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I N  T H I S  I S S U E

I N D U S T R Y  D ATA

First-Quarter 2026 Subchapter S Bank Statistics

The Subchapter S bank count closed the first quarter at 1,395 — down 29 from year‑end 2025 (20 banks lost to M&A
and 13 S‑to‑C terminations, offset by 4 C‑to‑S conversions) and 64 from a year ago. Even with the smaller population,
S‑corp banks posted quarterly net income of $3.06 billion, up 14.6% year over year, with equity capital up 7.8%.

Metric 2026 Q1 2025 Q4 2025 Q1 QoQ Δ YoY Δ

Count

Number of Subchapter S Banks 1,395 1,424 1,459 –2.0% –4.4%

Total US Commercial Banks 4,352 4,411 4,536 –1.3% –4.1%

S‑Corp Share of All Banks 32.1% 32.3% 32.2% –0.2 pp –0.1 pp

Balance Sheet ($000s, period‑end)

Total S‑Corp Assets $728,664,149 $732,436,643 $714,137,410 –0.5% +2.0%

— % of industry 2.8% 2.9% 2.9% –0.1 pp –0.1 pp

Total S‑Corp Deposits $614,509,778 $616,239,461 $607,244,599 –0.3% +1.2%

— % of industry 3.0% 3.0% 3.1% –0.1 pp –0.1 pp

Total S‑Corp Loans & Leases $487,248,875 $491,114,522 $476,845,121 –0.8% +2.2%

— % of industry 3.6% 3.7% 3.8% –0.1 pp –0.2 pp

Total S‑Corp Equity Capital $72,858,938 $73,094,818 $67,576,945 –0.3% +7.8%

— % of industry 2.8% 2.8% 2.7% –0.0 pp +0.0 pp

Income Statement ($000s, quarterly)

S‑Corp Net Income $3,063,245 $2,846,029 $2,673,427 +7.6% +14.6%

— % of industry 3.8% 3.6% 3.8% +0.2 pp +0.0 pp

S‑Corp Interest Income $9,749,949 $10,091,149 $9,479,944 –3.4% +2.8%

S‑Corp Interest Expense $3,104,811 $3,297,032 $3,339,107 –5.8% –7.0%
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S‑Corp Noninterest Income $1,849,166 $1,889,428 $1,722,284 –2.1% +7.4%

S‑Corp Noninterest Expense $5,075,034 $5,293,423 $4,888,374 –4.1% +3.8%

Employees

Total S‑Corp Employees 105,143 106,526 106,608 –1.3% –1.4%

— % of industry 5.1% 5.2% 5.2% –0.1 pp –0.0 pp

Source: FDIC BankFind Suite API. Comparison: 2026 Q1 vs. 2025 Q4 (prior quarter) vs. 2025 Q1 (year ago). Income‑statement figures are
discrete‑quarter (YTD differenced); balance‑sheet figures are period‑end. Generated June 25, 2026.

P O L I C Y

Legislative & Regulatory Update

A busy month on Capitol Hill and at the banking agencies. Below are the federal items most relevant to our members,
with sources and links for each.

F E D E R A L L E G I S L AT I O N

Housing Package Clears Congress — and the Community Bank Title Is Back In

After months of back‑and‑forth between the chambers, Congress has passed the 21st Century ROAD to Housing Act.
The Senate approved it 85–5 on June 22, and the House followed 358–32 on June 23. The bill now awaits the President’s
signature.

Most  important  for  our  members:  the  community  banking title  that  had been dropped from the Senate’s  earlier
version was restored in the final bill, with nine of the twelve House community banking sections retained as Title 9 —
Strengthening Community Banks’ Role in Housing.

For S corporation community banks, the restored title clarifies that custodial and reciprocal deposits are not treated as
brokered (Secs. 901–902), raises the asset threshold for the extended exam cycle from $3 billion to $6 billion (Sec. 903),
and supports de novo formation with a two‑year capital phase‑in for new banks (Secs. 907–908). It also lifts the cap on
bank public  welfare  investments  from 15% to  20%,  bars  a  Federal  Reserve  CBDC through 2030,  and limits  large
institutional investors in the single‑family housing market.

House  Financial  Services  Chairman  French  Hill  said  the  final  product  reflects  community  banking  provisions  and
protections against institutional investors, adding that “housing affordability starts with supply.”

Sources: House Financial Services statement · Senate Banking Committee statement · BPC section‑by‑section summary · H.R. 6644

(GovTrack)

R E G U L ATO RY —  O C C  /  F D I C  /  F E D E R A L R E S E RV E

Lower Community Bank Leverage Ratio Takes Effect July 1

The federal banking agencies’  joint final rule revising the  Community Bank Leverage Ratio (CBLR) framework
takes effect July 1, 2026. It lowers the CBLR requirement from 9% to 8% and extends the grace period for falling out of
compliance from two quarters to four.

The change allows more community banks to qualify for the simplified framework. Members that elect — or are
weighing — the CBLR should reassess eligibility and capital posture ahead of the effective date.

Sources: FDIC Financial Institution Letter · OCC release (incl. Bulletin 2026‑15, CBLR Final Rule)
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https://financialservices.house.gov/news/documentsingle.aspx?DocumentID=411172
https://www.banking.senate.gov/newsroom/majority/us-senate-passes-chairman-scotts-21st-century-road-to-housing-act-advancing-major-housing-affordability-win
https://bipartisanpolicy.org/issue-brief/inside-the-deal-whats-in-the-final-21st-century-road-to-housing-act/
https://www.govtrack.us/congress/bills/119/hr6644
https://www.govtrack.us/congress/bills/119/hr6644
https://www.fdic.gov/news/financial-institution-letters/2026/final-rule-revisions-community-bank-leverage-ratio-cblr
https://www.occ.gov/news-issuances/news-releases/2026/nr-occ-2026-38.html


R E G U L ATO RY —  O C C

OCC Signals an Open Door for New Bank Formation

Testifying before Congress in June, Comptroller of the Currency Jonathan Gould reported a rebound in de novo activity:
the agency has granted 10 conditional approvals this year, and the first full‑service national bank in five years has
opened its doors. He told lawmakers that “the OCC is open for business again.”

The posture complements the de novo provisions in the housing package and is worth noting for members weighing
charter strategy or de novo participation.

Sources: OCC news release — Comptroller Gould testimony

TA X  —  WAT C H  I T E M

New Section 68 May Tax Trusts and Estates Twice

A footnote in the Joint Committee on Taxation’s recent Bluebook (Footnote 102) interprets the new Section 68 — en‐
acted in last year’s One Big Beautiful Bill Act — to apply its 2/37 (roughly 5.4%) limitation on itemized deductions to
non‑grantor trusts and estates, which prior law expressly exempted.

Under that reading, a trust could owe tax on income it distributes to beneficiaries even after taking a distribution
deduction — a potential  second layer of  tax.  Because non‑grantor trusts  reach the top bracket  at  just  $16,000 of
income, the reach is broad. This is relevant to any member whose shares are held through trusts or electing small
business trusts (ESBTs). Practitioners are pressing for a technical correction or Treasury guidance; one adviser called
the result a “mathematical nightmare.”

Sources: CNBC · PKF O’Connor Davies analysis

L E G I S L AT I O N  —  WAT C H

S Corporation Modernization Act Still Building Support

The  S  Corporation  Modernization  Act  effort  led  by  Sen.  Tim  Sheehy  and  Rep.  Mike  Carey  remains  in  the
cosponsor‑building stage; the standing Senate vehicle is  S. 2017. Its most bank‑specific provision would broaden the
ability of IRAs to hold S corporation stock and close a trap that can inadvertently terminate a bank’s S election. The
broader modernization effort would also raise the cap on S corporation shareholders from 100 to 250 — a change the
Association has endorsed — giving closely held banks more room to add owners without jeopardizing their S election
and which has been promoted by House Financial Services Committee Chairman French Hill.

Sources: S. 2017 (Congress.gov) · S Corporation Association

A S S O C I AT I O N  A D V O C A C Y

Backing Beneficial‑Ownership Relief

The Association has joined a coalition letter organized by the National Federation of Independent Business (NFIB)
urging Congress to adopt Amendment 1223 to the Fiscal Year 2027 National Defense Authorization Act (H.R. 8800), now
under consideration in the House.

Offered by Rep. Warren Davidson (R‑OH), the amendment would narrow the Corporate Transparency Act’s beneficial
ownership  reporting  requirements  to  foreign reporting  companies  and  foreign  beneficial  owners  —  effectively
exempting  domestic  U.S.  entities  and  U.S.  persons  —  and  would  direct  FinCEN  to  delete  the  domestic  beneficial
ownership information it has already collected within 90 days of enactment.

For community banks, narrowing the CTA eases the beneficial‑ownership compliance burden on the small businesses
they serve and reflects the industry’s long‑standing support for CTA relief.
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https://www.occ.gov/news-issuances/news-releases/2026/nr-occ-2026-46.html
https://www.cnbc.com/2026/06/04/trump-tax-bill-double-taxation-trusts.html
https://www.pkfod.com/insights/will-new-irc-section-68-create-unexpected-tax-costs-for-trusts-and-estates/
https://www.congress.gov/bill/119th-congress/senate-bill/2017/text
https://s-corp.org/tag/s-corporation-modernization-act/


Sources: H.R. 8800 (Congress.gov) · Amendment text (Rep. Davidson)

C O M P L I A N C E  R E M I N D E R  —  F D I C

Summary of Deposits Survey Due July 31

The FDIC’s annual Summary of Deposits survey (branch deposits as of June 30, 2026) is due July 31, with no filing
extensions. Institutions should review branch information in the FDIC’s BankFind Suite and submit changes through
FDICconnect.

Sources: FDIC Financial Institution Letter

Prepared for our members. Items reflect federal developments as of late June 2026; legislative and regulatory specifics will continue to evolve as bills
are signed and agency rules are implemented.

TA X  ·  M E M B E R  F I R M  C O N T R I B U T I O N

IRS Provides Interim Guidance on Section 139L Loans

In brief: a new 25% exclusion from taxable income for interest earned on qualifying rural and
agricultural real‑estate loans.

Paul Sirek, CPA, MBT — Partner, Eide Bailly LLP
Jessica Ambrose, CPA — Partner, Eide Bailly LLP

The Department of the Treasury and the IRS issued interim guidance (Notice 2025‑71) regarding new Section 139L of
the Internal Revenue Code. This guidance addresses the partial exclusion of interest income for loans that are secured
by rural or agricultural real property. Section 139L was enacted as part of the One Big Beautiful Bill (OBBB).

This  interim  guidance  provides  answers  to  previous  questions  from  banks  in  determining  qualifications  for  an
agricultural real estate loan to be treated as eligible for the 25% exclusion from taxable income. To date, the Treasury
has not issued proposed regulations with regard to the Section 139L provisions.

Loan Amount Limitation

Only the portion of the loan up to the fair market value of the secured property (as of the issue date) qualifies.

If the loan balance exceeds the property’s fair market value, only the qualifying portion is eligible for the exclusion. For
example, a loan with a balance of $1,000,000 that has qualified ag real estate collateral with a fair market value of
$250,000, would only be able to partially exclude interest income from the $250,000 portion of the loan.

Subsequent holders may use either the original issue price or the adjusted issue price at the time of acquisition for
valuation purposes.

Safe Harbor

If  the qualifying property’s fair market value is  at  least 80% of the loan issue price,  the entire loan is  treated as
qualified. So, a loan with a balance of $1,000,000 and qualified ag real estate collateral of at least $800,000 would fully
qualify for the partial income exclusion of Section 139L.

Valuation Methods

Lenders  may use  any commercially  reasonable  valuation method,  including those  used in  the  ordinary course  of
business, to determine the fair value of the collateral.

Valuation may include the value of personal property (e.g., equipment, livestock) if the lender holds a security interest
in the personal property, and the loan is substantially secured by real estate.
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https://www.congress.gov/bill/119th-congress/house-bill/8800/text
https://amendments-rules.house.gov/amendments/CTA%20Amdt%20DAVIOH_144_xml260623092304805.pdf
https://www.fdic.gov/news/financial-institution-letters/2026/summary-deposits-survey-and-filing-june-30-2026


Thus,  if  the  loan is  at  least  partially  collateralized  by  qualified  ag  real  estate,  the  collateral  can  be  increased  by
machinery, equipment, livestock, and other personal property to meet the safe harbor requirement discussed earlier.

Once qualified, retesting fair market value is not required unless there is a significant modification of the loan.

Good‑Faith Reliance and Loss of Status

Lenders may rely on a reasonable,  good‑faith belief that the loan remains secured by qualified property,  based on
covenants or certifications from borrowers.

If the lender learns that the loan is no longer secured by qualified property, the loan loses its qualified status unless
re‑secured within 90 days.

Refinancings

Loans  used  to  refinance  pre‑enactment  loans  (originated  on  or  before  July  4,  2025)  are  generally  not  treated  as
qualified, except for the portion exceeding the outstanding balance of the pre‑enactment loan.

Significant modifications under Treasury Regulation 1.1001‑3 are treated as refinancings, rather than new loans.

If new proceeds are advanced on a refinanced loan, the additional new loan proceeds are qualified for the partial
income exclusion. For example, if the pre‑enactment loan balance of $500,000 is refinanced by a loan that advances
$650,000, the additional $150,000 is considered post‑enactment new debt eligible for the Section 139L partial income
exclusion. The $500,000 portion would be regarded as pre‑enactment debt and not qualified for this purpose.

For a line of  credit,  any new proceeds advanced on a line that existed prior to July 4,  2025,  would be considered
qualified for Section 139L treatment.

Mixed‑Use and Seasonality

Properties with intermittent agricultural use or a residence may still qualify if the substantial use requirement is met.
Minimal or incidental agricultural activity does not qualify.

Section 265(b) Application

The final Senate bill included a provision that subjects qualified Section 139L loans to the interest expense deduction
disallowance rules of Section 265(b). A bank would need to include 25% of the average loan basis of qualified loans in
its formula as a non‑bank qualified obligation, thus subjecting both S corporation and C corporation banks to this
interest expense disallowance.

Next Steps

Taxpayers may rely on this interim guidance for loans and new advances made after July 4, 2025, until 30 days after
proposed regulations are published.

T E C H N O L O G Y

AI in Community Banking

A look at where it’s actually paying off for smaller institutions — and where it’s quietly raising the
risk.

For community banks, AI has moved from conference‑panel curiosity to something most are already using in some
form. IBM’s Institute for Business Value found that, as of 2024, only 8% of banks were deploying generative AI in a
systematic, enterprise‑wide way, while 78% were using it tactically1 — and adoption has only broadened since. The
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pull is individual as much as institutional. “You cannot resist the march of technology in something like this,” John
Carusone, president of Hartford’s Bank Analysis Center, told the Hartford Business Journal, comparing the moment to
resisting the arrival of computers fifty years ago2.

S‑corp community banks come at this from a particular spot: closely held, relationship‑driven, and usually running
leaner than the national players. For them the real question isn’t whether to adopt AI but how to get something out of
it without taking on risk they can’t see or control. What follows is where peer banks are actually using it, the new risk
that comes with it, and how a smaller institution can start without getting ahead of its own controls.

Where It’s Paying Off

A  clear  pattern  runs  through  the  banks  making  early  progress  —  they  start  inside  the  institution,  not  at  the
customer‑facing edge. Wolf & Company’s 2026 AI Adoption and Maturity Survey, which polled 17 community banks
holding between $750 million and $25 billion in assets, found institutions deliberately putting internal use cases first,
where they keep more control before letting AI anywhere near a customer3.

In practice it usually starts with plain productivity. Ion Bank, a $2.67 billion institution in Naugatuck, Connecticut, has
let staff use Microsoft Copilot to draft letters and presentations and to boil down long documents, and is widening
training across its business lines to find the next uses. New York’s NBT Bank stood up an internal “AI Think Tank” of
about 50 leaders to trade use cases and run training firm‑wide2. Modest stuff — but it builds fluency and confidence
before the bank stakes anything important on the technology.

From there the bigger payoffs tend to show up in a handful of places: fraud and transaction monitoring, automating
credit  memos  and loan  documents,  deposit  forecasting,  portfolio  monitoring  that  catches  covenant  breaches,  and
onboarding and KYC work. Abrigo’s advice to community and regional banks is to begin with one or two well‑defined,
high‑impact uses — credit risk and fraud analytics are the usual entry points — and build out in phases rather than
swinging for a wholesale overhaul4.

The numbers behind all this aren’t small. McKinsey estimates that generative AI could add $200 billion to $340 billion
a year across banking, equal to roughly 9 to 15 percent of the industry’s operating profits, largely through productivity5.
PwC has reported efficiency‑ratio gains at banks adopting AI, including one institution that cut the cost of verifying
commercial clients by about 40 percent through AI‑driven onboarding6. At an owner‑operated bank, where those gains
drop straight to the people who own it, that math is worth a hard look.

Fraud Cuts Both Ways

The catch is that the same tools trimming banks’ costs are also in the hands of the people trying to rob them — and
this is where smaller institutions are most exposed. Writing for ICBA, Scott Anchin has laid out how criminals now lean
on AI to crank out convincing phishing emails, clone voices, produce deepfake videos, build synthetic identities, and
turn loose bots that run scams on their own, all with cheap tools available on the dark web7. The identity‑verification
firm Sumsub found that deepfakes accounted for 11 percent of first‑party fraud schemes in 20258.

Community banks and credit unions — usually working with tighter budgets and older systems — make appealing
targets. The ProSight Financial Association notes that many smaller institutions are answering this by folding their
fraud and anti‑money‑laundering operations into a single AI‑driven “FRAML” framework instead of running the two
separately9.

The  flip  side  is  that  the  defensive  tools  have  finally  come  down  to  community‑bank  prices.  Fraud  and  transac‐
tion‑monitoring platforms built for smaller institutions, not just the giants, are now on the market — using behavioral
analytics, device intelligence, and deepfake and voice‑authentication detection. Anchin’s point is that these systems run
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“24/7, 365 days a year without adding headcount”7. Used well, they don’t push people out so much as hand the routine
work to software, freeing staff to spend their time on the relationship banking a community institution is built around.

What the Examiners Expect Now

Sooner or later this lands on the examiners, and the ground there moved this spring. On April 17, 2026, the Federal
Reserve,  OCC,  and  FDIC  jointly  issued  SR  26‑2,  revised  model‑risk‑management  guidance  that  retires  the  SR  11‑7
framework banks have worked under for fifteen years10.

There are two things community bankers should take from it. One is a measure of relief: the guidance is aimed mainly
at organizations above $30 billion in assets,  and it scraps the old default of annual model validation in favor of a
schedule tied to how material a given model is10. The other is easy to miss. Generative AI and agentic AI were deliber‐
ately left out of the new guidance’s scope — but the regulators went out of their way to say banks are still expected to
govern those tools under their existing risk practices10. Out of scope is not the same as unregulated. Commentators have
started calling this the “GenAI gap”: you’re on the hook for sensible AI governance even though the detailed rulebook
hasn’t been written, and the agencies have signaled a request for information on AI is still to come10.

The worries bankers themselves report track closely with this. In the Wolf survey, 55 percent put security and data
leakage at the top of the list, half pointed to thin in‑house expertise, and 40 percent flagged risk coming specifically
from third‑party and vendor AI3. That vendor worry is the one to sit with, since most community banks will buy their
AI rather than build it. Before signing anything,  Bank Director suggests boards press a prospective provider on a few
questions:

Data use and location — will the vendor contractually guarantee your institution’s data won’t be used to train
public models, and where is it stored and processed?

Controls — what access controls, audit trails, and safeguards against unsanctioned “shadow AI” are in place?

Five‑year cost — what does total cost of ownership look like, including AI‑driven price changes and
consumption‑based pricing?

Exit — if terms change or a feature is discontinued, can you move your models and data to another provider?

Workflow conflicts — how does the AI behave across a full workflow, and what stops two systems from making
conflicting decisions?11

A vendor who can’t answer those plainly isn’t ready for a regulated shop.

Where to Begin

You don’t need a data‑science department to get going. For most S‑corp community banks the sensible opening looks
roughly like this: pick one or two low‑risk, high‑value pilots; bake in governance and documentation from the start
rather than bolting them on later; keep a person reviewing and signing off on the output at any decision that matters;
spend a little on staff training so people understand the tools instead of fearing them; and check the real return before
scaling anything up4.

That last point deserves its own line, because there’s a measurement gap to close.  Bank Director, citing Forrester, re‐
ports  that  roughly 36 percent of  financial  institutions don’t  yet  have the tools  to  measure the return on their  AI
spending — even as 84 percent face shareholder pressure to demonstrate it11. For an S‑corp bank, that pressure isn’t
abstract: the shareholders are the owners, often the same people running the place. Choosing pilots where the payoff
can actually be measured, and tracking it from day one, is what keeps AI from turning into a cost no one can defend.

It helps to think of AI as something that takes work off people’s plates, not something that takes their jobs. It earns its
keep on the repetitive, document‑heavy tasks — drafting, summarizing, monitoring, flagging — which frees bankers

• 

• 

• 

• 

• 
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for the part where a community institution actually wins: knowing its customers, reading its local market, and making
relationship calls a national competitor can’t. PwC and others now describe trust as a competitive edge in the AI era6,
and trust is the one thing community banks have never had to manufacture.

There’s a reason the self‑funding part of this fits S‑corp banks in particular. The same structure that defines them — a
100‑shareholder ceiling, a single class of stock, and the distributions shareholders need to cover their pass‑through tax
— also makes outside capital harder to raise and replenish than it is for a C‑corp peer that can issue preferred stock or
reach into broader markets. That puts a premium on earnings power a bank can build internally, without an equity
raise. Part of AI’s appeal is exactly that it’s a self‑funding efficiency play: PwC argues that cost efficiencies can now
fund  growth  without  proportionally  expanding  headcount,  broadening  the  set  of  institutions  able  to  self‑fund
transformation and making sheer scale less decisive12. The flip side is discipline. Capital is dearer for an S‑corp bank to
replace, so measuring the return on an AI build isn’t just good hygiene — it’s capital preservation.

Most of the banks that get burned will be the ones that either sat frozen or charged in with no controls. Coming out
ahead really just means refusing to treat adoption and governance as two separate jobs: move at a deliberate pace,
write things down as you go, and keep people in the loop. For an industry used to doing more with less, this may end up
being one of the more natural tools it’s ever picked up — as long as it goes in with its eyes open.

Sidebar — The 199A Angle on Automation

The Section 199A deduction is one of the signature wins, and the 2025 tax law made it permanent. Community banks
qualify for it: taking deposits and making loans falls outside the “specified service” category that limits the break for
fields like law and accounting, so a bank is treated as an eligible qualified trade or business13. For shareholders whose
taxable income clears the annual threshold, though, the deduction is capped at the greater of 50 percent of the bank’s
W‑2 wages or 25 percent of wages plus 2.5 percent of its qualified property14. Most banks pay enough in wages that this
cap has real headroom and never bites13. That headroom is exactly what wage‑replacing automation consumes. If AI
meaningfully shrinks the W‑2 wage base while profits climb, the 50‑percent‑of‑wages figure drifts down toward the cap
— and at the far end it could begin trimming the deduction for the bank’s highest‑income owners, even as the
technology lifts the bottom line. It’s a long‑run, shareholder‑specific effect, and most institutions have plenty of room
before it matters. But for an S‑corp bank, the wage base is worth watching as you automate, which is the kind of
second‑order calculation that only shows up through an S‑corp lens.
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Foster Garvey (Larry’s Tax Law), “One Big Beautiful Bill Act – Part 4: The Qualified Business Income Deduction / Code Section

199A” (Jul. 17, 2025).

S A V E  T H E  D A T E

2026 Annual Conference
October 22–23, 2026  ·  San Antonio Marriott Rivercenter

The premier gathering built exclusively for Subchapter S community banks — tax and legislative
updates, regulatory outlook, and peer strategy. Registration is now open.

Register for the Conference »

For more information, contact Amy Willcox at awillcox@subsbanks.org.

S U B C H A P T E R  S  B A N K  A S S O C I AT I O N

Questions or feedback on this newsletter? Contact the Association office.   subsbanks.org

© 2026 Subchapter S Bank Association, Inc. All rights reserved. This material is proprietary and may not be reproduced in whole or in

part without written permission.
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