Room for More...

De Novo Banking in New Jersey

*

he Phocenix had it casy — it rose
anew [rom ashes. It had something
o work with.

When a de novo bank is born — or
more accurately hatched — its founders
and management tean are atlempling to
create a living and growing entity simply
lrom thetr hearts and heads.,

Insticad of ashes, a de novo is borne
lrom imagination, insight, good will,
sound judgment and a mixture of years off
cxperience  and  the  couvage  of
trailblazers.

Yet de novo banks also grow under an
unlorgiving gaime clock and the waichful
cves of state and [ederal regulators, who
lirst approve their charter and then
closely monitov their progress, measuriug
it against both [inancial performance
expectattons and  theivr own  business
plans.

It is a paradoxically whirlwind process
that makes a workday flecl like a month
yet burns away five years iu the [lntier of
an cyclash.

Scott C. Martorana
Managing Director
FinPro, Inc.

According 1o de novo veterans, the life
story ol a de novo bank begins when a
group ol organizers or l[onnders comne
together because they sce an opportunity
tor a new bank. The organizers gencvally
sceure a4 management  counsulling
company and/or form an advisory board.

Next comes a business plan and

formation ol the management team,
including the key position of president.
Bank lcaders then determine a location
and begin stalling.

This process —  which includes
regulatory review  and  approval -
generally takes 18 months.

Peter Kenny
President
Heritage Community Bank

Ouly then docs the front door open —
and the clock start. According to experts,
to survive, a de novo bank must raise
significant capital up front and reach
$100 million in asscts before vealizing a
prolit, which generally will (ake two-and-
onc-hall to three years or more. All the
while de novo banks are visited and

William Heath
President & CEO
RomAsia Bank
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reviewoed more reqguently than olde
bavks and given less leeway o straying
from their business plans.

While creating o de novo baok and
leading 1010 a successtul (il birtheay is a
grucling  cxercise that o places an
nmucasurable weight on fomnders and
scrior managenent, veterans ol the
process feel the rewards are worthy the
efforts and ithat the outtook for de novo

Danks in New Jersey is bright.
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Kevin Lenihan
President & CEO
Inclus American Danl:

A groun of de novo veterans recently
shaced their thoughts about this unique
scgment of New  Jersey's community
banks. Kevin Lenthan is president and
CLEO of ndus Amcvican Bank in Iselin,
Williain {eath is president and CEO ol
RomAsia Bak o Monmouath Junction.
Peter Benuy is president of Herttage
Conununity Bank in Raadolph. Scout
Martorana is managing  director of
FinPro, Inc., a management consulling
firoy that specializes in guiding de novo
banks,  Tervy  McBwen,  divector ol
banking ai the New Jersey Pepartment off
lixanking and Insurance (DOBL), also
shaced his thoughts Irom the perspective
ol a regulstor,

The storv olude novo begins with the
Organizers.

“You nced a corve group of commitied

mdividuals that bring cxpervience and
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business acumen,” said Leniban. “Fhey
have o know a lot of people and be
respected in order to gain the trust of
investors. The idea (of the new bank)
plays a role, but people are investing in
people.”

Mcliwen concurred.

“Regarding  Organizing  Groups, we
prefer diverse business backgrounds and
disbursed ownership,” he said. “Banking
experience is preferved but a swrong
business history is acceptable.. . CPAs and
attorneys often bring a valuable skill set.
Ties to local groups and investors are also
hnportant. Organizers are expected 1o
promote the bank and encourage their
contacts o do  business with  the
mstitution.”

A strong business plan also will help
drive that.

“Growtl is one of the most important
things [or a de novo so you need
develop a business plan that will drive
growth,” Martorana saic. “Prolitability for
a lot of de novos now is being pushed o
£100 million i assets or higher. You have
to make sure you're putting together a
plan that can get to that point.”

Proper stafling also is essential (or the
success ol a de novo, starting with the top.

“Experienced senior management is

s

criucal for suce Mclwen said, “A

President/ClLO should be an established
banker with a proven record. A senior
fender with cxtensive expericnce and
loyal loan customers is also vital as new
banks need to be able to originate loans
Lo earn income,”

While regulators prefer for de novo
CLOs 1o have de novo experience, it is
not a requirciment, nov is it for other
members of management. Balance s,
experts say.

“You might nced to go ouside the
banking industry for some of your talent,”
Martorana said.

I'ront-line stafling also is key for a de
novo, often duc to its target audience.
Indus Amecrican serves a South-Asian
conununity.

“I like o hire from the arca,” Eenihan
said. “They speak the dilferent dialects,
They know the ncighborhood aud the

people. Because ol the dilfercut types off

people you're trying 1o attract, you have
Lo understand the culuive, the language
and the veligions involved.”

RomAsia serves a very cthnically
diverse community, including Indian,
Pakistauni, Chinese, Korcan and other
Indonesian enltures, and the bank had to
balance scrving that connmunity with
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inding  qualified  people, according (o
Heaih,

“Uwas chatfenged 1o find an Asian stall
snce we ue focused on serving an Asian
comnmnite” he said, "Adthough vou'd
like io bive all ethiic people, vou need
ome coperience also, sovou have ro
bend some,”

Sting o de novo bank is o ocqually
mmportant,  for both business  plan
developarenr and huilding husiness,

“Location is interrclated with the
founding group and advisory group,”
Kenny =aids "You veed youwr founding
aroup to come lrom a cohesive location,
That's where their basiness contacts arc,
You ncecd that cohesive tic with the
connnunity.”

Like theiv connnunity hank cousins,
de novo banks have an advaniage over
Farger and more established banks i that
by being news they e more flexibic and
adaptive than their competition.

“De novos can be quick and nimble
wihten 1t com

to decsion-making,”
Martoraoa said, “Phey can quickly change
course and embrace a mew bhuosiness
opportuniy.”

Added Keany, “We iy o cncourage
auwtonomy and make a difference in how
the custemer is treated. We cur make a
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decision on the spot. We try to empower
our bank managers 1o make decisions.
And we stand behind them.”

In the arca of customer service and
product offerings, de novo banks are
painting a blank canvass, which allows
them to better attract and scerve the
custonier and then build on that new
relationship.

“We are a consnltative lender,” Kenny
said. “We'll try 1o make a deal come
together when it might not fit the
lormula.”

New products also allow de novos o
respoud  quickly to targeted customer
needs.

“I've introduced several products that
are targeted to my customer basc,” said
Lenihan, “We offer free money (wire)
transfer to India. We offer frec credit card
programs to inmigrants. Trade f{inance
service. These are all products that appeal
(o a particular market segment.”

RomAsia is investigating various
structures  that will provide banking
services that comply with Shari’ah Taw o
serve  an unmet need  within  the
American-Mushim community while also
mecting U.S. banking laws and regulatory

guidelines.

“These ave linancial transactions and
products that the very religious Muslim
wants and that very lew places are
offering,” Ueath saic.

Being the new kid on the block
someumes  carries  other atractive
advautages, as well, such as having the
newest toys. De novo banks usually open
their doors with the latest offerings in
teclmology.

“Every vear the amount  of

transactions being handled clectronically
surpasses paper tansactions,” Martorana
saicl. “You have to have the technology 1o
serve thesc customers necds, De novo
banks also have a huge advantage becausce
they don’t have legacy systems.”

New Jersey's de novo banks are sceing
the sae market cnvironment that older
community banks are finding, including
business activity across all scctors and the
opportunity to lend at a time when larger
bauks are pulling back from the mid-size
and smaller business markets, the experts
said,

“Businesses are going the lavger
banks aund theyre being told no,”
Martorana said.
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Simply put, de novo banks have
OHeY,

“De aovws may be inoan enviable
posiion because most ol then have more
capital thaa s vequired and there might
be the opportimnity (o acquire assels at @
lower cost because o the capital base,”
Lenihaa said

\dded tleath, “You doun’t have a
scasoned portfolio of Toans which over
line ave gotten worse because ol Joan
devaluce, You're decisions are fresiy and

based on fresh infermanon.”

[t is aol alwavs smooth sailing for de
novo  bouks, however, Despite srarting
with a balanced founding group, securing
solicdd guidance and sentor personnel and
adhering 1o awell designed business plan,
de novo banks sometiwes fatl prey to the
presstnes of needing 1o grow at a pace
that will crsore swrvival,

Mclaen identificd a number of ved
flags that might warrant concer by
vegulaiors closely wawching a de novo
Danlds growth aid business procuices,
ncluding reduced quality v quarterty

filings: larpe viniances and divergences

continuad o page . 28
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the League celebrate its 100th Anniversary
by giving back to communities by helping
to provide decent and affordable housing.
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from the business plan; changes in
directors or excecutive management; high
risk lending and increasing
delinquencies; weak loan and/or deposit
growth; and new business lines and
products that are inconsistent with the
bank’s existing profile.

Finally, when and if a de novo bank
survives  the  baptism by fire, what
becomes of it after five years — by
definttion the end of a de novo bank’s lile
Span?

“I'hat’s when you have to start 1o foaus
on what well-established banks must do to
be successful,” Heath said., “That’s when
you're  competing
everybody else.”

toe-to-toe  with

Of course, what a de novo becomes
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depends to a large degree on what s
founders intended, experts poinl out.
Many if not wost de novo
eventually are either sold to or merged
with other banks,

bhanks

“It depends on what vour mission is,”
said Lenthan, “Sorue de novos want to be
Donald Trump — they want 45 billion, in
which case five years doesn’t cut it. The
investors are looking for an endgame,
They want to know they can cash out.”

That is not always the case, however.
Some de unovo banks want to remain
independent and  continue  growing,
using the same philosophies that gave
them an edge in the fivst place, Kenny
offered.

“I've got Nrst, sccond- and  third-
genceration investors, and they have no
nterest in selling the bank,” he said,

Martorana agrecd.

“You can still retain a lot of the
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Acsamblyman ack Connors, D/

cutplovee cmpawermend,” he sad, MYou

are stll o sonaller communiy bank, suitl

siall cnough ok dec

stons quickiv.”
And wlat becomes of the workhorses
who led == and in some cases pulled -—
the e noveo bank duovgh s five-vear
ordealy
L like

community bank veteran said, "I like o

coadlenges,”  Lenthan,  a
go oui and do ihings. T joined becanse 1
thought 1 was a unigue opporumity, |
thiougitt Feould apply my skitls aod make
itasuccess,”
Kenny  bos found his de
expericice more Laxing,

NOVO

“This oy st and sinee there s no
intent w sell tne bank, it will probably be
ury lust,” he said,

Heath agreed with both his peers,

“Tt's a very challenging job, bat its
worth 14" e said, "You have 1o wy 1t ag
lcast once.”



