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WASHINGTON— The California Department of Financial Protection and Innovation acknowledged

Monday that it could have acted quicker to follow through on its concerns about Silicon Valley Bank,

but it seemed to lay ample blame for the bank's failure on the Federal Reserve, also.

The department issued a review of its supervision of the bank nearly two months after the Bay Area
firm collapsed. The report highlighted the need to address regulatory staffing issues, tackle modern-

day banking risks like social media and assess the risks of uninsured deposits.

"Even with the benefit of hindsight, it is difficult to identify any one action or set of actions that
regulators could have taken that would have been guaranteed to prevent SVB's collapse," the
department noted in the report. "As the Federal Reserve noted in its SVB report in evaluating the
bank's failure, [it is a challenge to determine] 'how much weight to put on the decisions of [SVB
Financial Group's] board and management, the design of the Federal Reserve's supervision and
regulation, the execution of that supervision and regulation, and the specific combination of

environmental factors that materialized in 2022 and early 2023."

Podcast The financial services industry's evolving relationship with
technology

Dive into how technology is being adopted and leveraged, and the importance of
lenders appealing to top tech talent.

PARTNER INSIGHTS FROM TRANSUNION

The department says it and the Fed found, and took supervisory actions regarding, deficiencies in the

bank's risk management and liquidity but failed to ensure the bank took swift corrective action.
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The department says it will coordinate with federal regulators to develop procedures and additional

levels of supervisory review that could highlight problems identified in exams and promote a rapid

response when necessa ry.

Keith P. Bishop, a lawyer and former California state financial regulator, thinks the report gently
places blame on the Fed, and that there is some cause for this considering the Fed's greater

resources and that it oversaw the bank's liquidity controls — which were ultimately its undoing.

The department "pointed out that the Fed had a lot more people, had a lot more involvement and

most crucially had responsibility for the [bank's] liquidity." Bishop said.

The department says SVB's rapid growth outpaced its ability to scale up its supervisory staff and was
not sufficiently accounted for in risk assessments. It plans to respond by revising internal processes
to more quickly address supervisor staffing deficiencies and escalate concerns, particularly for larger
banks. The department signaled that it may need to beef up staff and supervision to varying degrees

for all banks with over $10 billion in assets.

"[We] will review [our] internal staffing processes to ensure that additional staff is assigned in a
timely manner for banks with assets of more than $50 billion, commensurate with accelerated
growth or increased risk profile for an institution," the report noted. "[We] will continue to develop
large bank supervisory plans in coordination with federal regulators for all banks with assets of more

than $10 billion, increasing focus on timelines for corrective action."

The department also said the run on Silicon Valley Bank was partly caused by the accelerative effects
of social media. They said regulators need to study the role of both social media and digital banking

technology in elevating the volume and speed deposit outflows banks may face. The agency said that
in the future it will require banks to consider how to quantify and best manage existing and emerging

risks posed by technology-enabled activities like social media and real-time deposit withdrawals.
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"There's alaw in California — that was actually found to be unconstitutional, but it's still on the books

— that says it's basically illegal to spread rumors about banks," he said, "but whether the rumors are

true or not, what's clear is they can spread very, very quickly over the internet," he said.

But the bank was susceptible even before social media ultimately accelerated the speed of a deposit
run. The underlying weaknesses which increased the bank's susceptibility to failure, California
officials say, were aspects of its balance sheet, like the bank's high concentration of uninsured

deposits in a single industry.

"For banks with assets over $50 billion, [we] will review the circumstances in which these banks must
provide a written assessment evaluating their management of uninsured deposits, including their
historic and projected levels, whether these deposits are concentrated in a specific depositor or

industry group, and the bank's plan to mitigate any liquidity risk associated with such concentration."

Ebrima Santos Sanneh Reporter, American Banker @ jn ¥ =~
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lenders worried they could be put under the microscope next.

Hall of shame: 10 biggest bank failures

This has been a difficult year for the industry with government takeovers of three regional institutions, which rank
among the 10 biggest failures in U.S. history. Here is a look at what went wrong at those three banks and the seven

others on this infamous list.

FDIC order against Cross River Bank is a warning on fintech alliances

The 34-page document demands that the bank get regulatory nonobjection for every new fintech partnership and

requires the bank to step up its monitoring of partners' compliance with banking laws.
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Innovators of the Year

American Banker's editorial staff chose 20 leaders who have done groundbreaking work during the past year.

May 8, 2023
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years ago. Some say the issue is much older than that.

May 8, 2023

What killed First Republic? Failure to gather deposits at 'digital scale'

A noted futurist argues that banks that rely on traditional methods of attracting and growing deposits are setting

themselves up for failure in an increasingly online world.

May 3,2023
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PacWest powers regional-bank rally, easing some of the pain

PacWest's shares soared as much as 96% in U.S. trading Friday, while Western Alliance Bancorp rose as much as

59%.
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Fed cites interest rate risk in community bank enforcement action

The Federal Reserve flagged multiple "deficiencies" at Du Quoin State Bank in an order that bars the lllinois
depository from paying dividends without its regulators' approval. The central bank has identified interest rate

risk as a key issue at a time when rising rates have contributed to three...

May 4, 2023

BANK FAILURES' RIPPLE EFFECTS

After two large regionals failed in March, regulators, politicians, bank executives and others are scrambling to

deal with the fallout. Here are our 10 predictions for what's next.
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