
Kenneth J. Hyland, CPCA 
 
           February 20, 2011 
Ms. Sheila Bair, Chairman 
Federal Deposit Insurance Corporation 
% Ombudsman FDIC 
550 17th. Street, NW 
Washington, D.C.  20429 
 

Dear Ms. Bair, 
 
As Chairman of the FDIC you are burdened with an enormous amount of responsibility one of which is to stabilize the 
banking system throughout the country. With the economic conditions of today's society and the collapse of many of the 
small regional banks your focus must remain on the need to prevent the total collapse of the US Banking system.  
 
Having been involved as a Special Representative for the Federal Savings and Loan Insurance Corporation (FSLIC) during 
the Savings and Loan crisis in 1989/1990 (RTC) I am somewhat familiar with the challenges the FDIC is experiencing. 
 
My assignment at that time was to handle the $700,000,000 in bad debt (REO) on the books of Beverly Hills Savings and 
Loan, California. Within a six month period I sold off approximately $60,000,000 at 103% of Book Value with the remainder  
Being sold to Michigan National Bank and guaranteed by the US Government. 
 
Today I am a Consultant to the HOA Industry where I spent 30 plus years as a leader in the field, including the development 
of the largest property management company in Arizona with $1.5 Billion Dollars in Real Estate Assets under management. 
 
My purpose for writing you is to make you aware of another major crisis on the horizon that may also affect the banking 
industry if not addressed soon. However, I may have a solution if we begin now to lay out a plan to reverse a negative into a 
positive solution. 
 
HOA CRISIS: Currently there are approximately 350,000 Common Interest Developments (CID's) in the US. Included in 
the definition of CID's are the various types of HOA's such as condominiums, planned communities, townhomes, master 
planned communities, recreational vehicle parks, commercial associations and more. Using an average size of 125 units/lots 
per association the CID industry contains approximately 43.5 million unit/lot owners.  
  
During the real estate "hay-day" of 2005, 2006 and  2007 the "new" real estate investor jumped into this market by obtaining 
equity loans on their personal residence and used these funds to purchase real estate investments in many of the CID's being 
produced by the home building industry. 
 
When you first look at this picture you may just say that you are well aware that these investments are part of the current bail 
out plan.  But the difference is that a "Domino" effect is beginning to build, which, if continued to occur will drag down the 
value of other homes in these communities that were not part of the original bail out plan. 
 
The Domino Effect: As the real estate market began to collapse in 2007 and individuals lost their jobs it became harder and 
harder for these new investors to meet their financial obligations, including the payment of their monthly HOA assessment. If 
you had to choose which bill not to pay based on available funds, which of the following would be the last on your list? 
(mortgage; credit card; auto; electric; water; insurance; taxes; food or HOA fees). 
 
It is pretty obvious that the HOA fees would be last as it does not show up on your credit report and the association would 
find it difficult to enforce the collection of assessments in these trying times. The impact of these "non-payment" of 
assessments is enormous as they are used to maintain the common area of the association. The continued deterioration of the 
common area without repairs slowly but surly brings down the value of the individual units. Even though the individual 
living in the unit is paying his mortgage on time, the owner's and lender's/bank's equity is deteriorating. These types of 
communities will be facing a long haul to get out from under this inevitable collapse along with the lenders/banks. Once the 
bank forecloses on a unit in a CID community, the bank is now the owner of the unit and must pay the assessment. The bank 
can no longer stand behind the clause in the declaration whereby the bank is not an owner when it only has a security interest 
in the unit. Once the bank forecloses it not only has a security interest in the unit, but is now the owner of the unit also and 
must comply with the payment of assessments. 
 
The Plan: The Plan I would like to present to you is one which can be implemented within a 6 to 12 month period that would 
immediately begin to reverse the negative impact on the CID community and substantially increase the cash flow into the 
banking industry (Estimated Between $30 Billion and $60 Billion over 10 years).  
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The initial step that takes place on day one requires all FDIC Banks to collect HOA maintenance assessments along with any 
mortgage payment due the bank on a home within the HOA. 
 
With the implementation of this program, create a Security Reserve Deposit Agency (SRDA). This new SRDA can 
be funded by all members who live within an existing or future HOA. A charge of $1.00 per unit owner per year at 
90% of total owners within all CID's creates an operating budget of $39 million plus annually operating funds for 
the Agency (further details will be provided based upon interest). 
 
Also included in my proposal are controls to protect the bank's assets and specific requirements on how the funds are 
collected by the FDIC Banks, controlled and accounted for on a quarterly basis.  
 
 
 
I can provide all the steps necessary to implement the Plan. If the FDIC or other government agency implements the Plan or 
one similar to it, then my only request is that I am given the opportunity to fill a position to oversee the implementation of 
such undertaking. 
 
 
Please see other Attachments as they will provide further insight to the recommendations of this program.  
 
 
Sincerely, 
 
Kenneth J. Hyland  
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CONCERNS AND RECOMEDATIONS 
 

 
CONCERNS:          February 20, 2011 
 
Based on 10% of the housing market having difficulties paying their mortgage, it is estimated (using this 
same 10%) that 35,000 CID's are in trouble based on non-payment of HOA assessments. 
 
If this is correct not only are home owners facing foreclosure in these communities, but the banks 
holding these mortgages  most likely will be the first to go under as this domino effect takes place. 
 
RECOMENDATIONS: 
 
 1) All new FDIC bank mortgages within a CID community should be required to pay their 
 association maintenance assessment at the same time they pay their mortgage payment. In 
 addition the HO must pay a full one year's assessment in advance if this is a new purchase and 
 collected at close of escrow (Similar to Impounding taxes and insurance). 
 
 2) HO who have an existing mortgage or are refinancing their home will have up to 10 years 
 to pay the 1 year requirement of assessment payments "in advance" or until the sale of their 
 home, whichever comes first. 
 
 Example: For demonstration purposes only; If the monthly assessment is $75, the annual 
 assessment required would be $900. An existing HO within an FDIC CID community can pay an 
 additional $7.50 on a monthly basis. This along with the HO's regular monthly assessment would  
 total $82.50 per month for 120 payments meeting the FDIC requirements. 
 
 3) An existing HO who has a mortgage within an FDIC community and is not refinancing 
 or selling their home is not required to pay the one year's assessment "in advance". 
 However, by not doing so, that particular CID community's overall rating with the FDIC  will be 
 lower then one which all members of the HOA have paid their annual assessment  "in advance". 
 (See: Appraising the HOA) 
 
HOA BOARD REQUIREMENTS: 
 
 1) In order for a HO who lives in a CID community to obtain a mortgage from an FDIC bank the 
 association Board must Designate any FDIC Bank (DFB) who will hold and monitor all HOA 
 funds. 
  
 2) Each DFB will pay a minimum of 1% APR on all funds held on behalf of each CID 
 community. 
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  3) Each individual DFB can only use 50% of the funds held for mortgage lending   
  purposes in the following manner in ascending order: 
 
   a) 1st for mortgage loans within a community who has selected the DFB to handle 
   their funds. 
 
   b) 2nd for any type loan to members living in a community that has chosen that  
   particular DFB to handle their HOA funds. 
   
   c) 3rd for mortgage loans to members living in any other CID community where  
   that particular CID has selected another DFB to handle their funds. 
 
   d) 4th for any type loan to members living in any other CID community where  
   that particular CID has selected another DFB to handle their funds. 
 
   e) 5th for any type of loan to any qualified borrower. 
 
OTHER FACTORS THAT WILL REQUIRE IMPLEMENTATION:  
  
 
  1) Transition Dates: 
   a) Transfer of funds to and from HOA. 
   
   b) HOA Reserve Funds 
 
  2) Required Reserve Studies 
 
   a) Includes all physical assets of HOA. 
 
   b) A 30 year cash flow study based on 25% of a fully funded reserve. 
 
   c) Restrictive use of reserve fund. 
 
  3) HOA Appraisal  
 
   a) By a qualified Appraiser. 
 
   b) Fixed Appraisal Fee 
 
   c) Physical and Financial Appraisal 
 
   d) HOA Rating System Approved by the FDIC. 
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  4) Other HOA Requirements 
 
   a) Qualified Board Members  
 
   b) Designation 
 
   c) Not in conflict with state statutes 
 
   d) Term Limits for Board Members  
 
   e) Developer/Home Builder requirements 
 
  5) Requirements for Non-FDIC HOA's 
 
   a) None. However, in order for a HO, HOA or CID community to borrow funds  
   from an FDIC Lending Institution the HOA or CID must meet the existing FDIC  
   requirements and/or is in the process of meeting those requirements. 
 
   b) "Outside" Lenders or unaffiliated FDIC Lenders who provide mortgages to  
   individual unit owners within an existing DFB account will be required to pay the  
   unit owners assessment to the DFB every 90 days in advance of 3 months   
   assessments plus any other funds due. 
 
  6) Other Issues 
 
   a) Access to HOA Funds 
 
   b) Right to change DFB and time periods. 
 
   c) Real Estate requirements, if any. 
 
   d) Other 
 
   (Further details will be provided based on the interest of the FDIC) 
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Comparison Chart             Bank - FDIC Funds On Deposit Notes

Description 

Total HOA's in US 350,000 Based on CAI Numbers CAI = Community Association Institute

Est. HOA with Deposits in FDIC Banks 315,000 Equals 90% of Total Most HOA declarations state HOA funds to be held in an FDIC Bank

Average # of Units Per HOA 125 Based on NICM Numbers NICM = National Institute of Community Management

Average HOA Fees Per Unit $75.00 Per Mo. Based on CAI Numbers CAI = Community Association Institute

Average HOA Fees Per Unit $900 Per Year $75 X 12 = $900 per year

Average Reserve Funds On Hand $50,000 Per HOA (Estimate) Low estimate based on NICM Reserve Studies

Total  Units in U.S. at 90% 39,375,000  350,000 X 90% = 315,000 x Avg. # per HOA = 39,375,000 Units used in new program.

 

8 New FDIC Rules Suggested per this proposal

HOA/Unit/Mo. 3 Mo. HOA Total 9 Total Deposits Today; no requirements for HOA deposits. Three months used as practical #.

HOA Requirements Operating Operating Operating 10 1 yr. Operating A 1 year operating reserve requirement will make the HOA financially sound.

Current Funds On Deposit by HOA $75 $28,125 $8,859,375,000 11 $44,296,875,000 Operating difference-FDIC requirements less current HOA equals $35,437,500,000

On Deposit 12

  

13 New FDIC Rules Suggested per this proposal

HOA/Unit Per HOA Total 14 Total Deposits A number of current HOA's who do no carry a Reserve Account as they would prefer

HOA Requirements Reserves Reserves Reserves 15 Reserves to have a special assessment at the time of required HOA repairs or replacements.

Funds Required On Deposit $400 $50,000 $15,750,000,000 16 $15,750,000,000 No.the same in both areas based on a required "Cash Flow" Reserve by the FDIC which is 

 based on 25% Cash on Hand vs. a Fully Funded Reserve used by most HOA's.

17 New FDIC Rules Suggested per this proposal

On Deposit 18 Total Deposits Adding the Operating Account and the Reserve together.

Total Funds Required By HOA $24,609,375,000 19 $60,046,875,000 Total actual deposits

Basic difference between current HOA philosophy and proposed New FDIC Rules 20 $35,437,500,000 Total Difference

 

21 Available to DFB "DFB" stands for "Designated FDIC Bank". (See other FDIC Requirements)

Use of Designated FDIC Bank Funds 50.0% $12,304,687,500 22 $30,023,437,500 A DFB can only use 50.0% of funds on deposit from HOA's.

 

Available: HOA Owners for New Mortgages $30,023,437,500 23 A DFB must use funds for 1) HO Mtgs. on homes located in a DFB Account 1st.

2) Other DFB locations; and 3) Other mortgage loans.

Additional Funds on Deposit at FDIC Banks $30,023,437,500 24 Solitifies the DFB Assets.

Net Gain on New FDIC Requirements $35,437,500,000 25 A Positive Reason to implement this program.


