’re adding.” Instead, 
bank security officers 
should align their 
current strategy to their 
branch network with  
a close look at their 

As branch networks 
evolve from brick-
and-mortar transaction 
centers into technology-
friendly customer 
interaction spaces, banks 
must also be diligent 
in their work to update 
their security strategy. 
A 20th-century security 

Security considerations for 
modern branch technology

Barriers to entry, reasons to overcome them, and why it’s important for the industry
“It’s not a simple, easy 
answer.” The credit 
crisis alone did not 
cause the current dearth 
in de novos, but its 
lingering effects have 
created several barriers 
to entry that discourage 
the formation of new 
banks. “This didn’t 
go from a lot to a few; 
it went from a whole 
bunch to nearly none. 
That’s very telling,” 
said Andy Guzikowski, 
attorney and shareholder 
at von Briesen & Roper, 
s.c. “It’s all related to
barriers to entry, both
real and perceived.”

vulnerabilities from a 
holistic perspective.

Adopt a Holistic 
Perspective 

Modern branch 
networks are less a 
collection of separate 
buildings and more a 
true network, a group of 
interconnected pieces 
working in tandem. 
Therefore, updating 
the security strategy to 
accommodate modern 
networks requires a 
perspective shift. “It 
doesn’t require changes 
so much as it requires 
looking at security 
concerns from the past 
in a different way, as an 
ecosystem rather than 
as separate pieces,” 
said Jim Stanger, FI 
solutions team leader at 
Edge One, Inc. 
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(continued on p. 25)

“Community banks in 
particular need to spend more 
time and money on compliance 
than they ever have before,” 
Sheriff explained. There have 
been recent indications, 
however, that the federal 
regulatory agencies are 
willing to compromise in 
order to foster new banks. 
“The regulators are always 
collaborative, very willing to  
meet and spend time and 
provide resources to answer 
questions,” said Pete Wilder, 
attorney and shareholder at 
Godfrey & Kahn, s.c. He 
pointed out that the FDIC has 
been holding meetings on 
how to encourage de novo 
activity and has updated its 
manuals for applications. 

Capital | Another commonly 
cited barrier to entry is today’s 
higher capital requirements. 
“The capital requirements 
today are significantly greater 
than they were 20 years ago,” 

said Mark Koehl, partner at 
Wipfli LLP. “That’s certainly 
a big hurdle.” In the de novo 
heydays of the late 1980s 
and early 1990s, a group of 
investors could start a bank for 
$6M. Today, most estimates 
hover around $15-$20M. 
However, that number can vary 
depending on the new bank’s 
specific circumstances. “There 
is a lot of misinformation out 
there related to capital,” Wilder 
explained. “The regulators 
don’t take a one-size-fits-all 
approach.” He says DFI and 
FDIC both determine capital 
requirements based on the 
new bank’s intended market, 
products and services, and 
growth strategy.

ROI | The general decline 
in bank profitability since 
the crisis is another barrier 
to entry for potential new 
banks; it means lower returns 
for investors. “The returns 
available in the banking 
business are measurably 
reduced compared to what they 
were prior to the credit crisis,” 
said Kosiek. “We’re in a 
measurably different landscape 
when it comes to economic 
reward for entering the 
industry.” He also pointed out 
that the amount of time it takes 
for a de novo to reach “critical 
mass” and begin generating 
returns for its investors is 
much longer today than it used 
to be—7-10 years instead of 
5-7. The current prolonged
low interest rate environment

compounds this problem, 
lengthening the time it takes 
for a nascent bank to become 
profitable. “Investors hope a 
bank will become profitable 
within two years, and with  
the interest rate environment 
we’re in it’s difficult for 
investors to see banks making 
money,” Sheriff explained.  
This less-than-appealing 
timeline plus the current 
regulatory environment makes 
purchasing a bank much more 
attractive to investors than 
starting one from scratch. 

“It’s much easier for a group 
of people who want to start 
a bank to buy a bank than to 
form a new one,” said Sheriff. 
“It’s faster, and the process  
of getting approval is far  
less complicated. You also 
don’t have to go find talent,  
in many cases.”

Talent | The cost of talent 
is another factor that gives 
potential de novos pause. 
“There’s still a bit of malaise 
from the crisis, where the 
entrepreneurial spirit has  
been dampened,” said Wilder. 
That lack of leadership 
combined with the higher 

prices commanded by 
experienced compliance and 
lending professionals makes 
building a staff difficult. 
“There’s a notably lower 
supply of high-quality bank 
talent on the marketplace  
in comparison to what you  
had 10-20 years ago,” said 
Kosiek. “There are just fewer 
people out there who think 
banking is the right place for 
their career.”

Competition | Finally, the 
competitive environment in the 
financial services industry is 
wider and more complex than 
it used to be, for a variety of 
factors. First, small businesses 
no longer feel underserved 
when local banks merge with 
larger institutions, according 
to Koehl. “Many larger 
institutions have done a good 
job serving communities,  
and fintech companies are also 
helping to fill in the gaps,” 
he explained. “In addition, 
millennial business owners 
don’t necessarily want the 
same level of relationship 
development.” The more 
relaxed regulatory environment 
and exciting startup culture 
makes investing in fintech 
companies more attractive to 
most investors than a  
de novo community bank. 
“There are other options  
within the banking industry 
and within the financial 
services industry that are  
more appealing to the 
investor and a better answer 
for customers and business 
owners,” said Kosiek.

De Novos
(continued from p. 1)

Barriers to Entry 

Compliance | One obvious 
headwind to starting up a 
bank is the current regulatory 
environment, which is far more 
onerous than it was a decade 
ago. “Practically speaking, 
the regulatory environment 
is much more complex with 
regard to de novo banks,” said 
Tim Kosiek, CPA, partner at 
Baker Tilly Virchow Krause, 
LLP. “There’s still overlay from 
the credit crisis and recession.” 
Unfortunately for de novos –
which are almost always small 
community banks, at least at 
first – community banks shoulder  
a disproportionate regulatory 
load in today’s industry, and the  
costs of that add up quickly. 

“If the current trend 
continues without the ability 

to encourage de novos in 
the future, we’re at risk of 
having a good chunk of 
our state where the local 
economy suffers because  

of a lack of community 
bank presence.”

Where Have All the De Novos Gone?

“There is a lot of 
misinformation out there 

related to capital. The 
regulators don’t take a 

one-size-fits-all approach.”

“It’s much easier for  
a group of people who 
want to start a bank to 

buy a bank than to form 
a new one.”
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» CEOnly | CFOnly Networks  ·  Oct 12-13  ·  Crowne Plaza Hotel, Madison

» Join on a complimentary trial basis by emailing dlund@wisbank.com. 

By Daryll J. Lund

WBA is excited to announce 
that the CEOnly and CFOnly 
Networks have found their new 
home with the association as of 
July 28, 2017. These informal 
networks are exclusively for  
Wisconsin bank CEOs and 
CFOs, respectively, and offer 
a space for unparalleled peer-
to-peer networking and idea-
sharing. WBA looks forward 
to building upon the solid 
foundation established by 
Terry Burrington over these 
past 13 years, and I would like 
to thank Terry for his dedicated 
service to the CEOnly and 
CFOnly Networks and the 
Wisconsin banking industry.

WBA is continuing the 
network services members 
have come to expect, including 
question-and-answer emails and  

staff distributes a follow-up 
email to the entire network. 

The next networking 
event is scheduled for Friday, 
October 13 at the Crowne 
Plaza Hotel in Madison.  
We will follow the traditional 

format with a Welcome 
Reception from 5-7 p.m. 
on October 12, followed by 
networking sessions for CEOs 
and CFOs beginning after  
a continental breakfast at  
8:30 a.m. on October 13.  
The event will adjourn after a 
lunch speaker presentation. 

Interested in joining one  
of the networks? Membership 
in the CEOnly and CFOnly 
Networks is separate from  
your WBA membership, but 
WBA member bank CEOs 
and CFOs may join on a 
complimentary trial basis 
by emailing me at dlund@ 
wisbank.com. Membership 
invoices for 2018 will be  
sent out by December 1, 
2017, at which point the 
complimentary membership 
period will end. 

 Still have questions about 
the CEOnly and CFOnly 
Networks? You are welcome  
to contact me at 608/441-1203 
or dlund@wisbank.com.

Lund is WBA executive vice 
president – chief of staff.

networking events. With the 
Q&A emails, members are 
able to submit question for 
their peers to WBA staff, who 
then distribute the question 
anonymously to the rest of the 
network. After all answers have  
been compiled and any identi- 
fying information removed, 

WBA: A New Home for CEOnly and CFOnly Networks

Association
Update
Daryll J. Lund

De Novos
(continued from p. 24)

Impact on the Industry 
Wisconsin is fortunate 

to have a diverse, thriving 
financial services industry, so 
the Badger State hasn’t been as 
heavily affected by the national 
lack of de novo activity as 
states with fewer banks. 
However, underserved markets 
are typically where de novo 
activity happens, so they are 
the first to feel the impact when 
it doesn’t. “Most important 
is the availability of credit 
to rural areas,” Guzikowski 
explained. “Larger banks can 
achieve that true community 
contact, character-based 
lending if they have the right 
people, but that’s specifically 
what de novos and community 
banks are designed to do.”  
In rural states like Wisconsin, 
merger activity without de 
novo activity often results in 
fewer financing options for 
businesses and consumers 

outside of metropolitan areas.  
“If the current trend continues 
without the ability to encourage  
de novos in the future, we’re 
at risk of having a good chunk 
of our state where the local 
economy suffers because of 
a lack of community bank 
presence,” said Koehl. 

The lack of new banks 
also impacts M&A activity. 
“It deprives the industry of 
new opportunities for growth,” 
Guzikowski said, explaining 
that many investors consider 
growing through acquisition 
and then selling a bank to 
be a good exit strategy. The 
lack of de novos means there 
are fewer acquisitions to be 
made, making that strategy 
more difficult. Instead, many 

investors see purchasing an  
existing bank as a better 
opportunity. “If you’re 
interested in the banking 
industry from the investor 
standpoint, dropping your 
money into a de novo is not as  
appealing as investing in an  
existing franchise, enhancing it  
and getting ready for acquisi- 
tion by a larger enterprise,” 
said Kosiek. According to 
Koehl, another major factor 
is that acquired banks used 
to have younger management 
teams who wanted to stay 
in the industry and did so 
by starting their own bank. 
“Today, there’s still a lot of 
M&A, but it’s often with banks 
with older management teams 
who are looking for an exit 
strategy,” he explained. 

Finally, startups—in any 
industry—are the most likely 
source of excitement and 
innovation. “Traditionally new 
banks have more innovative 
ideas,” said Sheriff. “They’re 

looking to make a statement.” 
New entrants to the market 
can prevent other banks from 
stagnating. “For the industry 
overall, having a few new 
banks pop up here and there 
means there’s more room for 
new ideas, new products, and 
more creativity and excitement 
in the industry,” said Wilder. 

Looking Forward 
While de novos have been 

rare over the past decade, there 
are signs the tide is turning. In 
the final quarter of 2016, the 
FDIC approved two new bank 
charters. In April 2016, FDIC 
Chairman Martin Gruenberg 
announced the reduction of the 
period of heightened scrutiny 
for newly chartered institutions 
from seven years to three, the  
same level it was before the  
financial crisis. Since then, FDIC  
has published a handbook for  
prospective de novo applicants 
and held outreach meetings 

“We’re in a measurably 
different landscape when 

it comes to economic 
reward for entering 

the industry.”
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Rose Oswald Poels is WBA president and CEO 
ropoels@wisbank.com  |  608/441-1200 

Twitter: @RoseOswaldPoels

There’s certainly no shortage of information channels in this day and age. You 
can find out news from around the globe in newspapers, online and even on your 
smartphone. If you don’t have time to sift through hundreds of articles and news bytes, 
here’s what you need to know about what’s going on in the banking industry this month:

WBA Perspective Industry briefings for Wisconsin bankers

Compliance
DOJ Announces Safe at Home Program;   
Addresses Confidentiality for Abuse Victims

The Wisconsin Department of Justice recently 
contacted WBA to announce the implementation 
of the Safe at Home program, Wisconsin’s address 
confidentiality program for victims of abuse and 

individuals who fear for their physical safety. Participants in the 
program have extremely high security needs which require their 
actual residential address to be kept confidential. To achieve  
confidentiality, participants use an assigned address in place  
of their actual address for all purposes, including banking.  
Learn more about the program from the DOJ here: www.doj.state. 

wi.us/ocvs/safe-home.

Regulatory Advocacy
DFI Abruptly Removes Banking Letter 50; 
WBA Asks Why

Why was Banking Letter 50 removed from online 
publication by DFI? WBA posted that question after 
we learned DFI removed the letter from their website 
without any notice. As members may recall, DFI issued 

Banking Letter 50 on June 9, 2017. The letter makes clear that the 
use of “bank” and “banking” by Wisconsin credit unions as a verb is 
and remains prohibited. WBA will share DFI’s reasoning behind the  
abrupt removal with the membership after we receive a response.

Regulatory News
OCC Names Rowe Chief Risk Officer

The OCC has named William A. Rowe as its  
Chief Risk Officer, effective July 24. Rowe fills the 
position which opened when Linda Cunningham 
retired in April 2017. Rowe has served as Deputy  

to the Chief of Staff and Liaison to the FDIC since 2006. In his 
new role, he will lead the agency’s Office of Enterprise Risk 
Management and the agency’s Enterprise Risk Committee. 
Under his direction, the Office of Enterprise Risk Management 
supports an agency-wide view of risks and evaluates adherence 
to the agency’s risk appetite statement.

Legislative Advocacy
WBA, State Associations Urge Overturn of    
Arbitration Rule; House Votes to Overturn the Rule

WBA, in conjunction with ABA and other state 
bankers associations, wrote to House Speaker Paul 
Ryan and Minority Leader Nancy Pelosi in early 
August, urging them to support a resolution that 

would overturn the Consumer Financial Protection Bureau’s 
controversial final arbitration rule. The resolution—which was 
introduced by House Financial Services Committee Chairman 
Jeb Hensarling (R-Texas), Rep. Keith Rothfus (R-Pa.) and other 
members of the committee—would exercise Congress’ author-
ity under the Congressional Review Act to overturn new federal 
regulations within 60 days of publication in the Federal Register. 
One day later, House lawmakers passed the resolution by a vote 
of 231 to 190. Read a copy of the letter here: www.wisbank.com/
articles/2017/07/wba-state-associations-urge-overturn-of-arbitra-
tion-rule-house-votes-to-overturn-the-rule. 

De Novos
(continued from p. 25)

on the topic. Other federal 
regulators are taking steps to 
reduce some of the friction 
in the de novo process, as 
well. “The OCC in particular 
has recognized that new 
banks are the lifeblood of 
a robust banking industry,” 
said Guzikowski. Acting 
Comptroller of the Currency 
Keith Noreika has gone so 
far as to suggest the OCC 
be granted authority to 
approve de novo applications. 
Considering these ongoing 

efforts, Guzikowski suggests 
the next step is test cases. 
“With the easing of the interest 
rate environment, what the 
regulators need now are more 
applications so they can start 
putting some of their initiatives 
into practice,” he explained.

In combination with this 
(slightly) softening regulatory 
environment, Wisconsin’s 

robust, steady economy could 
be fertile ground for new banks.  
“Our economy tends to be pretty  
stable compared to the big 
swings you see on the coasts, 
so it’s a good environment for 
banking,” said Wilder. Since 
1990, Wisconsin has had 33  
de novos and only three of them  
failed, while on average the new  
banks turned a profit within six  
quarters. The recently announced  
Foxconn development planned 
for the southeastern corner of  
the state also brightens prospects  
for potential new banks. “If all 
that comes to fruition, it could 
be an opportunity,” said Koehl. 

“Community banks, whether 
they’re in existence today or a 
de novo, they’re always driven 
by how their local economy is 
doing. So, if you have a vibrant 
economy in a local market 
that doesn’t have a community 
bank, that’s an opportunity  
for a de novo.” 

Baker Tilly Virchow Krause, 
LLP and Wipfli LLP are WBA 
Silver Associate Members.

Godfrey & Kahn, s.c. and von 
Briesen & Roper, s.c. are WBA 
Bronze Associate Members.

Seitz is WBA operations  
manager – senior writer.

“The OCC in particular has 
recognized that new banks 
are the lifeblood of a robust 

banking industry.”
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