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2005. 

Dear Mr. Feldman: 

Background & Summary Conclusion 

On May 18,2006, the FDIC published in the Federal Register a notice of proposed 
rulemaking, including a request for comment on its plan to grant a one-time assessment 
credit to institutions in existence on December 3 1, 1996, or their successors. Under the 
proposed rule, the FDIC would grant successor institutions - that is, institutions that 
acquired the deposits of eligible institutions that have gone out of business since year-end 
1996 - an assessment credit if they acquired the deposits through a merger or 
consolidation. The FDIC asked for comments on whether deposits acquired through other 
means should be considered as well. 

We are pleased to respond to the FDIC's request for comment on whether other deposit 
acquisition methods should be eligible for assessment credit. We have been asked to 
review this matter by PNC Corporation; and our views, after having carefully considered 
the matter, are as follows: 

The FDIC, in its final rule, should grant the one-time assessment credit to insured 
depository institutions that can demonstrate that they are successors to institutions that 
paid assessments on deposits prior to December 3 1, 1996, through purchase and 
assumption transaction acquisitions where substantially all the assets and liabilities of the 
acquiree have been purchased. This means that presently operating institutions would 
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receive a credit whether the deposits were acquired through merger and consolidation or 
through the functionally equivalent method of purchase and assumption transactions. 

We come to this conclusion because we believe that a broader definition of "successor" is 
consistent with the public policy objectives of the Congress and the FDIC in fairly and 
equitably providing credit against sums that long-established financial institutions paid in 
the 1990's to rebuild the insurance funds. This more inclusive approach also ensures that 
the FDIC avoids discriminating against purchase and assumption transactions, a method 
that bank acquirers, as well as the FDIC itself, sometimes prefer in arranging the 
disposition of liabilities and assets of failed institutions. 

Discussion 

Issue 

The FDIC and the Congress have concurred that the current federal deposit insurance 
assessment methodology is flawed. Long-established institutions that paid significant 
deposit insurance premiums to fully fund the FDIC funds in essence subsidized new and 
sometimes fast-growing institutions that have not had to pay premiums because the funds 
are already at their target reserve ratios. More particularly, all the administrative costs 
and insurance payouts since 1995- 1996 have been paid entirely by institutions in 
existence before year-end 1996 (and from the interest earned on the funds). Former 
FDIC Chairman Powell testified before Congress last year that since 1996, "almost 1,100 
new banks and thrifts, which hold $262 billion in assessable deposits, have joined the 
system and never paid for insurance."' 

The Federal Deposit Insurance Reform Act of 2005 addresses this issue by providing a 
"credit" against future premiums to institutions that paid assessments on deposits before 
1997, or to their successor institutions. The Act gives the FDIC substantial flexibility in 
determining the factors it weighs to determine whether an existing bank or thrift is a 
successor institution for the purposes of calculating the assessment credit. 

In its proposed rule, the FDIC defines a successor institution as the "resulting institution 
in a merger or con~olidation."~ When one institution buys another in its entirety or 
merges fully with another, identifying the successor institution is a straightforward 
matter. 

However, the FDIC also specifically recognizes in the preamble to the proposed rule that 
there are other legitimate methods that institutions use to acquire some or all of the assets 

' Donald E. Powell, Chairman of the FDIC, in testimony before the Subcommittee on Financial Services, 
U.S. House of Representatives, March 17,2005, page 4. 

Federal Deposit Insurance Corporation, "One-Time Assessment Credit," Federal Register, Volume 7 1, 
Number 96, May 18,2996, page 28812. 










