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FOREWORD

Community banks serve as both trusted pillars within their
communities and drivers of commerce for their local economies.
Last year, we launched BNY’s Voice of Community Banks initiative
through an inaugural survey and white paper to assess the state
of community banks nationwide, uncovering distinct challenges
they face and promising opportunities to help them grow. Since
then, we have engaged with community banks across the country,
deepening our understanding of their needs and reaffirming our
commitment to support U.S. communities.

At BNY, our work is primarily guided by our strategic pillar, Be More for Our Clients, which encourages our
people to grow with our clients and consistently innovate our solutions to capture emerging trends so we
can best serve them. In our engagements with community banks, we find this guiding principle is present
throughout the work they do, too, especially with the businesses they serve.

Given our role as a solutions provider for businesses and organizations, we understand the value of
knowing business clients’ needs, from product offerings to engagement feedback. This also applies
to our work with community banks, which is why we included small business executives in this
year’s survey to provide a view of their needs, experiences and opportunities for collaboration with
community banks.

Our survey this year revealed community bankers see small businesses as their primary client, and
providing innovative banking solutions to these clients is an integral part of their business models.
This paper delves into takeaways from the survey and highlights opportunities that community banks
can pursue to best serve their small business clientele.

BNY’s role at the heart of the financial system provides us with a unique opportunity to leverage our
expertise and capabilities to help empower the financial communities that shape a strong economy.
Our recent commitment to drive deeper financial education for 1,000 community banks across the
country underscores our dedication to helping U.S. communities flourish. Through sessions led by BNY
subject matter experts, we aim to share knowledge and our experiences on key topics that are essential
to long-term success in the banking sector.

As we head into America’s 250th anniversary next year, we are more eager than ever to increase
contributions to the prosperity of our national economy.

The Community Banking & Solutions Team
Sarah Atkinson, Chief of Staff to the CEO
Shofiur Razzaque, Head of Community Banking & Solutions

Rashad Townsend, Senior Associate, Community Banking & Solutions
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TOP 5 SURVEY TAKEAWAYS

1.

5.

Community Banks Can Expect an Uptick in Demand
from Small Business Clientele

About 30% of the small businesses that participated in our survey currently do business
with community banks, and 55% said they plan to begin or expand a relationship with a
community bank. This finding presents an opportunity for community banks to capitalize
on this increased interest with expanded services and new strategies.

Community Banks That Prioritize Operational
Efficiency See Commercial Impact

More than 80% of community bank small business clients in our survey cited at least
one instance of operational inefficiency affecting their experience. Our study also found
that community banks that were growing their small business clientele were 81% more
likely to digitize manual processes and 49% were more likely to invest in Al to improve
operational efficiency.

Credit Card Offerings Are a Big Opportunity
to Attract Small Business Clients

Over 40% of small businesses said they were planning to expand credit card usage,
yet only 26% of community banks reported plans to introduce or expand credit card
services. Small businesses’ increased reliance on credit card funding highlights an
opportunity for community banks to meet service gaps.

Strong Risk Management Is a Key Differentiator

Over half of small businesses that ended relationships with community banks cited
security concerns as the primary reason. Community banks that saw an increase in

small business clientele were over 50% more likely to prioritize such tasks as stress
testing and employee training to enhance their cybersecurity protections.

Technology and Product Investments Are Top of Mind for 2026

Our survey shows that significant investments from community banks in Al, cybersecurity
and fraud prevention, and digital banking capabilities will be top of mind next year.

For example, of the 23% of community banks that plan to invest in modern payments,
nearly 50% rank the capability as their top investment priority.
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GHAPTER 1: THE STATE OF
COMMUNITY BANKS IN 2023

Community banks continue to excel on a national scale. According to
the Conference of State Bank Supervisors’ Community Bank Sentiment
Index,' the overall outlook from community bankers, encompassing
categories like business conditions and bank performance, remains
positive and reached its highest level at 126 since the study’s inception
in 2019.The FDIC Q2 2025 Report? underscores this optimism:
Compared to last year, community banks experienced 8.5% growth

in net income, and around 5% growth in loan and lease balances,

as well as domestic deposits.

Community banks have also received significant support from federal and state lawmakers this
year. Congressman French Hill, a former community banker, was appointed chair of the House
Financial Services Committee and has made advocacy for community banks a central part of his
agenda. Additionally, community development financial institutions (CDFIs), including community
development banks, generally receive bipartisan support, emphasizing their vital importance to
local communities.®

The need for relationship-driven, locally focused financial services has never
been greater. As a CDFI, Southern Bancorp sees this demand even more acutely
—and we’re doubling down on our mission to support underserved communities
while maintaining our focus on strong financial performance.”

DARRIN WILLIAMS, CHIEF EXECUTIVE OFFICER, SOUTHERN BANCORP

Despite the optimism, community banks continue to face challenges when providing banking services
to their localities. This year’s study reveals that cybersecurity threats, access to capital and liquidity,
and adequate data management remain top challenges for community banks, which also came
through in BNY’s 2024 Voice of Community Banks Survey.
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FIGURE 1: Which of the following do you expect to be the
biggest challenges for your bank in the next five years?

2025 RESULTS

1. Cybersecurity threats

2. Regulatory compliance

3. Data management and analytics
4. Digital transformation

5. Capital and liquidity level maintenance

Regulatory compliance and the ability to embrace
digital transformation rose as top challenges for
community banks, potentially due to talent and training
gaps. Roughly 1 in 4 banks reported difficulties in
attracting compliance and tech talent, along with 35%
of banks indicating that training on digital platforms
was the most critical training need. Additionally, 38%
of banks reported that compliance or regulatory risk —
the most selected option — was the primary barrier

to mitigating operational challenges.

Survey responses show that, over the past five years,
community banks have prioritized investments in areas
where they feel the most challenged, with roughly

1in 4 banks having made substantial investments in

Persistent Challenges
New Challenges

2024 RESULTS

1. Cybersecurity threats

2.Customer acquisition and / or retention

3. Data management and analytics

4. Capital and liquidity level maintenance

5. Rising operating costs

cybersecurity and fraud prevention, modernization
of payments and core banking systems. Additionally,
20% have invested in data analytics and business
intelligence tools.

In a competitive environment, investments like these
enable community banks to attract and retain clients
in their respective markets. Small business clients,
ranging from brick-and-mortar retailers to professional

service providers, were selected as the primary customer

segment for community banks. Each type of small
business has continuously evolving needs as they
maintain and grow. Through our survey, we aimed to
learn more about these needs and emerging demands —
and pinpoint where community banks can best fill gaps.
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GHAPTER 2: BEING MORE FOR
SMALL BUSINESS GLIENTS

A Look at Current Relationships with Community Banks

Our survey data highlights the significant relationship between small
businesses and community banks. Roughly 30% of small businesses

reported that they used community banks for at least one banking
service, and half of them said their community bank is their primary
banking provider. Our survey shows that small businesses leverage
community banks at nearly the same rate for treasury management
and financial advising services, but merchant services and business
credit cards stood out as key areas where community banks can

increase their market share. Notably, community banks face increased
competition for these offerings from both non-bank issuers and fintech

providers, as well as larger banks.

FIGURE 2: What services do you use each type of bank or financial institution for?

Business
checking
or savings

COMMUNITY
BANK

46%

LARGE NATIONAL
BANK

75%

REGIONAL
BANK

67%

CREDIT
UNION

40%

ONLINE-ONLY
DIGITAL BANK

47%

Business
credit card

44%

76%

54%

45%

43%

Financial advice
or planning

40%

41%

38%

22%

20%

Lending (e.g.,
term loan, line
of credit)

33%

43%

43%

48%

27%

Payroll or
HR services

32%

43%

33%

22%

31%

Treasury/cash
management

32%

39%

33%

22%

29%

Investment or
cash reserve
management

30%

41%

36%

29%

33%

Merchant/
payment
processing

22%

58%

31%

22%

41%
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Reasons varied as to why small business executives
chose to leverage a community bank for a particular
service over other banks, but the central theme for opting
to work with a community bank was clear — satisfaction
with client service.

When asked why small business executives leveraged
community banks for select services, they noted that

they appreciated the personalized service they received
for transaction accounts and payroll services, and strong
relationships with banking staff helped drive satisfaction
with treasury management and financial planning services.

At the community bank, I am able to resolve
any issue face to face, and people are always
welcoming and willing to work with you.
They are not hard to reach.”

SMALL BUSINESS OWNER IN HOSPITALITY

Across the board, small businesses that opted to leverage
other providers primarily cited pre-existing relationships,
followed by more competitive pricing.

Despite these barriers, there is significant untapped
potential for community banks. More than 70% of small
businesses said they prefer or would prefer to bank with a
community bank, even though only 31% currently do. This
points to a clear opportunity for community banks to capture
a greater share of the small business market by addressing
inefficiencies and strengthening their value proposition.

Barriers to Small Business Satisfaction

Being more for your business clients involves soliciting
and acting on feedback that can most effectively
illuminate areas of opportunity to improve service.

Our survey shows that small businesses are largely
satisfied with the services provided to them by the
combination of banks they use. However, those that rely
primarily on community banks report lower levels of
satisfaction when it comes to transparency around terms
and fees, as well as emerging technology offerings.

Despite this feedback, 95% of community bankers
believe their banks will be able to keep pace with product
offerings in the next five years. This sentiment is largely
driven by strong leadership commitment (38%) and
understanding emerging technologies (36%), yet the
least selected option was a dedicated budget (18%),
highlighting the persistent challenges smaller banks
face when looking to enhance their capabilities.

As community banks tend to be cost constrained, a lack
of financial resources can lead to operational exposure
and reputational risk. Over half (54%) of small business
executives that terminated relationships with community
banks cited security concerns as the primary reason.
Studies show smaller banks are at a disadvantage when it
comes to public perception regarding cybercrime, leading
to a strain on current and potential business for the larger
community banking sector.

According to a Global Association of Risk Professionals
study, “cyberattacks [at small banks] generate deposit
spillovers to branches of unaffected large banks. Essentially,
cyberattacks led to a ‘flight-to-reputation’ effect as larger,
more reputable banks are likely to be seen by depositors as
more secure against cyberattacks.” Additionally, the same
study noted that unaffected small banks did not benefit
from the same deposit spillover.

Our survey also suggests that operational challenges
at community banks can have a significant impact on
perception among small business executives. Over 80%
of small business clients of community banks cited at
least one instance of their bank’s inefficiency, such as
slower turnaround times and a lack of communication,
impacting their experience.
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The Commercial Impact of Improved Operational Efforts

Regardless of these hurdles, 55% of small businesses plan to begin or expand
a relationship with a community bank in the future, indicating recognized value
and opportunity to capture demand.

Community banks are always competing for customers, amongst themselves
and with other types of banks. To glean insights on potential competitive
advantages, we asked community banking executives whether their banks were
increasing, maintaining or losing their share of small business customers in their
local market. Of our sample, 38% reported they were increasing their overall
share of business customers, while 62% were maintaining or losing share.

I think it is fairly rampant
that a lot of people still want

FIGURE 3: Which of
the following most
closely describes

your overall . to bank with community
share of business banks. The issue is what
customers?

the community bank is
offering versus the bank

. Maintaining overall share of ’
down the street.

business customers in our market

Increasing overall share of
business customers in our market

COMMUNITY BANKER
IN LOUISIANA
. Losing overall share of business

customers in our market

For those increasing their share, we wanted to learn more about the strategic
ways they’ve enabled growth in their markets. Given security and operational
efficiencies were key concerns for small business clients in our study, we found
that community banks with growing small business clientele reported having
made substantial efforts to improve in both areas.
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FIGURE 4:What strategies is your bank currently using to mitigate operational challenges?

o . . 50%
Investing in new technology or automation

49%
27%

Streamlining or digitizing manual processes
36%
29%

35%
32%

Hiring or upskilling staff

Revising internal workflows or SOPs

32%

Cross-training staff across departments 52

29%
32%

28%
23%

Prioritizing customer experience in process design

Forming partnerships with fintechs
26%
24%

23%
28%

Engaging third-party consultants or vendors

Outsourcing specific operational functions

0% 10% 20% 30% 40% 50% 60%
Emmm Community banks that are increasing mmmm  Community banks that are losing or maintaining
their share of business customers their share of business customers
Regarding cybersecurity, banks with growing small business clientele were
more likely than banks maintaining or losing clients to have taken measures to

enhance their protection measures, having performed significantly more auditing
and stress testing (63% vs. 38%), as well as employee training (65% vs. 42%), We've impl”OVGd our speed
to ensure safety. Additionally, 50% of bankers in this group plan to further expand to market a lot over the

cybersecurity services within the next two years, while only 37% of banks losing

or maintaining small businesses have plans to do so. Robust security and fraud years by really focusmg on

capabilities can enable community bankers to maximize efforts in their most implementing [technology],
valuable asset — the personal touch. adding automations and
One small business executive in the risk management industry echoed these really Consolidating any

sentiments: “The community bank is more personal. We had a debit card issue hnologi , .
and they drove [a new] one to us that same day. That’s the way we do business — technologies were using so
very white glove.” we can be more efficient.

Banks that are growing their small business clientele were also more proactive There’s an implementation

in mitigating operational inefficiencies compared to their counterparts. Although cost to it, and you’re not going
both groups reported investing in technology and automation at nearly the same .
rate, banks with increasing small business clients were 81% more likely (49% vs. to get the financial reward

27%) to report digitizing manual processes, along with being nearly 50% more back as quickly. But what you
likely (32% vs. 21%) to report cross-training staff across departments (Figure 4). are going to get is a customer
Furthermore, banks that were gaining small business customers were 49% more )
likely to invest in Al for operational efficiency than their counterparts. where you wouldn’'t have

According to Statista, Al spend is increasing at a 29% compound annual growth gotten a customer.

rate,® so it makes sense that many community banks are eager to leverage Al, COMMUNITY BANKER IN IOWA
but most have not yet integrated it into their core operations.

“At BNY, we view Al as a transformative capability and have embraced its
responsible use, having deployed almost 100 solutions that help streamline
workflows across the company,” says Michael Demissie, Head of Applied Al
and Practice, BNY. “Al is helping us serve clients more effectively, and is
creating capacity for our employees to focus on higher-value activities.”

Efforts from these banks show that while operational and cybersecurity
investments have more direct internal impact, they can also lead to more
commercial success with small businesses.
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FIGURE 5:

(To community bankers) Which of the following services is your bank planning
to introduce or expand over the next two years for your business clients?

(To small business executives) Which of the following banking services are you

planning to start using or use more over the next two years?

ALIGNMENT LEVEL

-1 -9 -2 -4

Business Cybersecurity Financial Digital Integration Business Payment
Credit or fraud advice or banking with
Cards prevention planning tools accounting  of credit
tools software services

Demand for Current and Future Services

Our survey uncovered differing levels of alignment between community banks
and small businesses on current and future services. The two groups are most
aligned on current unmet demand for digital payments support, merchant
services and faster loan approval. Notably, community banks we surveyed
were overestimating the current demand from small businesses for industry-
specific banking solutions, such as healthcare equipment financing, and
underestimating the demand for expanded customer service hours.

In relation to future services, community banks and small businesses are largely
aligned on the need for key offerings like cybersecurity and fraud prevention
tools, as well as digital banking tools. Our study found there is one area where
community banks are most underestimating a growing need amongst their small
business clientele: business credit cards.

When we asked small business executives about what services they desire
specifically from community banks, they selected business credit cards as the
top choice at 35%. Yet when we asked community bankers what services they
most want to deliver to their customers, only 23% selected credit card business.
This presents a potential opportunity for community banks to capture demand
from small businesses.

This high interest in credit card funding was also highlighted in the most recent
Intuit QuickBooks Small Business Index, which found that rising interest rates
have increased a reliance on credit cards as a primary source of funding for
small business executives.® The study also found that traditional, long-term
loans for financing are increasingly being replaced with credit card funding.

7% 3694
32% 32% 32%
30% o
e 28% 27%
() () 0,
— 25% 200, I 25% 24%
22%
16%

Payroll or Cash
loansorlines processing HRservice management of personal orreal estate
ormerchant integration/ ortreasury
support

. Small business executives . Community bankers

+7 +2 +11

Cross-sell  Equipment

banking
services

financing
services

We’ve encountered an
increase in credit card
inquiries more than we

have in years past. As rates
go down, that demand will
increase as businesses will
have to pay less on interest.
This positions us to explore
offering credit cards to fill this
financing gap, with the added
incentive of attracting new
clients and retaining current
ones who are leveraging
credit elsewhere.”

REGGIE WEBBER, CHIEF CREDIT
OFFICER, OPTUS BANK
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GHAPTER 3: ALOOK AHEAD

In this year’s study, community bankers selected data analytics

and insights capabilities as the biggest opportunity in the next five
years, followed by expanding the digital banking services they offer.
Focusing on these capabilities can enable the 1 in 5 community
bankers who also deem targeted market segmentation and geographic
expansion as major opportunities to grow relationships with current
customers and capture new relationships in untapped markets.

FIGURE 6: Which of the following do you expect to be the Recurrent Opportunities
biggest opportunities for your bank in the next five years? New Opportunities
2025 RESULTS 2024 RESULTS

1. Data analytics and insights 1. Non-fintech partnerships / collaborations

2. Expansion of digital banking services 2. Modernization of internal technology

3. Targeted market segmentation 3. Data analytics and insights

4. Modernization of internal technology 4, Targeted market segmentation

5. Geographic expansion 5. Fintech partnerships / collaborations

We have lots of data that could be better used to deliver value to customers. As we
expand into new markets and customer segments, we’'re making a deliberate effort
to bring together information from all our business lines so that we can make
genuine data-driven decisions as we expand. This will allow us to capture more
opportunities, gain wallet share and deliver real value to our customers.”

VANCE SMILEY, CHIEF OPERATING OFFICER, SOUTHERN BANCORP
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FIGURE 7: Which of the following areas is your
bank planning to invest in most heavily in 2026?

Digital banking platforms and mobile app enhancements (26%) 41% 31% 28%
Cybersecurity and fraud prevention (26%)
Investment and wealth management services (25%)
Al and automation for operational efficiency (25%) 31% 35% 33%
Modern payments technology (e.g., Zelle, Real Time Payments) (23%) 48% 30% 22%
Talent acquisition and workforce development (23%)
Personalized customer experience and relationship management (21%)
Data analytics and business intelligence tools (21%) 28% 33% 40%
Core banking system upgrades or modernization (20%) 20% 37% 44%
ESG initiatives and community engagement (19%)
Expansion of commercial or small business services (18%)
Strategic partnerships with fintechs or third-party service providers (18%)
Development of new lending products or credit capabilities (18%) 31% 25% 44%
Physical branch transformation or optimization (15%) 42% 29% 29%
0% 20% 40% 60% 80% 100%

I |nvest most heavily B Invest 2nd most heavily I [nvest 3rd most heavily

In the near term, our survey also shows that 2026 will focused on providing top-notch client service and modern
see significant investments from community banks in technology solutions to their customers, which in turn will
Al, cybersecurity and fraud prevention, digital banking help ensure the stability of local markets and the entire
capabilities and modern payments technology. Over 1 in U.S. economy.

5 (23%) of the community banks that participated in our
survey ranked modern payments as a top investment
priority, with 48% of these banks specifically noting
capabilities like Real Time Payments as a primary

focus area for next year.

“Community banks are more than financial institutions —
they are the heartbeat of local economies, the stewards of
trust and the architects of inclusive growth,” says Shofiur
Razzaque, Head of Community Banking & Solutions, BNY.
“As the financial landscape evolves, BNY is committed to
As the economic landscape evolves rapidly and supporting these institutions with the tools and insights
competition intensifies, community banks are hyper- they need to build a more resilient future.”

Want to learn more about our
financial education offerings?
Contact our team.
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Methodology

This report was a collaborative effort between BNY and The Harris Poll. The survey design was conceptualized by BNY, while the Harris Poll recruited
participants and executed the online survey. Both firms contributed to the crafting of the insights and findings. The statistics in this report reflect the
feedback of 204 C-suite, full-time employees of U.S. community bank respondents and 203 small- and medium-sized business executives with substantial
responsibility over their business’ banking relationship. The latter population is referred to as “small business executives” throughout the paper for brevity.
Certain outcomes may be derived from small sample sizes and should be used for directional purposes only. Results do not reflect the views of BNY.

Community Bank Respondents Small Business Respondents

Role N (%) 2024 Revenue N (%)

Partner/CEO 46 (23%) $100,000 to less than $500,000 22 (11%)

Executive/C-level 122 (60%) $500,000 less than $1 million 30 (15%)

Managing Director 12 (6%) $1 million to less than $5 million 82 (40%)

Vice President/Senior Vice President 24 (12%) $5 million to less than $25 million 54 (27%)
$25 million to less than $50 million 15 (7%)

Asset Size N (%)

Less than $100 million 2 (1%)

$100 million to less than $500 million 8 (4%)

$500 million to less than $1 billion 28 (14%)

$1 billion to less than $5 billion 91 (45%)

$5 billion to less than $10 billion 75 (37%)

Disclaimer

BNY is the corporate brand of The Bank of New York Mellon Corporation and may be used to reference the corporation as a whole and/or its various
subsidiaries generally. This material does not constitute a recommendation by BNY of any kind. The information herein is not intended to provide tax, legal,
investment, accounting, financial or other professional advice on any matter, and should not be used or relied upon as such. The views expressed within this
material are those of the contributors and not necessarily those of BNY. BNY has not independently verified the information contained in this material and
makes no representation as to the accuracy, completeness, timeliness, merchantability or fitness for a specific purpose of the information provided in this
material. BNY assumes no direct or consequential liability for any errors in or reliance upon this material.

This material may not be reproduced or disseminated in any form without the express prior written permission of BNY. BNY will not be responsible for updating
any information contained within this material and opinions and information contained herein are subject to change without notice. Trademarks, service
marks, logos and other intellectual property marks belong to their respective owners.

© 2025 The Bank of New York Mellon. All rights reserved. Member FDIC.
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