
FDII 
Federal Deooslt Insurance Corooration 
55017th Slreel NW, Washington, DC 20429 

Honorable Pete Sessions 
House of Representatives 
Washington, D.C. 20515 

D~ar Congressman Sessions: 

Office of legislative Affairs 

April2,2009 

Thank you for your letter to Thomas Dujenski, Dallas Regional Director, on behalfof Protiviti 
Inc. regarding the Federal Deposit Insurance Corporation's process for soliciting outside 
contractors to help us manage and resolve troubled financial institutions. We apologize for the 
delay in our response. 

Mr. Martin Breheny, Associate Director at Protiviti, contacted our procurement staff on 
October 17, 2008, requesting to be added to our Contractor Resource List (CRL). FDIC staff 
responded by email on October 24, 2008, indicating that Protiviti had been added to the CRL. 

There are a large number of firms that are now aggressively marketing to do business with the 
FDIC. We cannot guarantee any potential contractor that submits a corporate capabilities 
statement that they will be included on future source lists. However, we can confirm that 
Protiviti Inc. has been added to the CRL, and that its information is available for consideration. 
This system organizes and maintains corporate capability statements submitted by firms seeking 
future business with the FDIC. Our program managers and contracting officers use this system 
to identify sources for solicitation. 

If Protiviti staff has further questions, they may contact Elizabeth Walker in our Acquisition 
Services Branch on 703-562-6295. 

Your interest in this matter is appreciated. If you have further questions, the Office of 
Legislative Affairs can be reached at (202) 89.8-7055. 

Sincerely, 

Eric J. Spitler 
Director 
Office of Legislative Affairs 



LIJDf-173 

Ql:nugtt.an nf u,~ 1tniicll ~fates 
Dlas!Jingtnn. 'Eat 2Xl515 

November 24, 2008 

Thomas J. Dujenski 
Regional Director, Division of Supervision and Consumer Protection 
Federal Deposit Insurance COipOration 
1601 Bryan SL 
Dallas, TX 75201 

Dear Director Dujenski: 

We thank you for your service in providing the heightened oversight that our banking system needs 
during this time of turmoil. Your diligent attention to this importaµt task on behalf of American 
depositors and taxpayers is greatly appreciated. 

It has been brought to our attention that the Federal Deposit Insurance Corpontion (FDIC) is reaching 
out to contractors for assistance in its cfforu to manage and resolve troubled banking institutions. 
Protiviti, a Dallas-based company, has requested that we inform the FDIC of the risk management and 
bank closing asset management services they provide and their interest in participating in this 
contracting proc.css. 

Protiviti has a history of providing resolution services for failed institutions. Their personnel have 
Resolution Trust Corporation (RTC) experience and provide top-tier financial institution risk. 
management services. As you may know, Protiviti was founded in 2002 with 650 individuals from a 
risk consulting practice and now has more than 3,300 professionals in more than 60 offices worldwide. 
Protiviti can access skilled professionals, on location, throughout the United States through its parent. 
Robert Half International (RHI). RHI has access to 2 million finance and accounting executives. Its 
staffing services arc used in support of Protiviti engagements or can be provided independently. 

In· Interest of finding the most effldent use of taxpayer dollars and the safety of our domestic 
financial system, we encourage the JIDIC to look beyond its traditional contracting partners to 
soJlclt additional proposals for risk management, audit and other services. While wc understand 
1he need for discretion in the solicitation of assistance to avoid µnnecessarily amplifying heightened 
cona:ms about the banking system. wc believe that it is V\tal that the FDIC is aware of and gives full 
and fair consideration to finns like Protiviti and RHI. 

While this is not to suggest that we endorse the award of any particular contracts to Protiviti or RHI. 
we believe that competition is important to ensuring the efficic;nt use of taxpayer funds and we hope 
that this information is useful to you going forward. 

Res-pectfully, 

Cong. Pete Sessions 
3t-District of Texas 

Cc: Ronald F. Bieker, Deputy Director 

Cong. Kenny Marchant 
24• District of Texas 



® FEDERAL DEPOSIT INSURANCE CORPORATION, Washington, DC 20429 

SHEILA C. BAIR 
CHAIRMAN 

Honorable Christopher J. Dodd. 
Chainnan 

April 7, 2009 

Committee on Banking, Housing, and Urban Affairs 
United States Senate 
Washington, D.C. 20510 

Dear Mr. Chairman: 

Thank you for your letter requesting the assistance of the Federal Deposit 
Insurance Corporation in assigning Matthew Green as a detailee to the Senate Banking 
Committee for one year. 

This is to confirm that Matt will begin his detail to the Committee on April 20, 
2009 and will complete his detail by April 19, 2010. 

I agree that Matt will be a valuable asset to the Committee. We look forward to 
his return in April 2010. 

Sincerely, 

Sheila C. Bair 



COLN MaGINNIS. AC'llflG BTAF'F 0IRl!Cl'CII 
W1UW11 D. DUHNICE. REP\/IIUC,ON STAR' DIREllTOR -COUNSEL 

The Honotabl~ ~la Ball' 
Chairtnan 
Federal Deposit Insurance Corporation 
55017'11 Sti=, NW. 
Wasbjp.gton, DC 20429 

Dear chamnan.Bair: 

tinittd ~nitts ~matt 
COMMITTEE ON BANKING, HOUSING, ANO 

URBAN AFFAIRS 

WASHINGTON, DC 2051 Q-6075 

April 2, 2009 

We-would like Matt to begin wotkiiig-at lhe Comnri4ee on At,ril 20, 2009 !Uld ~l~t~ 
his detail by April 19, 2010. Again, I BJ>l)reclate -your cotisideratiQJl cff sharing the FDIC's 
v~lc ~~ with the Coµnnfttee. 

CHRiSTOPHER. J. DODD 
Cha:inn:q; 



SHEILA C. BAIR 
CHAIRMAN 

FEDERAL DEPOSIT INSURANCE CORPORATION, Washington, DC 20429 

April 13, 2009 

Honorable Pete Olson 
House of Representatives 
Washington, D.C. 20515 

Dear Congressman Olson: 

Thank you for your letter regarding the emergency special assessment recently 
approved by the Federal Deposit Insurance Corporation's Board of Directors. As you know, 
the special assessment was adopted as an interim rule with a request for public comments. 
The comment period closed April 2, 2009. The Board of Directors will consider al1 the 
comments received before adopting a final rule. 

As you are aware, recent and anticipated failures of FDIC-insured institutions 
resulting from deterioration in banking and.economic conditions have significantly increased 
losses to the Deposit Iilsurance Fund (DIF). The reserve ratio of the DIF declined from 1.22 
percent as of December 31, 2007, to 0.40 percent (preliminary) as of December 31, 2008. 

Because the fund reserve ratio had fallen below 1.15 percent as of June 30, 2008, and 
was expected to remain below 1.15 percent, applicable law required the FDIC to establish 
and implement a restoration plan that would restore the reserve ratio to at least 1.15 percent 
within five years, ·absent extraordinary circumstances. On October 7, 2008, the FDIC 
established a restoration plan for the DIF that called for the FDIC to set assessment rates 
such that the reserve ratio would return to 1.15 percent within five years and proposed 
assessment rates in accordance with the plan. 

In February 2009, the FDIC ~oard _of Directors made several very difficult decisions 
intended to ensure that our nation's deposit insurance system remains sound. First, in 
recognition of the severe stress facing banks and the financial system, the FDIC extended the 
period of the restoration plan from five to seven years. Second, the FDIC adopted 
assessment rates effective beginning the second quarter of2009 that are only slightly higher 
than those proposed in October 2008, despite a large increase in projected losses. Finally, 
the FDIC adopted an interim rule that sets a special assessment at 20 basis points to be 
collected on September 30, 2009. 

The FDIC realizes that these assessments are a significant expense, particularly 
during a financial crisis and recession where bank earnings are under pressure. Banks face 
tremendous challenges right now even without having to pay higher assessments. We also 
recognize that assessments reduce the funds that banks can lend in their communities to help 
revitalize the economy. 



However, because of rapidly deteriorating economic conditions, a large number of 
projected bank failures are likely to occur this year and next. These assessments are 
essential to maintaining the industry funded reserves of the DIF. 

Recent experience has shown that bank failures are difficult to predict and the 
possibility of additional, unforeseen failures is significant. The size of the special 
assessment reflects the FDIC's need to maintain adequate resources to cover potential 
unforeseen losses. The FDIC has a thin margin for error in this regard because its $30 
billion borrowing authority from Treasury for losses from bank failures has not increased 
since 1991, although industry assets have more than tripled. 

As you know, the FDIC has requested that Congress increase our authority to borrow 
from Treasury to $100 billion. In addition, the FDIC is seeking a temporary increase in 
borrowing authority above $100 billion (but not to exceed $500 billion) based on a process 
that would require the concurrence of the FDIC, the Federal Reserve Board, and the 
Treasury Department, in consultation with the President. This temporary authority would 
expire on December 31, 2010. 

An increase in the FDIC's borrowing authority of this magnitude would give the 
FDIC a sufficient margin for unforeseen bank failures and allow it to reduce the size of the 
special assessment while still assessing institutions at a level that maintains the DIF through 
industry funding. Although the industry would still pay assessments to cover projected 
losses and rebuild the fund over time, a lower special assessment would mitigate the pro-
cyclical effects. · 

The FDIC continues to consider other ways to alleviate the pressure on the DIF that 
are consistent with our statutory authority. We recently imposed a surcharge on guaranteed 
bank debt under the Temporary Liquidity Guarantee Program and will use the money raised 
through this surcharge to reduce the proposed special assessment. In addition, a portion of 
the fee for the recently announced Legacy Loan Program also will be allocated to the DIF. 
Finally, the FDIC will carefully review comments regarding using an assessment base other 
than deposits for the special assessment. 

Deposit Insurance provides valuable benefits to banks. While many sources of bank 
funding have dried up in the past six months, deposits have not In fact, deposits are 
growing and. remain a reliable source of funding because depositors know that their insured 
deposits are absolutely safe. 

We have included your letter in the public comment file for consideration in the 
development of the final rule on the emergency special assessment. If you have further 
questions, please do not hesitate to contact me at (202) 898-6974 or Eric Spitler, Director of 
Legislative Affairs, at (202) 898-3837. 

Sincerely, 

Sheila C. Bair 



SHEILA C. BAJA 
CHAIRMAN 

FEDERAL DEPOSIT INSURANCE CORPORATION, Washington, DC 20429 

April 13, 2009 

Honorable Mac Thornberry 
House of Representatives 
Washington, D.C. 20515 

Dear Congressman Thornberry: 

Thank you for your letter regardfr1g the emergency special assessment recently 
approved by the Federal Deposit Insurance Corporation's Board of Directors. As you know, 
the special assessment was adopted as an interim rule with a request for public comments. 
The comment period closed Apri] 2, 2009. The Board of Directors will consider all the 
comments received before adopting a finaJ rule. 

As you are aware, recent and anticipated failures of FDIC-insured institutions 
resulting from deterioration in banking and economic conditions have significantly increased 
losses to the Deposit Insurance Fund (DIF). The reserve ratio of the DIF declined from 1.22 
percent as of December 31, 2007, to 0.40 percent {preliminary) as of December 31, 2008. 

Because the fund reserve ratio had fallen below 1.15 percent as of June 30, 2008, and 
was expected to remain below 1.15 percent, applicable law required the FDIC to establish 
and implement a restoration plan that would restore the reserve ratio to at least 1.1 S percent 
within five years, absent extraordinary circumstances. On October 7, 2008, the FDIC 
established a restoration plan for the DIF that.called for the FDIC to set assessment rates 
such th~t the reserve ratio would return to 1.15 percent within five years and proposed 
assessment rates in accordance with the plan. 

In February 2009, the FDIC J¥ard of Directors made several very difficult decisions 
intended to ensure that our nation's deposit insurance systetn retnains sound. First, in 
recognition of the severe stress facing banks and the financial system, the FDIC extended the 
period of the restoration plan from five to seven years. Second, the FDIC adopted 
assessment rates effective beginning the second quarter of2009 that are only slightly higher 
than those proposed in October 2008, despite a large increase in projected losses. Finally, 
the FDIC adopted an interim rule that sets a special assessment at 20 basis points to be 
collected on September 30, 2009 .. 

The FDIC reaJizes that these assessments arc a significant expense, particularly 
during a financial crisis and recession where bank earnings are under pressure. Banks face 
tremendous challenges right now even without having to pay higher assessments. We also 
recognize that assessments reduce the funds that banks can lend in their communities to help 
revitalize the economy. 



However, because of rapidly deteriorating economic conditions, a large number of 
projected bank failures are likely to occur this year and next. These assessments are 
essential to maintaining the industry funded reserves of the DIF. 

Recent experience has shown that bank failures are difficult to predict and the 
possibility of additional, unforeseen failures-is significant. The size of the special 
assessment reflects the FDIC's need to maintain adequate resources to cover potential 
unforeseen losses. The FDIC has a thin margin for error in this regard because its $30 ~-
billion borrowing authority from Treasury for losses from bank failures has not im;:reased 
since 1991, although industry assets have more than tripled. 

As you know, the FDIC has requested that Congress increase our authority to borrow 
from Treasury to Sl00 billion. In addition, the.FDIC is seeking a temporary increase in 
borrowing authority above $100 billion (but not to exceed SS00 billion) based on a process 
that would require the concurrence of the FDIC, the Federal Reserve Board, and the 
Treasury Department, in consultation with the President. This temporary authority would 
expire on December 31, 2010. 

An increase in the FDIC's borrowing authority of this magnitude would give the 
FDIC a sufficient margin for unforeseen bank failures and allow it to reduce the size of the 
special assessment while sti11 assessing institutions at a level that maintains the DIF through 
industry funding. Although the industry would still pay assessments to cover projected 
losses and rebuild the fund over time, a lower special assessment would mitigate the pro­
cyclical effects. 

The FDIC continues to consider other ways to alleviate the pressure on the DlF that 
are consistent with our statutory authority. We recently imposed a surcharge on guaranteed 
bank debt under the Temporary Liquidity Guarantee Program ar:id will use the money _raised 
through this surcharge to reduce the proposed special assessment In addition, a portion of 
the fee for the recently announced Legacy Loan Program also wilJ be allocated to the DIF. 
Finally, the FDIC wiiJ carefully review comments regarding using an assessment base other 
than deposits for the special assessmen~. · 

Deposit Insurance provides valuable benefits to banks. While many sources of bank 
funding have dried up in the past six months, deposits have not. In fact, deposits are 
growing and remain a reliable source of funding because depositors know that their insured 
d~osits are absolutely safe. 

We have included your letter in the public comment file for consideration in the 
development of the final rule on the emergency special assessment. If you have further 
questions, please do not hesitate to contact me at (202) 898-6974 or Eric Spitler, Director of 
Legislative Affairs, at (202) 898-3837. 

Sincerely, 

Sheila C. Bair 



SHEILA C. BAIR 
CHAIRMAN 

® FEDERAL DEPOSIT INSURANCE CORPORATION, Washington, oc 20429 

April 13, 2009 

Honorable Pete Sessions 
House of Representatives 
Washington, D.C. 20515 

Dear Congressman Sessions: 

Thank you for your letter regarding the emergency special assessment recently 
approved by the Federal Deposit Insurance Corporation's Board of Directors. As you know, 
the special assessment was adopted as an interim rule with a request for public comments . 

. The comment period closed April 2, 2009. The Board of Directors will consider all the 
comments received before adopting a final rule. · 

As you are aware, recent and anticipated failures of FDIC-insured institutions 
resulting from deterioration in banking and economic conditions have significantly increased 
losses to the Deposit Insurance Fund (DIF). The reserve ratio of the DIF declined from 1.22 
percent as ofDecember 31, 2007, to 0.40 percent (preliminary) as of December 31, 2008. 

Because the fund reserve ratio had fallen below 1.15 percent as of June 30, 2008, and 
was expected to remain below 1.1 S percent, applicable law required the FDIC to establish 
and implement a restoration plan that would restore the reserve ratio to at least 1.15 percent 
within five years, absent extra.ordinary circumstances. On October 7, 2008, the FDIC 
established a restoration plan for the DIF that called for the FDIC to set assessment rates 
such that the reserve ratio would return to 1.15 percent within five years and proposed 
assessment rates in accordance with the plan. 

In February 2009, the FDIC So~ of Directors made several very difficult decisions 
intended to ensure that our nation's deposit insurance system remains sound. First. in 
recognition of the severe stress facing banks and the financial system, the FDIC extended the 
period of the restoration plan from five to seven years. Second, the FDIC adopted 
assessment ~tes effective beginning the second quarter of2009 that are only slightly higher 
than those proposed in October 2008, despite a large increase in projected losses. Finally, 
the FDIC adopted an interim rule that sets a special assessment at 20 basis_points to be 
collected on September 30, 2009. 

The FDIC realizes that these assessments are a significant expense, particularly 
during a financial crisis and recession where bank earnings are under pressure. Banks face 
tremendous challenges right now even without having to pay higher assessments. We also 
recognize that assessments reduce the funds that banks can lend in their communities to help 
revitalize the economy. 



However, because of rapidly deteriorating economic conditions, a large number of 
projected bank failures are likely to occur this year and next These assessments are 
essential to maintaining the industry funded reserves of the DIF. 

Recent experience has shown that bank failures are difficult to predict and the 
possibility of additional, unforeseen failures is significant. The size of the special 
assessment reflects the FDIC's need to maintain adequate resources to cover potential 
unforeseen losses. The FDIC has a thin margin for error in this regard because its $30 
billion borrowing authority from Treasury for losses from bank failures has not increased 
since 1991, although industry assets have more than tripled. 

As you know, the FDIC has requested that Congress increase our authority to borrow 
from Treasury to $100 billion. In addition, the FDIC is seeking a temporary increase in 
borrowing authority above $100 billion (but not to exceed $500 billion) based on a process 
that would require the concurrence of the FDIC, the Federal Reserve Board, and the 
Treasury Department, in consultation with the President. This temporary authority would 
expire on December 31, 2010. 

An increase in the FDIC's borrowing authority of this magnitude would give the 
FDIC a sufficient margin for unforeseen bank failures and allow it to reduce the size of the 
special assessment while still assessing institutions at a level that maintains the DIF through 
industry funding. Although the industry would still pay assessments to cover projected 
losses and rebuild the fund over time, a lower special assessment would mitigate the pro­
cyclical effects. 

The FDIC continues to consider other ways to alleviate the pressure on the DIF that 
are consistent with our statutory authority. We recently imposed a surcharge on guaranteed 
bank debt under the Temporary Liquidity Guarantee Program and will use the money raised 
through this surcharge to reduce the proposed special assessment. In addition, a portion of 
the fee for the recently announced Legacy Loan Program also will be allocated to the DIF. 
Finally, the FDIC will carefully review comments regarding using an assessment base other 
than deposits for the special assessmc1lt. 

Deposit Insurance provides valuable benefits to banks .. While many sources of bank 
funding have dried up in the past six months, deposits have not. In fact, deposits are 
growing and remain a reliable source of funding because depositors know that their insured 
deposits are absolutely safe. 

We have included your letter in the public comment file for consideration in the 
development of the final rule on the emergency special assessment. If you have further 
questions, please do not hesitate to contact me at (202) 898-6974 or Eric Spitler, Director of 
Legislative Affairs, at (202) 898-3837. 

Sincerely, 

Sheila C .. Bair 



SHEILA C. BAIR 
CHAIRMAN 

® FEDERAL DEPOSIT INSURANCE CORPORATION, Washington, oc 20429 

April 13, 2009 · 

Honorable 4mar Smith 
House of Repre~entatives 
Washington, D.C. 20515 

Dear Congressman Smith: 

Thank you for your letter regarding the emergency special assessment recently · 
approved by the Federal Deposit Insurance Corporation's Board of Directors. As you know, 
the special assessment was adopted as an interim rule with a request for public comments. 
The comment period closed April 2, 2009. The Board of Directors will consider all the 
comments received before adopting a final rule. 

As you are aware,.recent and anticipated failures of FDIC-insured institutions 
resulting from deterioration in banking and economic conditions have significantly increased 
losses to the Deposit Insurance Fund (DIF). The reserve ratio of the DIF declined from 1.22 
percent as of December 31, 2007, to 0.40 percent (preliminary) as of December 31, 2008. 

Because the fund reserve ratio had fallen below 1.15 percent as of June 30, 2008, and 
was expected to remain below 1.15 percent, applicable law required the FDIC to establish 
and implement a restoration plan that would restore the reserve ratio to at least 1.15 percent 
within five years, absent extraordinary circumstances. On October 7, 2008, the FDIC 
established a restoration plan for the DIF that called for the FDIC to set assessment rates 
such that the reserve I'!ltio would return to 1.15 percent within five years and proposed 
assessment rates in accordance with the plan. 

In February 2009, the FDIC lloard of Directors made several very difficult decisions 
intended to ensure that our nation• s deposit insurance system remains sound. First, in 
recognition of the severe stress facing banks and the financial system, the FDIC extended the 
period of the restoration plan :from five to seven years. Second, the FDIC adopted 
assessment rates effective beginning the second quarter of 2009 that are only slightly higher 
than those proposed in October 2008, despite a large increase in projected losses. Finally, 
the FDIC adopted an interim rule that sets a special assessment at 20 basis points to be 
collected on September 30, 2009. · 

The FDIC realizes that these assessments are a significant expense, particularly 
during a financial crisis and recession where bank earnings are under pressure. Banks face 
tremendous challenges right now even without having to pay higher assessments. We also 
recognize that assessments reduce the funds that banks can lend in their communities to help 
revitalize the economy. 



However, because of rapidly deteriorating economic conditions, a large number of 
projected bank failures are likely to occur this year and next. These assessments are 
essential to maintaining the industry funded reserves of the DIF. 

Recent experience has shown that bank failures are difficult to predict and the 
possibility of additional, unforeseen failures is significant. The size of the special 
assessment reflects the FDIC's need to maintain adequate resources to cover potential 
unforeseen losses. The FDIC has a thin margin for error in this regard because its $30 
billion borrowing authority from Treasury for losses from bank failures has not increased 
since 1991, although industry ass_ets have more than tripled. 

As you know, the FDIC has requested that Congress increase our authority to borrow 
from Treasury to $100 bil1ion. In addition, the FDIC is seeking a temporary increase in 
borrowing authority above $100 billion (but not to exceed $500 billion) based on a process 
that would require the concurrence of the FDIC, the Federal Reserve Board, and the 
Treasury Department. in consultation with the President. This temporary authority would 
expire on December 31, 2010. 

An increase in the FDIG's borrowing authority of this magnitude would give the 
FDIC a sufficient margin for unforeseen bank failures and allow it to reduce the size of the 
special assessment while still assessing institutions at a level that maintains the DIF through 
industry funding. Although the industry would still pay assessments to cover projected 
losses and rebuild the fund over time, a lower special assessment would mitigate the pro­
cyclical effects. 

The FDIC continues to consider other ways to alleviate the pressure on the DIF that 
are consistent with our statutory authority. We recently imposed a surcharge on guaranteed 
bank debt under the Temporary Liquidity Guarantee Program and will use the money raised 
through this surcharge to reduce the proposed special assessment. In addition, a portion of 
the fee for the recently announced Legacy Loan Program also will be allocated to the DIF. 
Finally, the FDIC will carefully review comments regarding using an assessment base other 
than deposits for the special assessmerit. 

Deposit Insurance provides valuable benefits to banks. While many sources of bank 
funding have dried up in the past six months, deposits have not. In fact, deposits are 
growing and remain a reliable source of funding because depositors know that their insured 
deposits are absolutely safe. 

We have included your letter in the public comment file for consideration in the 
development of the final rule on the emergency special assessment. If you have further 
questions, please do not hesita~e to contact me at (202) 898-6974 or Eric Spitler, Director of 
Legislative Affairs, at (202) 898-3837. 

Sincerely, 

Sheila C. Bair 



SHEILA C. BAIR 
CHAIRMAN 

FEDERAL DEPOSIT INSURANCE CORPORATION, Washington. DC 20429 

April 13, 2009 

Honorable Jeb Hensarling 
House of Representatives 
Washington, D.C. 20515 

Dear Congressman Hensarling: 

Thank you for your letter regarding the emergency special assessment recently 
approved by the Federal Deposit Insurance Corporation's Board of Directors. As you know, 
the special assessment was adopted as an interim rule with a request for public comrtlents. 
The comment period closed April 2, 2009. The Board of Directors will consider an the 
comments received before adopting a ~a] rule. 

As you are aware, recent and anticip~ted failures of FDIC-insured institutions 
resulting from deterioration in banking and economic conditions have significantly increased 
losses to the Deposit Insurance Fund (DIF). The reserve ratio of the DIF declined from 1.22 
percent as of December 31, 2007, to 0.40 percent {preliminary) as of December 31, 2008. 

Because the fund reserve ratio had fallen below 1.15 percent as of June 30, 2008, and 
was expected to remain below 1.15 percent, applicable law required the FDIC to establish 
and implement a restoration plan that would restore the reserve ratio to at least 1.15 percent 
within five years, absent extraordinary circumstances. On October 7, 2008, the FDIC 
established a restoration plan for the DIF that called for the FDIC to set assessment rates 
such that the reserve ratio would return to 1.15 percent within five years and proposed 
assessment rates in accordance with the plan. 

In February 2009, the FDIC Board of Directors made several very difficult decisions 
intended to ensure that our nation's deposit insurance system remains sound. First, in 
recognition of the severe stress facing banks and the financial system, the FDIC extended the 

· period of the restoration plan from five to seven years. Second, the FDIC adopted 
assessment rates effective beginning the second quarter of 2009 that are only slightly higher 
than those proposed in October 2008, despite a large increase in projected losses. Finally, 
the FDIC adopted an interim rule that sets a special assessment at 20 basis points to be 
collected on September 30, 2009. 

the FDIC realizes that these assessments are a significant expense, particularly 
during a financial crisis and recession where bank earnings are under pressure. Banlcs face 
tremendous challenges right now even without having to pay higher assessments. We also 
recognize that assessments reduce the funds that banks can lend in their communities to help 
revitalize the economy. 



However, because of rapidly deteriorating economic conditions, a large number of 
projected bank failures are likely to occur this year and next. These assessments are 
essential to maintaining the industry funded reserves of the DIF. 

Recent experience has shown that bank failures ar~ difficult to predict and the 
possibility of additional, unforeseen failures is significant. The size of the special 
assessment reflects the FDIC's need to maintain adequate resources to cover potential 
unforeseen losses. The FDIC has a thin margin for error in this regard because its $30 
billion borrowing authority from Treasury for losses from bank failures has not increased 
since 1991, although industry assets have more than tripled. 

As you know, the FDIC has requested that Congress increase our authority to borrow 
from Treasury to $100 billion. In addition, the FDIC is seeking a temporary increase in 
borrowing authority above $100 billion (but not to exceed $500 billion) based on a process 
that would require the concurrence of the FDIC, the Federal Reserve Board, and the 
Treasury Department, in consultation with the President. This temporary authority would 
expire on December 31, 2010. 

An increase in the FDIC's borrowing authority of this magnitude would give the 
FDIC a sufficient margin for unforeseen bank failures and allow it to reduce the size of the 
special assessment while still assessing institutions at a level that maintains the DIF through 
industry funding. Although the industry would still pay assessments to cover projected 
losses and rebuild the fund over time, a lower special assessment would mitigate the pro­
cyclical effects. 

The FDIC continues to consider other ways to alleviate the pressure on the DIF that 
are consistent with our statutory authority. We recently imposed a surcharge on guaranteed 
bank debt under the Temporary Liquidity Guarantee Program and will use the money raised 
through this surcharge to reduce the proposed special assessment. In addition, a portion of 
the fee for the recently announced Legacy Loan Program also will be allocated to the DIF. 
Finally, the FDIC will carefully review comments regarding using an assessment base other 
than deposits for the special assessme!lt. 

Deposit Insurance provides valuable benefits to banks. While many sources of bank 
funding have dried up in the past six months, deposits have not In fact, deposits are 
growing and remain a reliable source of funding because depositors know that their insured 
deposits are absolutely safe. · 

We have included your letter in the public comment file for consideration in the 
development of the final rule on the emergency-special assessment. If you have further 
questions, please do not hesitate to contact me at (202) 898-6974 or Eric Spitler, Director of 
Legislative Affairs, at (202) 898-3837. 

Sincerely, 

Sheila C. Bair 



SHEILA C. BAIR 
CHAIRMAN 

'~ 
~ FEDERAL DEPOSIT INSURANCE CORPORATION, Washington, oc 20429 

April 13, 2009 

Honorable Michael McCaul 
House of Representatives 
Washington, D.C. 20515 

Dear Congressman McCaul: 

Thank you for your letter regarding the emergency special assessment recently 
approved by the Federal Deposit Insurance Corporation's Board of Directors. As you know, 
the special assessment was adopted as an interim rule with a request for public comments. 
The comment period closed April 2, 2009. The Board of Directors will consider an the 
comments received before adopting a final rule. 

As you are aware, recent and anticipated failures of FDIC-insured institutions 
resulting from deterioration in banking and economic conditions have significantly increased 
losses to the Deposit Insurance Fund (DIF). The reserve ratio of the DIF declined from 1.22 
percent as of December 31, 2007, to 0.40 percent (preliminary} as of December 31, 2008. 

Because the fimd reserve ratio had fallen below 1.15 percent as of June 30, 2008, and 
was expected to remain below 1.15 percent, applicable law required the FDIC to establish 

. and implement a restoration plan that would restore the reserve ratio to at least 1.15 percent 
within five years, absent extraordinary circumstances. On October 7, 2008, the FDIC 
established a restoration plan for the DIF that called for the FDIC to set assessment rates 
such that the reserve ratio would return to 1.15 percent within five years and proposed 
assessment rates in accordance with the plan. 

In February 2009, the FDIC :13oard of Directors made several very difficult decisions 
intended to ensure that our nation's deposit insurance system remains :mund. First. in 
recognition of the severe stress facing banks and the financial system, the FDIC extended the 
period of the restoration plan from five to seven years. Second, the FDIC adopted 
assessment rates effective beginning the second quarter of2009 that are only slightly higher 
than those proposed in October 2008, despite a large increase in projected losses. Finally, 
the FDIC adopted an interim rule that sets a special assessment at 20 basis points to be 
co1lected on September 30, 2009. 

The FDIC realizes that these assessments are a significant expense, particularly 
during a financial crisis and recession where bank earnings are under pressure. Banks face 
tremendous challenges right now even without having to pay higher assessments. We also 
recognize that assessments reduce the funds that banks can lend in their communities to help 
revitalize the economy. · 



However, because of rapidly deteriorating c;conomic conditions, a large n1:1mber of 
projected bank failures are ljkely to occur this year and next. These assessments are 
essential to maintaining the industry funded reserves of the DIF. 

Recent experience has shown that bank failures are difficult to predict and the 
possibility of additional, unforeseen failures is significant The size of the special 
assessment reflects the FDIC's need to maintain adequate resources to cover potential 
unforeseen losses. The FDIC has a thin margin for error in this regard because its $30 
billion borrowing authority from Treasury for losses from bank failures has not increased 
since 1991, although industry assets have more than tripled. 

As you know, the FDIC has requested that Congress increase our authority to borrow 
from Treasury to $100 billion. In addition, the FDIC is seeking a temporary increase in 
borrowing authority above $100 billion (but not to exceed $500 biJlion) based on a process 
that would require the concurrence of the FDiC, the Federal Reserve Board, and the 
Treasury Department, in consultation with the President. This temporary authority would 
expire on December 31, 2010. 

An increase in the FDIC's borrowing authority of this magnitude Y{OUld give the 
FDIC a sufficient margin for unforeseen bank failures and allow it to reduce the size of the 
special assessment while still assessing institutions at a level that maintains the DIF through 
industry funding. Although the industry would still pay assessments to cover projected 
losses and rebuild the fund over time, a lower special assessment would mitigate the pro­
cyclical effects. 

The FDIC continues to consider other ways to alleviate the pressure on the DIF that 
are consistent with our statutory authority. We recently imposed a surcharge on guaranteed 
bank debt under the Temporary Liquidity Guarantee Program and will use the money raised 
through this surcharge to reduce the proposed special assessment. In addition, a portion of 
the fee for the recently announced Legacy Loan Program also will be allocated to the DIF. 
Finally, the FDIC will carefully review comments regarding using an assessment base other 
than deposits for the special assessment. 

Deposit Insurance provides valuable benefits to banks. While many sources of bank 
funding have dried up in the past six months, deposits have not. In fact, deposits are 
growing and remain a reliable source of funding because depositors know that their insured 
deposits are absolutely safe. 

We have included your letter in the public comment file for consideration in the 
development of the final rule on the emergency special assessment. If you have further 
questions, please do not hesitate to contact me at (202) 898-6974 or Eric Spitler, Director of 
Legislative Affairs, at (202) 898-3837. 

Sincerely, 

Sheila C. Bair 



SHEILA C. BAIR 
CHAIRMAN 

@ FEDERAL DEPOSIT INSURANCE CORPORATION, Washington, oc 20429 

April 13, 2009 

Honorable Kevin Brady 
House of Representatives 
Washingt1;m, D.C. 20515 

Dear Congressman Brady: 

Thank you for your letter regarding the emergency special assessment recently 
approved by th!= Federal Deposit Insurance Corporation's Board of Directors. As you know, 
the special assessment was adopted as an interim rule with a request for public comments. 
The comment period closed April 2, 2009. The Board of Directors wiU consider al] the 
comments received before adopting a final rule. 

As you are aware, recent and anticipated failures of FDIC-insured institutions 
resulting from deterioration in banking and economic conditions have significantly increased 
losses to the Deposit Insurance Fund (DIF). The reserve.ratio of the DIF declined from 1.22 
percent as of December 31, 2007, to 0.40 percent (preliminary) as of December 31, 2008. 

Because the fund reserve ratio had fallen below 1.15 percent as of June 30, 2008, and 
was expected to remain below 1.15 percent, applicable law required the FDIC to establish 
and implement a restoration plan that would restore the reserve ratio to at least 1.15 percent 
within five years, absent extraordinary circumstances. On October 7, 2008, the FDIC 
established a restqration plan for the DIF that called for the FDIC to set assessment rates 
such that the reserve ratio would return to 1.15 percent within five years and proposed 
assessment rates in accordance with the plan. 

In February 2009, the FDIC Board of Directors made several very difficult decisions 
intended to ensure that our na.tion .. s deposit insurance system remains sound. First, in 
recognition of the sever~ stress facing banks and the financial system, the FDIC extended the 
period of the restoration plan from five to seven years. Second, the FDIC adopted 
assessment rates effective beginning the second quarter of 2009 that are only slightly higher 
than those proposed in October 2008, despite a large increase in projected losses. Finally, 
the FDIC adopted an interim rule that sets a special assessment at 20 basis points to be 
collected on September 30, 2009. 

The FDIC realizes that these assessments are a significant expense, particularly 
during a financial crisis and recession where bank earnings are under pressure. Banks face 
tremendous challenges right now even without having to pay higher assessments. We also 
recognize that assessments reduce the funds that banks can lend in their communities to help 
revitalize the economy. 



However, because of rapidly deteriorating economic conditions, a large number of 
projected bank failures are likely to occur this year and next. These assessments are 
essential to maintaining the industry funded reserves of the DIF. 

Recent experience has shown that bank failures are difficult to predict and the 
possibility of additional, unforeseen failures is significant. The size of the special 
assessment reflects the FDIC's need to maintain adequate resources to cover potential 
unforeseen losses. The FDIC has a thin margin for error in this regard because its $30 
billion borrowing authority from Treasury for losses from bank failures has not increased 
since 1991, although industry assets have more than tripled. 

As you know, the FDIC has requested that Congress increase our authority to borrow 
from Treasury to $100 billion. In addition, the FDIC is seeking a temporary increase in 
borrowing authority above $100 billion (but not to exceed $500 billion) based on a process 
that would require the concurrence of the FDIC, the Federal Reserve Board, and the 
Treasury Department. in consultation with the President. This temporary authority would 
expire on December 31, 2010. 

An increase in the FDIC's borrowing authority of this magnitude wquld give the 
FDIC a sufficient margin for unforeseen bank failures and allow it to reduce the size of the 
special assessment while still assessing institutions at a level that maintains the DIF through 
industry funding. Although th~ industry would still pay assessments to cover projected 
losses and rebuild the fund over time, a lower special assessment would mitigate the pro­
cyclical effects. 

The FDIC continues to consider other ways to alleviate the pressure on the DIF that 
are consistent with our statutory authority. We recently imposed a surcharge on guaranteed 
bank debt under the Temporary Liquidity Guarantee Program and will use the money raised 
through this surcharge to reduce the proposed special assessment In addition, a portion of 
the fee for the recently announced Legacy Loan Program also will be allocated to the DIF. 
Finally, the FDIC will carefully review comments reg~ding using an assessment base other 
than deposits for the special assessme.!lt. 

Deposit Insurance provides valuable benefits to banks. While many sources of bank 
funding have dried up in the past six months, deposits have not. In fact, deposits are 
growing and remain a reliable source of funding because depositors know that their insured 
deposits arc absolutely safe. · 

We have included your letter in the public comment file for consideration in the 
development of the final rule on the emergency special assessment. If you have further 
questions, please do not hesitate to contact me at (202) 898-6974 or Eric Spitler, Director of 
Legislative Affairs, at (202) 898-3837. 

Sincerely, 

Sheila C. Bair 



SHEILA C. BAIR 
CHAIRMAN 

@ FEDERAL DEPOSIT INSURANCE CORPORATION, Washington, DC 20429 

April 13, 2009 

Honorable Kay Granger 
House of Representatives 
Washington, D.C. 20515 

Dear Congresswoman Granger: 

Thank you for your letter regarding the emergency special assessment recently 
approved by the Fed~ Deposit Insurance Corporation's Board of Directors. As you know, 
the special assessment was adopted as an interim rule with a request for public comments. 
The comment period closed April 2, 2009. The Board of Directors will consider all the 
comments received before adopting a final rule. 

As you are aware, recent and anticipated failures of FDIC-insured institutions 
resulting from deterioration in banking and economic conditions have significantly increased 
losses to the Deposit Insurance Fund (DIF). The reserve ratio of the DIF declined from 1.22 
percent as of December 31, 2007, to 0.40 percent (preliminary) as of December 31, 2008. 

Because the fund reserve ratio had fallen below 1.15 percent as of June 30, 2008, and 
was expected to remain below 1.15 percent, applicable law required the FDIC to establish 
and implement a restoration plan that would restore the reserve ratio to at least 1.15 percent 
within five years, absent extraordinary circumstances. On October 7, 2008, the FDIC 
established a restoration plan for the DIF that called for the FDIC to set assessment rates 
such that the reserve ratio would re~ to 1.15 percent within five years and proposed 
assessment rates in accordance with the plan. 

In February 2009, the FDIC Board of Directors made several very difficult decisions 
intended to ensure that our nation• s deposit insurance system remains sound. First, in 
recognition of the severe stress facing banks and the financial system, the FDIC extended the 
period of the restQration plan from five to seven years. Second, the FDIC adopted 
assessment rates effective beginning the second quarler of 2009 that are only slightly higher 
than those proposed in October 2008, despite a large increase in projected losses. Finally, 
the FDIC adopted an interim rule that sets a special assessment at 20 basis points to be 
collected on September 30, 2009. 

The FDIC realizes that these assessments are a significant expense, particularly 
during a financial crisis and recession where bank earnings are under pressure. Banks face 
tremendous challenges right now even without having to pay higher assessments. We also 
recognize that assessments reduce the funds that banks can lend in their communities to help 
revitalize the economy. 



However, because of rapidly deteriorating economic conditions, a large number of 
projected bank failures are likely to occur this year and next. These assessments are 
essential to maintaining the industry funded reserves of the DIF. 

Recent experience has shown that bank failures are difficult to predict and the 
possibility of additional, unforeseen failures is significant. The size of the special 
assessment reflects the FDIC's need to maintain adequate resources to cover potential 
unforeseen losses. The FDIC has a thin margin for error in this regard because its $30 
billion borrowing authority from Treasury for losses from bank failures has not increased 
since 1991, although·industry assets have more than tripled. 

As you know, the FDIC has requested that Congress increase our authority to borrow 
from Treasury to $100 billion. In addition, the FDIC is seeking a temporary increase in 
borrowing authority above $100 billion (but not to exceed $500 billion) based on a process 
that would require the concurrence of the FDIC, the Federal Reserve Board, and the 
Treasury Department, in consultation with the President. This temporary authority would 
expire on December 31, 2010. 

An increase in the FDIC's borrowing authority of this magnitude would give the 
FDIC a sufficient margin for unforeseen bank failures and allow it to reduce the size of the 
special assessment while still assessing institutions at a level that maintains the DIF through 
industry funding. Although the industry would still pay assessments to cover projected 
losses and rebuild the fund over time, a·tower special assessment would mitigate the pro­
cyclical effects. 

The FDIC continues to consider other ways to alleviate the pressure on the DIF that 
are consistent with our statutory authority. We recently imposed a surcharge on guaranteed 
bank debt under the Temporary Liquidity Guarantee Program and will use the money raised 
through this surcharge to reduce the proposed special assessment. In addition, a portion of 
the fee for the recently announced Legacy Loan Program also will be allocated to the DIF. 
Finally, the FDIC will carefully review comments regarding using an ass~ssment base other 
~an deposits for the special assessment. 

Deposit Insurance provides valuable benefits to banks. While many sources of bank 
funding have dried up in the past six months, deposits have not. In fact, deposits are 
growing and remain a reliable source of funding because depositors know that their insured 
deposits are absolutely safe. 

We have included your letter in the public comment file for consideration in the 
development of the final rule on the emergency special assessment. If you have further 
questions, please do not hesitate to contact me at (202) 898-6974 or Eric Spitler, Director of 
Legislative Affairs, at (202) 898-3837. 

Sincerely, 

Sheila C. Bair 



SHEILA C. BAJA 
CHAIRMAN 

FEDERAL DEPOSIT INSURANCE CORPORATION, Washington, oc 20429 

April 13, 2009 

Honorable Ted Poe 
House of Representatives 
Washington. D.C. 20515 

Dear Congressman Poe: 

Thank you for your letter regarding the emergency special assessment recently 
approved by the Federal Deposit Insurance Coiporation's Board of Directors. As you know. 
the special assessment was adopted as an interim rule with a request for public comments. 
The comment period closed April 2. 2009. The Board of Directors will consider all the 
comments received before adopting a final rule. 

As you are aware, recent and anticipated failures of FDIC-insured institutions 
resulting from deterioration in banking and economic conditions have significantly increased 
losses to the Deposit Insurance Fund (DIF). The reserve ratio of the DIF declined from 1.22 
percent as of December 31. 2007, to 0.40 percent (preliminary) as of December 31, 2008. 

· Because the fund reserve ratio had fallen below 1.15 percent as of June 30. 2008, and 
was expected to remain below 1.15 percent. applicable law required the FDIC to establish 
and implement a restoration plan that would restore the reserve ratio to at least 1.15 percent 
within five years, absent extraordinary circumstances. On October 7, 2008, the FDIC 
established a restoration plan for the DIF that called for the FDIC to set assessment rates 
such that the reserve ratio would return to 1.15 percent within five years and proposed 
assessment rates in accordance with the plan. 

In February 2009, the FDIC Board of Directors made several very difficult decisions 
intended to ensure that our nation's deposit insurance system remains sound. First, in 
recognition of the severe stress facing banks and the financial system, the FDIC extended the 
period of the restoration plan from five to seven years. Second, the FDIC adopted 
assessment rates effective beginning the second quarter of2009 that are only slightly higher 
than those proposed in October 2008, despite a large increase in projected losses. Finally, 
the FDIC adopted an interim rule that sets a special assessment at 20 basis points to be 
collected on September 3_0, 2009. 

The FDIC realizes that these assessments are a significant expense, particularly 
during a financial crisis ~d recession where bank earnings are under pressure. Banlcs face 
tremendous chalhmges right now even without having to pay higher assessments. We also 
recognize that assessments reduce the funds that banks can lend in their communities to help 
revitalize the economy. 



However, because of rapidly deteriorating economic conditions, a large number of 
projected bank failures are likely to occur this year and next. These assessments are 
essential to maintaining the industry funded resetves of the DIF. 

Recent experience bas shown that bank failures are difficult to predict and the 
possibility of additional, unforeseen failures is significant. The size of the special 
assessment reflects the FDIC's need to maintain adequate resources to cover potential 
unforeseen losses. The FDIC has a thin margin for error in this regard because its $30 
billion borrowing authority from Treasury for losses from bank failures has not increased 
since 1991, although industry assets have more than tripled~ 

As you know, the FDIC has requested that Congress ·increase our authority to borrow 
from Treasury to S 100 billion. In addition, the FDIC is seeking a temporary increase in 
borrowing authority above $100 billion (but not to exceed $500 billion) based on a process 
that would require the concurrence of the FDIC, the Federal Reserve Board, and the 
Treasury Department. in consultation with the President. This temporary authority would 
expire on December 31, 2010. 

An increase in the FDIC's borrowing authority of this magnitude would give the 
FDIC a sufficient margin for unforeseen bank failures and allow it to reduce the size of the 
special assessment while still assessing institutions at a level that maintains the DIF through 
industry funding. Although the industry would still pay assessments to cover projected 
losses and rebuild the fund over time, a lower special assessment would mitigate the pro­
cyclical effects. 

The FDIC continues to consider other ways to alleviate the pressure on the DIF that 
are consistent with our statutory authority. We recently imposed a surcharge on guaranteed 
bank debt under the Temporary Liquidity Guarantee Program and will use the money raised 
through this surcharge to reduce the proposed special assessment. In addition, a portion of 
the fee for the recently announced Legacy Loan Program also wi11 be allocated to the DIF. 
Finally, the FDIC will carefully review comments regarding using an assessment base other 
than deposits for the special assessmf;_flt. 

Deposit Insurance provides valuable benefits to banks. While many sources of bank 
funding have dried up in the past six months, deposits have not. In fact, deposits are · 
growing and remain a reliable source of funding because depositors know that their insured 
deposits are absolutely safe. 

We have included your letter in the public comment file for consideration in the 
development of the final rule on the emergency special assessment. If you have further 
questions, please do not hesitate to contact me at (202) 898-6974 or Eric Spitler, Director of 
Legislative Affairs, at (202) 898-3837. 

Sincerely, 

Sheila C. Bair 



SHEILA C. BAIR 
CHAIRMAN 

FEDERAL DEPOSIT INSURANCE CORPORATION, Washington, DC 20429 

April 13,2009 

Honorable John Carter 
House of Representatives. 
Washington, D.C. 20515 

Dear Congressman Carter: 

Thank you for your letter regarding the emergency special assessment recently 
approved by the Federal Deposit Insurance Corporation's Board of Directors. As you know, 
the special assessment was adopted as an interim rule with a request for public comments. 
The comment period closed April 2, 2009. The Board of Directors will consider all the 
comments received before adopting a final rule . 

. As you are aware, reccat and anticipated failures of FDIC-insured institutions 
resulting from deterioration in banking and economic conditions have significantly increased 
losses to the Deposit Insurance Fund (DIF). The reserve ratio of the DIF. declined from 1.22 
percent as of December 31, 2007, to 0.40 percent (preliminary) as of December 31, 2008. 

Because the fund reserve ratio had fallen below 1.15 percent as of June 30, 2008, and 
was expected to remain below 1.15 percent, applicable law required the FDIC to establish 
and implement a restoration plan that would restore the reserve ratio to at least 1.15 percent 
within five years, absent extraordinary circumstances. On October 7, 2008, the FDIC 
established a restoration plan for the DIF that called for the FDIC to set assessment rates 
such that the reserve ratio would return to 1.15 percent within five years and proposed 
assessment rates in accordance with the plan. 

In February 2009, the FDIC ~oard of Directors made several very difficult decisions 
intended to ensure that our nation's deposit insurance system remains sound. First. in 
recognition of the severe stress facing banks and the financial. system, the FDIC extended the 
period of the restoration plan from five to seven years. Second, the FDIC adopted 
·assessment rates effective beginning the second quarter of2009 that are only slightly higher 
than those proposed in October 2008, despite a large increase in projected losses. Finally, 
the FDIC adopted an interim rule that sets a special assessment at 20 basis points to be 
collected on September 30, 2009. · 

The FDIC realizes that these assessments are a significant expense, particularly 
· during a financial crisis and recession where bank earnings are under pressure. Banks face 
tremendous challenges right now even without having to pay higher assessments. We also 
recognize that assessments reduce the funds that banks can lend in their communities to help 
revitalize the ·economy. 



However, because of rapidly deteriorating economic conditions, a large number of 
projected bank failures are likely to occur this year and next These assessments are 
essential to maintaining the industry funded reserves of the DIF. 

Recent experience has shown that bank failures are difficult to predict and the 
possibility of additional, unforeseen failures is significant. The size of the special 
assessment reflects the FDIC's need to maintain adequate resources to cover potential 
unforeseen losses. The FDIC has a thin margin for error in this regard because its $30 
biJlion borrowing authority from Treasury for losses from bank failures has not increased 
since 1991, although industry assets have more than tripled. 

As you know, the FDIC has requested that Congress increase our authority to borrow 
from Treasury to $ 100 billion. In addition, the FDIC is seeking a temporary increase in 
borrowing authority above $100 billion (but not to exceed $500 billion) based on a process 
that would require the concurrence of the FDIC, the Federal Reserve Board. and the 
Treasury Department, in consultation with the President. This temporary authority would 
expire on December 31, 2010. 

An increase in the FDIC's borrowing authority of this magnitude would give the 
FDIC a sufficient margin for unforeseen bank failures and allow it to reduce the size of the 
special assessment while still assessing institutions at a level that maintains the DIF through 
industry funding. Although the industry would still pay assessments to cover projected 
losses and rebuild the fund over time, a lower special assessment would mitigate the pro­
cyclical effects. 

The FDIC continues to consider other ways to alleviate the pressure on the DIF that 
are consistent with our statutory authority. We recently imposed a surcharge on guaranteed 
bank debt under the Temporary Liquidity Guarantee Program and will use the money raised 
through this surcharge to reduce the proposed special assessment. In addition, a portion of 
the fee for the recently announced Legacy Loan Program also win be allocated to the DIF. 
Fi~ally, the FDIC will carefully review comments regarding using an assessment base other 
than deposits for the special assessmeJit. 

Deposit Insurance provides valuable benefits to banks. While many sources of bank 
funding have dried up in the past six months, deposits have not. In fact, deposits are 
growing and remain a reliable source of funding because depositors know that their insured 
deposits are absolutely safe. 

We have included your letter in the public comment file for consideration in the 
development of the final rule on the emergency special assessment. If you have further 
questions, please do not hesitate to contact me at (202) 898-6974 or Eric Spitler, Director of 
Legislative Affairs, at (202) 898-3 83 7. 

Sincerely, 

Sheila C. Bair 



~ FEDERAL DEPOSIT INSURANCE CORPORATION, Washington, oc 20429 

SHEILA C. BAIR 
CHAIRMAN 

Honorable Louie Gohmert 
House of Representatives 
Washington, D.C. 20515 

Dear Congressman Gohmert: 

April 13, 2009 

·Thank you for your letter regarding the emergency special assessment recently 
approved by the Federal Deposit Insurance Corporation's Board of Directors. As you know, 
the special assessment was adopted as an interim rule with a request for public comments. 
The comment period closed April 2, 2009. The Board of Directors will consider all the 
comments received before adopting a final rule. 

As you are aware, recent and anticipated failures of FDIC-insured institutions 
resulting from deterioration in banking and economic conditions have significantly increased 
losses to the Deposit Insurance Fund (DIF). The reserve ratio of the DIF declined from 1.22 
percent as of December 31, 2007, to 0.40 percent (preliminary) as of December 31, 2008. 

Because the fund reserve ratio had fallen below 1.15 percent as of June 30, 2008, and 
was expected to remain below 1.15 percent, applicable law required the FDIC.to establish 
and implement a restoration plan that would restore the reserve ratio to at least 1.15 percent 
within five years, absent extraordinary circumstances. On October 7, 2008, the FDIC 
established a restoration plan for the DlF that called for the FDIC to set assessment rates 
such that the reserve ratio would return to 1.15 percent within five years and proposed 
assessment rates in accordance with the plan. · · 

In February 2009, the FDIC Board of Directors made several very difficult decisions 
intended to ensure that our nation's ci~posit insurance system remains sound. First, in 
recognition of the severe stress facing banks and the financial system, the FDIC extended the 
period of the restoration plan from five to seven years. Second, the FDIC adopted 
assessment rates effective beginning the second quarter of 2009 that are only slightly higher 
than those proposed in October 2008, despite a large increase in projected losses. Finally, 
the FDIC adopted an interim rule that sets a special assessment at 20 basis points to be 
collected on September 30, 2009. 

The FDIC realizes that these assessments are a significant expense, particularly 
during a financial crisis and recession where bank earnings are under pressure. Banks face 
tremendous challenges right now even without having to pay higher assessments. We also 
recognize that assessments reduce the funds that banks can lend in their communities to help 
revitalize the economy. 



However, because of rapidly deteriorating economic conditions, a large number of 
projected bank failures are likely to occur this year and next. These assessm~nts are 
essential to maintaining the industry funded reserves of the DIF. 

Recent experience has shown that bank failures are difficult to predict and the 
possibility of additional, unforeseen failures is significant The size of the special 
assessment reflects the FDIC's need to maintain adequate resources to cover potential 
unforeseen losses. The FDIC has a thin margin for error in this regard because its $30 
billion borrowing authority from Treasury for losses from bank failures has not increased 
since 1991, although industry assets have more than tripled. 

As you know, the FDIC has requested that Congress increase our authority to borrow 
from Treasury to $100 billion. In addition, the FDIC is seeking a temporary increase in 
borrowing authority above $100 billion (but not to exceed $500 billion) based on a process 
that would require the concurrence of the FDIC, the Federal Reserve Board, and the 
Treasury Department, in consultation with the President. This temporary authority would 
expire on December 31, 2010. 

An increase in the FDIC's borrowing authority of this magnitude would give the 
FDIC a sufficient margin for unforeseen bank failures and allow it to reduce the size of the 
special assessment while still assessing institutions at a level that maintains the DIF through 
industry funding. Although the industry would still pay assessments to cover projected 
losses and rebuild the fund over time, a lower special assessment would mitigate the pro­
cyclical effects. 

The FDIC continues to consider other ways to alleviate the pressure on the DIF that 
are consistent with our statutory authority. We recently imposed a surcharge on guaranteed 
bank debt under the Temporary Liquidity Guarantee Program and will use the money rai&ed 
through this surcharge to reduce the proposed special assessment. In addition, a portion of 
the fee for the recently announced Legacy Loan Program also will be allocated to the DlF. 
Finally, the FDIC will carefully review comments regarding using an assessment base other 
than deposits for the special assessme!it. 

Deposit Insurance provides valuable benefits to banks. While many sources of bank 
funding have dried up in the past six months, deposits have not. In fac~ deposits are 
growing and remain a reliable source of funding because depositors know that their insured 
deposits are absolutely safe. 

We have included your letter in the public comment file for consideration in the 
development qfthe final rule on the emergency special assessment. If you have further 
questions, please do not hesitate to contact me at {202) 898-6974 or Eric Spitler, Director of 
Legislative Affairs, at (202) 898-3837. 

Sincerely, 

Sheila C. Bair 



SHEILA C. BAIR 
CHAIRMAN 

FEDERAL DEPOSIT INSURANCE CORPORATION, Washington, DC 20429 

April 13, 2009 

Hoµorable Sam Johnson 
House of Representatives 
Washington, D.C. 20515 

Dear Congressman Johnson: 

Thank you for your letter regarding the emergency special assessment recently 
approved by the Federal Deposit Insurance Corporation's Board of Directors. As you know, 
the special assessment was adopted as an interim rule with a request for public comments. 
The comment period closed April 2, 2009. The Board of Directors will consider all the 
comments received before adopting a final rule. 

As you are aware, recent and anticipated failures of FDIC-insured institutions 
resulting from deterioration in banking and economic conditions have significantly increased 
losses to the Deposit Insurance Fund (DIF). The reserve ratio of the DIF declined from 1.22 
percent as of December 31, 2007, to 0.40 percent (preliminary) as of December 31, 2008. 

Because the fund reserve ratio had fallen below 1.15 percent as of June 30, 2008; and 
was expected to rem.rip below 1.15 percent, applicable law required the FDIC to establish 
and implement a restoration plan that would restore the reserve ratio to at least 1.15 percent 
within five years, absent extraordinary circumstances. On October 7, 2008, the FDIC 
established a restoration plan for the DIF that called for the FDIC to set assessment rates 
such that the reserve ratio would return to 1.15 percent within five years and proposed 
assessment rates in accordance with.the plan.-

In February 2009, the FDIC ijo.u:d of Directors made several very difficult decisions 
intended to ensure that our nation1s deposit insurance system remains sound. First, in 
recognition of the severe stress facing banks and the financial system, the FDIC extended the 
period of the restoration plan from five to seven years. Second, the FDIC adopted 
assessment rates effective beginning the second quarter of 2009 that are only slightly higher 
than those proposed in October 2008, despite a large increase in projected losses. Finally, 
the FDIC adopted an interim rule that sets a special assessment at 20 basis points to be 
collected on September 30, 2009. 

The FDIC realizes that these assessments are a significant expense, particularly 
during a financial crisis and recession where bank earnings arc under pressure. Banks face 
tremendous challenges right now even without having to pay higher assessments .. We also 
recognize that assessments reduce the funds that banks can lend in their communities to help 
revitalize the economy. 



However, because of rapidly deteriorating economic conditions, a large number of. 
projected bank failures are likely to occur this year and next. These assessments are 
essential to maintaining the industry funded reserves of the DIF. 

Recent experience has shown that bank failures are difficult to predict and the 
possibility of additional, unforeseen failures· is significant. The size of the special 
assessment reflects the FDIC's need to maintain adequate resources to cover potential 
unforeseen losses. The FDIC has a thin margin for error in this regard because its $30 
billion borrowing authority from Treasury for losses from bank failures has not increased 
since 1991, although industry assets have more than tripled. 

\ 

As you know, the FDIC has requested that Congress increase our authority to borrow 
from Treasury to $100 billion. In addition, the FDIC is seeking a temporary increase in 
borrowing authority above $100 billion (but not to exceed $500 billion) based on a process 
that would require the concurrence of the FDIC, the Federal Reserve Board, and the 
Treasury Department, in consultation with the President. This temporary authority would 
expire on December 31, 2010. 

An increase in the FDIC's borrowing authority of this magnitude would give the 
FDIC a sufficient margin for unforeseen bank failures and allow it to reduce the size of the 
special assessment while still assessing institutions at a level that maintains the DIF through 
industry funding. Although the industry would still pay assessments to cover projected 
losses and rebuild the fund over time, a lower special assessment would mitigate the pro­
cyclical effects. 

The FDIC continues to consider other ways to alleviate the pressure on the DlF that 
are consistent with our statutory authority. We recently imposed a surcharge on guaranteed 
bank debt under the Temporary Liquidity Guarantee Program and will use the money raised 
through this surcharge to reduce the proposed special assessment. In additfon, a portion of 
the fee for the recently announced Legacy Loan Program also will be allocated to the DIF. 
Finally, the FDIC will carefully review comments regarding using an assessment base other 
than deposits for the special assessment. 

Deposit Insurance provides valuable benefits to banks. While many sources of bank 
funding have dried up in the past six months, deposits have not. In fact, deposits are 
growing and remain a reliable source of funding because depositors know that their insured 
deposits are absolutely safe. 

We have included your letter in the public comment file for consideration· in the 
development of the final rule on the emergency special assessment. If you have further 
questions, please do not hesitate to contact me at (202) 898-6974 or Eric Spitler, Director of 
Legislative Affairs, at (202) 898-3837. 

Sincerely, 

Shcila C. Bair 



SHEILA C. BAIR 
CHAIRMAN 

$ FEDERAL DEPOSIT INSURANCE CORPORATION, Washington, oc 20429 

April 13,2009 

Honorable Kenny Marchant 
House of Representatives 
Washington, D.C. 20515 

Dear Congressman Marchant: 

Thank you for your letter regarding the emergency special assessment recently 
approved by the Federal Deposit Insurance Corporation's Board of Directors. As you know, 
the special assessment was adopted as an interim rule with a request for public comments. 
The comment period closed April 2, 2009. The Board of Directors will consider all the 
comments received before adopting a final rule. 

As you are aware, recent and anticipated failures of FDIC-insured institutions 
resulting from deterioration in banking and economi~ conditions have significantly increased 
losses to the Deposit Insurance Fund (DIF). The reserve ratio of the DlF declined from 1.22 
percent as of December 31, 2007, to 0.40 percent {preliminary) as of December 31, 2008. 

Because the fund reserve ratio had fallen below 1.15 percent as of June 30, 2008, and 
was expected to remain below 1.15 percent, applicable law required the FDIC to establish 
and implement a restoration plan that would restore the reserve ratio to at least 1.15 percent 
within five years, absent extraordinary circumstances. On October 7, 2008, the FDIC 
established a restoration plan for the DIF that called for the FDIC. to set assessment rates 
such that the reserve ratio would return to 1.15 percent within five years and proposed 
assessment rates in accordance with the plan. 

In February 2009, the FDIC Board of Directors made several very difficult decisions 
intended to ensure that our nation•s deposit insurance system remains sound. First, in 
recognition of the severe stress facing banks and the financial system, the FDIC extended the 
period of the restoration plan from five to seven years. Second, the FDIC adopted 
assessment rates effective beginning the second quarter of 2009 that are only slightly higher 
than those proposed in October 2008, despite a large increase in projected losses. Finally, 
the FDIC adopted an interim rule that sets a special assessment at 20 basis points to be 
collected on September 30, 2009. 

The FDIC realizes that these assessments are a significant expense, particularly 
during a financial crisis and recession where bank earnings are under pressure. Banks face 
tremendous challenges right now even without having to pay higher assessments. We also 
recognize that assessments reduce the funds that banks can lend in their communities to help 
revitalize the economy. 



However, because of rapidly deteriorating economic conditions, a large number of 
projected bank failures are likely to occur this year and next. These assessments are 
essential to maintaining the industry funded reserves of the DIF. 

Recent experience has ·shown that bank failures are difficult to predict and the 
possibility of additional, unforeseen failures is significant. The size of the special 
assessment reflects the FDIC's need to maintain adequate resources to cover potential 
unforeseen losses. The FDIC has a thin margin for error in this regard because its $30 
billion borrowing authority from Treasury for losses from bank failures has not increased 
since 1991, although industry assets have more than tripled. 

As you know, the FDIC has requested that Congress increase our authority to borrow 
from Treasury to S 100 billion. In addition, the FDIC is seeking a temporary increase in 
borrowing authority above $100 billion (but not to exceed $500 billion) based on a process 
that would require the concurrence of the FDIC, the Federal Reserve Board, and the 
Treasury Department, in consultation with the President. This temporary authority would 
expire on December 31, 20 l 0. 

An increase in the FDIC's borrowing authority of this magnitude would give the 
FDIC a sufficient margin for unforeseen bank failures and allow it to reduce the size of the 
special assessment while still assessing institutions at a level that ma.inta.ins the DIF through 
industry funding. Although the industry would still pay assessments to cover projected 
losses and rebuild the fund over time, a lower special assessment would mitigate the pro­
cyclical effects. 

The FDIC continues to consider other ways to alleviate the pressure on the DIF that 
are consistent with our statutory authority. We recently imposed a surcharge on guarant~d 
bank tlebt under the Temporary Liquidity Guarantee Program and will use the money raised 
through this surcharge to reduce the proposed special assessment. In addition, a portion of 
the fee for the recently announced Legacy Loan Program also will be allocated to the DIF. 
Finally, the FDIC will carefully review comments regarding using an assessment base o_ther 
than deposits for the special assessment. 

Deposit Insurance provides valuable benefits to banks. While many sources of bank 
funding have dried up in the past six months, deposits have not. In fact, deposits are 
growing and remain a reliable source of funding because depositors know that their insured 
deposits are absolutely safe. 

We have included your letter in the public comment file for consideration in the 
development of the final rule on the emergency special assessment. If you have further 
questions, please do not hesitate to contact me at (202) 898-6974 or Eric Spitler, Director of 
Legislative Affairs, at (202) 898-3837. 

Sincerely, 

Sheila C. Bair 



SHEILA C. BAIR 
CHAIRMAN 

® FEDERAL DEPOSIT INSURANCE CORPORATION, Washington, DC 20429 

April 13,2009 

Honorable Randy Neugebauer 
House of Representatives 
Washington, D.C. 20515 

Dear Congressman Neugebauer: 

Thank you for your· letter regarding the emergency special assessment recently 
approved by the Federal Deposit Insurance Corporation's Board of Directors. As you know, 
the special ·assessment was adopted as an interim rule with a request for public comments. 
The comment period closed April 2, 2009. The Board of Directors will consider all the 
comments received before adopting a final rule. 

As you are aware, recent and anticipated failures of FDIC-insured institutions 
resulting from deterioration in banking and economic conditions have significantly increased 
losses to the Deposit Insurance Fund _(DIF). The reserve ratio of the DIF declined from 1.22 
percent as of December 31, 2007, to 0.40 percent (preliminary} as of December 31, 2008. 

Because the fund reserve ratio had fallen below 1.15 percent as of June 30, 2008, and 
was expected to remain below 1.15 percent, applicable law required the FDIC to establish 
and implement a restoration plan that would restore the reserve ratio to at least 1.15 percent 
within five years, absent extraordinary circumstances. On October 7, 2008, the FDIC 
established a restoration plan for the DIF that called for the FDIC to set assessment rates 
such that the reserve ratio would return to 1.15 percent within five years and proposed 
assessment rates in accordance with the plan. 

In February 2009, the FDIC Board of Directors made several very difficult decisions 
intended to ensure that our nation's deposit insurance system remains sound. First, in 
recognition of the severe stress facing banks and the financial system, the FDIC extended the. 
period of the restoration plan from five to seven years. Second, the FDIC adopted 
assessment rates effective beginning the second quarter of 2009 that are only slightly higher 
than those proposed in October 2008, despite a large increase in projected losses. Finally, 
the FDIC adopted an interim rule that sets a special assessment at 20 basis points to be 
collected on September 30, 2009. 

The FDIC realizes that these assessments are a significant expense, particularly 
during a financial crisis and recession where bank earnings are under pressure. Banks face 
tremendous challenges right now even without having to pay higher assessments. We also 
recognize that assessments reduce the funds that banks can lend in their communities to help 
revitalize the economy. 



However, because of rapidly deteriorating economic conditions, a large number of 
projected bank failures are likely to occur this year and next. These assessments are 
essential to maintaining the industry funded reserves of the DIF. 

Recent experience has shown that bank failures are difficult to predict' and the 
possibility of additional, unforeseen failures is significant The size of the special 
assessment reflects the FDIC's need to maintain adequate resources to cover potential 
unforeseen losses. Toe FDIC has a thin margin for error in this regard because its $30 
billion borrowing authority from Treasury for losses from bank failures has not increased 
since 1991, although industry assets have more than tripled. 

As you know, the FDIC has requested that Congress increase our authority to borrow 
from Treasury to $100 billion. In addition, the FDIC is seeking a temporary increase in 
borrowing authority above $100 billion (but not to exceed $500 billion) based on a process 
that would require the concurrence of the FDIC, the Federal Reserve Boar~ and the 
Treasury Department, in consultation with the President. This temporary authority would 
expire on December 31, 20 l 0. 

An increase in the FDIC's borrowing authority of this magnitude would give the 
FDIC a sufficient margin for unforeseen bank failures and allow it to reduce the size of the 
special assessment while still assessing institutions at a level that maintains the DIF through 
industry funding. Although the industry would still pay assessments tQ cover projected 
losses and rebuild the fund over time. a lower special assessment would mitigate the pro­
cyclical effects. 

The FDIC continues to consider other ways to alleviate the pressure on the DIF that 
are consistent with our statutory authority. We recently imposed a surcharge on guaranteed 
bank debt under the Temporary Liquidity Guarantee Program and will use the money raised 
through this surcharge to reduce the proposed special assessment In addition, a portion of 
the fee for the recently announced Legacy Loan Program also will be allocated to the DIF. 
Finally, the FDIC will carefully review comments regarding using an assessment base other 
than deposits for the special assessme_~t. 

Deposit Insurance provides valuable benefits to banks. While many sources of bank 
funding have dried up in the past six months, deposits have not. In fact, deposits are 
growing and remain a reliable source of funding because depositors know that their insured 
deposits are absolutely safe. 

We have included your letter in the public comment file for consideration in the 
development of the final rule on the emergency special assessment If you have further 
questions, please do not hesitate to contact me at (202) 898-6974 or Eric Spitler, Director of 
Legislative Affairs, at (202) 898-3837. 

Sincerely, 

Sheila C. Bair 
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March 27, 2009 

The Honor.lble Sheila C. Bair 
Chairman. 
Federal Deposit Insurance Corporation 
550 17'h Street, NW 
Washington, DC 20429 

Dear Chairman Bair. 

Considering the current state of the economy, we have concerns about the impact on community 
banb from the FDIC Board's proposal to levy a special assessment of up to 20 basis points later 
this year, with the possibility of a further assessment of an additional 10 basis points. We have 
also beard concerns from many community bankers throughout Texas. While they support a 
sound insurance fund, they also want the FDIC to know the impact these assessments will have 
on lending in Texas and ensure the FDIC bas considered all altcm~tivcs. 

Community bankers we represent have advised us of the_ potential earnings and capital impact on 
their financial institutions and, more importantly, the resulting loss of funds necessary to lend to 
small business customers and consumers in Texas. Our community banks estimated that 
assessments on Texas banks, if implemented a._ proposed, will remove nearly $1 billion from 
available capital. When that amount is leveraged. it results in $8 to $12 billion that will no longer 
be available for lending activity throughout Texas alone. At a time when responsible lending is 
critical to ameliorating the recession, this sort of reduction in local lending bas the potential to 
extend our economic recovery unnecessarily. 

The vast majority of community bankers in our Districts and throughout the country did not 
participate in the irresponsible lending that has led to the erosion of the FDIC fund. Community 
banks in our district are the lifeblood of the communities they serve. We believe they can help 
stimulate our economy back to health if nllowcd to do as they have always done, loo.Icing after 
the needs of local citizens and communities. 

We are aware of your statements that any special assessments banks may be reduced to roUghly 
half (10 basis points) should Congress p,rovide the FDIC an increase its current Treasury 
borrowing authority fro~ $30 billion to $100 billion. Recognizing the importance of protecting 
the deposit insurance fund, the House of Representatives has already acted to provide this 
authority. While this is a positive step in the right direction, we also ask the FDIC Board to 
consider a full range of alternatives that could also help sustain the balance of and confidence in 
the insurmce fund. 

Community banks in Texas have suggested the following alternatives to us: 

• Base assessments on assets with an adjustment for capital rather than total insured 
deposits; 



Chairman Shelia Bair 
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• Impose a systemic risk premium, which would place a heavier burden on financial 
institutions that pose the greatest risk to the deposit insurance fund; 

• Use a combination of the line of credit and a reduced or postponed special 
assessment; or 

• Allow banks to amortize this new expense over several years. 

We appreciate your efforts and your resolve to ensure that the FDIC fund is properly funded and 
fiscally sound in order to assure consumers that their funds are protected up to the prescribed 
limits by the full faith and backing of the United States government. We agree it is imperative to 
maintain consumer confidence in our banking system. and sound deposit insurance is the 
cornerstone of their confidence level. 

These are unprecedented times which call for unprecedented measures. As such. we believe 
there arc a number of options available to you to ensure the fund's stability while minimizing the 
impact on community banks' ability to keep money working in communities throughout Texas. 

Thank. you for the opportunity to weigh in on this important issue. 

Sincerely. 



Chairman Shelia Bair 
March 27, 2009 
Page 3 
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@· FEDERAL DEPOSIT INSURANCE CORPORATION, Washington, DC 20429 

SHEILA C. BAIR 
CHAIRMAN April 13, 2009 

Honorable Michael E. Capuano 
House of Representatives 
Washington, D.C. 20515 

Dear Congressman Capuano: 

Thank you for your letter regarding the recently announced. Legacy Loans 
Program (I.LP). Many share your concern. over the unprecedented actions that have been 
reqllll'ed as a result of the current economic crises. While I support the Financial 
Accounting Standard Board's efforts to fix many of the problems with mark-to-market 
accounting, we need to cleanse bank balance ~eets of problem assets so that we can 
attract private capital investment that is needed to support the long-term health of our 
banking system. I would like to share with you some thoughts as to how the LLP was 
designed. to ensure that the Federal Deposit Insurance Corporation is protected while we 
work with other federal agencies to respond to the challenges facing the nation's :financial 
system. 

Al; you are aware, the LLP is intended to remove troubled loans and other assets 
from FDIC-insured institutions and attract private capital to purchase the loans. The LLP 
will combine an FDIC guarantee of debt financing .with equity capital from the private 
sector and the Department of the Treasury. The partnerships will purchase assets from 
the banks and place them into public-private investment funds (PPIFs). While the FDIC 
will oversee the formation, funding, and operation of the PPIFs and establish the criteria 
for participation, we will be paid a fee for providing the guarantee under this program (a 
portion of which will be allocated to-the ::peposit Insurance Fund), and we will be 
protected against losses by the equity in the pool, the newly established value of the 
pool's assets and the fees collected.. The FDIC also will be reimbursed for any expenses 
incmred in the oversight of the PPIFs under an agreement with the Department of the 

· Treasury allocating costs. 

This program is designed to provide taxpayers with benefits associated with the 
public-private partnerships. By applying marlcet-based. pricing to the asset purchases, the 
PPIFs will ensure that purchases are at prices that give taxpayers and private investors 
substantial opportunities to benefit In addition, by offering a structure that allows banks 
to clear these assets off their books, the PPIFs will complement other government 
programs designed to enable greater lending and restore economic growth. These 
programs will help open lending channels by facilitating a marlcet for the distressed. assets 
currently clogging the system. The equity contnbution from the Department of the 
Treasury provides the foundation for this program and the benefits to taxpayers. The 



financing support provided by the FDIC, under the LLP, will provide the liquidity that 
has been missing from the market so far to achieve these purchases for the public. 

I want to assure you that the FDIC is approaching these issues carefully and 
insisting on appropriate safeguards to protect taxpayers and the Corporation. Thank you 
again for providing your thoughts on these important issues. If we can proyide finther 
information, please do not hesitate to contact me at (202) 898-6974 or Eric Spitler, 
Director, Office_ of Legislative Affairs at (202) 898-3837. 

Sincerely, 

• 

Sheila C. Bair 
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Congress of the United States 
House of Representatives 

Michael E. Capua.no 
8th District. Massachusetts 

March 24. 2009 

The Honorable Timothy Geithncr 
Secretary 

The Honorable Ben S. Bema.Dke 
Chairman 
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U.S. Department of the Treasury 
1500 Pennsylvania Avenue. NW 
Washlngton, DC 20220 

Board ofGovemors ofthe Federal Reserve 

Tho Honorable Sheila Bair 
Chainnan 
Federal Deposit Insurance Corporatio:n 
550 17th.Street. NW 
Washington, D.C. 20429 

System . 

20~ Street & Constitution Avenue. NW 
Washington, DC 20551 

Dear Secretary Gcitlmcr. Chairman Bemanlce an.ci Cbaionan Bair: 

Th.us fir, I have voted to support every major action taken by the current and past 
administrations to address the economic crisis. I have expressed some reservations about certain 
actions and inactions and made suggestions that I believe would have strengthened our .response 
to the problems and enhanced the safety of taxpayer funds. Thus far. with regard to each 
concerned raised; I have certainly felt myself a -vax ckmia.nti,1 iTI (ie.rerto. 

Regardless, I am compelled to raise my voice in the wilderness one more time to express my 
gra.Vf'! concem ~ut the action you_ arc taking this Weck-purchasing toxic assets (renamed 
"legacy assets" by an inventive PR staff) with taxpayer funds and transferring the risk associated 
with those assets fi"oni the people who made these risky purchases to the taxpayers. The 
potential risk of default is too high and the potential payout is too indeterminate in terms of time 
and incalculable in terms of money to put tax.payers' rnoney on the line. I am deeply concerned 
about this action. In addition. I am particularly concerned about using the FDIC to finance this 
endeavor. Their mission is to insure deposits, not :finance collatcralizcd toxic assets for the 
benefit of private investors. · 

I &o171'ee that some additional steps may be needed to relieve financial institutions from the impact 
-~of cmying those toxic assets on their books. However, there is cmrently no market for these 
assets and no vray to value them. If there were no other way to "get these assets off the boo.ks in 
order to free up credit", I would understand and grudgingly support your action, as I have done 
with past actions. However, that is not the case. · r------------:. 
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For example, some well regarded economists have suggested that these toxic assets can remain 
on the boo.ks of financial institutions without serious negative impact if the mark-to-market roles 
were temporarily suspended or adjusted for these assets. (Please see the attached copy of :my 
March 11, 2099 letter to you which details this idea.) I am convinced that this approach or 
something similar is much preferable to transfetting virtually all the risk to taxpayers with little 
benefit 

I have long advocated for more stringent requirements and conditions on TARP recipients, such • 
as prolu'biting bank mergers funded by taxpayers and allowing for claw-backs in case of the 
misuse of funds. I have pushed for adding independence to the TARP oversight process. I have 
urged officials not to swap taxpayer-owned preferred stock for unprotected common stock. I · 
haye repeatedly called for regulating unregulated financial institutions that have played a role in 
creating this financial crisis. I have expressed concern and demanded greater transparency in the 
many new Federal Reserve lending facilities. In addition, I have publicly stated that I believe 
government tegulators had the legal authority to oversee the exotic investment vehicles and the 
strategies used to create this ~ess. I have also stated that I believe the Fed has taken certain 
actions that exceed its legal authority, but did not press ~ opinion because I judged those 
"actions as are necessary during this crisis. 

Despite my many concerns, I have .supported the general approach taken so far because I believe 
that the government must take dramatic action to contain and reverse the economic crisis. Our 
difference.,, tllough important, have not caused me to withhold my general support. This time is 
different. This time, the amount of taxpayer funds committed and the lack: of adequate 
protection for those fonds leads me to oppose your actions. 

I realize that Congress will probably not reverse your decision. Nonetheless, I find it is 
important to .inform you that, as one member of Congress, I do not support this action. Given the 
chance, I will do what I can to revetse it or limit its impact 

I regret that we must part ways on this action. I believe that you are both honest, intelligent men 
trying to save our economy, and I respect you personally and professionally. Nonetheless, I 
believe this step is wrong, and I am compelled to go on rec9rd in opposition. For the sake of our 

_ economy, I hope that my concerns prove ,!D be unfounded. 

Regardless of my feelings on this matter, I look forward to continuing to work with you; 

Respectfully, 

Michael E. Capuano 

Enclosure 

cc: Speaker Nancy Pelosi 
Chairman Barney Frank, U.S. House Committee on Financial Services 
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SHEILA C. BAIR 
CHAIRMAN 

FEDERAL DEPOSIT INSURANCE CORPORATION, Washington, DC 20429 

April 13, 2009 

Honorable Ginny Brown-Waite 
House of Representatives 
Washington, D.C. 20515 

Dear Congresswoman Brown-Waite: 

Thank you for your letter regarding the emergency special assessment recently 
approved by the Federal Deposit Insurance Corporation's Board of Directors. As you know, 
the special assessment was adopted as an interim rule with a request for pubHc comments. 
The comment period closed April 2, 2009. The Board of Directors will consider all the 
comments received before adopting a final rule. 

As you are aware, recent and anticipated failures of FDIC-insured institutions 
resulting from deterioration in banking and economic conditions have significantly increased 
losses to the Deposit Insurance Fund (DIF). The reserve ratio of the DIF decliiied from 1.22 
percent as ofDecember 31, 2007, to 0.40 percent (preliminary) as of December 31, 2008. 

Because the fund reserve ratio had fallen below 1.15 percent as of June 30, 2008, and 
was expected to remain below 1.15 percent, applicable law required the FDIC to establish 
and implement a restoration plan that would restore the reserve ratio to at least 1.15 percent 
within five years, absent extraordinary circumstances. On October 7, 2008, the FDIC 
established a restoration plan for the DIF that called for the FDIC to set assessment rates 
such that the reserve ratio would return to 1.1 S percent within five years and proposed 
assessment rates in accordance with the plan. 

In February 2009, the FDIC Board of Directors made several very difficult decisions 
intended to ensure that our nation's deposjt ii:isurance system remains souud. First. in 
recognition of the severe stress facing banks and the financial system, the FDIC extended the 
period of the restoration plan :from five to seven years. Secon~ the FDIC adopted 
assessment rates effective beginning the second quarter of2009 that are only slightly higher 
than those proposed in October 2008, despite a large increase in projected losses. Finally, 
the FDIC adopted an interim rule that sets a special assessment at 20 basis points to be 
collected on September 30, ~009. · 

The FDIC realizes that these assessments are a significant expense, particularly 
during a financial crisis and recession where bank earnings are \Dlder pressure. Banks face 
tremendous challcp.ges right now even without having to pay higher assessments. We also 
recognize that assessments reduce the funds that banks can lend in their communities to help 
revitalize the economy. 



However, because of rapidly deteriorating economic conditions, a large number of 
projected bank failures are likely to occur this year and next. These assessments arc 
essential to maintaining the industry funded reserves of the DIF. 

Recent experience has shown that bank failures are difficult to predict and the 
possibility of additional, unforeseen failures is significant. The size of the special 
assessment reflects the FDIC's need to maintain adequate resources to cover potential 
unforeseen losses. The FDIC has a thin margin for error in this regard because its $30 
billion borrowing authority from Treasury for losses from bank failures has not increased 
since 1991, although industry assets have more than tripled. 

As you know, the FDIC has requested that Congress increase our authority to borrow 
from Treasury to S 100 billion. In addition, the FDIC is seeking a temporary increase in 
borrowing authority above SI 00 billion (but not to exceed $500 billion) based on a process 
that would require the concurrence of the FDIC, the Federal Reserve Board, and the 
Treasury Department, in consultation with the President. This temporary authority would · 
expire on December 31, 20 l 0. 

An increase in the FDIC's borrowing authority of this magnitude would give the 
FDIC a sufficient margin for unforeseen bank failures and allow it to reduce the size of the 
special assessment while still assessing institutions at a level that maintains the DIF through 
industry funding. Although the industry would still pay assessments to cover projected 
losses and rebuild the fund over time, a lower special assessment would mitigate the pro-­
cyclical effects. 

The FDIC continues to consider other ways to alleviate the pressure on the DIF that 
are consistent with our statutory authority. We recently imposed a surcharge on guaranteed 
bank debt under the Temporary Liquidity Guarantee Program and will use the money raised 
through this surcharge to reduce the proposed speciaJ assessment. In addition, a portion of 
the fee for the recently announced Legacy Loan Program also will be allocated ta the DIF. 
Finally, the FDIC will carefully review comments regarding using an assessment base other 
than deposits for the special assessme_~t. 

Deposit Insurance provides valuable benefits to banks. While many sources of bank 
funding have dried up in the past six months, deposits have not. In fact, deposits are 
growing and remain a reliable source of funding because depositors know that their insured 
deposits are absolutely safe. 

We have included your letter in the public comment file for consideration in the 
development of the final rule on the emergency special assessment. If you have further 
·questions, please do not hesitate to contact me at (202) 898-6974 or Eric Spitler, Director of 
Legislative Affairs, at (202) 898-3837. 

Sincerely, 

Sheila C. Bair 
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March 19, 2009 

Federal Deposit Insurance Corporation 
SSO 17th Street. N.W. 
Washington. D.C. 20429 

Dear Chairwoman Bair: 
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Let me take this opportunity to reinforce the concerns of many small independent community bankers in my 
district who are absolutely livid about the special assessment announced by the FDIC on March 2, 2009. I 
understand that then FDIC Chair Powell asked Congress to raise the required capital in the FDIC's insurance 
fund to a range of $1.15 - 1.50 per hundred dollars of insured deposits. At the same time. Chainnan Powell 
opposed raising the SI 00,000 cap too aggressively citing moral hazard concerns. 

While I understand that the FDIC is required to keep the fund in this range. and it makes tremendous sense not 
to put the taxpayers ori the hook for bank failures, I cannot rationalize spending hundreds of billions of 
taxpayer dollars to recapitalize banks. just to turn around and hit them with a special assessment Surely there 
must be an alternative. I would also suggest that your assertion that using appropriated money to shore up the 
fund would. ••paint all banks with the 'bailout' brush". 

I cannot speak for all Americans. but the residents of Florida's 5th Congressional District certainly feel that all 
of the banks have certainly been painted with the "bailout brush". If this concern is influencing the decision 
not to seek alternative options. I would suggest that the FDIC work with Congress to find another solution. I 
believe that my constituents could support far _yiore aggressively a plan that would use taxpayer money to 
protect their deposits. What they cannot support is blindly throwing money at the financial markets in the 
hope that the money is not abused and that the problem works itself out 

GBW:HL 

Sincerely. 

Ginny Brown-Waite. 
Member of Congress 



SHEILA C. BAIR 
CHAIRMAN 

FEDERAL DEPOSIT INSURANCE CORPORATION, Washington, DC 20429 

April 13, 2009 

Honorable Jim Bunning 
United States Senate 
Washington, D.C. 20515 

Dear Senator Bunning: 

,· 

Thank you for your letter regarding the emergency special assessment recently 
approved by the Federal Deposit Insurance Corporation's Board of Directors. As you know, 
the special assessment was adopted as an interim rule with a request for public: comments. 
The comment period closed April 2, 2009. The Board of Directors will consider all the 
comments received before adopting a final rule. 

As you are aware, recent and anticipated failures of FDIC-insured institutions 
resulting from deterioration in banking and economic conditions have significantly increased 
losses to the Deposit Insurance Fund (DIF). The reserve ratio of the DIF declined from 1.22 
percent as ofDecember 31, 2007, to 0.40 percent (preliminary) as of December 31, 2008. 

Because the fund reserve ratio had fallen below 1.15 percent as of June 30, 2008, and 
was expected to remain below 1.15 percent, applicable law required the FDIC to establish 
and implement a restoration plan that would restore the reserve ratio to at least 1.15 percent 
within five years, absent extraordinary circumstances. On October 7, 2008, the FDIC 
established a restoration plan for the DIF that called for the FDIC to set assessment rates 
such that the reserve ratio would return to 1.15 percent within five years and proposed 
assessment rates in accordance with the plan. 

In February 2009, the FDIC Board of Directors made several very difficult decisions 
intended to ensure that our nation's deposit insurance system remains sound. First, in 
recognition of the severe stress facing banks and the financial system, the FDIC extended the 
period of the restoration plan from five to seven years. Second, the ~IC adopted 
assessment rates effective beginning the second quarter of 2009 that are only slightly higher 
than those proposed in October 2008, despite a large increase in projected losses. Finally, 
the FDIC adopted an interim rule that sets a special assessment at 20 basis points to be 
collected on September 30, 2009. 

The FDIC realizes that these assessments are a significant expense, particularly 
during a financial crisis and recession where bank earnings are under pressure. Banks face 
tremendous challenges right now even without having to pay higher assessments. We also 
recognize that assessments reduce the funds that banks can lend in their communities· to help 
revitalize the economy. 



However, because of rapidly deteriorating economic conditions, a large number of 
projected bank failures are likely to occur this year and next. These assessments are ' 
essential to maintaining the industry funded reserves of the DIF. 

Recent experience has shown that bank failures are difficult to predict and the 
possibility of additional, unforeseen failures is significant. The size of the special 
assessment reflects the FDIC's need to maintain adequate resources to cover potential 
unforeseen losses. The FDIC has a thin margin for error i~ this regard because its $30 
billion borrowing authority from Treasury for losses from bank failures has not increased 
since 1991, although industry assets have more than tripled. 

As you know, the FDIC has requested that Congress increase our authority to borrow 
from Treasury to $100 billion. In addition, the FDIC is seeking a temporary increase in 
borrowing authority above $100 billion (but not to exceed $500 billion) based on a process 
that would require the concurrence of the FDIC, the Federal Reserve Board, and the 
Treasury Department, in consultation with the President. This temporary authority would 
expire on D~ember 31, 2010. 

An increase in the FDIC's borrowing authority of this magnitude would give the 
FDIC a sufficient margin for unforeseen bank failures and a1low it to reduce the size of the 
special assessment while still assessing institutions at a level that maintains the DIF through 
industry funding. Although the industry would still pay assessments to cover projected 
losses and rebuild the fund over time, a lower special assessment would mitigate the pro­
cyclical effects. 

The FDIC continues to consider other ways to alleviate the pressure on the DIF that 
are consistent with our statutory authority. We recently imposed a surcharge on guaranteed 
bank debt under the Temporary Liquidity Guarantee Program and will use the money raised 
through this surcharge to reduce the proposed special assessment. In addition, a portion of 
the fee for the recently announced Legacy Loan Program·also wi11 be allocated to the DIF. 
Finally, the FDIC will carefully review comments regarding using an assessment base other 
than deposits for the special assessme9t. 

Deposit Insurance provides valuable benefits to banks. While many sources of bank 
funding have dried up in the past six months, deposits have not. In fact, deposits are 
growing and remain a reliable source of funding because depositors know that their insured 
deposits are absolutely safe. 

We have included your letter in the public comment file for consideration in the 
development 9fthe final rule on the emergency special assessment. If you have further 
·questions, please do not hesitate to contact me at (202) 898-6974 or Eric Spitler, Director of 
Legislative Affairs, at (202) 898-3837. · 

Sincerely, 

Sheila C. Bair 
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SHEILA C. BAJA 
CHAIRMAN 

FEDERAL DEPOSIT INSURANCE CORPORATION, Washington, DC 20429 

April 13, 2009 

Honorable Mike Coffman 
House of Representatives 
Washington, D.C. 2051 S 

Dear Congressman Coffman: 

Thank you for sharing your suggestions for improving the effectiveness of the 
Troubled Asset Relief Program (TARP). As you know, the Federal Deposit Insurance 
Corporation is actively working with the Department of the Treasury and the other 
federal banking agencies in considering TARP applications filed by banking institutions. 
The FDIC believes it is very important that community banks participate in the TARP, 
and we support requests from viable, well-managed institutions. Although community 
banks as a sector continue to be sound, the TARP offers an opportunity for individual 
institutions to strengthen balance sheets and continue providing banking services and 
credit to their communities. 

I share your belief that community banks should not be regulated the same as 
large systemically important institutions. Instead, we need to reduce systemic risk by 
limiting the size, complexity, and concentration of our financial institutions. For 
example, we should consider imposing higher capital requirements to help ensure these 
institutions have adequate capital buffers in times of stress. 

With regard to the supervision of community banks, regulatory agencies have 
provided clear guidance to banks a~ut lending. Community banks are vitally important 
to our nation's economy as a signific;ant source of credit for consumers and small 
businesses. As you may know, in November 2008, the FDIC, along with the other 
federal financial institution regulatory agencies, issued the /11teragency Statement on 
Meeting the Needs of Creditworthy Borrowers. which encourages the banks we supervise 
to continue making loans to creditworthy borrowers. In addition, the FDIC recently 
hosted a roundtable discussion focusing on how regulators and financial institutions can 
work together to improve credit availability. Community bankers were invited to share 
their concerns and insights with the federal bank regulators and representatives from state 
banking agencies. The attendees agreed that open, two-way communication between the 
regulators and the industry was vital to ensuring that safety and soundness considerations 
arc balanced with the critical need of providing credit to businesses and consumers. 

I believe this was a very productive meeting and look forward to working with the 
industry and our colleagues at the other agencies to ensure credit remains available 
during this challenging period. The FDIC also is creating a new senior level office to 
expand community bank outreach. In conjunction with this action, the FDIC plans to 



establish an advisory committee to address the unique concerns of this segment of the 
banking community. 

Regarding fair value accounting, we support the efforts of the U.S. Securities and 
Exchange Commission and the Financial Accounting Standards Board (F ASB) to provide 
additional guidance on the measurement of fair value when markets are illiquid and ... 
enhance fair value disclosures. We expect to maintain our dialogue with the standard 
setters and participate in FASB efforts to strengthen fair value accounting guidance. 

-Thank you again for providing your thoughts on these important issues. If we can 
provide further information, please do not hesitate to contact me at (202) 898-6974 or 
Eric Spitler, Director, Office of Legislative Affairs at (202) 898-3837. 

Sincerely, 

. Sheila C. Bair 
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. In these trying economic times a great deal of debate has emerged regarding what we as 
the Federal Government should do in an attempt to arrest this downturn. I have become 
increasingly skeptical over conditions placed on financial institutions in the Trouble Asset Relief 
Program. I believe that with a few modifications this program would be much more effective in 
bringing about the end to our cum:nt predicament 

Regulation of the banking industry has become one of the main concerns of legislators 
during the ongoing debate over the effectiveness of TARP. While it is easy and politically 
convenient to adopt swe'?ping regulatory refonn, I believe that certain considerations should first 
be taken into account. I have no issue with establishing clearly defined regulations for large 
banks that pose systematic risks to our economy. We should be careful to avoid lumping small 
community run banks with these giants of Wall Street. These smaller institutions should be 
exempt from some of the more stringent regulations recently placed upon the larger financial 
institutions. While some institutions may be considered too large to Jail, we must not condemn. 
our smaller banks as to small to succeed. That is exactly what will happen ifwe continue to 
apply the same regulations on all banks regardless of size. 

Conflicting instructions from the Federal Government and its representatives in the field 
is another issue I think we should strive to rectify. Since the allocation of TARP funds began, 
the White House. Congress and the Treasury have been imploring banks to lend more money to 
small businesses and thus help jump start the economy. While this idea is well intentioned it is 
not possible due to the guidance given to banks by regulators. In a time where they arc implored 
lo lend more money, regulators are advising banks to increase their capital reserves from 10% to 
12%. Coupled with the regulators reclassifications of performing real estate loans at lower rates, 
it is little wonder that many banks have decided to hold onto their ftmds at the expense of new 
lending. I would urge you, along with your Secretary of the Treasury, Members of Congress, 

. and the appropriate regulatory agencies to come together and offer clear guidance to banks 
regarding lending. If we do not address this problem of dual directives, banks will be stuck in 
limbo, continuing to accrue capital, but failing to make new loans. 



I am also concerned about the use of fair value accounting for community banks, which 

arc in the business of creating and holding non-traded. illiquid assets. While they must hold 

some readily marketable securities for liquidity purposes, they are generally not in the business 

of creating or purchasing assets or liabilities for quick resale. They fund their operations 

primarily by deposits and hold loans that are not readily marlcetable, including small business, 

agricultural and even certain residential mortgage loans. Therefore, it is my opinion that full fair 

accounting should not be applied lo institutions such as community banks as it is more likely to 

mislead regulators, investors and other financial statement users than provide them a clearer 
picture of financial condition. · 

I appreciate your time and thank you in advance for your consideration. 

Sincerely, , 

Member of Congress_ 

CC: Timothy Geithner, Secretary of the Treasury 

CC: John Dugan, Comptroller of the Currency 
CC: Sheila Bair, Chairwoman, Federal Deposit Insurance Corporation 

CC: Ben Bernanke, Chairman, Federal Reserve System 

CC: John Reich, Director, Office of Thrift Supervision 



SHEi~ C. BAIR 
CHAIRMAN 

-~ 

~ FEDERAL DEPOSIT INSURANCE CORPORATION, Washington, oc 20429 

April 13, 2009 

Honorable Timothy J. Walz 
House of Representatives 
Washington, D.C. 20515 

Dear Congressman Walz: 

Thank you for your Jetter regarding deposit insurance assessment rates and the recently 
announced Public-Private Investment Program and Legacy Loans Program (LLP). As you may 
know, in February the Federal Deposit Insurance Corporation adopted a final rule regarding 
regular quarterly assessments and an interim rule on a 20 basis point special assessment with a 
request for public comments. The comment period on the interim rule closed April 2, 2009·_ The 
FDIC will consider all the comments received before adopting a final rule. The FDIC a]so 
issued a request for comment on critical aspects of the LLP. That comment period c]oses 
April I 0, 2009. 

Recent and anticipated failures of FDIC-insured institutions resulting from deterioration 
in banking and economic conditions have significantly increased losses to the Deposit Insurance 
Fund (DIF). The reserve ratio of the DIF declined from 1.22 perce~t as of December 31, 2007, 
to 0.40 percent as of December 31, 2008. Because the fund reserve ratio had fallen below 1.15 
percent as of June 30, 2008, and was expected to remain below 1.15 percent, applicable law 
required the FDIC to establish and implement a restoration plan that would restore the reserve 
ratio to at least 1.15 percent within five years, absent extraordinary circumstances. On October 
7, 2008, the FDIC established a restoration plan for the DIF that called for the FDIC to set 
assessment rates such that the reserve ratio would return to 1.15 percent within five years and 
proposed assessment rates in accordance with the plan. 

-~ 
In February 2009, the FDIC's Board of Directors made several very ~fficult decisions 

intended to ensure that the deposit insurance system remains sound. First. in recognition of the 
severe stress facing banks and the financial system, the FDIC extended the period of the 
restoration plan from five to seven years. Second, the FDIC adopted assessment rates effective 
beginning the second quarter of 2009 that are slightly higher than those proposed in October 
2008, despite a large increase in projected losses. Finally, the FDIC adopted an interim rule that 
sets a special assessment at 20 basis points to be collected September 30, 2009. 

The FDIC realizes that these assessments are a significant expense, particularly during a 
financial crisis and recession where bank earnings are under pressure. Banlcs face tremendous 
challenges right now even without having to pay higher assessments. We also recognize that 
assessments reduce the funds that banks can lend in their communities to help revitalize the 
economy. For that reason, the FDIC continues to consider alternative ways to alleviate the 
pressure on the Deposit Insurance Fund if they arc consistent with our statutory authority. We 



recently imposed a surcharge on guaranteed bank debt under the Temporary Liquidity Guarantee 
Program and will use the money raised by the surcharge to reduce the proposed special 
assessment. In addition, the FDIC has made significant changes to the regular quarterly 
assessment system to ensure that riskier institutions bear a greater share of the assessment 
burden. The FDIC also will carefully review the comments regarding using an assessment base 
other than deposits for the special assessment. 

Because of rapidly deteriorating economic conditions, a large number of projected bank-· 
failures are likely to occur this year and next. These assessments are essential to maintaining the 
industry funded reserves of the DIF. 

Recent experience has shown that bank failures are difficult to predict and the possibility 
of additional, unforeseen failures is significant. The size of the special assessment reflects the 
FDIC's need to maintain adequate resources to cover potential unforeseen losses. The FDIC has 
a thin margin for' error in this regard because its $30 billion borrowing authority from Treasury 
for losses from bank failures has not increased since 1981, although industry assets have more 
than tripled. 

The FDIC has requested that Congress increase our authority to borrow from Treasury 
from $30 billion to S 100 billion. In addition, the FDIC is seeking a temporary increase in 
borrowing authority above $100 billion (but not to exceed $500 biIJion) based on a process that 
would require the concurrence of the FDIC, the Federal Reserve Board, and the Treasury 
Department, in consultation with the President. This temporary authority would expire on 
December 31, 2010. 

An increase in the FDIC's borrowing authority of this magnitude would give the FDIC a 
sufficient margin for unforeseen bank failures to allow it to reduce the size of the special 
assessment., while still maintaining assessments at a level that will support the DIF through 
industry funding. Although the industry would still pay assessments to cover projected losses 
and rebuild the fund over time, a lower special assessment would mitigate the pro-cyclical 
effects of assessments. The special assessment currently is set at 20 basis points, as provided iri 
the interim rule. For an increase in the FD I C's borrowing authority to affect the size of the 
special assessment, it would have to be enacted before the FDIC Board votes on a final rule on 
the special assessment, which I anticipate wiJl occur in mid-May 2009. 

You also requested information on the FDIC's role in the recently announced Public­
Private Investment Program and the Legacy Loans Program. The LLP is part of a coordinated 
effort of the FDIC and the Department of the Treasury to remove troubled loans and other assets 
from the balance sheet of FDIC-insured institutions. While the FDIC has requested comment on 
critical aspects of the LLP program, it is important to recognize that the FDIC and the Treasury 
will be governed by a cost sharing arrangement under the program under which the FDIC will be 
reimbursed for expenses incurred in oversight of the program and its ongoing administration fees 
will be paid. Additionally, a portion of debt guarantee fees collected by the FDIC under the _ 
program will be allocated to the DIF to reduce the amount of needed assessments. 



Thank you for your comments on these very important issues. I am taking the liberty of 
including your comments in the public comment files on the LLP and the special assessment 
interim rule. Ifwe can provide_ further infonnation, please do not hesitate to contact me at (202) 
898-6974 or Eric Spitler, Director, Office of Legislative Affairs at (202) 898-3837. 

Sincerely, 

Sheila C. Bair 
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Sheila Bair 
Cbairman . . 
Federal Deposit Insor.mce Cotporation 
550 17th StreetNW 
Washington. D.C. 20429 

Dear Cbaiuuan Bair. 

March 25, 2009 

I am writing seeking cl¢fication on some of the recent actions the Federal Deposit Insurance 
Corporation (FDIC) has taken with respect to the fees or premiums it assesses en banks whose 
deposits are insured by the FDIC. 

The district I represent in sou.them Minnesota has an unllSU2lly high concentration of both 
community banks and credit unions. These are institutions that have betn largely conservative in: 
their practice$, avoiding the iIIesponsfble lending that contributed mightily to the CUIIent 

:fin.ancial crisis, 

I have heard quite a bit of conce:rn, and not a little anger, from our community banks at the 
prospect of a sudden. subscintial increase in the assessments, fees or premiums they may be 
compelled to pay by the FDIC in order to ensure that the FDIC continues ta be able to pro'\ide 
deposit insurance. 

The deposit insurance that the FDIC provides is ·a truly invaluable service to our financial system 
and to the nu1lions of Americans who depend on it as a guarantee for the money they ha"-'e in tbe 
bank. I also appreciate that the cw:rcnt financial ~ including a spate ofbanl:: failure-5: has left 
the FDIC a.tone of the most difficult points in its history. 

However, I am puzzled and troubled at some of the actions the FDIC ms taken or contemplated 
to address the challenge it faces and ensure that it bas sufficient funds to continue providing 
e!fecti'\·e deposit ~e. The recently announced increased quarterly assessments and the . 
one-time ~sment slated for later this year- Cy·c:n after it was reduced from 20 to 10 basis 
points - '-''lll hit our community banks particularly hard. That in tum will dama&e their ability to 
provide crocial services to the co:mmunity at precisely the moment they are most needed. 

It is also difficult to understand aactly how the new assessments embody principles of faimess . 

.. ·-·· 
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Therefore. I respectfully request that you address the following questions about the FDIC's 
assessments ozi banks: 

• Smee it is clear the FDIC' s plan for assessing fees bas been evolving, can you clarify 
the cune:nt state oftbe FDIC's plans for its assessments on federally-insured bank3? 
What has the FDIC decided, and what decisions are being contemplated for the near 
future? 

• Can you cxpbin how the changes in the fees you assess banks embody principles of 
faimess 1o the affected instrttrtions? 

• More specific:illy, would it make seose to base the assessments on banks not on the size 
·of deposits that a given bank holds but rather on the risks and losse5 of a given 
institution? If not, 'Why not? If so, what tvould have to happen to make such an 
alternative basis for the assessment of fees a reality? 

• If Congress pro"l,,ides the FDIC temporaxy authority ro borrow more money - reportedly 
as much ns SSOO million - from the U.S. Treasury, how '\\'Ould that impact either the 
amount of fees the FDIC would be collecting from federally-insured institutions, and/or 
the way or timeframe in which the institutions would be able to pay the assessed fees? 

• Given the integral role the FDIC will be playing in the Ob!lm3. administration's r~ently 
announced Public-Pri"t-ate Investment Program (PPIP) designed to !!-ddress the financial 
crisis, and more particularly in the Legacy Lo8IlS portion of the PPIP, ,;,,ilat assurances 
can you pto'\ide that the nC'\-V fees the FDIC is assessing on comm.unity and other banks 
will not in eff~--t subsidfae the PPIP and its efforts to salvage those .financial iru.-ti.tutions 
that took excessive risk and effectively f.ll1ed, imperiling the financial sysrem, as a 
consequence? 

I am hoping to bl?: able to provide my constituents with answers in the next couple of weeks, so r 
would very much appreciate replies ffom you by April 8: 2009. I look forward to your 
responses, and I thank you for your service to ·our nation in tlds difficult time. ' 

TllllWalz 
:MEMBER OF CONGRESS 

CC: Congressman Barney Frank. Chafrman, House Financial Services Committee 

.... .. '. ·~ . 
. ........ 



FDII 
Federal Deoosit Insurance Con>oration 
550171h Street NW, Washington, DC 20429 

Honorable Arlen Specter 
United States Senate 
Washington. D.C. 20510 

Dear Senator Specter. 

Office of Legislative Affairs 

April 16, 2009 

Thank you for your letter on behalf of CrcditVest regarding their ability to assist the Federal Deposit 
Insurance Corporation in analyzing, reviewing, and overseeing commercial real estate loans. The 
Acquisition Services Branch (ASB) in our Division of Administration is currently compiling an 
FDIC Contractor Resource List (CRL). This system organizes and maintains corporate capability 
statements submitted by firms seeking future business with the FDIC. Our program managers and 
contracting officers use this system to identify sources for solicitation. 

There are a large number of firms that arc now aggressively marketing to do business with the FDIC. 
We cannot guarantee any potential contractor that submits a corporate capabilities statement that they 
will be included on future source lists. However, we can confirm.that CreditVest will be added to the 
CRL. 

If Credit Vest staff or J .J. Wilson have further questions, they may contact David Manion, ASB 
Serµor Contract Specialist, at (703) 562-2211, or by email at dmanion@fdic.gov. 

Your interest in this matter is appreciated. If you have further questions, the Office of Legislative 
Affairs can be reached at (202) 898-7055 .. :.~ 

Sincerely, 

Eric J. Spitler 
Director 
Office dfLegislative Affairs 
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March 23, 2009 

Mr. Chris Rosello 
Acting Assistant Secretary for Legislative Affairs 
U.S. Department of the Treasury 
1500 Pennsylvania Avenue, NW, Room 3134 
Washington, DC 20220 

Dear Mr. Rosello and Mr. Spitler: 

Mr. Eric Spitler 
Director of Legislative Affairs 
Federal Deposit Insurance Corporation 
550 Seventeenth Street, NW, Room 6076 
Washington, DC 20429 

VETERANS' AFFAIRS 

AGING 

I am writing today to bring to your attention CreditVest. Inc., a Pinsburgh, PA firm, seeking 
opportunities to assist the Department of the Treasury, the Federal Deposit Insurance Corporation 
(!='DIC), and other agencies involved in the analysis, review, and oversight of commercial real estate loans 
or assets. 

I am told that CreditVest's approach could potentially produce many benefits for Treasury and 
FDIC, such as reducing waste, fraud, and abuse. CreditVest was founded as a government contractor 
for the Resolution Trust Corporation (RTC)/FDIC and has a long history of government contracts. 

I would appreciate your staff taking the time to review CreditVest's capabilities and evaluate 
whether it has applicability within Treasury or FDIC. To assist in your request. I have attached 
CreditVest's capabilities statement. Please have your staff contact a member of my staff, JJ. Wilson at 
202-224-9006 to follow up or if you have any questions. 

Arlen Specter 

AS/jw 

coo:«:oo(lJ 



CreditVest, Inc. 

CIJU: ("IJIJ ~ 

Objective 
CreditVest. Inc. is seeking opportunities to assist the Treasury, FDIC or other agt."Tlcies involved 
In the analysis. review and oversight of commercial real estate loans or assets. Opportunities may 
result from the need to moni:or institutions in distress, 1he takeover of a failed institution, TARP 
investments, or oversight of stimulus spending. 

Meet C-reditYest, lnc. 
Established in 1991 in Pittsburgh, PA, CreditVest has over 17 years of experience in commL-rc:ial 
real estate analysis. Credit Vest has perfonned over $31 billion of real estate underwriting 
nationwide for investmem banks, insurance companies, and private equity investors with loan 
sizes or investments ranging from Jess than Sl miUion to ~400 million. The CrcditVest team hil.S 
an average of more than 19 years of real c~tate underwritini;: and financial analysis experience and 
the ability to manage the ovcrall due diligence process. Functions v.uy depending upon client 
nttds but include tasks such as: 

site inspections nationillly with emphasis on the property's competitive viability 
complete file review. ca:.h now analysis and spreadsheet modeling 
as~::l m!l.nagL·nu:nt of owned properties with third pany managers to accomplish 
~ucccssful asset sales 
ordering and revii:-.ving appraisals, environmental reports, surveys, and title work. 
analysis of the financial st.-cngth. credirworthin~s and c.-xperienee of the 
Bo:rower/Sponsor based upon financial statements, ta.'\': returns, credit repom. 
records ~ea.rches, litigation documents, lending references and resumes 

:Proven Government ContT2ttor 
Credit Vest was founded as a tovernment contractor for the RTCJFDIC and has a long history of 
government contracts. 

R. TC/FDIC - Prepared overall risk ratings for the RTCIFDIC's sale of undcrpLTforming assrts, 
successfully resolving S4 billion of real estate assers undcr it:5 seller-financing program 

l-nJD - Underwrote and restructured debt on 430 low-income housing complexes during the past 
g yean. In 2008, CreditVest was rl!ta.incd as one of three Participating Administrative Entiti~s 
(out of eighteen) sele~d by HUD to continue the Mark-to-Market program and HUD green 
initiative. 

In addition to the specific tasks above, Cr-editVcsL has previously held qu!lifications llS a GSA 
Contractor for Financial Advisory Services (SIN 520.1) and Due Diligence Support Sen•ices 
(SIN 5203). 

Credit Vest's br:adth of e."<periencc: and capabilities insures tha.t it can perform a number of roles 
relating 10: (1) property/loan level due diligence and; (2) management and oversight of the due 
diligence, asset management and sales processes for commercial real estate: loans/assets. 

Contact: Alan C. Patterson at 412-263-5694 or email apatters.on@creditvest.com 

l'Y.:i Lt=tt so:ci:cu 



FDII 
Federal Daoosit Insurance Corooration 
550 17th Street NW, Washington, OC 20429 

Honorable Jack Reed 
United States Senator 
Washington, D.C. 20510 

Dear Senator Reed: 

Office ci Legislative Affars 

April 16, 2009 

Thank you for your letter regarding the emergency special assessment recently approved by the 
Federal Deposit Insurance Corporation's Board of Directors. As you may know, the special 
assessment was adopted as an interim rule with a request for public comments. The comment period 
closed April 2, 2009. The Board of Directors will consider aU the comments received before 
adopting a final rule. 

As you are aware, recent and anticipated failures of FDIC-insured institutions resulting from 
deterioration in banking and economic conditions have significantly increased losses to the Deposit 
Insurance Fund (DIF). The reserve ratio of the DIF declined from 1.22 percent as of December 31, 
2007, to 0.40 percent (preliminary) as of December 31, 2008. 

Because the fund reserve ratio had fallen below 1.15 percent as of June 30, 2008, and was· expected 
to remain below 1.15 percent, applicable Jaw required the FDIC to establish and implement a 
restoration plan that would restore the reserve ratio to at least 1.15 percent within five years, absent 
extraordinary circumstances. On October 7, 2008, the FDIC established a restoration plan for the 
DIF that called for the FDIC.to set assessment rates such that the reserve ratio would return to 1.15 
percent within five years and proposed assessment rates in accordance with the plan. 

In February 2009, the FDIC Board of Directors made several very difficult decisions intended to 
ensure that our nation's deposit insurance system remains sound. First, jn recognition of the severe 
stress facing banks and the financial system, the FDIC extended the period of the restoration plan 
from five to seven years. Second, the FDIC adopted assessment rates effective beginning the second 
quarter of2009 that are slightly higher than those proposed in October 2008, despite a large increase 
in projected losses. Finally, the FDIC adopted an interim rule that sets a special assessment at 20 
basis points to be collected on September 30, 2009. 

The FDIC realizes that these assessments are a significant expense, particularly during a financial 
crisis and recession where bank earnings are under pressure. Banks face tremendous challenges right 
now even without having to pay higher assessments. We also recognize that assessments reduce the 
funds that banks can lend in their communities to help revitalize the economy. 

However, because of rapidly deteriorating economic conditions, a large number of projected bank 
failures are likely to occur this year and next. These assessments are essential to maintaining the 
industry funded reserves of the DIF. 



Recent experience has shown that bank failures are difficult to predict and the possibility of 
additional, unforeseen failures is significant. The size of the special assessment reflects the FDIC's 
need to maintain adequate resources to cover potential unforeseen losses. The FDIC has a thin 
margin for error in this regard because its $30 billion borrowing authority from Treasury for losses 
from bank failures has not increased since 199 I, although industry assets have more than tripled. 

The FDIC has requested that Congress }ncrease our authority to borrow from Treasury to $100 
billion. In additioily the FPIC is seeking a temporary increase in borrowing authority above $100 
billion (but not to exceed $500 billion) based on a process that would require the concurrence oftlie 
FDIC, the Federal Reserve Board, and the Treasury Department. in consultation with the President. 
This temporary authority would expire on December 31. 2010. 

An increase in the FDIC's borrowing authority of this magnitude would give the FDIC a sufficient 
margin for unforeseen bank failures and allow it to reduce the size of the special assessment while 
still assessing institutions at a Jevel that maintains the DIF through industry funding. Although the 
industry would still pay assessments to cover projected losses and rebuild the fund over time, a lower 
special assessment would mitigate the pro-cyclical effects of assessments. 

The FDIC continues to consider other ways to alleviate the pressure on the DIF that are consistent 
with our statutory authority. We recently imposed a surcharge on guaranteed bank debt under the 
Temporary Liquidity Guarantee Program and will use the money raised through this surcharge to 
reduce the proposed special assessment. 

Deposit Insurance provides valuable benefits to banks. While many sources of bank funding have 
dried up in the past six months, deposits have not. In fact, deposits are growing and remain a reliable 
source of funding because depositors know that their insured deposits are absolutely safe. 

We have included your Jetter in the public comment file for consideration in the development of the 
final rule on the emergency special assessment. If ypu have further questions, please do not hesitate 
to contact me at (202) 898-3837. 

Sincerely, 

Eric J. Spitler 
Director 
Office of Legislative Affairs 
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Mr. Eric J. Spitler 
Director of Legislative Affairs 
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April 1, 2009 

Federal Deposit Insurance Corporation 
550 17tJJ Street, NW 
WashingtOD; DC 20429 

Dear Mr. Spitler. 

1000 Q,apl "'- ec...ni..s.. 290 
Cnntan. Rl CJ2920,-3074 

(401190-3100 

Ona~ T--, Roma 408 
~-~1773 

!401) 528-5200 

1110111284-420I 

1DD W.,llbodl J,lond 
1 IIIIQ 745-5555 

I write oil behalf of a number of my constituents who rcccntly contacted my office with 
concerns regarding the announcement of a special assessment on insured institutions. 

· For your review, I have enclosed an example of the correspondence I have received on 
this matter. So that I can more fully respond to such inquiries, I would greatly appreciate any 
information you may oc able to provide my office about this matter. 

Thank you in advance for your attention to this request, and I look forward to your 
response. 

Sincerely, 

Enclosure 



March 6, 2009 

The Honorable Jack Reed 
United States Senate 
728 Hart Senate Office Building 
Washington, DC 20510-3903 

Dear Senator Reed: 

I appreciate the opportunity to comment on the FDIC's interim rule that 
would Impose a special assessment of 20 basis points in the second quarter. 

I have serious concerns about this proposa~ but first wanted to emphasize 
that I fully support the view of the FDIC that we need a sb'ong, financial 
secure fund In order to maintain the confidence depositors have in the 
system. However, how this Is done is very Important to my bank and my 
community. 

The special assessment is a significant and unexpected cost to my bank 
that will devastate earnings. 

We are already dealing with a deepening recession, accounting rules that 
overs1ate economic losses and unfairly reduce capital, regulatory pressure 
to classify assets that continue to perform, and a significant increase In 
regular quarterty FDIC premiums. 

Each of these is a big chaRenge on 11s· O\NJ1 - but collectively, they are a 
nightmare. 

Banks Dke mine that never made a subprime loan and have served our 
communities In a responsible way for years and years are being unfairly 
penalized. 

The reduction in earnings wm make it harder to build capital when it Is 
needed the most 

We will also be forced to look at ways to ~ the cost of other 
expenses, which may limit our ability to sponsor community activities or 
make charitable donations - something that we have done year after year. 

The Implications for this significant FDIC charge will Impact every comer 
of my community. It is patently unfair and harmful to burden a healthy 
bank like mine that Is best positioned to help the economy recover. · 

Given the impact that the proposed assessment will have on my bank and my 
community, I strongly urge you to consider altematiVes that would reduce 
our burden and provide the FDIC the funding its needs in the short term. 

Making these modifications will ensure that the fund remains secure and 
will allow my bank to continue to lend in our community. I urge you to 
take these suggestions Into consideration when the Board meets In April to 
finallze the special assessment rule. 

Sincerely, 



ELIJAH E. CUMMINGS 
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April 16, 2009 

Mr. Eric Spitler 

<!Congress of tfJe Wnittb ~tates 
1!,ouse of l\tprt.stntatibt.s 

WRasbington, ~€: 20515 

Federal D~posit Insurance Corporation 
Office of Legislative Affairs - 6078 · 
550 171:b St., NW 
Washington, DC 20429 

Dear Mr. Spitler: 

~ LAO'/- fll 
0 2235 RAYBURN HOUSE OFFICI: l!UllDING 

WASHINGTON. OC 20515-2007 
12021 :zzs--.1,, 

FAX: 12021225-3178 

DISTRICT OFFICES: 

0 1010 PARIC AVENUE 
SUITE 1D5 

BALTIMORE. MO 21211'1-5037 
(C1 D) &8S-1199 

FAX: (.t10I &8S-!ll99 

D ~ FREOERICK ROAD 

D 

CATONSVIU.E. MD 21~50C 
1,101 71!1-D77 

FAX: 1'1111 CSS-0110 

112&7 MAIN STREET 
ROOM102 

ElllC0TT CITY, MD 21DU-!1!1113 
1'101'465--&251 

FAX: 14101 -4&5-C7.ta 

I am writing to ask for your participation in the 7h District Maryland F""mancial Summit, to be held at The 
Theater (Building Q), Community College of Baltimore County, Catonsville, MD on May 5, 2009. 

As you know, small businesses have been the mobilizing force behind our past economic growth. The 
future stability of our nation's economy is dependent on the long-tern:,. success of the small business 
network across the counby. As such, I have made a commitment to empower the small, minority, 
women-owned, and disadvantaged entities in my district by providing them access to the agencies, people, 
and information that can help inake their firms more successful. 

The primary goal of this summit is to assist the diverse pool of industry sectors readily available in the 'th 
District of Maryland in meeting the needs of your agency. The focus is to ensure small business entities 
are aware of specific contracting opportunities available as a result of American Recovery and 
Reinvestment Act funds provided. to your agency and to equip these valuable businesses with the 
knowledge to market their expertise as theyj}evelop long-standing relationships with you and prime 
contractors. 

Your agency is a necessary partner in achieving a successful conference. Please indicate your availability 
to participate no later than April 20, 2009 by contacting Racquel Gallman, Legislative Fellow, Office of 
Congressman Elijah E. Cummings, at (202) 225-4741 or racquel.gailman@mail.house.gov. An agenda 
and further details will follow. 

Again, thank you for your commitment to the small, minority, women-owned, and disadvantaged entities 
in the 1''h District. We look forward to working with you to maximize opportunities for small businesses to 
compete for agency contracts and to participate on government projects as subcontractors as they 
continue on the pathway to success. 

Elijah E. Cummings 
Member of Congress 

' 



FDICi 
Federal Deoosit Insurance Cornoratlon 
550 171h Stred tl-N, Waslinglon, DC 20429 

Honorable Saxby Olambliss 
Representative, U.S. Congress 
100 Galleria Parkway, Suite 1340 
Atlanta, Georgia 30339 

Dear Congressman Chambliss: 

April 16, 2009 

Thank you for your Jetter oh behalf o~ 

Office cl Legisfallve >Jfaiss 

bro 
The Federal Deposit Insurance Corporation will continue to !letivcly recruit far a variety of positions 
at multiple grade levels in fhc Atlanta area and many other locations across the country. We 
currently have posted or will post in the near future, opportunities for: accountants, attorneys, bank 
examiners, financial analysts, Joan review specialists, .financial institution specialists, resolutions and 
receivership specialists, administrative spcciali~ and infonnation technology ~crts. 

Vacancy mnounccments for these positions will be posted on our website. We encourage 
~ regularly visit our website for cum:nt vacancy information and to apply for positions 
~ The website address is http://www.fdfo:gov/about/iobs/index.htmt. 

Please be assured that~ and all applicants for FDIC positions, will receive full and fair 
consideration. ·~ 

Your interest in this matter is appreciated. If you have further questions, the Office of Legislative 
Affairs can be reached at (202) 898-7055. 

Sincerely, 

·Eric J. Spitler 
Director 
Office of Legislative Affairs 



SAXBY CHAMBLISS 
CiEOlmlA. 

tinittd ~taru ~matt AlrUED SERVICES 

WASHINGTON, DC 2DSi1>-1001 
IMTEWGENCE 

Mr. Mark S. Schmidt 
Regional Director 
F cderal Deposit Insurance Corporation 
10 Tenth Stn:ct. NE. Suite 800 
AlJlUl~ GA 30309-3906 

Dear Mark: 

March 2, 2009 

----
--

· l am writing o!libehalf of [ ~ mo is applying for a position with the FDIC in 
Atlanta. I have known or many years an hope you will consider her for the position, 
commensurate with her q 1 cations acd your existing guidelines. 

~ been a commercial lender in Atlanta for almost 30 years. She has extensive 
experience in portfolio management, credit, and underwriting, and has an understanding of 
lending to a wide variety of industries. She was most~ with The Buckhead Community 
Banlt as the Vice President for Commercial Lcnding~olds a number of education and 
training certificates. including the Advanced Commercial unding Certificate, Corporate Cash 
Management Certificate. Omega Commercial Lending Certificate, and the American Institute of 
Banldng/RctaiJ Banking Diploma. · · 

Thank you for your consideration o~ If I may provide you with ar.ldilionaJ 
information, please do not hesitate to Jct m~ ~ . . 
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- FEDERAL DEPOSIT INSURANC~ CORPORATION, Washington, DC 20429 

SHEILA C. BAlR 
CHAIRMAN 

Honorable Dana Rohrabachcr 
Rqm:scntative, U.S. Congress 
101 Main Street, Suite 380 
Huntington Beach, Califomia 92648 

Dear Congressman Rohrabachcr: 

April 16, 2009 

Thank you for your letter conccming the Federal Deposit Insurance Coq,oration's 
use of contractors to assist in the disposal of owned real estate (ORB) assets acquired as a 
result of fuumcial institution failures. Consistent with our general policies, the Federal 
DepositJnsur.mce Corporation's Board ofDircctors is not involved in contracting 
decisions, which are made by professional staff. 

I have asked Arleas Kea, Director of the Division of Administration to respond to 
your questions directly. A copy of Ms. Kea's letter is enclosed. 

If you have further questions, please do not hesitate to contact me at (202) 898-
6974 or Eric Spitler, Director of Legislative Affairs, at (202) 898-3837. 

Sincerely, 

Sheila C. Bair 



FDII 
Federal DeDOslt Insurance Corooratlon 
55017th Slreet tfN, Washingtal, DC 3>429 

Honorable Dana Rohrabacher 
Representative, U.S. Congress 
101 Main Street, Suite 380 
Huntington Beach, California 92648 

Dear Congressman Rohrabacher. 

Dlvisloo cf Ad111iisbatio11 

April 3, 2009 

Chairman Bair asked me to i:espond to your letter regarding the Federal Deposit Insu.rmce Corporation's 
use of contractors to assist in the disposal of owned real es1ate (ORE) assets acquired as a result of 
financial institution failures. A1J we have done in the past. the FDIC will use contractors to the extent 
practical to leverage the capabilities of our expert. in-house staff and to address the cuncnt won:load 
demands of the banking crisis. · 

In November 2008, we competitively awarded contracts to two firms. C.B. Richard Ellis and Prescient, 
Incorporated, to manage and market owned real estate assets. These firms submitted proposals that were 
detc:mrined to be the "best value" for the FDIC considering ~cir price, technical capabilities, and other 
qualitative mctors listed in our Request for Proposals (RFP). Both firms offered well developed 
management plans with the resources nccessmy to immediately manage a large volume of diverse assets 
and market to a global pool of buyers. Both companies submitted subcontracting plans that indicate they 
intend to substantially utilize subcontractors to provide the wide range of expertise and services required. 

Further, they intend to conform to the FDIC policy that strongly encourages prime contractors to 
subcontract with minority and women owned businesses to fulfill requirements under FDIC contracts. 
Both firms• "point of contact" information is included on the www.fdic.gov website so that potential 
subcontractors can contact them directly about future opportunities. 

This procurement was performed in accordance with the FDIC Acquisition Policy Manual. The source 
list for the solicitation was compiled after reviewing responses to advertisements posted in the Wall Street 
Journal, New York Times, and the FcdBizOps website. Over 35 firms were invited to submit proposals 
and 18 responded An evaluation panel eotnpnscd of FDIC tec1mical experts followed a thorough review 
and rating process to determine the successful offcrors. 

The IDIC continuously reviews the need fur future resource requirements. At present, we plan to issue 
another RFP in the near future for additional firms to assist with managing and marketing ORE assets. 
Firms who are interested in doing business with the FDIC should register their company profiles in our 
Contractor Resource List (CRL), which can be accessed along with all of our policies, procedures, and 
forms under the procurement section of our website. 

Please be assured that we will select qualified firms with subcontracting plans that effectively address our 
perfonnancc requirements. 

Sincerely, 

Arlcas Upton--(;-
· Director 
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February 19, 2009 

Federal Deposit Insurance Corporation 

550 17th Street. NW 
Washington, DC 20429 

Dear Ms. Bair: 

WASHINGTON OFFICE: 

231111 Raybum H...- Olllcll llulldlng 
Wuhing,on. DC 20515-0546 

l2C2l 225--2415 FAX: 12112122S-0145 

DISTRICT OFFICE: 

1 D1 Main Strat. Sul,a 3111 
Huntington Buell, CA ~111 

(714) !1150-9GD FAX: 1714) HG--7806 

South Bay: 131 DI m-!M!l3 

FDIC 

MAR 3 1 2009 

OFFICE OF LEGISLATIVE AFFAIRS 

I recently became aware of d"iff1CUlties faced by California-based asset management companies and real 
estate brokers regarding their inability to participate as FDIC contractors for Owned Real Estate (ORE). I 
was informed that only two companies have been awarded contracts to assist in the management and 
marketing of FDIC-owned real estate. Those companies are Texas-based CB Richard Ellis, Inc., and 
Florida-based Prescient, Inc. 

I question the logiC of assigning an income stream and jobs derived from Carifomia real estate to an entity 
in another state. California-based asset management and real estate companies have a unique 
understanding of our state's real estate market and our city and county codes. Furthermore, California­
based companies have an inherent vested Interest In selling California properties at market value. 

I have been contacted by constituent business people that have attempted to contact the FDIC satelllte 
office adjacent to my district in Irvine, California in order to offer their services. None of them have been 
successful in making contact with anyone at this location. 

I trust you will appreciate my concern about the inabmty of property businesses in California to 
competitively participate with the FDIC as outlined in this letter. May I hear from you soon at my district 
office a~ 101 Main Street, Suite 380, Huntington Beach, CA 92648? My district director Kathleen 
Hollingsworth is my point of contact for this:..tmquiry and her telephone number Is 714-960-6483. 

Yours sincerely, 

Dana Rohrabacher, M.C. 



FDII 
Federal Deoosit Insurance Corooration 
55017th Slreel NW, WashinQton, DC 20429 

Mr. Aaron Santa Anna 
Assistant General Counsel 
Regulations Division, Office of the Genera) Counsel 
Department of Housing and Urban Development 
451 Seventh Street, S.W., Room 10276 
Washington, D.C. 20410 

Division of SupelYision and CMsumer Protection 

Re: FR.-5180-P-01 - Request for Comment o.n the Real Estate Settlement Procedures Act 
(RESP A) Proposed Rule 

Dear Mr. Anna: 

On behalf of the Federal Deposit Insurance Corporation, I commend the Department of Housing 
and Urban Development for proposing revisions to _the RESP A regulations to address certain 
consumer protection concerns that have arisen in the context of the residential mortgage lending 
and settlement process. 

Expanding consumer protections at this time is crucial. Over the past two years, poor 
underwriting and abuses in the subprime mortgage market have led to significant negative 
impacts on consumers, housing markets, and the U.S. economy. As large numbers of subprime 
adjustable rate mortgages continue to reset to higher interest rates, and a growing number of 
homeowners face foreclosures, we have overwhelming evidence of the effects of inadequate 
disclosures. It is therefore critically important, going forward, to ensure that consumers are 
informed in a clear and simple manner of how the financial products they use work, and what the 
costs and tradeoffs of different options are. 

Overall, we believe that HUD's proposal would result in consumers receiving more effective 
information about settlement and other third-party charges than they do wider the cunent rule. 
The proposed revisions also should help consumers better understand how origination and other 
fees can impact the cost of a mortgage loan. The earlier availability of and more relevant 
information on the Good Faith Estimate (GFE) should promote comparative shopping that will 
enable consumers to make more informed .financing decisions. Finally, the revisions should 
assist consumers in identifying differences between the estimates provided on the GFE and 
actual costs charged at closing. 

However, as discussed in more detail below, we have concerns about the length of the proposed 
GFE and the fact that it does not contain important information about certain loan costs. In 
addition, the proposed GFE does not explain that yield spread premiums (YSPs) are lender 
payments to brokers that encourage brokers to place consumers into loans with higher interest 
rates. We believe that the interests of consumers would be best protected if HUD bans YSPs and 
allows brokers to be fairly compensated by alternative means. 



1. Proposed GFE Forms 

We commend HUD for testing the proposed standard GFE with consumers, and we consider it to 
be an improvement over the current model form. However, we are concerned about whether the 
proposed GFE truly provides information that consumers need in an easily understandable 
format. 

This observation is primarily a result of our involvement in an interagency project to develop 
model privacy notices for consumers. We tested model forms through a variety of methods -
focus groups, preference testing, and diagnostic utility testing. These.different methods enabled 
the agencies to explore bow and why consumers understand and make sense ofinfonnation 
provided to them. We learned that additional information often makes a form less useful because 
the basic concepts arc overlooked, and that items of interest to policy experts often do not 
convey information that conswncrs use. At four pages, the proposed GFE may be too long and 
provide too much information for it to be understood and appropriately used by co~~-

In addition, at least two important facts related to the cost of a loan are not communicated by the 
proposed GFE. The first omission is information regarding payment shock- a significant 
increase in the amount of the monthly payment that generally occurs as the interest rate adjusts to 
a fully indexed basis or when principal begins to be amortized. Given the potential for payment 
shock embedded in nontraditional and subprirne adjustable rate products, the GFE should explain 
when an initial rate expires and when monthly payments can or will increase. As proposed, the 
GFE lists the initial interest rate and monthly p~yment. and states whether they can rise, and the 
maximum to which they can rise. However, there is no information about when this can happen. 

The second important omission is that the proposed GFE does not inform borrowers that there 
are additional costs associated with "low-doc" or "no-doc" loans. Typically, these additional 
costs are reflected in a higher annual percentage rate (APR) than what is available for a 
comparable "full documentation" loan. It is essential for consumers to be aw~ of the true cost 
of "low-doc" or "no-doc" loans. 

2. Ten Percent and Zero Tolerances 

At settlement, the proposed rule prohibits loan originators from increasing certain settlement 
charges that exceed the sum of 10 percent of the charges first identified on the GFE, absent 
unforeseeable circumstances. Certain other settlement charges may not exceed the amount 
provided on the GFE, absent unforeseeable circumstances. Failure to comply with tolerances 
would be a violation of Section 5 ofRESPA. 

These provisions may help prevent some consumers from being surprised by higher costs at 
closing; however, they will not go far enough if the final rule does not provide a mechanism to 
enforce the applicable tolerance. Accordingly, the sample closing scripts also should provide 
information about what will be done to remedy the overcharge or where to file a complaint about 
the overcharge. 



The proposal states that HUD is considering including in the final rule a provision that allows a 
loan originator to be in compliance with Section 5 if, within a specified period (such as 14 
business days) after the closing, a loan originator repays the excess amount to the consumer. We 
suggest that the most effective and direct way of enforcing the tolerance requirements would be 
to require the settlement agent to subtract from the lender's service charge at closing any 
amounts that exceed the tolerance. This would provide an incentive for the lender to provide 
accurate estimates about third party charges and serve as a sufficient remedy for consumers. 

Certainly, a monetary remedy to consumers for excess charges needs to be a part of the 
regulation. If the only remedy is for a consumer to walk away from the settlement table after the 
loan has been processed and the consumer is about to be given the keys to the house, the 10 
percent tolerance requirement will not a'?Complish HUD's objectives. 

3. Closing Script 

HUD's proposal to add a "closing script" addendum to the HUD-I form is an innovative 
approach for informing consumers about their mortgage at closing. The proposal would require 
a settlement agent to orally apprise a borrower of the mortgage loan terms at settlement. This 
type of approach could encourage borrowers to ask questions and help inform· them of the costs 
and terms of the loan before consummating the transaction. For example, one good feature of 
the closing script is the requirement to have the settlement agent disclose and explain any 
inconsistencies between the GFE and HUD-1 disclosures. This will help ·a borrower understand 
why there might be any variations between prices quoted on a GFE and prices quoted at 
settlement. The script is especially helpful in making plain the negative financial consequences 
for a consumer of entering int~ an unconventional loan product such as an interest-only loan. 

However, as discussed previously, one major shortcoming is that there is no information in the 
script or other materials about what a consumer can do if the loan originator exceeds the 
permissible tolerance. 

4. Average Cost Pricing/Negotiated Discounts 

The FDIC understands HUD's intent to facilitate arrangements that benefit consumers by 
intexpreting RESP A requirements to permit the use by lenders of pricing mechanisms such as 
average cost pricing and volume-based discounts. We agree with the HUD Secretary's 
determination that the agency's implementation ofRESPA should permit greater flexibility for 
cost pricing formulas that bring more innovation and increased price competition to the 
settlement process. We recognize the value ofHUD's proposal to amend the definition of the 
term "thing of value" for pUiposcs of section 3500.14 to exclude discounts among settlement 
service providers. The FDIC particularly supports the proviso to the revised definition that no 
more than the discounted price may be charged to a borrower and disclosed on the HUD-1 fonn. 

We ate concerned generally, however, with the use of mechanisms such as average cost pricing 
on the following grounds: 



I . We are not aware of an appropriate means of evaluating whether overall consumer costs 
would decline as a result of average cost pricing. 

2. Even if the practice should result in reduced overall costs for mortgage settlement 
services for some borrowers, other borrowers will pay more for a service than is 
warranted by the circumstances of their particular loan. 

3. The proposal does not include controls to ensure fairness, for example, to ensure that 
lenders calculate average costs appropriately. 

5. Yield Spread Premiums (YSP) 

We support InJD's objective to provide information about lender payments to mortgage brokers 
known as YSPs. The proposal would require brokers to disclose such payments as a credit for 
the specific interest rate chosen by a borrower. However, as explained below, the FDIC has 
some fundamental concerns about the proposal's approach to YSPs. 

First, the proposed GFE does not clarify that a YSP is a payment made by a lender to a mortgage 
broker in exchange for referring a borrower willing to pay an above par interest rate. Nor does 
the GFE state the amoW1t of the YSP to be paid to a broker. Instead. the GFE seems to presume 
that the lender will apply the YSP as a "credit" that will lower settlement costs by a 
corresponding amount. However, the proposal does not impose the condition that a YSP must 
actually function as a credit to a borrower as a requirement on lenders or brokers. While the 
proposal's effort to provide borrowers with more information about the tradeoffbetween interest 
rates and settlement costs is positive, this information alone does not provide borrowers with an 
understanding of the economic incentives motivating the lenders and brokers with whom they 
are dealing. 

The inherent conflicts presented by a broker compensation system that rewards increasing the 
cost to the borrower have been debated for years. To be sure, mortgage brokers can provide 
valuable services and should receive fair compensation. However, there are alternative means of 
compensation available, such as flat fees or fees based on the total principal amount of the 
mortgage, that would not present skewed incentives to increase borrower costs and which would 
be much more transparent and understandable to borrowers. The same can be said for 
commissions paid to loan officers. 

Borrowers should continue to have the option to finance the broker's compensation. However, a 
ban on YSPs will ensure that broker compensation will not be based on steering the consumer to 
a loan that is more expensive than one for which he or she would otherwise qualify. HUD 
should modify its longstanding interpretation that YSPs are not prohlbited under RESP A. 
Accordingly, HUD should ban any amount of compensation based on increasing the cost of 
credit, including compensation that is tied to the APR. or that is not a flat or point-based fee. 

IfYSPs continue to be permitted, their purpose and cost should be disclosed clearly. The 
disclosure should inform the consumer that the broker is receiving a payment from the lender for 
placing the consumer in a loan with a higher interest rate. A YSP should not be identified as a 
"credit" on the GFE form because such language would tend to make consumers believe that 
they arc deriving a financial benefit from a YSP. In addition, the statement, "This credit reduces 



your upfront charge" should be deleted because it is not balanced by a corresponding statement 
that informs consumers that the YSP will result in them paying a substantially higher interest rate 
over the life of the loan. 

6. Increased Enforcement Authority 

The FDIC recognizes the value of the proposal to seek legislative changes that would provide 
HUD with uniform enforcement authority and protect consumers in the real estate settlement ·• 
process. The lack of enforcement authority and clear remedies for violations of RESP A 
negatively impacts consumers and diminishes the effectiveness of the statute. HUD's proposed 
legislative changes would provide additional protections for consumers in the mortgage 
origination and real estate settlement process, and would. level the playing field between 
federally regulated banks and thrifts and other lenders. 

We appreciate the opportunity to comment and encourage ffiID to consider the FDIC's 
recommendations to help clarify the settlement process for consumers. 

Sincerely, 

Sandra Thompson 
Director 
Division of Supervision and Consumer Protection 



Attachment B 
FDIC Comment Letters on Proposed Regulations 

The FDIC regularly comments on proposed rules, regulations and legislation. 
Highlighted below are key changes we proposed in recent comment letters to the 
agencies issuing regulations. The complete comment letters also are attached. 

FDIC Comments to the Department of Housing and Urban Development 
Re: Real Estate Settlement Procedures Act (RESP A) 

• Ban yield spread premiums and allow brokers to be fairly compensated by 
alternative means. 

• Include a mechanism to provide a monetary remedy to consumers for excess 
charges on final settlement costs. 

• Suggested instead of allowing a loan originator to refund an overcharge within a 
specified time period, the settlement agent subtracts any overcharge from the 
lender's service charge at the closing. 

• Noted concerns on the length of the proposed GFE (four pages) and the lack of 
important information about payment shock from certain loan products, as well as 
a lack of information about additional costs associated with "low-doc" or "no 
doc" loans. 

FDIC Comments to the Board of Governors of the Federal Reserve System 
Re: Credit Card and Overdraft rules - Regulation Z, Regulation DD, and Unfair or 
Deceptive Acts or Practices (UDAP) 

• Require issuers of high fee credit cards to disclose all fees up front as a total 
amount in all solicitations and subsequent disclosures. 

• Require advertised and offered credit limits to reflect the actual "useable" 
amounts of credit available for use by consumers. 

• Restrict marketing of high fee credit cards to consumers as credit repair products. 
• Limit the amount of fees that can be financed in the first year to 25 percent of the 

initial credit limit (instead of a majority, as proposed). 
• Prohibit issuers from assessing multiple fees based on a single event (such as a 

late payment where the late payment fee that results in an overlimit charge). 
• Extend the limitations on APR increases to cover future card balances that are 

· incurred through the expiration date of the current credit card for cardholders who 
are meeting their payment obligations. 

• Require that overdraft protection services be covered under Truth in Lending Act 
disclosures. 

• Require banks to only pay overdrafts if consumers have affirmatively selected to 
participate in overdraft coverage, after a limited volume ( e.g., 5) of overdrafts in a 
given time period. 
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FDIC Comments to the Board of Governors of the Federal Reserve System 
Re: Comment on the Proposed Amendments to the Mortgage Provisions of 
Regulation Z 

• Prohibit stated income underwriting outright for higher priced as well as for 
nontraditional mortgage loans that do not qualify as higher-priced mortgage loans. 

• Prohibit underwriting based solely on initial teaser rates for all nontraditional 
mortgages and ban prepayment penalties outright for higher cost loans. 

• Prolu"bit the use of yield spread premiums to compensate mortgage brokers 
instead of merely providing that additional disclosures be made. 

• Do not make prohibition contingent on establishing a "pattern or practice" of 
unaffordable lending standards. 

• Affirmatively require lenders to consider a borrower's debt-to-income ratio in 
determining repayment ability. 

• Require disclosure to borrowers (and potential investors) of debt to income ratios 
that exceed 50% of a borrower's income. 

• Apply the prohibitions against extending credit without considering a borrower's 
ability to repay, stated income underwriting, and teaser rate underwriting to 
exotic products such as interest-only and payment-option adjustable rate 
mortgages, regardless of whether they meet an interest rate or fee trigger. 

• Cover reverse mortgages under the proposal. 
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Attachment C 
Enforcement Actions 

The FDIC uses a variety of methods to ensure financial institutions follow both the 
technical requirements and the spirit of all rules, regulations and laws. Information is 
provided for some of the more significant, and precedent setting, enforcement actions 
over the last several years followed by a table of all enforcement actions taken since 
1999. Additional information is then shown that provides the volume of referrals to the 
Department of Justice and the volume of truth-in-lending restitution sought based on 
examination findings. 

CompuCredit (2008) 
• Three FDIC-supervised institutions, First Bank of Delaware, Columbus Bank & 

Trust, and First Bank and Trust (Brookings, South Dakota), offered high fee 
subprime credit cards through third-party vendor CompuCredit Corporation. 
CompuCredit and the banks were cited for unfair and deceptive practices (UDAP) 
in violation of Section 5 of the FTC Act for inadequately disclosed fees and 
restrictions. Restitution of approximately $114 million was ordered in cash and 
credits to customer accounts. 

• The banks and CompuCredit were assessed Civil Money Penalties totaling in 
excess of $5 million. 

American Express Centurion Bank (2009) 
• Two complaints were filed with the FDIC's Consumer Response Center regarding 

dishonored credit card convenience checks. The Bank declined to pay some 
convenience checks sent to card members despite available credit on the card 
members' credit lines, causing the consumers monetary losses from the returned 
check fees. The Bank was cited for unfair practices under Section 5 of the FTC 
Act. Toe Bank paid restitution to I 0,000 affected customers of$ 160 per 
dishonored check. 

• The Bank was as.sessed a Civil Money Penalty of $250,000. 

Advanta Bank Corporation (2009) 
• The bank's "Cash Back reward" program advertised a percentage of cash back on 

certain purchases by business credit card accountholders; however, due to the 
tiered structure of that program the advertised percentage was not available for all 
purchases. The Bank was cited for deceptive practices under Section 5 of the 
FTC Act and the bank was ordered to make restitution of$14 million to affected 
accountholders. · 

• Advanta's substantial annual percentage rate (APR) increases on the accounts of 
small business owners and professionals, who had not exceeded their credit limits 
nor were delinquent in their payments, generated hundreds of complaints to the 
Consumer Response Center. The FDIC determined that the rate increases were 
implemented in an unfair manner in violation of Section 5 of the FTC Act and the 
bank was ordered to make restitution of $21 million to affected accountholders. 

• The Bank was assessed a Civil Money Penalty of $150,000. 



First Mariner Bank (2009) 
• As the result of the FDIC's HMDA Outlier Review, it was alleged that First 

Mariner had engaged in a pattern or practice of discrimination in charging higher 
discretionary interest rate and point "overages" to certain Hispanic, Black and 
female borrowers. 

• Also, as a result of complaints concerning the payment-option adjustable-rate 
mortgage program, the FDIC determined that the disclosures for these loans 
contained misleading information regarding the costs of the loans. The bank was 
cited for deceptive practices under Section 5 of the FTC Act. 

• The Bank will provide restitution of approximately $720,000 to those impacted by 
the fair lending violation and approximately $230,000 to those impacted by the 
Section 5 violation: 

• The Banlc was assessed a Civil Money Penalty of $50,000. 

Bank of Agriculture and Commerce (2009) 
• The Bank entered into a third-party arrangement to receive Social Security 

Administration payments and then have the payments distributed by a third party 
to payday lenders who sometimes require repayment of payday loans prior to 
releasing funds. The Bank was required to terminate this practice and ensure that 
no harm was caused to consumers. 

• A Cease and Desist Order was issued by the FDIC to unwind the arrangement and 
have better oversight 

• The Banlc was assessed a Civil Money Penalty of $100,000. 

Cornerstone Community Bank (2009) 
• The Bank entered into a third-party arrangement to receive Social Security 

Administration payments and then have the payments distributed by a third party 
to payday lenders who sometimes require repayment of payday loans prior to 
releasing funds. The Ban1c began terminating this program prior to the FDIC 
investigation. 

• The Bank was assessed a Civil Money Penalty of $25,000. 
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Enforcement Actions by the FDIC 
January 1999 to Au211st 31, 2009 

Enforcement Actions 
Year BBR MOU Orders CMP Total Informal Formal 
2009 28 23 12 87 150 51 99 
2008 39 43 11 89 182 82 100 
2007 54 30 2 85 171 84 87 
2006 53 25 2 56 136 78 58 
2005 48 28 2 34 112 76 36 
2004 49 28 3 33 113 77 36 
2003 41 25 1 24 91 66 25 
2002 51 29 0 40 120 80 40 
2001 78 27 2 53 160 105 55 
2000 80 34 3 5 122 114 8 
1999 63 30 2 15 110 93 17 
Total 584 322 40 521 1,467 906 561 

Informal written agreements include Bank Board Resolutions (BBR) and Memoranda 
of Understanding (MOU). Formal actions take the form of Orders to Cease and 
Desist (Orders) and Civil Money Penalties (CMP). 

Truth in Lending 
Fair Lending Reimbursement 

Year Referrals to DOJ Actions 
2009 12 70 
2008 12 94 
2007 15 91 
2006 29 110 
2005 35 78 
2004 42 73 
2003 29 96 
2002 33 106 
2001 5 89 
2000 0 127 
1999 1 Unavailable 
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Attachment D 
FDIC Final Rules, 1999-2009 

2009 Final 

i=R c·t t· Effective Description 
Date I a ion Date 

07/01/09 Procedures To Enhance the Accuracy and Integrity of Information Furnished to 
Consumer Reporting Agencies Under §312 of the Fair and Accurate Credit 
Transactions Act Guidefines for Furnishers of Information to Consumer 
Reporting Agencies; 12 CFR Part 334 

In an interagency rulemaking, the FDIC amended its 1' 

regulations identifying the circumstances under 
which furnishers of information to Consumer I 
Reporting Agencies (CRAs) must reinvestigate ' 

07101110 
disputes about the accuracy of information in a 
consumer report based on a consumer's direct 
request. The FDIC and agencies also established 
guidelines for use by furnishers of information to 
CRAs regarding the accuracy and integrity of 

__________ --·--· ... _ --------------·------------------ _________ ~fonnation reported to CRAs about consumers. ____ , 

2008 Final 

FR c·t r __J Effective I Description 
Date 1 a 10n Date L__ 

----------------- --- --

I Services. 12 CFR Part 303 
I 
I 

I 

I 
112/22/08 Community Reinvestment M Regulations. 12 CFR Part 345 

I 
I 
i 
I 

i 
i 
I 

2007 Final 

! 11/07/07 

I 
I 
I 

I 
! 

i 
I 
I 

Fair Credit Reporting Affiliate Marketing Regulations; §214 of the Fair and 
Accurate Credit Transactions Act of 2003, which amends the Fair Credit 
Reporting Act; 12 GFR Part 334. 

~11109/07 Identity Theft RedFlags a~d-Address Di~crepancies Under the Fair and 
Accurate Credit Transactions Act of2003 (§114 and §315 of the FACT Act); 12 
CFR Parts 334 and 364 

nonmember banks to participate or assist in certain 
financial education programs conducted on school 
premises where, in connection with the program, 
deposits are received, checks are paid, or money is 
ten~ without the need to submit a branch 
application to, and receive prior approval from, the 
FDIC subject to certain conditions. 

01/01/09 The FDIC and other agencies amended Community 
Reinvestment Act (CRA) regulations to implement 
the annual adjustment to the asset-size lhreshold 
used to define the following categories: "small 
bank" or "small savings association" and 
"intermediate small bank" or "intermediate small 
savings association." The adjustment to the 
threshold amount is based on the annual 
percentage change in the Consumer Price Index. 

01/01/08; In an lnteragency rulemaking, the FDIC amended 
mandatory its regulations to implement affiliate marketing 
compliance provisions. The final rules generally prohibit a 

10/01/08 person from using information received from an 
affiliate to make a soficitation for marketing 
purposes to a consumer, unless the consumer is 
given notice and a reasonable opportunity and a 
reasonable and simple method to opt out of the 
making of such solicitations. 

01/D1/08 In an interagency rulemaking, the FDIC amended 
its regulations to require each financial institution or 
creditor to develop and implement a written Identity 
Theft Prevention Program to detect prevent and 
mitigate identity theft in connection with new or 
existing accounts. Guidelines were issued lo assist 
financial institutions and creditors in the formulation 
and maintenance of a Program. The final rules also 



FDIC Final Rules, 1999-2009 

:- --L------- . 
----- --·--

provide requirements and guidance implementing i 
practices for users of consumer report information i 

in determining consumer address changes and J 
address discrepancies. 

-------------------'------'- ------------

2005 Final 
FR 

Citation 
! Effective 

I 
Description 

Date Date 
---- -------------------------

03128/05 Community Reinvestment f>.d Regulations. 12 CFR Part 345 3/28/05 The FDIC and other agencies adopted a joint final 
rule conforming Community Reinvestment f>.d 
(CRA) regulations to standards for Metropotitan 
Statistical Areas published by the U.S. Office of 
Management and Budget; census tracts designated 
by the U.S. Census Bureau; and the Board's 
Regulation C, which implements the Home 
Mortgage Disclosure Act (HMDA). This joint final 
rule does not make substantive changes to the 
requirements of the CRA regulations. This final rule 
is identical lo the interim final rule published in the 
Federal Register on July 8, 2004. 

03/29/05 lnteragency Guidance on Response Programs for Unauthorized Access to NIA The FDIC and other agencies issued jointly an 
Customer Information and Customer Notice. 12 CFR Part 364, app. B interpretation of the Gramm-Leach-Bliley Ad. and 

lnteragency Guidelines Establishing Information 
Security Standards (Security Guidelines). The final 
Guidance describes the appropriate elements of a 
financial institution's response program to address 
unauthorized access to or use of customer 
information that could result in substantial harm or 
inconvenience to a customer. 

06/10/05 Fair Credit Reporting Medical Information Regulations implementing §411 of the 3[7/06 The FDIC and other agencies issued jointly interim 
FACT Act ~nterim final rules and request for comment). 12 CFR Part 334. rules regarding the general prohibition on creditors 

obtaining or using medical information pertaining to 
a consumer in connection with any determination of 
the consumer's eligibility, or continued eligibHity, for 
credil The rules create exceptions consistent with 
the Congressional intent to restrict the use of 
medical information for inappropriate purposes. The 
interim final rules also create limited exceptions to 
permit affifiates to share medical information with 
each other without becoming consumer reporting 
agencies. 

10/14/05 Real Estate Appraisal Exceptions in Major Disaster Areas. 12 CFR Part 323. 10/14/05 The FDIC and other agencies jointly issued orders 
granting 3-year exceptions from agency appraisal 
requirements for certain real estate transactions, 
inducling making loans, to aid in.reconstruction and 
rehabilitation areas affected by Hurricanes Katrina 
and Rita The exceptions are authorized under the 
Depository Institutions Disaster Refief Act of 1992 

2004 Final 

FR c·t t· I Effective I Description 
Date ________ 

1
_
3
_'~

0
n _______ ~--- _ ~L_____ 

12/28/04 Proper Disposal of Consumer Information Under the Fair and Accurate Credit 
Transactions Ad of 2003 (§216). 12 CFR Parts 334 & 364. 

07/01/05 The FDIC and other agencies amended jointly the 
"lnteragency Guidelines Estabtishing Standards for 
Safeguarding Customer Information" to require 
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FDIC Final Rules, 1999-2009 

financial institutions to have practices for disposal of 
consumer information derived from consumer 
reports to address the risks associated with identity 
theft. 

2001 Final 

FRJ c·t ,:M ·· l Effective I · 
Date _____________ 

1 
a::_____j~_ti_on _____ _ 

02/01/01 lnteragency Guidelines Establishing Standards for Safeguarding Customer 
Information and Rescission of Year 2000 Standards for Safety and Soundness. 
12 CFR Parts 308 and 364 

2000 Final 

07/01/01 The FDIC and other agencies issued jointly final 
Appricabifity rules establishing standards for safeguarding 
date customer information implementing provisions of 

the Gramm-Leach-Bllley Act The standards. 
require financial institutions to insure the security 
and confidentiafity of customer records and 
information and to protect against anticipated 
threats and unauthorized access to such 
information that could result in substantial harm or 
inconvenience to a customer. The rulemaking also 
rescinded, effective March 5, 2001, Year 2000 
standards for safety and soundness that were no 
longer necessary. 

FR I (";btinn I Effective I 
Dat:__J____ _ __ -----~---_ _ Description 

06/01/00 Privacy of Consumer Financial Information. 12 CFR Part 332 11/13/00 The FDIC and other agencies issued jointty final 
Compliance rules Implementing provisions of the Gramm-Leach­

optional Bliley kt requiring notifications and establishing 
unb17/1/01. restrictions regarding disclosure of nonpublic 

personal information of a consumer by a depository 
institution. 

12/04/00 Consumer Protections for Depository Institution Sales of Insurance. 12 CFR Part 04/01/01 The FDIC and other agencies issued joinUy final 
343 (changed rules implementing provisions of the Federal 

to 10/01/01 Deposit Insurance Act (added by the Gramm-
in March Leach-Bliley Act) to regulate retail sales practices, 

2001) sorlCitalions, advertising, and offers of insurance 
products by depository institutions or by persons at 
their offices or on their behalf. 
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Attachment E 
New/Revised Examination Procedures 

Memoranda to Regional Directors (RD Memos) 

FDIC consumer compliance examiners review financial institution adherence to a wide 
range oflaws and regulations designed to protect consumers from financial harm. 
Examiners use a flexible process that is designed to focus their review on the areas of 
bank operations that are at greatest risk of harming consumers or violating the law. That 
process is described in the FDIC Compliance Examination Manual. New and revised 
examination procedures are typically distributed to FDIC examiners through Memoranda 
to Regional Directors (RD Memos). 

The procedures and policies that examiners follow to ensure institution compliance 
change periodically in response to emerging issues. Notable activities by the FDIC 
during the past ten years include: 

UDAP Examinations: Toe FDIC assesses substantial penalties and requires consumer 
reimbursement where unfair or deceptive acts or practices (UDAP) are identified that 
relate to credit cards, overdraft protection programs, A TM usage of debit cards, rewards 
accounts, and other lending practices. For example, in late December 2008, the FDIC 
and the Federal Trade Commission won a major settlement against CompuCredit for 
misleading subprime credit card users. As a result. the company will correct its practices 
and provide $114 million in cash and credits to consumers who were improperly assessed 
fees as a result of inadequate and misleading disclosures. The FDIC also pursued 
enforcement actions against three banks that used this same finn's services. The banks 
have settled with the FDIC, are correcting their practices and substantially improving 
their compliance management systems and their oversight of third-party affiliates. In 
addition, the FDIC assessed civil money penalties of totaling in excess of $5 million .. 

UDAP training: In 2001 the FDIC gave presentations about predatory lending and how 
. the FDIC was addressing it to examiners in the Advanced Compliance Examination 
School (ACES). Beginning in February 2003 the FDIC began providing training to 
compliance examiners through a module in the Commissioned Compliance Examiner 
Workshop, which all compliance examiners attended. The FDIC also made presentations 
at regional training conferences, many in conjunction with risk management discussions 
of subprime lending. The FDIC now has a module in ACES on UDAP, incorporating 
lessons learned from examination findings and corrective actions. 

Mortgages: Risk Analysis Center Mortgage Credit Trends Project - Residential 
Mortgage Review Program. This FDIC review project provided the basis for our position 
in the interagency discussion resulting first in the non-traditional mortgage guidance and 
then the subprime guidance. (See RD Memo 05-041, 10/14/05.) 

Once the interagency guidance was issued, the FDIC provided supplemental guidance to 
our examiners in: RD Memo 06-031, 6314 Interagency Guidance on Nontraditional 
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Mortgage Product Risks (10/04/06). The interagency guidance referenced earlier 
guidance on subprime lending that includes a statement about predatory lending: 

In January 2007, the FDIC issued the Supervisory Policy on Predatory Lending (RD 
Memo 07-001, 01/23/07) as both a financial institution letter (FIL) and an RD Memo. 
The RD Memo includes a list ofresources that were provided separately on the FDIC's 
public website. The resources provide insight on the history of how the FDIC has 
addressed these issues. 

Other: There are numerous other examination procedures that have been added or 
revised over the last ten years. A list of these follows and the complete procedures and 
information can be found on the enclosed disk. 

• 99-007 6436 Guidance for Assessing Compliance with Disclosure of Hazard 
Insurance Premiums Under the Real Estate Settlement Procedures Act (RESPA) 
(07/20/1999) 

• 99-010 6430.12 Joint Statement of Policy on the Administrative Enforcement of the 

Truth In Lending (TIL) Act (09/0211999) 

• 99-011 6487 Questions and Answers Regarding the Homeowners Protection Act of 

1998 (10/0811999) 

• 00-001 6610.3 Revisions to the Compliance and CRA Examination Frequency 

Schedule (9/19/2000) 

• 00-002 6436.2 Real Estate Settlement Procedures Act (RESPA): HUD Clarification 
(03121/2000) 

• 00-004 6420.1 Procedures for Sharing Consumer Complaint Information Involving 
Safety and Soundness Issues (0312412000) 

• 00-008 6487.1 lnteragency Examination Procedures for the Homeowners Protection 

Act of 1998 (05/1212000) 

• 01-005 Insurance and Nondeposlt Investment Products: Transfer of Supervisory 
Responsibilities from DOS to DCA (9/&12001) 

• 01-012 6422 Distribution of DCA's Complaint and Inquiry Manual co210112001) 

• 02-001 6530.1 Repeal of TISA Civil Liability and Impact on General Enforcement 

Authority (02/22/02) 

• ~ 6300 Subprime Lending Update on CD-ROM (2125/03) 

• 03-008 6400 Revised Discrimination Complaint Investigation Procedures (2125/03) 

• ~ 6300 Guidelines for Payday Lending (712103) 

• ~ 6400 lnteragency Examination Procedures for Homeownership Counseling 
Notification (10/16103) 

• !M:Q.1.§ 6400 Revised FFIEC Examination Procedures for RESPA Servicing Rights 

Notice (513/04) 

• 04-031 6400 Compliance Examination Procedures in Multi-Bani< Holding Company 

Environments (6/30/04) 

• ~ 6400 Considering the New Home Mortgage Disclosure Act (HMDA) Pricing 

Information when Conducting Fair Lending Examinations of Institutions Subject to 
HMDA (03102/05) 
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• 05-013 6400 Examiner Guidance Joint Guidance for Overdraft Protection Programs 
(04118/05) 

• 05-015 6100 FDIC's New Deposit Insurance Coverage Products (04118/0S) 

• 05-029 6486 Revised Guidance About Civil Money Penalties for Flood Insurance 

Violations (07/29105) 

• 05-035 6400 Revised Compliance Examination Procedures (OB/18105) 

• 05-041 6300 Risk Analysis Center Mortgage Credit Trends Project - Residential 

Mortgage Review Program (10114105) 

• 06-007 6400 Revised Compliance Examination Documents (03/20106) 

• 06-029 6400 Procedures for Handling Consumer Compliance-Related 
Investigations of FDIC-Supervised Banks by Local, State, or Federal Authorities 
(09/20J06) 

• 06-030 6314 Addendum to Credit Risk Management Guidance for Home Equity 
Lending (10/04/06) 

• 06-031 6314 lnteragency Guidance on Nontraditional Mortgage Product Risks 
(10/IWO&) 

• 06-033 6400 Response to Requests from Federal Home Loan Banks for FDIC 

Examination Information About Predatory Lending (10104/06) 

• 06-034 6400 Compliance Examination Handbook c1111S106) 

• 07-001 6400 Supervisory Policy on Predatory Lending (01123/07) 

• 07-002 6400 Advertisement of Membership- Final Rule Amending FDIC Part 328 
(02/02/07) 

• 07-008 6314 Supervisory.Guidance for Nontraditional Mortgage Products (03/14107) 

• 07-010 6400 Deceptive Practices: Customer Access to Overdraft Protection (03/27/07) 

• 07-011 2600 Updated Examiner Continuing Education Program (ECEP) (D4J201D7) 

• 07-019 6314 Statement on Subprime Mortgage Lending (06128/07) 

11 /21/07 6400 Regulation DD - Truth in Savings lnteragenc:-t Examination Procedures 11/20/07 07-031 

12/27/07 6410 Joint Examination Procedures for the TeleQhone Consumer Protection 12127/07 07-034 
Act of 1991 ITCPA) and Junk Fax Prevention Act 

03/18/08 6310 AoQlicability of Guidance to Modified or Refinanced Loans 03/17/08 08-003 

06/06/08 6300 Guidance for Managing Third-Partv Risk 06/06/08 08-020 

09/12/08 6600 Identity Theft Red Flags, Address DiscreQancies, and Change of 09/12/08 08-029 
Address Examination Procedures 

09/17/08 6400 R~ulations M and Z - Amended lnteragency Examination Procedures 09/16/08 08-030 

09/17/08 6400 Regulation DD - Truth in Savings lnteragency Examination Procedures 09/16/08 08-031 

09/17/08 6400 Fair Credit Re12orting Act -Affiliate Marketing 0Qt Out Examination 09/17/08 08-032 
Procedures 

09/19/08 6400 Fair Lending Reviews of Institutions Designated as ·outliers" Through 09/19/08 08-033 
the HMDA Data Screening Process 

10/08/08 6400 Regulation E - Amended lnteragency Examination Procedures 10/06/08 08-035 

10/31 /08 6400 Consumer De12osit Account Disclosures 10/31/08 08-038 

.3 



12/05/08 6400 Regulation B - Amended Technical ComQliance Examination 12/05/08 08-040 
Procedures 

01 /13/09 6400 Talent Amendment Examination Procedures: Limitations on Terms of 01/09/09 09-002 
Consumer Credit Extended to Service Members and De12endents 

04/17/09 6400 Servicemembers Civil Relief Act of 2003 {SCRA) lnteragency 04/16/09 09-015 
Examination Procedures 

07/07/09 6400 Interest on DeQosits (Part 329) - Examination Procedures 07/07/09 09-025 

07/24/09 6410 lmQlementation of the Gramm-Leach-Bliley Act of 1999 {GLBA) 07/23/09 OQ-030 
·sroker" ExceQtions and R~ulation R 

07/31/09 6400 Rules and Guidelines to Promote the Accuracy and lntegri!Y of 07/31/09 09-033 
Information Furnished to Consumer Re12orting Agencies - Interim 
Guidance 

08/27/09 6200 De12osit Insurance AQQlication Processing and De Novo Institution 08/26/09 09-035 
Sugervision and Examination Guidance 

09/18/09 6430 Revised FFIEC lnteragency Fair Lending Examination Procedures 09/18/09 09-039 

09/14/09 6400 Com(;!liance Examination Manual UQdate 09/11/09 09-038 
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Attachment F 
Formal Guidance and Policies 
(Financial Institution Letters) 

This list provides the formal guidance related to consumer protection issues that the 
FDIC has provided to FDIC-supervised institutions. These Financial Institution Letters 
(FILs) are available on our public website. 

2009 

• FIL-54-2009 FDIC Launches Foreclosure Prevention Initiative on Foreclosure Rescue 
Scams 

• (Revised) FIL-44-2009 Regulation Z - Open-End Consumer Credit Changes: Notice of 
Immediate and 90-Day Changes 

• FIL-32:.2009 Third-Party Referrals Promising Above-Market Rates on Certificates of 
Deposit 

• FIL-30-2009 Identity Theft Red Flags, Address Discrepancies, And Change of Address 
Regulations: Frequently Asked Questions 

• FIL-26-2009 Regulation Z (Truth in Lending): Early Disclosure Requirements 
• FIL-6-2009 Community Reinvestment Act: Issuance of Final lnteragency Questions and 

Answers on CRA: Request for Comment on Two Proposed Revised and One New 
Question and Answer 

2008 

• FIL-134-2008 Regulation Z (Truth in Lending) and Regulation C {Home Mortgage 
Disclosure) Amendments to the Regulations: Amendments to the Regulations 

• FIL-128-2008 lnteragency Statement on Meeting the Needs of Creditworthy Borrowers 

• FIL-105-2008 Identity Theft Red Flags, Address Discrepancies, and Change of Address 
Regulations: Examination Procedures 

• · FIL-88-2008 Best Practices from the FDIC'S Forum on Mortgage Lending for Low- and 
Moderate-Income Households 

• FIL-58~2008 Home Equity Lines of Credit: Consumer Protection and Risk Management 
Considerations When Changing Credit Limits and Suggested Best Practices 

• FIL-40-2008 Subprime Mortgage Products: lnteragency Illustrations of Consumer 
Information for Hybrid Adjustable Rate Mortgage Products 

• FIL-17-2008 FDIC Statement on Reporting of Securitized Subprime Adjustable Rate 
Residential Mortgages 

2007 

• FIL-115-2007 Fair And Accurate Credit Transactions Act: Proposed Procedures to 
Enhance the Accuracy and Integrity of Information Furnished to Consumer Reporting 
Agencies 

• FIL-100-2007 Identity Theft Red Flags: lnteragency Final Regulation and Guidelines 

• FIL-98-2007 Fair and Accurate Credit Transactions Act: Final lnteraqency Regulations on 
Affiliate Marketing 

• FIL-83-2007 Consumer Protection: Service Members 
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• FIL-77-2007 Servicing for Mortgage Loans: Supplemental Information for Loss Mitigation 
Strategies 

• FIL-76-2007 Servicing for Mortgage Loans: Loss Mitigation Strategies 

• FIL-63-2007 Community Reinvestment Act: Proposed lnteragency Questions and 
Answers 

• FIL-62-2007 Subprime Mortgage Lending: lnteragency Statement Addresses Safety and 
Soundness and Consumer Protection Standards 

• FIL-51-2007 Nontraditional Mortgage Products: lnteragency Final Illustrations of 
Consumer Information for Nontraditional Mortgage Products 

• FIL-50-2007 Affordable Small-Dollar Loan Products: Final Guidelines 

• FIL-46-2007 Financial Education: Survey Shows FDIC's Money Smart Program Improves 
Consumers' Money-Management Practices and Financial Confidence 

• FIL-35-2007 Working With Residential Borrowers: FDIC Encourages Institutions to 
Consider Workout Arrangements for Borrowers Unable to Make Mortgage Payments 

• FIL-34-2007 Privacy of Consumer Financial Information: Proposed Model Privacy Form 

• FIL-32-2007 Identity Theft: FDIC's Supervisory Policy on Identity Theft 

• FIL-15-2007 Financial Education: New FDIC Guide Features Simple Strategies for 
Managing Money 

• FIL-6-2007 Predatory Lending: FDIC's Supervisory Policy on Predatory Lending 

• FIL-5-2007 Volunteer Income Tax Assistance NITA): A Remind;~r and Update About 
Potential CRA and Business Opportunities 

• FIL-4-2007 Mortgage Loan Fraud: Industry Assessment Based on Suspicious Activity 
Report Analysis 

• FIL-3-2007 Complex Structured Finance Activities: lnteragency Statement on Sound 
Practices for Activities With Elevated Risk 

2006 

• FIL-90-2006 Nontraditional Mortgage Products: lnteragency Proposed Illustrations of 
Consumer Information for Nontraditional Mortgage Products 

• FIL-89-2006 lnteragency Guidance: Guidance on Nontraditional Mortgage Product Risks, 
and Addendum to Credit Risk Management Guidance for Home Equity Lending 

• FIL-77-2006 Authentication in an lntemet Banking Environment: Frequently Asked 
Questions 

• FIL-52-2006 Foreign-Based Third-Party Service Providers: Guidance on Managing Risks 
in These Outsourcing Relationships 

• FIL-33-2006 Community Reinvestment Act: lnteragency Examination Procedures 
• FIL-31-2006 Fair and Accurate Credit Transactions Act: Procedures for Enhancing the 

Accuracy and Integrity of Information Furnished to Consumer Reporting Agencies 
" FIL-23-2006 Community Reinvestment Act: New lnteraqency Questions and Answers 
• Fll-22-2006 Consumer Credit Protection Act and Fair Lending: Prohibition Against 

Discrimination in Credit Transactions 
• FIL-1-2006 Financial Education: FDIC Guides for Senior Citizens and Young Adults 

2005 

• FIL-79-2005 Community Reinvestment Act: Joint Final Rules 
• FIL-66-2005 Spyware: Guidance on Mitigating Risks From Spyware 
• FIL-64-2005 "Pharming": Guidance on How Financial Institutions Can Protect Against 

Pharming Attacks 
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• FIL-59-2005 Identity Theft: Study Supplement on ·Account-Hijacking" Identity Theft 

• FIL-27-2005 Guidance on Response Programs for Unauthorized Access to Customer 
Information and Customer Notice 

• FIL-14-2005 Payday Lending Programs Revised Examination Guidance 
• FIL-11-2005 Overdraft Protection Programs Joint Agency Guidance 
• FIL-7-2005 Guidelines Requiring the Proper Disposal of Consumer Information 

2004 

• FIL-132-2004 Study on •Account-Hiiacking• Identity Theft and Suggestions for Reducing 
Online Fraud · 

• FIL-130-2004 Fair and Accurate Credit Transactions Act Effective Dates 
• FIL-116-2004 Final Amendments to the Federal Reserve Board's Regulation CC 
• FIL-27-2004 Guidance on Safeguarding Customers Against E-Mail and Internet-Related 

Fraudulent Schemes 
• FIL-26-2004 Unfair or Deceptive Acts or Practices Under Section 5 of the Federal Trade 

Commission Act 
• FIL-6-2004 Spousal Signature Provisions of Regulation B 

2003 

• FIL-100-2003: Steps to Help Rebuild Areas in California Affected by Major Earthquakes 
• FIL-98-2003: Bank Enterprise Awards Application Period for 2003 Qualified Activities 

Closes February 25, 2004 
• FIL-33-2003: Bank Enterprise Awards Are Being Offered to Eliqi'1le FDIC-Insured 

Institutions Making Grants. Investments and Deposits in and Loans to Community 
Development Financial Institutions 

2002 

• FIL-73-2002: Centralizing the Consumer Affairs Function 
• FIL-57-2002: Unfair or Deceptive Acts or Practices: Applicability of the Federal Trade 

Commission Act 
• FIL-43-2002: Homeownership Counseling 
• FIL-9-2002: Spousal Signature Provisions of Regulation B 

2001 · 

• FIL-106-2001: Privacy of Consumer Financial Information 
• FIL-84-2001: Consumer Protections for Bank Sales of Insurance 
• FIL-68-2001: 501(b) Examination Guidance 
• FIL-39-2001: Identity Theft And Pretext Calling 
• FIL-26-2001: Fair Credit Reporting Act 
• FIL-22-2001: Security Standards For Customer Information 
• Fll-17-2001: Community Reinvestment Act 
• FIL-9-2001: Subprime Lending 
• FIL-3-2001: Privacy of Consumer Financial Information 

~-
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2000 

• FIL-84-2000: Consumer Protections for Bank Sales of Insurance 
• FIL-45-2000: Real Estate Settlement Procedures Act 
• FIL-34-2000: Privacy of Consumer Financial Information 
• FIL-5-2000: Consumer Credit Reporting Practices 

1999 

• FIL-103-99: Real Estate Settlement Procedures Act 
• FIL-100-99: Identity Theft 
• FIL-94-99: High Loan-to-Value Residential Real Estate Lending 
• FIL-21-99: Real Estate Settlement Procedures Act 
• FIL-20-99: Guidance on Subprime Lending 



Attachment G 
Consumer Complaint Program 

Mission and Mandate 

Through responses to consumer complaints and inquiries, the FDIC's Consumer Affairs 
Program promotes and ensures compliance with numerous consumer protection laws and 
regulations including complaints alleging illegal discrimination and those involving 
unfair and deceptive practices. 

Program Organization 

• Until 1999, all consumer complaints about FDIC supervised institutions were 
investigated through FDIC Regional Offices, with oversight by FDIC Headquarters. 

• To address the growing volume and complexity of complaints involving credit cards, 
in 1999 the FDIC established the Kansas City Credit Card Center (CCC) to centralize 
the analysis and investigation of complaints involving credit card specialty banks. 
The CCC worked closely with the appropriate regions on supervisory issues raised in 
complaints. 

• In July 2002, the FDIC further centralized the consumer affairs function by 
expanding the mandate of the CCC and renaming it the Consumer Response Center 
(CRC). The CRC has responsibility for investigating all complaints involving 
institutions supervised by the FDIC. The CRC reports to the Associate Director for 
Consumer Protection in the Washington Office. 

• Primary responsibilities oftbe Washington Office include: 
• Monitoring the operations of the CRC, including: ensuring achievement of 

established performance measures; reviewing and analyzing consumer complaint 
· investigations; analyzing and evaluating complaint and inquiry performance data 

in the complaint and inquiry database; and conducting on-site advisory visits of 
the CRC and regional work sites; 

• Developing Consumer Affairs program policies and procedures; 
• Providing guidance and direction to the CRC and regional staff on discrimination 

complaint investigations; 
• Conducting data and trends analysis for use in monitoring banking practices; 
• Managing the complaint and inquiry database, including analyzing data integrity; 
• Planning and providing training conferences for Consumer Affairs staff; 
• Conducting outreach events for consumers and bankers, including the preparation 

of educational materials such as the FDIC Consumer News; 
• Participating in interagency initiatives related to emerging consumer protection 

issues. 

CONSUMER RESPONSE CENTER 

• Primary responsibilities of the CRC include: 
• Investigating all consumer complaints involving FDIC supervised banks 

(compliance examiners are responsible for conducting the on-site investigations 



of fair lending complaints, in consultation with the CRC and under the guidance 
and direction of the WO Consumer Affairs staff); . 

• Coordinating with Washington Office and examination staff in the Regional 
Offices, including the Regional Directors, Deputy Directors (Compliance), and 
Field Supervisors, as appropriate, on fair lending complaint investigation matters 
and on supervisory issues raised in complaints; 

• Answering written consumer and banker inquiries on consumer protection 
matters, and referring correspondence to other agencies and divisions as 
appropriate; 

• Responding to telephone calls from consumers and bankers on consumer 
protection matters; 

• Meeting regularly with financial institutions regarding their volume of complaints 
or significant issues that are raised during the investigation process; 

• Analyzing trends in the complaint and inquiry data; 
• Planning and conducting outreach activities. 

Coordination with the Examination Function 

• Each year the CRC receives thousands of written consumer complaints and inquiries. 
The Pre-Exam Planning Report is provided to examiners prior to the start of a bank 
examination. This report outlines all complaints that were received against the bank 
that is being examined, and helps facilitate the _integration of consumer complaints 
and inquiries into the examination process. 
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Attachment H 
Consumer Outreach and Financial Education 

The FDIC's Community Affairs Program, created in 1991, actively supports the FDIC's 
consumer protection mission. The FDIC works closely with financial industry 
representatives and community-based stakeholders on a broad range of community 
development initiatives, including initiatives that meet local needs for mainstream 
financial products and services, support affordable housing, and facilitate financial 
education. For example, Community Affairs staff assist financial institutions in 
developing strategies that are responsive to the credit, service and investment needs of 
their communities by: 

• Promoting community development partnerships and access to capital in 
historically underserved markets; 

• Working with financial institutions, national, regional, and local non­
profit/community-based organizations, and state and local governments by 
collaborating on community development and asset-building projects; 

• Developing products. and presenting training programs on financial education; 
• Serving as subject matter experts at industry and community conference and 

meetings; and 
• -Providing technical assistance, as necessary, to financial institutions and 

compliance staff. 

The FDIC's community development work is extensive. Two key areas, financial 
education and economic inclusion. are highlighted below. 

Financial Education 
One of the best ways to prevent consumers from becoming victims of predatory or 
deceptive practices is by helping them to become informed and able to understand 
financial services. Education enables the consumer to carefully evaluate the full 
spectrum of advertisements and products - including those in the unregulated 
underground - to avoid making decisions that do not make financial sense. 

Financial education is a critical component of consumer protection efforts. Consumers 
who master :financial basics can better make prudent financial decisions and are aware of 
how to report to law enforcement or regulators potential scams or troublesome practices 
in the marketplace. 

The FDIC's Money Smart program is a comprehensive financial education curriculum 
designed to help students enhance their money management and wealth building skills by 
learning the benefits of saving money, effectively managing credit, and securing home 
ownership. The FDIC's award-winning Money Smart financial education curriculum, 
launched in 2001, has now reached more than 2.4 million individuals. The curriculum 
provides information on critical consumer protection-related topics such as predatory 
lending, elder financial abuse, and identity theft prevention. Money Smart also helps 
consumers learn the true costs of using alternative financial services. 
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To help better reach underserved audiences, the curriculum has been translated into seven 
languages. Also: 

• An mp3 (audio) version of Money Smart was released on May 27, 2009. It is 
compatible for use with virtually all mp3 players so that consumers of all ages can 
learn to make informed and prudent financial decisions while "on the go." In 
addition to being a resource that consumers can access independently, educators 
can use the mp3 version of Money Smart as an innovative way to supplement 
traditional classroom instruction. The site has had over 172,000 hits and 
approximately 4,900 sessions (individual visitors). 

• The Money Smart for Young Adults curriculum was released in April of 2008 for 
students in grades 7-12. Showing the demand for youth financial education, more. 
than 45,000 copies for instructors have been ordered and distributed since its 
launch, and two national and several dozen regional partnerships have been 
signed specifically to facilitate the use of Money Smart for Young Adults. 

The FDIC's Money Smart curriculum is effective. Findings from a longitudinal survey 
of consumers who have taken the FDIC's Money Smart financial education program 
show that Money Smart can positively influence how people manage their finances: those 
who took the Money Smart.course were more likely to open deposit accounts, save 
money, use and adhere to a budget, and have increased confidence in their financial 
abilities when contacted 6 to 12 months after completing the course. 

FDIC's other consumer education initiatives include the FDIC Consumer News (35,000 
mail and electronic subscribers and an average of about 28,000 Internet visits monthly), a 
free quarterly publication that provides a variety of financial tips for consumers of any 
age. Every edition provides practical guidance on how to become a smarter, safer user of 
financial services. FDIC Consumer News offers helpful hints, quick tips, and common­
sense strategies to protect and stretch hard-earned dollars. 

Additionally, FDIC's other consumer resources help consumers avoid foreclosure rescue 
scams, avoid identity theft, etc. For example, the FDIC's foreclosure prevention 
initiative includes outreach, a referral service for consumers to find legitimate foreclosure 
prevention counselors or contact law enforcement to report scams, and an information 
tool kit ofresources for consumers and community stakeholders. FDIC's activities are 
designed to help consumers avoid foreclosure "rescue" scams and ultimately help prevent 
avoidable foreclosures. 

Underserved 

One of the most effective ways to protect consumers is to integrate unbanked and 
underbanked consumers into the financial mainstream. Consumers who routinely turn to 
check-cashing services for transactional banking needs and payday lenders or pawn shops 
for lending needs pay substantially more for basic financial needs than those who use 
mainstream financial services effectively. 
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The Alliance for Economic Inclusion (AEI) is the FDIC's national initiative to establish 
broad-based coalitions of financial institutions, community-based organizations and other 
partners in several markets across the country to bring unbanked and underserved 
populations into the financial mainstream. The focus is on expanding basic retail 
financial services for underserved populations, including savings accounts, affordable 
remittance products, sma11-dollar loan programs, targeted financial education programs, 
alternative delivery channels and other asset-building programs. Nearly 1,000 banks and 
organizations have joined AEI nationwide, more than 116,895 new bank accounts have 
been opened for the underserved, and more than 107,000 consumers have been provided 
financial education. 

The FDIC has also provided key support to "Bank On" initiatives to help the underserved 
find affordable mainstream deposit products in communities across the country. For 
example, because ofFDIC's success in banking the unbanked, FDIC was asked for 
assistance in helping the State of California develop a statewide "Bank on California" 
initiative. The initiative bas successfully launched programs in five California cities: 
Fresno, Los Angeles, Sacramento, Oak.land, and San Jose. 
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Attachment I 
Revi~ws, Audits & Assessments 

A. FDIC Office of Inspector General 

The FDIC's Office of Inspector General (OIG) regularly conducts audits of FDIC programs and 
operations in an effort to promote economy~ efficiency, and effectiveness. FDIC compliance 
management and staff regularly participate in and provide information in connection with those 
audits, and respond appropriately ifrecommendations stem from an OIG inquiry. Some ·· 
inquiries involve both risk management and consumer protection issues. Compliance inqµiries 
generally fall into two categories: 1) compliance examination and enforcement programs and 
processes more generally, and 2) subject-specific inquiries, such as fair lending, Community 
Reinvestment Act, mortgage or consumer privacy regulation. 

In some cases, the OIG finds that Compliance programs and operations are adequate, and has no 
recommendations. In other cases, where recommendations are made, offices that handle 
consumer protection issues consider or work to implement those recommendations. For 
example, since the beginning of 2007, we found three OIG audits conducted and reports issued 
that materially involved consumer protection regulation. In the case of an audit involving 
Implementation of the FDIC's Supervisory Guidance for Nontraditional Mortgage Products, and 
an audit regarding the Division of Supervision and Consumer Protection's (DSC) Examination 
Assessment of Financial Institutions' Compliance Management Systems, the OIG found 
satisfactory implementation and examination assessment and had no recommendations. 

With regard to the third consumer protection audit topic in the last few years, FDIC's 
Implementation of the 2005 Amendments to the Cominunity Reinvestment Act Regulations, the 
resulting OIG report recommended that the DSC Director work to enhance and develop 
examiner guidance and guidelines in certain areas, and develop a strategy to better measure CRA 
activities to assist in determining whether regulatory amendments achieved desired goals. In 
response to the recommendations, DSC management agreed to implement a recommendation to 
enhance internal examiner guidance, and to raise other recommendations with the other federal 
banking agencies with whom we regularly coordinate on such issues, for interagency discussion 
and consideration. The OIG then found management's planned actions responsive to their 
recommendations. 

A complete list of and Jinks to FDIC and OIG audit reports can be found at: 
http://www. fdicoig. gov/reports.shtml. 

B. U.S. Government Accountability Office 

The General Accounting Office (GAO) is the investigative~ of Congress, and its purpose to 
support the Congress in meeting its constitutional responsibilities and to help improve the 
performance and ensure the accountability of the federal government for the benefit of the 
American people. It further supports congressional oversight by performing policy analyses and 
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outlining options for congressional consideration; as well as issuing legal decisions and opinions, 
such as reports on agency rules. 

The GAO has issued a number of reports involving consumer protection matters, many that focus 
on existing rules, such as regulations issued by the Federal Reserve Board, as well as the 

effectiveness of agency action in responding to concerns such as predatory lending, adequacy of 
disclosures for loan and deposit products, fees for various bank products and services, and 
products that could have a detrimental effect on financially unsophisticated or vulnerable 
segments of the population, like credit cards marketed to college students and reversed mortgages 
targeted to the elderly. 

The GAO usually looks at consumer proteqtion enforcement issues across the banking agencies. 
The FDIC routinely provides significant amounts of information and assistance to the GAO as part 
of its investigation of various topics, and takes appropriate action in response to GAO's 
recommendations. For example, the agency increased the scrutiny of prime credit card issuers 
following the GAO's report on credit cards in 2006, consistent with the agencies efforts to address 
unfair or deceptive acts and practices among certain subprime credit card issuers. 

The GAO makes its reports available at: www.gao.gov. GAO reports related to consumer 
protection activities at the FDIC are listed below. 

Bank Feesffruth in Savings 

Bank Fees: Federal Banking Regulators Could Better Ensure That Consumers Have Required 
Disclosure Documents Prior to Opening Checking or Savings Accounts 

GAO-08-281, January 31, 2008 

Truth in Lending 

Federal Reserve System: Troth in Lending 
GAO-09-544R, April 2, 2009 

Board of Governors of the Federal Reserve System: Truth in Lending 
GAO-09-945R; August 11, 2009 

Mortgages 

Department of Housing and Urban Development: Real Estate Settlement Procedures Act 
(RESPA): Rule To Simplify and Improve the Process of Obtaining Mortgages and Reduce 
Consumer Settlement Costs 

GAO-09-209R, December 1, 2008 
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Reverse Mortgages: Product Complexity and Consumer Protection Issues Underscore Need for 
Improved Controls over Counseling for Borrowers 

GAO-09-606, June 29, 2009 

Reverse Mortgages: Product Complexity and Consumer Protection Issues Underscore Need for 
Improved Controls over Counseling for Borrowers 

GAO-09-8 t 2T, June 29, 2009 

Characteristics and Performance of Nonprime Mortgages 
GAO-09-848R, July 28, 2009 

Home Mortgages: Recent Performance ofNonprime Loans Highlights the Potential for 
Additional Foreclosures 

GAO-09-9221, July 28, 2009 

Home Mortgages: Provisions in a 2007 Mortgage Reform Bill (H.R. 3915) Would Strengthen 
Borrower Protections, but Views on Their Long-term Impact Differ 

GAO-09-741, July 31, 2009 

Credit and Debit Cards 

Credit Cards: Increased Complexity in Rates and Fees Heightens Need for More Effective 
Disclosures to Consumers 

GAO-06-929, September 12, 2006 

Consumer Finance: College Students and Credit Cards 
GAO-01-773, June 20, 2001 

Credit Card Minimum Payment Disclosures Cardholder Interview Results 
GAO-06-61 lSP, April 21, 2006 

Credit and Debit Cards: Federal Entities Are Taking Actions to Limit Their Interchange Fees, 
but Additional Revenue Collection Cost Savings May Exist 

GAO-08-558, May 15, 2008 

Predatory Lendine 

Consumer Protection: Federal and State Agencies Face Challenges in Combating Predatory 
Lending 

GAO-04-280, January 30, 2004 
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Payday and Refund Anticipation Loans 

Military Personnel: DO D's Tools for Curbing the Use and Effects of Predatory Lending Not 
Fully Utilized 

GAO-05-349, April 26, 2005 

Refund Anticipation Loans 
GAO-08-800R, June 5, 2008 

Fair Lending 

Fair Lending: Federal Oversight and Enforcement Improved but Some Challenges Remain 
GGD-96-145, August 13, 1996 

Large Bank Mergers: Fair Lending Review Could be Enhanced With Better Coordination 
GGD-00-16, November 3, 1999 

Fair Lending: Race and Gender Data Are Limit~d for Nonmortgage Lending 
GAO-08-1023T, July 17, 2008 

Fair Lending: Data Limitations and the Fragmented U.S. Financial Regulatory Structure 
Challenge Federal Oversight and Enforcement Efforts 

GAO-09-704, July 15, 2009 

Electronic Banking 

Electronic Banking: Enhancing Federal Oversight of Internet Banking Activities 
T-GGD-99-152, August 3, 1999 

Automated Teller Machines: Issues Related to Real-time Fee Disclosure 
GGD/ AIMD-00-224, July 11,. 2000 

Miscellaneous 

Federal Deposit Insurance Act: FTC Best Among Candidates to Enforce Consumer Protection 
Provisions 

GAO-03-971, August 20, 2003 

International Remittances: Information on Products, ·costs, and Consumer Disclosures 
GAO-06-204, November 17, 2005 

Personal Information: Data Breaches Are Frequent, but Evidence of Resulting Identity Theft Is 
Limited; However, the Full Extent Is Unknown 

GAO-07-737, June 4, 2007 
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Consumer Credit: Limited Information Exists on Extent o·f Credit Report Errors and Their 
Implications for Consumers 

GAO-03-1036T, July 31, 2003 

Internet Gambling: An Overview of the Issues 
GAO-03-89, December 2, 2002 

Risk-Focused Bank Examinations: Regulators of Large Banking Organizations Face 
Challenges 

GGD-00-48, January 24, 2000 

OCC Consumer Assistance: Process Is Similar to That of Other Regulators but Could Be • 
Improved by Enhanced Outreach 

GAO-06-293, February 23, 2006 
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SHEILA C. BAIR 
CHAIRMAN 

0 FEDERAL DEPOSIT INSURANCE CORPORATION, Washington, DC 20429 

Apri1 22, 2009 

Honorable Mitchell McConnelJ 
United States Senate 
Washington, D.C. 20510 

Dear Senator McConnell: 

Thank you for your letter regarding the emergency special assessment recently 
approved by the Federal Deposit Insurance Corporation's Board of Directors. As you know, 
the special assessment was adopted as an interim rule with a request for public comments. 
The comment period closed April 2, 2009. The Board of Directors will consider all the 
comments received before adopting a final rule. 

As you are aware, recent and anticipated failures of FDIC-insured institutions 
resulting from deterioration in banking and economic conditions have significantly increased 
losses to the Deposit Insurance Fund (DIF). The reserve ratio of the DIF declined from 1.22 
percent as of December 31, 2007, to 0.40 percent (preliminary) as of December 31, 2008. 

Because the fund reserve ratio had fal1en below 1.15 percent as of June 30, 2008, and 
was expected to remain below 1. 15 percent, applicable law required the FDIC to establish 
and implement a restoration plan that would restore the reserve ratio to at least 1.15 percent 
within five years, absent extraordinary circumstances. On October 7, 2008, the FDIC 
established a restoration plan for the DIF that called for the FDIC to set assessment rates 
such that the reserve ratio would return to 1.15 percent within five years and proposed 
assessment rates in accordance with the plan. 

In February 2009, the FDIC goard of Directors made several very difficult decisions 
intended to ensure that our nation's deposit insurance system remains sound. First, in 
recognition of the severe stress facing banks and the financial system, the FDIC extended the 
period of the restoration plan from five to seven years. Second, the FDIC adopted 
assessment rates effective beginning the second quarter of 2009 that are only slightly higher 
than those proposed in October 2008, despite a large increase in projected losses. Finally, 
the FDIC adopted an interim rule that sets a special assessment at 20 basis points to be 
collected on September 30, 2009. 

The FDIC realizes that these assessments are a significant expense, particularly 
during a financial crisis and recession where bank earnings are under pressure. Banks face 
tremendous challenges right now even without having to pay higher assessments. We also 
recognize that assessments reduce the funds that banks can lend in their communities to help 
revitalize the economy. 



However, because ofrapidly deteriorating economic conditions, a large number of 
projected bank failures are likely to occur this year and next. These assessments are 
essential to maintaining the industry funded reserves of the DIF. 

Recent experience has shown that bank failures are difficult to predict and the 
possibility of additional, unforeseen failures is significant. The size of the special 
assessment reflect~ the FDIC's need to maintain adequate resources to cover potential 
unforeseen losses. The FDIC has a thin margin for error in this regard because its $30 
billion borrowing authority from Treasury for losses from bank failures has not increased 
since 1991, although industry assets have more than tripled. 

As you know, the FDIC has requested that Congress increase our authority to borrow 
from Treasury to $100 billion. In addition, the FDIC is seeking a temporary increase in 
borrowing authority above $100 billion (but not to exceed $500 billion) based on a process 
that would require the concurrence of the FDIC, the Federal Reserve Board, and the 
Treasury Department, in consultation with the President. This temporary authority would 
expire on December 31, 2010. 

An increase in the FDIC's borrowing authority of this magnitude would give the 
FDIC a sufficient margin for unforeseen bank failures and allow it to reduce the size of the 
special assessment while still assessing institutions at a level that maintains the DIF through 
industry funding. Although the industry would still pay assessments to cover projected 
losses and rebuild the fund over time, a lower special assessment would mitigate the pro­
cyclical effects. 

The FDIC continues to consider other ways to alleviate the pressure on the DIF that 
are consistent with our statutory authority. We recently imposed a surcharge on guaranteed 
bank debt under the Temporary Liquidity Guarantee Program and will use the money raised 
through this surcharge to reduce the proposed special assessment. In addition, a portion of 
the fee for the recently announced Legacy Loan Program also will be allocated to the DIF. 
Finally, the FDIC will carefully review comments regarding using an assessment base other 
than deposits for the special assessment. 

Deposit Insurance provides valuable benefits to banks. While many sources of bank 
funding have dried up in the past six months, deposits have not. In fact, deposits are 
growing and remain a reliable source of funding because depositors know that their insured 
deposits are absolutely safe. 

We have included your letter in the public comment file for consideration in the 
development of the final rule on the emergency special assessment. If you have further 
questions, please do not hesitate to contact me at (202) 898-6974 or Eric Spitler, Director of 
Legislative Affairs, at (202) 898-3837. 

Sincerely, 

Sheila C. Bair 



SHEILA C. BAiR 
CHAIRMAN 

® FEDERAL DEPOSIT INSURANCE CORPORATION, Washington, DC 20429 

April22,2009 

Honorable Geoff Davis 
House of Representatives 
Washington, D.C. 20515 

Dear Congressman Davis: 

Thank you for your letter regarding the emergency special assessment recently 
approved by the Federal Deposit Insurance Corporation's Board of Directors. As you know, 
the special assessment was adopted as an interim rule with a request for public comments. 
The comment period closed April 2, 2009. The Board of Directors will consider aJl the 
comments received before adopting a final rule. 

As you are aware, recent and anticipated failures of FDIC-insured institutions 
resulting from deterioration in banking and economic conditions have significantly increased 
losses to the Deposit Insurance Fund (DIF). The reserve ratio of the DIF declined from 1.22 
percent as of December 3 I, 2007, to 0.40 percent (preliminary) as of December 31, 2008. 

Because the fund reserve ratio had fallen below 1.1 S percent as of June 30, 2008, and 
was expected to remain below 1.1 S percent, applicable law required the FDIC to establish 
and implement a. restoration plan that would restore the reserve ratio to at least 1.15 percent 
within five years, absent extraordinary circumstances. On October 7, 2008, the FDIC 
established a restoration plan for the DIF that called for the FDIC to set assessment rates 
such that the reserve ratio would return to 1.15 percent within five years and proposed 
assessment rates in accordance with the plan. 

In February 2009, the FDIC Bdard of Directors made several very difficult decisions 
intended to ensure that our nation's deposit insurance system remains sound. First, in 
recognition of the severe stress facing banks and the financial system, the FDIC extended the 
period of the restoration plan from five to seven years. Second, the FDIC adopted 
assessment rates effective beginning the second quarter of 2009 that are only slightly higher 
than those proposed in October 2008, despite a large increase in projected losses. Finally, 
the FDIC adopted an interim rule that sets a special assessment at 20 basis points to be 
collected on September 30, 2009. 

The FDIC realizes that these assessments are a significant expense, particularly 
during a financial crisis and recession where bank earnings are under pressure. Banks face 
tremendous challenges right now even without having to pay higher assessments. We also 
recognize that assessments reduce the funds that banks can lend in their communities to help 
revitalize the economy. 



However, because of rapidly deteriorating economic conditions, a large number of 
projected bank failures are likely to occur this year and next. These assessments are 
essential to maintaining the industry funded reserves of the DIF. 

Recent experience has shown that bank failures are difficult to predict and the 
possibility of additional, unforeseen failures is significant. The size of the special 
assessment reflects the FDIC's need to maintain adequate resources to cover potential 
unforeseen losses. The FDIC has a thin margin for error in this regard because its $30 
billion borrowing authority from Treasury for losses from bank failures has not increased 
since 1991, although industry assets have more than tripled. 

As you know, the FDIC has requested that Congress increase our authority to borrow 
from Treasury to $100 billion. In addition, the FDIC is seeking a temporary increase in 
borrowing authority above $100 billion (but not to exceed $500 billion) based on a process 
that would require the concurrence of the FDIC, the Federal Reserve Board, and the 
Treasury Department, in consultation with the President. This temporary authority would 
expire on December 31, 2010. 

An increase in the FDIC's borrowing authority of this magnitude would give the 
FDIC a sufficient margin for unforeseen bank failures and allow it to reduce the size of the 
special assessment while still assessing institutions at a level that maintains the DIF through 
industry funding. Although the industry would still pay assessments to cover projected 
losses and rebuild the fund over time, a lower special assessment would mitigate the pro­
cyclical effects. 

The FDIC continues to consider other ways to alleviate the pressure on the DIF that 
are consistent with our statutory authority. We recently imposed a surcharge on guaranteed 
bank debt under the Temporary Liquidity Guarantee Program and will use the money raised 
through this surcharge to reduce the proposed special assessment. In addition, a portion of 
the fee for the recently announced Legacy Loan Program also will be allocated to the DIF. 
Finally, the FDIC will carefully review comments regarding using an assessment base other 
than deposits for the special assessment. 

Deposit Insurance provides valuable benefits to banks. While many sources of bank 
funding have dried up in the past six months, deposits have not. In fact, deposits are 
growing and remain a reliable source of funding because depositors know that their insured 
deposits are absolutely safe. 

We have included your letter in the pub]ic comment file for consideration in the 
development of the final rule on the emergency special assessment. If you have further 
questions, please do not hesitate to contact me at (202) 898-6974 or Eric Spitler, Director of 
Legislative Affairs, at (202) 898-3837. 

Sincerely, 

Sheila C. Bair 



SHEILA C. BAIR 
CHAIRMAN 

© FEDERAL DEPOSIT INSURANCE CORPORATION, Washlng1on, DC 20429 

April 22, 2009 

Honorable Ben Chandler 
House of Representatives 
Washington, D.C. 20515 

Dear Congressman Chandler: 

Thank you for your letter regarding the emergency special assessment recently 
approved by the Federal Deposit Insurance Corporation's Board of Directors. As you know, 
the special assessment was adopted as an interim rule with a request for pubHc comments. 
The comment period closed April 2, 2009. The Board of Directors will consider all the 
comments received before adopting a final rule. 

As you are aware, recent and anticipated failures of FDIC-insured institutions 
resulting from deterioration in banking and economic conditions have significantly increased 
losses to the Deposit Insurance Fund (DIF). The reserve ratio of the DIF declined from 1.22 
percent as of December 31, 2007, to 0.40 percent (preliminary) as of December 31, 2008. 

Because the fund reserve ratio had fallen below 1.15 percent as of June 30, 2008, and 
was expected to remain below 1.15 percent, applicable law required the FDIC to establish 
and implement a restoration plan that would restore the reserve ratio to at least 1.15 percent 
within five years, absent extraordinary circumstances. On October 7, 2008, the FDIC 
established a restoration plan for the DIF that called for the FDIC to set assessment rates 
such that the reserve ratio would return to 1.15 percent within five years and proposed 
assessment rates in accordance with the plan. 

In February 2009, the FDIC Bo1lrd of Directors made several very difficult decisions 
intended to ensure that our nation's deposit insurance system remains sound. First, in 
recognition of the severe stress facing banks and the financial system, the FDIC extended the 
period of the restoration plan from five to seven years. Second, the FDIC adopted 
assessment rates effective beginning the second quarter of 2009 that are only slightly higher 
than those proposed in October 2008, despite a large increase in projected losses. Finally, 
the FDIC adopted an interim rule that sets a special assessment at 20 basis points to be 
collected on September 30, 2009. 

The FDIC realizes that these assessments are a significant expense, particularly 
during a financial crisis and recession where bank earnings are under pressure. Banks face 
tremendous challenges right now even without having to pay higher assessments. We also 
recognize that assessments reduce the funds that banks can lend in their communities to help 
revitalize the economy. 



However, because of rapidly deteriorating economic conditions, a large number of 
projected bank failures are likely to occur this year and next. These assessments are 
essential to maintaining the industry funded reserves of the DIF. 

Recent experience has shown that bank failures are difficult to predict and the 
possibility of additional, unforeseen failures is significant. The size of the special 
assessment reflects the FDIC's need to maintain adequate resources to cover potential 
unforeseen losses. The FDIC has a thin margin for error in this regard because its $30 
billion borrowing authority from Treasury for losses from bank failures has not increased 
since 1991, although industry assets have more than tripled. 

As you know, the FDIC has requested that Congress increase our authority to borrow 
from Treasury to $100 billion. In addition, the FDIC is seeking a temporary increase in 
borrowing authority above $100 billion (but not to exceed $500 billion) based on a process 
that would require the concurrence of the FDIC, the Federal Reserve Board, and the 
Treasury Department, in consultation with the President. This temporary authority would 
expire on December 31, 2010. 

An increase in the FDIC's borrowing authority of this magnitude would give the 
FDIC a sufficient margin for unforeseen bank failures and allow it to reduce the size of the 
special assessment while still assessing institutions at a level that maintains the DIF through 
industry funding. Although the industry would still pay assessments to cover projected 
losses and rebuild the fund over time, a lower special assessment would mitigate the pro-
cyclical effects. · 

The FDIC continues to consider other ways to alleviate the pressure on the DIF that 
are consistent with our statutory authority. We recently imposed a surcharge on guaranteed 
bank debt under the Temporary Liquidity Guarantee Program and will use the money raised 
through this surcharge to reduce the proposed special assessment. In addition, a portion of 
the fee for the recently announced Legacy Loan Program also will be allocated to the DIF. 
Finally, the FDIC will carefully revieV{ comments regarding using an assessment base other 
than deposits for the special assessment. 

Deposit Insurance provides valuable benefits to banks. While many sources of bank 
funding have dried up in the past six months, deposits have not. In fact, deposits are 
growing and remain a reliable source of funding because depositors know that their insured 
deposits are absolutely safe. 

We have included your letter in the public comment file for consideration in the 
development of the final rule on the emergency special assessment. If you have further 
questions, please do not hesitate to contact me at (202) 898-6974 or Eric Spitler, Director of 
Legislative Affairs, at (202) 898-3837. 

Sincerely, 

Sheila C. Bair 



SHEILA C. BAIR 
CHAIRMAN 

~. 
~ FEDERAL DEPOSIT INSURANCE CORPORATION, Washington, DC 20429 

April 22, 2009 

Honorable Brett Guthrie 
House of Representatives 
Washington, D.C. 20515 

Dear Congressman Guthrie: 

Thank you for your letter regarding the emergency special assessment recently 
approved by the Federal Deposit Insurance Corporation's Board of Directors. As you know, 
the special assessment was adopted as an interim rule with a request for public comments. 
The comment period closed April 2, 2009. The Board of Directors will consider all the 
comments received before adopting a final rule. 

As you are aware, recent and anticipated failures of FDIC-insured institutions 
resulting from deterioration in banking and economic conditions have significantly increased 
losses to the Deposit Insurance Fund (DIF). The reserve ratio of the DIF declined from 1.22 
percent as of December 31, 2007, to 0.40 percent (preliminary) as of December 31, 2008. 

Because the fund reserve ratio had fallen below 1.15 percent as of June 30, 2008, and 
was expected to remain below 1.15 percent, applicable law required the FDIC to establish 
and implement a restoration plan that would restore the reserve ratio to at least 1.15 percent 
within five years, absent extraordinary circumstances. On October 7, 2008, the FDIC 
established a restoration plan for the DIF that called for the FDIC to set assessment rates 
such that the reserve ratio would return to 1.15 percent within five years and proposed 
assessment rates in accordance with the plan. 

In February 2009, the FDIC Board of Directors made several very difficult decisions 
intended to ensure that our nation's deposit insurance system remains sound. First, in 
recognition of the severe stress facing banks and the financial system, the FDIC extended the 
period of the restoration plan from five to seven years. Second, the FDIC adopted 
assessment rates effective beginning the second quarter of 2009 that are only slightly higher 
than those proposed in October 2008, despite a large increase in projected losses. Finally, 
the FDIC adopted an interim rule that sets a special assessment at 20 basis points to be 
collected on September 30, 2009. 

The FDIC realizes that these assessments are a significant expense, particularly 
during a financial crisis and recession where bank earnings are under pressure. Banks face 
tremendous challenges right now even without having to pay higher assessments. We also 
recognize that assessments reduce the funds that banks can lend in their communities to help 
revitalize the economy. 



However, because of rapidly deteriorating economic conditions, a large number of 
projected bank failures are likely to occur this year and next. These assessments are 
essential to maintaining the industry funded reserves of the DIF. 

Recent experience has shown that bank failures are difficult to predict and the 
possibility of additional, unforeseen failures is significant. The size of the special 
assessment reflects the FDIC's need to maintain adequate resources to cover potential 
unforeseen losses. The FDIC has a th.in margin for error in this regard because its $30 
billion borrowing authority from Treasury for losses from bank failures has not increased 
since 1991, although industry assets have more than tripled. 

As you know, the FDIC has requested that Congress increase our authority to borrow 
from Treasury to $100 billion. In addition, the FDIC is seeking a temporary increase in 
borrowing authority above $100 billion (but not to exceed $500 billion) based on a process 
that would require the concurrence of the FDIC, the Federal Reserve Board, and the 
Treasury Department, in consultation with the President. This temporary authority would 
expire on December 31, 2010. 

An increase in the FDIC's borrowing authority of this magnitude would give the 
FDIC a sufficient margin for unforeseen bank failures and allow it to reduce the size of the 
special assessment while still assessing institutions at a level that maintains the DIF through 
industry funding. Although the industry would still pay assessments to cover projected 
losses and rebuild the fund over time, a lower special assessment would mitigate the pro­
cyclical effects. 

The FDIC continues to consider other ways to alleviate the pressure on the DIF that 
are consistent with our statutory authority. We recently imposed a surcharge on guaranteed 
bank debt under the Temporary Liquidity Guarantee Program and will use the money raised 
through this surcharge to reduce the proposed special assessment. In addition, a portion of 
the fee for the recently announced Legacy Loan Program also will be allocated to the DIF. 
Finally, the FDIC will carefully review comments regarding using an assessment base other 
than deposits for the special assessmeflt. 

Deposit Insurance provides valuable benefits to banks. While many sources of bank 
funding have dried up in the past six months, deposits have not. In fact, deposits are 
growing and remain a reliable source of funding because depositors know that their insured 
deposits are absolutely safe. 

We have included your letter in the public comment file for consideration in the 
development of the final rule on the emergency special assessment. If you have further 
questions, please do not hesitate to contact me at (202) 898-6974 or Eric Spitler, Director of 
Legislative Affairs, at (202) 898-3837. 

Sincerely, 

Sheila C. Bair 



SHEILA C. BAIR 
CHAIRMAN 

© FEDERAL DEPOSIT INSURANCE CORPORATION, Washington, DC 20429 

April 22, 2009 

Honorable Harold Rogers 
House of Representatives 
Washington, D.C. 20515 

Dear Congressman Rogers: 

Thank you for your letter regarding the emergency special assessment recently 
approved by the Federal Deposit Insurance Corporation's Board of Directors. As you know, 
the special assessment was adopted as an interim rule with a request for public comments. 
The comment period closed April 2, 2009. The Board of Directors will consider all the 
comments received before adopting a final rule. 

As you are aware, recent and anticipated failures of FDIC-insured institutions 
resulting from deterioration in banking and economic conditions have significantly· increased 
losses to the Deposit Insurance Fund (DIF). The reserve ratio of the DIF declined from 1.22 
percent as of December 31, 2007, to 0.40 percent (preliminary) as of December 31, 2008. 

Because the fund reserve ratio had fallen below 1.15 percent as of June 30, 2008, and 
was expected to remain below 1.15 percent, applicable law required the FDIC to establish 
and implement a restoration p Ian that would restore the reserve ratio to at least 1.15 percent 
within five years, absent extraordinary circumstances. On October 7, 2008, the FDIC 
established a restoration plan for the DIF that called for the FDIC to set assessment rates 
such that the reserve ratio would return to 1.15 percent within five years and proposed 
assessment rates in accordance with the plan. 

-~ 

In February 2009, the FDIC Board of Directors made sev_eral very difficult decisions 
intended to ensure that our nation's deposit insurance system remains sound. First, in 
recognition of the severe stress facing banks and the financial system, the FDIC extended the 
period of the restoration plan from five to seven years. Second, the FDIC adopted 
assessment rates effective beginning the second quarter of 2009 that are only slightly higher 
than those proposed in October 2008, despite a large increase in projected losses. Finally, 
the FDIC adopted an interim rule that sets a special assessment at 20 basis points to be 
collected on September 30, 2009. 

The FDIC realizes that these assessments are a significant expense, particularly 
during a financial crisis and recession where bank earnings are under pressure. Banks face 
tremendous challenges right now even without having to pay higher assessments. We also 
recognize that assessments reduce the funds that banks can lend in their communities to help 
revitalize the economy. 



However, because of rapidly deteriorating economic conditions, a large number of 
projected bank failures are likely to occur this year and next. These assessments are 
essential to maintaining the industry funded reserves of the DIF. 

Recent experience has shown that bank failures are difficult to predict and the 
possibility of additional, unforeseen failures is significant. The size of the special 
assessment reflects the FDIC's need to maintain adequate resources to cover potential 
unforeseen losses. The FDIC has a thin margin for error in this regard because its $30 
billion borrowing authority from Treasury for losses from bank failures has not increased 
since 1991, although industry assets have more than tripled. 

As you know, the FDIC has requested that Congress increase our authority to borrow 
from Treasury to $100 billion. In addition, the FDIC is seeking a temporary increase in 
borrowing authority above $100 billion (but not to exceed $500 billion) based on a process 
that would require the concurrence of the FDIC, the Federal Reserve Board, and the 
Treasury Department, in consultation with the President. This temporary authority would 
expire on December 31, 2010. 

An increase in the FDIC's borrowing authority of this magnitude would give the 
FDIC a sufficient margin for unforeseen bank failures and allow it to reduce the size of the 
special assessment while still assessing institutions at a level that maintains the DIF through 
industry funding. Although the industry would still pay assessments to cover projected 
losses and rebuild the fund over time, a lower special assessment would mitigate the pro­
cyclical effects. 

The FDIC continues to consider other ways to alleviate the pressure on the DIF that 
are consistent with our statutory authority. We recently imposed a surcharge on guaranteed 
bank debt under the Temporary Liquidity Guarantee Program and will use the money raised 
through this surcharge to reduce the proposed special assessment. In addition, a portion of 
the fee for the recently announced Legacy Loan Program also will be allocated to the DIF. 
Finally, the FDIC will carefully review comments regarding using an assessment base other 
than deposits for the special assessment. 

Deposit Insurance provides valuable benefits to banks. While many sources of bank 
funding have dried up in the past six months, deposits have not. In fact, deposits are 
growing and remain a reliable source of funding because depositors know that their insured 
deposits are absolutely safe. 

We have included your letter in the public comment file for consideration in the 
development of the final rule on the emergency special assessment. If you have further 
questions, please do not hesitate to contact me at (202) 898-6974 or Eric Spitler, Director of 
Legislative Affairs, at (202) 898-3837. 

Sincerely, 

Sheila C. Bair 



SHEILA C. BAIR 
CHAIRMAN 

@ FEDERAL DEPOSIT INSURANCE CORPORATION, Washington, DC 20429 

April 22, 2009 

Honorable Ed Whitfield 
House of Representatives 
Washington, D.C. 20515 

Dear Congressman Whitfield: 

Thank you for your letter regarding the emergency special assessment recently 
approved by the Federal Deposit Insurance Corporation's Board of Directors. As you know, 
the special assessment was adopted as an interim rule with a request for public comments. 
The comment period closed April 2, 2009. The Board of Directors will consider a11 the 
comments received before adopting a final rule. 

As you are aware, recent and anticipated failures of FDIC-insured institutions 
resulting from deterioration in banking and economic conditions have significantly increased 
losses to the Deposit Insurance Fund (DIF). The reserve ratio of the DIF declined from 1.22 
percent as ofDecember 31, 2007, to 0.40 percent (preliminary) as of December 31, 2008. 

Because the fund reserve ratio had fallen below 1.15 percent as of June 30, 2008, and 
was expected to remain below 1.15 percent, applicable law required the FDIC to establish 
and implement a restoration plan that would restore the reserve ratio to at least 1.15 percent 
within five years, absent extraordinary circumstances. On October 7, 2008, the FDIC 
established a restoration plan for the DIF that called for the FDIC to set assessment rates 
such that the reserve ratio would return to 1.15 percent within five years and proposed 
assessment rates in accordance with the plan. 

In February 2009, the FDIC Board of Directors made several very difficult decisions 
intended to ensure that our nation's deposit insurance system remains sound. First, in 
recognition of the severe stress facing banks and the financial system, the FDIC extended the 
period of the restoration plan from five to seven years. Second, the FDIC adopted 
assessment rates effective beginning the second quarter of 2009 that are only slightly higher 
than those proposed in October 2008, despite a large increase in projected losses. Finally, 
the FDIC adopted an interim rule that sets a special assessment at 20 basis points to be 
collected on September 30, 2009. 

The FDIC realizes that these assessments are a significant expense, particularly 
during a financiaJ crisis and recession where bank earnings are under pressure. Banks face 
tremendous challenges right now even without having to pay higher assessments. We also 
recognize that assessments reduce the funds that banks can lend in their communities to help 
revitalize the economy. 



However, because of rapidly deteriorating economic conditions, a large number of 
projected bank failures are likely to occur this year and next. These assessments are 
essential to maintaining the industry funded reserves of the DIF. 

Recent experience has shown that bank failures are difficult to predict and the 
possibility of additional, unforeseen failures is significant. The size of the special 
assessment reflects the FDIC's need to maintain adequate resources to cover potential 
unforeseen losses. The FDIC has a thin margin for error in this regard because its $30 
billion borrowing authority from Treasury for losses from bank failures has not increased 
since 1991, although industry assets have more than tripled. 

As you know, the FDIC has requested that Congress increase our authority to borrow 
from Treasury to $100 billion. In addition, the FDIC is seeking a temporary increase in 
borrowing authority above $100 billion (but not to exceed $500 billion) based on a process 
that would require the concurrence of the FDIC, the Federal Reserve Board, and the 
Treasury Department, in consultation with the President. This temporary authority would 
expire on December 31, 2010. 

An increase in the FDIC's borrowing authority of this magnitude would give the 
FDIC a sufficient margin for unforeseen bank failures and allow it to reduce the size of the 
special assessment while still assessing institutions at a level that maintains the DIF through 
industry funding. Although the industry would still pay assessments to cover projected 
losses and rebuild the fund over time, a lower special assessment would mitigate the pro­
cyclical effects. 

The FDIC continues to consider other ways to alleviate the pressure on the DIF that 
are consistent with our statutory authority. We recently imposed a surcharge on guaranteed 
bank debt under the Temporary Liquidity Guarantee Program and will use the money raised 
through this surcharge to reduce the proposed special assessment. In addition, a portion of 
the fee for the recently announced Legacy Loan Program also will be allocated to the DIF. 
Finally, the FDIC will carefully review comments regarding using an assessment base other 
than deposits for the special assessment. 

Deposit Insurance provides valuable benefits to banks. While many sources of bank 
funding have dried up in the past six months, deposits have not. In fact, deposits are 
growing and remain a reliable source of funding because depositors know that their insured 
deposits are a~solutely safe. 

We have included your letter in the public comment file for consideration in the 
development of the final rule on the emergency special assessment. If you have further 
questions, please do not hesitate to contact me at (202) 898-6974 or Eric Spitler, Director of 
Legislative Affairs, at (202) 898-3837. · 

Sincerely, 

Sheila C. Bair 



SHEILA C. BAIR 
CHAIRMAN 

© FEDERAL DEPOSIT INSURANCE CORPORATION, Washington, DC 20429 

April 22, 2009 

Honorable John Yarmuth 
House of Representatives 
Washington, D.C. 20515 

Dear Congressman Y annuth: 

Thank you for your letter regarding the emergency special assessment recently 
approved by the Federal Deposit Insurance Corporation's Board of Directors. As you know, 
the special assessment was adopted as an interim rule with a request for public comments. 
The comment period closed April 2, 2009. The Board of Directors will consider all the 
comments received before adopting a final rule. 

As you are aware, recent and anticipated failures of FDIC-insured institutions 
resulting from deterioration in banking and economic conditions have significantly increased 
losses to the Deposit Insurance Fund (DIF). The reserve ratio of the DIF declined from 1.22 
percent as ofDeceinber 31, 2007, to 0.40 percent (preliminary) as of December 31, 2008. 

Because the fund reserve ratio had fallen below 1.15 percent as of June 30, 2008, and 
was expected to remain below 1.15 percent, applicable law required the FDIC to establish 
and implement a restoration plan that would restore the reser{e ratio to at least 1.15 percent 
within five years, absent extraordinary circumstances. On October 7, 2008, the FDIC 
established a restoration plan for the DIF that called for the FDIC to set assessment rates 
such that the reserve ratio would return to 1.15 percent within five years and proposed 
assessment rates in actordance with tJ::e plan. 

In February 2009, the FDIC Board of Directors made several very difficult decisions 
intended to ensure that our nation's deposit insurance system remains sound. First, in 
recognition of the severe stress facing banks and the financial system, the FDIC extended the 
period of the restoration plan from five to seven years. Second, the FDIC adopted 
assessment rates effective beginning the second quarter of2009 that are only slightly higher 
than those proposed in October 2008, despite a large increase in projected losses. Finally, 
the FDIC adopted an interim rule that sets a special assessment at 20 basis points to be 
collected on September 30, 2009. 

The FDIC realizes that these assessments are a significant expense, particularly 
during a financial crisis and recession where bank earnings are under pressure. Banks face 
tremendous challenges right now even without having to pay higher assessments. We also 
recognize that assessments reduce the funds that banks can lend in their communities to help 
revitalize the economy. 



However, because of rapidly deteriorating economic conditions, a large number of 
projected bank failures are likely to occur this year and next. These assessments are 
essential to maintaining the industry funded reserves of the DIF. 

Recent experience has shown that bank failures are difficult to predict and the 
possibility of additional, unforeseen failures is significant. The size of the special 
assessment reflects the FDIC's need to maintain adequate resources to cover potential 
unforeseen losses. The FDIC has a thin margin for error in this regard because its $30 
billion borrowing authority from Treasury for losses from bank failures has not increased 
since 1991, although industry assets have more than tripled. 

As you know, the FDIC has requested that Congress increase our authority to borrow 
from Treasury to $100 billion. In addition, the FDIC is seeking a temporary increase in 
borrowing authority above $100 billion (but not to exceed $500 billion) based on a process 
that would require the concurrence of the FDIC, the Federal Reserve Board, and the 
Treasury Department, in consultation with the President. This temporary authority would 
expire on December 31, 2010. 

An increase in the FDIC's borrowing authority of this magnitude would give the 
FDIC a sufficient margin for unforeseen bank failures and allow it to reduce the size of the 
special assessment while still assessing institutions at a level that maintains the DIF through 
industry funding. Although the industry would still pay assessments to cover projected 
losses and rebuild the fund over time, a lower special assessment would mitigate the pro­
cyclical effects. 

The FDIC continues to consider other ways to alleviate the pressure on the DIF that 
are consistent with our statutory authority. We recently imposed a surcharge on guaranteed 
bank debt under the Temporary Liquidity Guarantee Program and will use the money raised 
through this surcharge to reduce the proposed special assessment. In addition, a portion of 
the fee for the recently announced Legacy Loan Program also will be allocated to the DIF. 
Finally, the FDIC will carefully review.,comments regarding using an assessment base other 
than deposits for the special assessment. 

Deposit Insurance provides valuable benefits to banks. While many sources of bank 
funding have dried up in the past six months, deposits have not. In fact, deposits are 
growing and remain a reliable source of funding because depositors know that their insured 
deposits are absolutely safe. 

We have included your letter in the public comment file for consideration in the 
developmerit of the final rule on the emergency special assessment. If you have further 
questions, please do not hesitate to contact me at (202) 898-6974 or Eric Spitler, Director of 
Legislative Affairs, at (202) 898-3837. 

Sincerely, 

Sheila C. Bair 
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Washington, D.C. 20429 

Dear Chairman Bair:. 

We arc writing to express our concerns about current proposals to replenish the FDIC 
insurance fund and the potential repercussions they may have on Kentucky's banking industry. 

We recognize the importance of ensuring the FDIC insurance fund is fully prepared to 
address any future issues. Consumers have come to trust and expect the government's protection 
of their hard earned savings and we appreciate your efforts to continually cam that trust. 

The banking demographic in Kentucky is fairly unique in that all of the banks 
headquartered in the Commonwealth arc co~idcrcd "community banks." Kentucky has only 
two State chartered banks with deposits in excess of $2 billion, with the vast majority of l:,anks 
having less than $200 million in deposits. These banks are safe and strong because they have 
conducted banking business in a consistently conservative manner despite the economic ups and 
downs over the years. 

It is estimated that the new emerg,c:ncy 20 basis point special assessment fee will cost 
Kentucky chartered banks approximately $80 million. The number increases to $132 miUion 
when including all banks in Kentucky. 

When regular quarterly assessments are already at historic highs, adding an additional fee 
may wipe out the entire earnings for many community banks. This will deplete banks' liquidity 
at a time when it is needed most so that they can help Kentucky's communities weather the 
economic downturn. Instead, excessive assessments will put many community banks in a 
position where they have limited or no ability to invest in bonds or community projects; make 
charjtable contributions to local organizations; or offer loan modifications to Kentuckians. 

A number of alternatives have been suggested, including 1) Using TARP. funds to be 
repaid through bank prcJ?liums over time; 2) Extending payment of assessments over a longer 
period of time; 3) The FDIC utilizing.their $30 Billion line of credit; and 4) mandating psk 
weighting on all assessments. · 



We respectfully urge you to consider a variety of alternatives to maintain the necessary 
stability of the FDIC insurance fund while protecting the community bank sector when its 
strength is needed more than ever in our communities. 

BEN CHANDLER 
MEMBER OF CONGRESS 

ED WHITFIELD  
MEMBER OF CONGRESS 

Sincerely, 

GEOFF DAVIS 
MEMBER OF CONGRESS 

HAROLD ROGERS . 
MEMBER OF CON RESS 



SHEILA C. BAIR 
CHAIRMAN 

© FEDERAL DEPOSfT INSURANCE CORPORATION, Washington, DC 20429 

April 22, 2009 

Honorable Ruben Hinojosa 
House of Representatives 
Washington, D.C. 20515 

Dear Congressman Hinojosa: 

Thank you for your letter regarding the emergency special assessment recently 
approved by the Federal Deposit Insurance Corporation's Board of Directors. As you know, 
the special assessment was adopted as an interim rule with a request for public comments. 
The comment period closed April 2, 2009. The Board of Directors will consider all the 
comments received before adopting a final rule. 

As you arc aware, recent and anticipated failures ofFDIC~insured institutions 
resulting from detenoration in banking and economic conditions have significantly increased 
losses to the Deposit Insurance Fund (DIF). The reserve ratio of the DIF declined from 1.22 
percent as of December 31, 2007, to 0.40 percent (preliminary) as of December 31, 2008. 

Because the fund reserve ratio had fallen below 1.15 percent as of June 30, 2008, and 
was expected to remain below 1.15 percent, appJicable law required the FDIC to establish · 
and implement a restoration plan that would restore the reserve ratio to at least 1.15 percent 
within five years, absent extraordinary circumstances. On October 7, 2008, the FDIC 
established a restoration plan for the DIF that called for the FDIC to set assessment rates 
such that the reserve ratio would return to 1.15 percent within five years and proposed 
assessment rates in accordance with the plan . 

. , 

In February 2009, the FDIC Board of Directors made several very difficult decisions 
intended to ensure that our nation's deposit insurance system remains sound. First, in 
recognition of the severe stress facing banks and the financial system, the FDIC extended the 
period of the restoration plan from five to seven years. Second, the FDIC adopted 
assessment rates effective beginning the second quarter of 2009 that are only slightly higher 
than those proposed in October 2008, despite a large increase in projected losses. Finally, 
the FDIC adopted an interim rule that sets a special assessment at 20 basis points to be . 
collected on September 30, 2009. 

The FDIC realizes that these assessments arc a significant expense, particularly 
during a financial crisis and recession where bank earnings are under pressure. Banks face 
tremendous challenges right now even without having to pay higher assessments. We also 
recognize that assessments reduce the funds that banks can lend in their communities to help 
revitalize the economy. 



However, because of rapidly deteriorating economic conditions, a large number of 
projected bank failures are likely to occur this year and next. 'These assessments are 
essential to maintaining the industry funded reserves of the DIF. 

Recent experience has shown that bank failures are difficult to predict and the 
possibility of additional, unforeseen failures is significant. The size of the special 
assessment reflects the FDIC's need to maintain adequate resources to cover potential 
unforeseen losses. The FDIC has a thin margin for error in this regard because its $30 
billion borrowing authority from Treasury for losses from bank failures has not increased 
since 1991, although industry assets have more than tripled. 

As you know, the FDIC has requested that Congress increase our authority to borrow 
from Treasury to $100 billion. In addition, the FDIC is seeking a temporary increase in 
borrowing authority above $100 billion (but not to exceed $500 billion) based on a process 
that would require the concurrence of the FDIC, the Federal Reserve Board, and the 
Treasury Department, in consultation with the President. This temporary authority would 
expire on December 31, 2010. 

An increase in the FDIC's borrowing authority of this magnitude would give the 
FDIC a sufficient margin for unforeseen bank failures and allow it to reduce the size of the 
special assessment while still assessing institutions at a level that maintains the DIF through 
industry funding. Although the industry would still pay assessments to cover projected 
losses and rebuild the fund over time, a lower special assessment would mitigate the pro­
cyclical effects. 

The FDIC continues to consider other ways to alleviate the pressure on the DIF that 
are consistent with our statutory authority. We recently imposed a surcharge on guaranteed 
bank debt under the Temporary Liquidity Guarantee Program and will use the money raised 
through this surcharge to reduce the proposed special assessment. In addition, a portion of 
the fee for the recently announced Legacy Loan Program also will be allocated to the DIF. 
Finally, the FDIC will carefully review comments regarding using an assessment base other 
than deposits for the special assessment. . 

Deposit Insurance provides valuable benefits to banks. While many sources of bank 
funding have dried up in the past six months, deposits have not. In fact, deposits are 
growing and remain a reliable source of funding because depositors know that their insured 
deposits are absolutely safe. 

We have included your letter in the public comment file for consideration in the 
development of the final rule on the emergency special assessment. If you have further 
questions, please do not hesitate to contact me at (202) 898-6974 or Eric Spitler, Director of 
Legislative Affairs, at (202) 898-3837. 

Sincerely, 

Sheila C. Bair 



SHEILA C. BAIR 
CHAIRMAN 

@ FEDERAL DEPOSIT INSURANCE CORPORATION, Washington, DC 20429 

April 22, 2009 

Honorable Eddie Bernice Johnson 
House of Representatives 
Washington, D.C. 20515 

Dear Congresswoman Johnson: 

Thank you for your letter regarding the emergency special assessment recently 
approved by the Federal Deposit Insurance Corporation's Board of Directors. As you know, 
the special assessment was adopted as an interim rule with a request for public comments. 
The comment period closed April 2, 2009. The Board of Directors will consider all the 
comments received before adopting a final rule. 

As you are aware, recent and anticipated failures of FDIC-insured institutions 
resulting from deterioration in banking and economic conditions have significantly increased 
losses to the Deposit Insurance Fund (D'IF). The reserve ratio of the DIP declined from 1.22 
percent as of December 31, 2007, to 0.40 percent (preliminary) as of December 31, 2008. 

Because the fund reserve ratio had fallen below 1.15 percent as of June 30, 2008, and 
was expected to remain below 1.15 percent, applicable law required the FDIC to establish 
and implement a restoration plan that would restore the res_erve ratio to at least 1.15 percent 
within five years, absent extraordinary circumstances. On October 7, 2008, the FDIC 
established a restoration plan for the DIF that called for the FDIC to set assessment rates 
such that the reserve ratio would return to 1.15 percent within five years and proposed 
assessment rates in accordance with the plan. 

-~ 
In February 2009, the FDIC Board of Directors made several very difficu]t decisions 

intended to ensure that our nation's deposit insurance system remains sound. First, in 
recognition of the severe stress facing banks and the financial system, the FDIC extended the 
period of the restoration plan from five to seven years. Second, the FDIC adopted 
assessment rates effective beginning the second quarter of 2009 that arc only slightly higher 
than those proposed in October 2008, despite a large increase in projected losses. Finally, 
the FDIC adopted an interim rule that sets a special assessment at 20 basis points to be 
colJected on September 30, 2009. 

The FDIC realizes that these assessments are a significant expense, particularly 
during a financial crisis and recession where bank earnings are under pressure. Banks face 
tremendous challenges right now even without having to pay higher assessments. We also 
recognize that assessments reduce the funds that banks can lend in their communities to help 
revitalize the economy. 



However, because of rapidly deteriorating economic conditions, a large number of 
projected bank failures are likely to occur this year and next. These assessments are 
essential to maintaining the industry funded reserves of the DIF. 

Recent experience has shown that bank failures are difficult to predict and the 
possibility of additional, unforeseen failur~ is significant. The size of the special 
assessment reflects the FDIC's need to maintain adequate resources to cover potential 
unforeseen losses. The FDIC has a thin margin for error in this regard because its $30 
billion borrowing authority from Treasury for losses from bank failures has not increased 
since 1991, although industry assets have more than tripled. 

As you know, the FDIC has requested that Congress increase our authority to borrow 
from Treasury to $100 billion. In addition, the FDIC is seeking a temporary increase in 
borrowing authority above $100 billion (but not to exceed $500 billion) based on a process 
that would require the concurrence of the FDIC, the Federal Reserve Board, and the 
Treasury Department, in consultation with the President. This temporary authority would 
expire on December 31, 2010. 

An increase in the FDIC's borrowing authority of this magnitude would give the 
FDIC a sufficient margin for unforeseen bank failures and allow it to reduce the size of the 
special assessment while still assessing institutions at a level that maintains the DIF through 
industry funding. Although the industry wouid stiJI pay assessments to cover projected 
losses and rebuild the fund over time, a lower special assessment _would mitigate the pro­
cyclical effects. 

The FDIC continues to consider other ways to alleviate the pressure on the DIF that 
are consistent with our statutory authority. We recently imposed a surcharge on guaranteed 
bank debt under the Temporary Liquidity Guarantee Program and will use the money raised 
through this surcharge to reduce the proposed special assessment. In addition, a portion of 
the fee for the recently announced Legacy Loan Program also will be allocated to the DIF. 
Finally, the FDIC wiU carefully review, comments regarding using an assessment base other 
than deposits for the special assessment. 

Deposit Insurance provides valuable benefits to banks. While many sources of bank 
funding have dried up in the past six months, deposits have not. In fact, deposits are 
growing and remain a reliable source of funding because depositors know that their insured 
deposits are absolutely safe. 

We have included your letter in the public comment file for consideration in the 
development of the final rule on the emergency special assessment. If you have further 
questions, please do not hesitate to contact me at (202) 898-6974 or Eric Spitler, Director of 
Legislative Affairs, at (202) 898-3837. 

Sincerely, 

Sheila C. Bair 



SHEILA C. BAIR 
CHAIRMAN 

FEDERAL DEPOSIT INSURANCE CORPORATION, Washington, DC 20429 

April 22, 2009 

Honorable Chet Edwards 
House of Representatives 
Washington, D.C. 20515 

Dear Congressman Edwards: . 

Thank you for your letter regarding the emergency special assessment recently 
approved by the Federal Deposit Insurance Corporation's Board of Directors. As you know, 
the special assessment was adopted as an interim rule with a request for public comments. 
The comment period closed April 2, 2009. The Board of Directors will consider all the 
comments received before adopting a final rule. 

As you are aware, recent and anticipated failures of FDIC-insured institutions 
resulting from deterioration in banking and economic conditions have significantly increased 
losses to the Deposit Insurance Fund (DIF). The reserve ratio of the DIF declined from l.Z2 
percent as of December 31, 2007, to 0.40 percent (preliminary) as of December 31, 2008. 

Because the fund reserve ratio had fallen below 1.15 percent as of June 30, 2008, and 
was expected to remain below 1.15 percent, applicable law required the FDIC to establish 
and implement a restoration plan that would restore the reserve ratio to at least 1.15 percent 
within five years, absent extraordinary circumstances. On October 7, 2008, the FDIC 
established a restoration plan for the DIF that called for the FDIC to set assessment rates 
such that the reserve ratio would return to 1.15 percent within five years and proposed 
assessment rates in accordance with the plan . 

.. 
In February 2009, the FDIC B'o'ard of Directors made several very difficult decisions 

intended to ensure that our nation's deposit insurance system remains sound. First, in 
recognition of the severe stress facing banks and the financial system, the FDIC extended the 
period of the restoration plan from five to seven years. Second, the FDIC adopted 
·assessment rates effective beg1.nning the second quarter of 2009 that are only slightly higher 
than those proposed in October 2008, despite a large increase in projected los~es. Finally, 
the FDIC adopted an interim rule that sets a special assessment at 20 basis points to be 
collected on September 30, 2009. 

The FDIC realizes that these assessments are a significant expense, particularly 
during a financial crisis and recession where bank earnings arc under pressure. Banks face 
tremendous challenges right now even without having to pay higher assessments. We also 
recognize that assessments reduce the funds that banks can lend in their communities to help 
revitalize the economy. 



However, because of rapidly deteriorating economic conditions, a large number of 
projected bank failures are likely to occur this year and next. These assessments arc 
essential to maintaining the industry funded reserves of the DIF. 

Recent experience has shown that bank failures are difficult to predict and the 
possibility of additional, unforeseen failures is significant The size of the special 
assessment reflects the FDIC's need to maintain adequate resources to cover potential 
unforeseen losses. The FDIC has a thin margin for error in this regard because its $30 
billion borrowing authority from Treasury for losses from bank failures has not increased 
since 1991, although industry assets have more than tripled. 

As you know, the FDIC has requested that Congress increase our authority to borrow 
from Treasury to $100 billion. In addition, the FDIC is seeking a temporary increase in 
borrowing authority above $100 billion (but not to exceed $500 biJlion) based on a process 
that would require the concurrence of the FDIC, the Federal Reserve Board, and the 
Treasury Department, in consultation with the President. This temporary authority would 
expire on December 31, 2010. 

An increase in the FDIC's borrowing authority of this magnitude would give the 
FDIC a sufficient margin for unforeseen bank failures and allow it to reduce the size of the 
special assessment while still assessing institutions at a level that maintains the DIF through 
industry funding. Although the industry would still pay assessments to cover projected 
losses and rebuild the fund over time, a lower special assessment would mitigate the pro­
cyclical effects. 

The FDIC continues to consider other ways to alleviate the pressure on the DIF that 
are consistent with our statutory authority. We recently imposed a surcharge on guaranteed 
bank debt under the Temporary Liquidity Guarantee Program and will use the money raised 
through this surcharge to reduce the proposed special assessment. In addition, a portion of 
the fee for the recently announced Legacy Loan Program also will be allocated to the DIF. 
Finally, the FDIC will carefully revie? comments regarding using an assessment base other 
than deposits for the special assessment. 

Deposit Insurance provides valuable benefits to banks. While many sources of bank 
funding have dried up in the past six months, deposits have not. In fact, deposits are 
growing and remain a reliable source of funding because depositors know that their insured 
deposits are absolutely safe. 

We have included your letter in the public comment file for consideration in the 
development of the final rule on the emergency special assessment. If you have further 
questions, please do not hesitate to contact me at (202) 898-6974 or Eric Spitler, Director of 
Legislative Affairs, at (202) 898-3837. 

Sincerely, 

Sheila C. Bair 



SHEILA C. BAIR 
CHAIRMAN 

@ FEDERAL DEPOSIT INSURANCE CORPORATION, Washington, DC 20429 

April 22, 2009 

Honorable Solomon Ortiz 
House of Representatives 
Washington, D.C. ·20515 

Dear Congressman Ortiz: 

Thank you for your letter regarding the emergency special assessment recently 
approved by the Federal Deposit Insurance Corporation's Board of Directors. As you know, 
the special assessment was adopted as an interim rule with a request for public comments. 
The comment period closed April 2, 2009. The Board of Directors will consider aJl the 
comments received before adopting a final rule. 

As you are aware, recent and anticipated failures of FDIC-insured institutions 
_resulting from deterioration in banking and economic conditions have significantly increased 
losses to the Deposit Insurance Fund (DIF). The reserve ratio of the DIF declined from 1.22 
percent as of December 31, 2007, to 0.40 percent (preliminary) as of December 31, 2008. 

Because the fund reserve ratio had fallen below 1.15 percent as of June 30, 2008, and 
was expected to remain below 1.15 percent, applicable law required the FDIC to establish 
and implement a restoration plan that would restore the reserve ratio to at least 1.15 percent 
within five years, absent extraordinary circumstances. On October 7, 2008, the FDIC 
established a restoration plan for the DIF that called for the FDIC to set assessment rates 
such that the reserve ratio would return to 1.15 percent within five years and proposed 
assessment rates in accordance with the plan. 

-~ 
In February 2009, the FDIC Ei'oard of Directors made seyerdl very difficult decisions 

intended to ensure that our nation's deposit insurance system remains sound. First, in 
recognition of the severe stress facing banks and the financial system, the FDIC extended the 
period of the restoration plan from five to seven years. Second, the FDIC adopted 
assessment rates effective beginning the second quarter of 2009 that are only slightly higher 
than those proposed in October 2008, despite a large increase in projected losses. Finally, 
the FDIC adopted an interim rule that sets a special assessment at 20 basis points to be 
collected on September 30, 2009. 

The FDIC realizes that these assessments are a significant expense, particularly 
during a financial crisis and recession where bank earnings are under pressure. Banks face 
tremendous challenges right now even without having to pay higher assessments. We also 
recognize that assessments reduce the funds that·banks can lend in their communities to help 
revitalize the economy. 



However, because of rapidly deteriorating economic conditions, a large number of 
projected bank failures are likely to occur this year and next These assessments are 
essential to maintaining the industry funded reserves of the DIF. 

Recent experience has shown that bank failures arc difficult to predict and the 
possibility of additional, unforeseen failures is significant. The size of the special 
assessment reflects the FDIC's need to maintain adequate resources to cover potential 
unforeseen losses. The FDIC has a thin margin for error in this regard because its $30 
billion borrowing authority from Treasury for losses from bank failures has not increased 
since 1991, although industry assets have more than tripled. 

As you know, the FDIC has requested that Congress increase our authority to borrow 
from Treasury to $100 billion. In addition, the FDIC is seeking a temporary increase in 
borrowing authority above $100 billion (but not to exceed $500 billion) based on a process 
that would require the concurrence of the FDIC, the Federal Reserve Board, and the 
Treasury Department, in consultation with the President. This temporary authority would 
expire on December 31, 2010. 

An increase in the FDICs borrowing authority of this magnitude would give the 
FDIC a sufficient margin for unforeseen bank failures and allow it to reduce the size of the 
special assessment while still assessing institutions at a level that maintains the DIP through 
industry funding. Although the industry would sti11 pay assessmen~s to cover projected 
losses and rebuild the fund over time, a lower special assessment would mitigate the pro­
cyclical effects. 

The FDIC continues to consider other ways to alleviate the pressure on the DIF that 
are consistent with our statutory authority. We recently imposed a surcharge on guaranteed 
bank debt under the Temporary Liquidity Guarantee Program and will use the money raised 
through this surcharge to reduce the proposed special assessment. In addition, a portion of 
the fee for the recently announced Legacy Loan Program also will be allocated to the DIF. 
Finally, the FDIC will carefully review,comments regarding using an assessment base other 
than deposits for the special assessmeflt. 

Deposit Insurance provides valuable benefits to banks. While many sources of bank 
funding have dried up in the past six months, deposits have not. In fact, deposits are 
growing and remain a reliable source of funding because depositors know that their insured 
deposits are absolutely safe. 

We have included your Jetter in the public comment file for consideration in the 
development of the final rule on the emergency special assessment. If you ~ave further 
questions, please do not hesitate to contact me at (202) 898-6974 or Eric Spitler, Director of 
Legislative Affairs, at (202) 898-3837. 

Sincerely, 

Sheila C. Bair 



SHEIL.A C. BAJA 
CHAIRMAN 

f) FEDERAL DEPOSIT INSURANCE CORPORATION, Washington, DC 20429 

April 22, 2009 

Honorable Henry Cuellar 
House of Representatives 
Washington, D.C. 20515 

Dear Congressman Cuellar: 

Thank you for your letter regarding the emergency special assessment recently 
approved by the Federal Deposit Insurance Corporation's Board of Directors. As you know, 
the special assessment was adopted as an interim rule with a request for public comments. 
The comment period closed April 2, 2009. The Board of Directors will consider all the 
comments received before adopting a final rule. 

As you are aware, recent and anticipated failures of FDIC-insured institutions 
resulting from deterioration in banking and economic conditions have significantly increased 
losses to the Deposit Insurance Fund (DIF). The reserve ratio of the DIF declined from 1.22 
percent as of December 31, 2007, to 0.40 percent (preliminary) as of December 31, 2008. 

Because the fund reserve ratio had fallen below 1.15 percent as of June 30, 2008, and 
was expected to remain below 1.15 percent, applicable Jaw required the FDIC to establish 
and implement a restoration plan that would restore the reserve ratio to at least 1.15 percent 
within five years, absent extraordinary circumstances. On October 7, 2008, the FDIC • 
established a restoration plan for the DIF that called for the FDIC to.set assessment rates 
such that the reserve ratio would return to 1.15 percent within five years and propos.ed 
assessment rates in accordance with the plan . 

. , 

In February 2009, the FDIC Board of Directors made several very difficult decisions 
intended to ensure that our nation's deposit insurance system remains sound. First, in 
recognition of the severe stress facing banks and the financial systern, the FDIC extended the 
period of the restoration plan from five to seven years. Second, the FDIC adopted 
assessment rates effective beginning the second quarter of2009 that are only slightly higher 
than those proposed in October 2008, despite a large increase in projected losses. Finally, 
the FDIC adopted an interim rule that sets a special assessment at 20 basis points to be 
collected on September 30, 2009. 

The FDIC realizes that these assessments are a significant expense, particularly 
during a financial crisis and recession where bank earnings are under pressure. Banks face 
tremendous challenges right now even without having to pay higher assessments. We also 
recognize that assessments reduce the funds that banks can lend in their communities to help 
revitalize the economy. 



However, because of rapidly deteriorating economic conditions, a large number of 
projected bank failures are likely to occur this year and next. These assessments are 
essential to.maintaining the industry funded reserves of the DIF. 

Recent experience has shown that bank failures are difficult to predict and the 
possibility of additional, unforeseen failures is significant. The size of the special 
assessment reflects the FDIC's need to maintain adequate resources to cover potential 
unforeseen losses. The FDIC has a thin margin for error in this regard because its $30 
bil1ion borrowing authority from Treasury for losses from bank failures has not increased 
since 1991, although industry assets have more than tripled. 

As you know, the FDIC has requested that Congress increase our authority to borrow 
from Treasury to $100 billion. In addition, the FDIC is seeking a temporary increase in 
borrowing authority above $100 billion (but not to exceed $500 billion) based on a process 
that would require the concurrence of the FDIC, the Federal Reserve Board, and the 
Treasury Department, in consultation with the President. This temporary authority would 
expire on D~cember 31, 2010. 

An increase in the FDIC's borrowing authority of this magnitude would give the 
FDIC a sufficient margin for unforeseen bank failures and allow it to reduce the size of the 
special assessment while still assessing institutions at a level that maintains the DIF through 
industry funding. Although the industry would still pay assessments to cover projected 
losses and rebuild the fund over time, a lower special assessment would mi ti gate the pro­
cyclical effects .. 

The FDIC continues to consider other ways to alleviate the pressure on the DIF that 
arc consistent with our statutory authority. We recently imposed a surcharge on guaranteed 
bank debt under the Temporary Liquidity Guarantee Program and will use the money raised 
through this surcharge to reduce the proposed special assessment. In addition, a portion of 
the fee for the recently announced Legacy Loan Program also will be allocated to the DIF. 
FinalJy, the FDIC will carefully review comments regarding using an assessment base other 
than deposits for the special assessment. . 

Deposit Insurance provides valuable benefits to banks. While many sources of bank 
funding have dried up in the past six months, deposits have m>t. In fact, deposits are 
growing and remain a reliable source of funding because depositors know that their insured 
deposits are absolutely safe. 

We have included your letter in the public comment file for consideration in the 
development of the final rule on the emergency special assessment. If you have further 
questions, please do not hesitate to contact me at (202) 898-6974 or Eric Spitler, Director of 
Legislative Affairs, at (202) 898-3837. 

St5c;ely: 

Sheila C. Bair 



SHEILA C. BAIR 
CHAIRMAN 

@ FEDERAL DEPOSIT INSURANCE CORPORATION, Washington, oc 20429 

April 22, 2009 

Honorable Gene Green 
House of Representatives 
Washington, D.C. 20515 

Dear Congressman Green: 

Thank you for your letter regarding the emergency special assessment recently 
approved by the Federal Deposit Insurance Corporation's Board of Directors. As you know, 
the special assessment was adopted as an interim rule with a request for public comments, 
The comment period closed April 2, 2009. The Board of Directors will consider all the 
comments received before adopting a final rule. 

As you are aware, recent and anticipated failures of FDIC-insured institutions 
resulting from deterioration in banking and economic conditions have significantly increased 
losses to the Deposit Insurance Fund (DIF). The reserve ratio of the DIF declined from 1.22 
percent as of December 31, 2007, to 0.40 percent (preliminary) as of December 31, 2008. 

Because the fund reserve ratio had fallen below 1.15 percent as of June 30, 2008, and 
was expected to remain below 1.15 percent. applicable law required the FDIC to establish 
and implement a restoration plan that would restore the reserve ratio to at least 1.15 percent 
within five years, absent extraordinary circumstances. On October 7, 2008, the FDIC 
established a restoration plan for the DIF that called for the FDIC to set assessment.rates 
such that the reserve ratio would return to 1.15 percent within five years and proposed 
assessment rates in accordance with the plan. 

In February 2009, the FDIC Board of Directors made several very difficult decisions 
intended to ensure that our nation's deposit insurance system remains sound. First, in 
recognition of the severe stress facing banks and the financial system, the FDIC extended the 
period of the restoration plan from five to seven years. Second, the FDIC adopted 
assessment rates effective beginning the second quarter of 2009 that are only slightly higher 
than those proposed in October 2008, despite a large increase in projected losses. Finally, 
the FDIC adopted an interim rule that sets a special assessment at 20 basis points to be 
collected on September 30, 2009. 

The FDIC realizes that these assessments are a significant expense, particularly 
during a financial crisis and recession where bank earnings are under pressure. Banks face 
tremendous challenges right now even withou~ having to pay higher assessments. We also 
recognize that assessments reduce the funds that banks can lend in their communities to help 
revitalize the economy. 



However, because of rapidly deteriorating economic conditions, a large number of 
projected bank failures are likely to occur this year and next. These assessments are 
essential to maintaining the industry funded reserves of the DIF. 

Recent experience has shown that bank failures are difficult to predict and the 
possibility of additional, unforeseen failures is significant. The size of the special 
assessment reflects the FDIC's need to maintain adequate resources to cover potential 
unforeseen losses. The FDIC has a thin margin for error in this regard because its $30 
billion borrowing authority from Treasury for losses from b_ank failures has not increased 
since 1991, although industry assets have more than tripled. 

As you know, the FDIC has requested that Congress increase our authority to borrow 
from Treasury to $100 billion. In addition, the FDIC is seeking a temporary increase in 
borrowing authority above $100 bi11ion (but not to exceed $500 bi1lion) based on a process 
that would require the concurrence of the FDIC, the Federal Reserve Board, and the 
Treasury Department, in consultation with the President. This temporary authority would 
expire on December 31, 2010. 

An increase in the FDIC's borrowing authority of this magnitude would give the 
FDIC a sufficient margin for unforeseen bank failures and allow it to reduce the size of the 
special assessmenrwhile still assessing institutions at a level that maintains the DIF through 
industry funding. Although the industry would stiJI p~y assessments to cover projected 
losses and rebuild the fund over time, a lower special assessment would mitigate the pro­
cyclical effects. 

The FDIC continues to consider other ways to alleviate the pressure on the DIF that 
are consistent with our statutory authority. We recently imposed a surcharge on guaranteed 
bank debt under the Temporary Liquidity Guarantee Program and will use the money raised 
through this surcharge to reduce the_ proposed special assessment. In addition, a portion of 
the fee for the recently announced Legacy Loan Program also will be allocated to the DIF. 
Finally, the FDIC will carefully review comments regarding using an assessment base other 
than deposits for the special assesSTT}ci11. 

Deposit Insurance provides valuable benefits to banks. While many sources of bank 
funding have dried up in the past six months, deposits have not. In fact, deposits arc 
growing and remain a reliable source of funding because depositors know that their insured 
deposits are absolutely safe. 

We have included your letter in the public comment file for consideration in the 
development of the final rule on the emergency special assessment. If you have further 
questions, please do not hesitate to contact me at (202) 898-6974 or Eric Spitler, Director of 
Legislative Affairs, at (202) 898-3837. 

Sincerely, 

Sheila C. Bair 



SHEILA C. BAIR 
CHAIRMAN 

. @ FEDERAL DEPOSIT INSURANCE CORPORATION, Washington, cc 20429 

April 22, 2009 

Honorable Al Green 
House of Representatives 
Washington, D.C. 20515 

Dear Congressman Green: 

Thank you for your letter regarding the emergency special assessment recently 
approved by the Federal Deposit Insurance Corporation's Board of Directors. As you know, 
the special assessment was adopted as an interim rule with a request for public comments. 
The comment period closed April 2, 2009. The Board of Directors will consider all the 
comments received before adopting a final rule. 

As you are aware, recent and anticipated failures of FDIC-insured institutions 
resulting from deterioration in banking and economic conditions have significantly increased 
losses to the Deposit Insurance Fund (DIF). The reserve ratio of the DIF declined from 1.22 
percent as of December 31, 2007, to 0.40 percent (preliminary) as of December 31, 2008. 

Because the fund reserve ratio had fallen below 1.15 pen:cnt as of June 30, 2008, and 
was expected to remain below 1.15 percent, applicable law required the FDIC to establish 
and implement a restoration plan that would restore the reserve ratio to at least 1.15 percent 
within five years, absent extraordinary circumstances. On October 7, 2008, the FDIC 
established a restoration plan for the DIF that called for the FDIC to set assessment rates 
such that the reserve ratio would return to 1.15 percent within five years and proposed 
assessment rates in accordance with the plan. 

-~ 
In February 2009, the FDIC Board of Directors made several very difficult decisions 

intended to ensure that our nation's deposit insurance system remains sound. First, in 
recognition of the severe stress facing banks and the financial system, the FDIC extended the 
period of the restoration plan from five to seven years. Second, the FDIC adopted 
assessment rates effective beginning the second quarter of 2009 that are only slightly higher 
than those proposed in October 2008, despite a large increase in projected losses. Finally, 
the FDIC adopted an interim rule that sets a special assessment at 20 basi~ points to be 
collected on September 30, 2009. · 

The FD IC rea1izes that these assessments are a significant expense, particularly 
during a financial crisis and recession where bank earnings arc under pressure. Banks face 
tremendous challenges right now even without having to pay higher assessments. We also 
recognize that assessments reduce the funds that banks can lend in their communities to help 
revitalize the economy. 



However, because of rapidly deteriorating economic conditions, a large number of 
projected bank failures are likely to occur this year and next. These assessments are 
essential to maintaining the industry funded reserves ofthe_DIF. 

Recent experience has shown that bank failures are difficult to predict and the 
possibility of additional, unforeseen failures is significant The size of the special 
assessment reflects the FDIC's need to maintain adequate resources to cover potential 
unforeseen losses. The FDIC has a thin margin for error in this regard because its $30 
billion borrowing authority-from Treasury for losses from bank failures has not increased 
since 1991, although industry assets have more than tripled. 

As you know, the FDIC has requested that Congress increase our authority to borrow 
from Treasury to $100 billion. In addition,·the FDIC is seeking a temporary increase in 
borrowing authority above $100 billion (but not to exceed $500 billion) based on a process 
that would require the concurrence of the FDIC, the Federal Reserve Board, and the 
Treasury Department, in consultation wi~ the President. This temporary authority would 
expire on December 31, 2010. 

An increase in the FDIC's borrowing authority of this magnitude would give the 
FDIC a sufficient margin for unforeseen bank failures and allow it to reduce the size of the 
special assessment while still assessing institutions at a level that maintains the DIF through 
industry funding. Although the industry would still pay assessments to cover projected 
losses and rebuild the fund over time, a lower special assessment would mitigate the pro­
cyclical effects. 

The FDIC continues to consider other ways to alleviate the pressure on the DIF that 
are consistent with our statutory authority. We recently imposed a surcharge on guaranteed 
bank debt under the Temporary Liquidity Guarantee Program and will use the money raised 
through this surcharge to reduce the proposed special assessment. In addition, a portion of 
the fee for the recently announced Legacy Loan Program also will be allocated to the DIF. 
Finally, the FDIC will carefully review comments regarding using an assessment base other 
than deposits for the special assessment. . 

Deposit Insurance provides valuable benefits to banks. While many sources of bank 
funding have dried up in the past six months, deposits have not. In fact, deposits arc 
growing and remain a reliable source of funding because depositors know that their insured 
deposits are absolutely safe. 

We have included your Jetter in the public comment file for consideration in the 
development of the final rule on the emergency special assessment. If you have further 
questions, please do not hesitate to contact me at (202) 898~6974 or Eric Spitler, Director of 
Legislative Affairs, at (202) 898-3837. 

Sincerely, 

Sheila C. Bair 



SHEILA C. BAIR 
CHAIRMAN 

® FEDERAL DEPOSIT INSURANCE CORPORATION, Washington, DC 20429 

April 22, 2009 

Honorable Sheila Jackson Lee 
House of Representatives 
Washington, D.C. 20515 

Dear Congresswoman Jackson Lee: 

Thank you for your letter regarding the emergency special assessment recently 
approved by the Federal Deposit Insurance Corporation's Board of Directors. As you know, 
the special assessment was adopted as an interim rule with a request for public comments. 
The comment period closed April 2, 2009. The Board of Directors will consider all the 
comments received before adopting a final rule. 

As you are aware, recent and anticipated failures of FDIC-insured institutions 
resulting from deterioration in banking and economic conditions have significantly increased 
losses to the Deposit Insurance Fund (DIF). The reserve ratio of the DIF declined from 1.22 
percent as of December 31, 2007, to 0.40 percent (preliminary) as of December 31, 2008. 

Because the fund reserve ratio had fallen below 1.15 percent as of June 30, 2008, and 
was expected to remain below 1.15 percent, applicable law required the FDIC to establish 
and implement a restoration plan that would restore the reserve ratio to at least 1.15 percent 
within five years, absent extraordinary circumstances. On October 7, 2008, the FDIC 
established a restoration plSil for the DIF that called for the FDIC to set assessment rates 
such that the reserve ratio would return to 1.15 percent within five years and proposed 
assessment rates in accord.ance with the plan. 

-~ 
In February 2009, the FDIC Board of Directors made several very difficult decisions 

intended to ensure that our nation's deposit insurance system remains sound. First, in 
recognition of the severe stress facing banks and the financial system, the FDIC extended the 
period of the restoration plan from five to seven years. Second, the FDIC adopted 
assessment rates effective beginning the second quarter of 2009 that are only slightly higher 
than those proposed in October 2008, despite a large increase in projected losses. Finally, 
the FDIC adopted an interim rule that sets a special assessment at 20 basis points to be 
collected on September 30, 2009. 

The FDIC realizes that these assessments are a significant expense, particularly 
during a financial crisis and recession where bank earnings are under pressure. Banks face 
tremendous challenges right now even without having to pay higher assessments. We also 
recognize that asses~ents reduce the funds that banks can lend in their communities to help 
revitalize the economy. 



However, because of rapidly deteriorating economic conditions, a large number of 
projected bank failures are likely to occur this year and next. These assessments are 
essential to maintaining the industry funded reserves of the DIF. 

Recent experience has shown that bank failures are difficult to predict and the 
possibility of additional, unforeseen failures is significant. The size of the special 
assessment reflects the FDIC's need to maintain adequate resources to cover potential 
unforeseen losses. The FDIC has a thin margin for error in this regard because its $30 
bilJion borrowing authority from Treasury· for losses from bank failures has not increased 
since 1991, although industry assets have more than tripled. 

As you know, the FDIC has requested that Congress increase our authority to borrow 
from Treasury to $100 billion. In addition, the FDiC is seeking a temporary increase in 
borrowing authority above $100 billion (but not to exceed $500 billion) based on a process 
that would require the concurrence of the FDIC, the Federal Reserve Board, and the 
Treasury Department, in consultation with the President. This temporary authority would 
expire on December 31, 2010. 

An increase in the FDIC's borrowing authority of this magnitude wou]d give the 
FDIC a sufficient margin for unforeseen bank failures and allow it to reduce the size of the 
special assessment while still assessing institutions at a level that maintains the DIF through 
industry funding. Although the industry would sti]] pay assessments to cover projected 
losses and rebuild the fund over time, a lower special assessment would mitigate the pro­
cyclical effects. 

The FDIC continues to consider other ways to alleviate the pressure on the DIF that 
are consistent with our statutory authority. We recently imposed a surcharge on guaranteed 
bank debt under the Temporary Liquidity Guarantee Program and will use the money raised 
through this surcharge to reduce the proposed special assessment. In addition, a portion of 
the fee for the recently announced Legacy Loan Program also will be allocated to the DIF. 
Finally, the FDIC will carefully review comments regarding using an assessment base other 
than deposits for the special assessment. 

Deposit Insurance provides valuable benefits to banks. While many sources of bank 
funding have dried up in the past six months, deposits have not. In fact, deposits are 
growing and remain a reliable source of funding because depositors know that their insured 
deposits are absolutely safe. 

We have included your letter in the public comment file for consideration in the 
development of the final rule on the emergency special assessment. If you have further 
questions, please do not hesitate to contact me at (202) 898-6974 or Eric Spitler, Director of 
Legislative Affairs, at (202) 898-3837. 

Sincerely, 

Sheila C. Bair 
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April 2. 2009 

OI:nngre.a.a nf tlf .e 1ltnihh Jjtntes 
Dla.afJingf.an, IIC!t 2D515 

The Honorable Sheila C. Bair 
Chairman 
Federal Deposit Insurance Corporation 
550 17th Street, NW 
Washington, DC 20429 

Dear Chairman Bair: 

L/109-528 

We the undersigned Texans are concerned about the pro-cyclical impact the FDIC Board"s February 
27 1 2009 proposal to levy special assessments on insured depository institutions would have on 
banks in general, and Texas community banks in particular, especially in this extremely stressful 
economic environment. We believe that the imposition of a 20 basis points special assessment on 
June 30, 2009-due September 30, 2009- and the FDIC Board's propo~al to have the authority to 
impose up to an addi1;ional 10 basis points emergency special assessment at the end of any calendar 
quarter- could have the unintended consequence of reducing the capital classification of Texas 
comm.unity banks, thereby resulting in enforcement actions or possibly eventual failures. 

Texas community banks did not contribute in any meaningful way to the massive economic crisis 
that we confront. Most can serve a customer base rooted in individual communities and are not 
too big to manage, too big to fail, nor too big to resolve. Almost all of the Texas community banks 
arc still in place mc:cting the credit-related needs of their comml.Dlities, stepping up in many 
instances to fill markets vacated by their larger competitors. 

Texas community banks have sound underwriting standards, are more than capable of managing 
their reliance on co\Ultcrparties, and know their customers' needs and capabilities. Taxing Texas 
community banks with a special assessment of this magnitude when the banking industry is all'e~y 
under siege would have a negative impact on their lending capacity. Each dollar of special 
assessments they would pay to the Deposit Insurance Fund would result in a twelve dollar reduction 
in their lending capacity. _.; 

If the special assess~cnt were implemented as proposed, it would eliminate approximately $1 
billion of capital available to Texas community banks, and consequently small businesses, 
customers, and consumers in Texas. If that amount were leveraged, it would result in a loss of $12 
billion in capital available for lending activity throughout Texas. At a time when responsible 
lending is critical to ameliorating the recession, this sort of reduction in local lending has the 
potential to extend our economic recovery unnecessarily. 

We acknowledge that it is of the utmost importance that the Deposit .Insurance Fund remain funded 
and be replenished to its designated reserve ratio of 1.15 percent over the next S to 7 years as 
proposed. But the vast majority of community b,µikers in the United States, especially Texas 
commW;rlty banks, did not participate in the irrcspollSl"ble lending that has led to the erosion of the 
FDIC's Deposit Insurance Fund. Texas community banks are the lifeblood of our communities they 
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serve. They can continue to stimulate our Texas economy and nurse it back to health if n;quired in 
the future. They will continue looking after the needs of local citizens and communities. 

We are aware of the agreement between the FDIC and the Congress that the FDIC will reduce the 
proposed 20 basis points special emergen~y assessment up to 10 basis points provided we increase 
the FDIC's borrowing authority from the Department of Treasury from $30 billion to $100 billion. 
Recognizing the importance of ensuring the FDIC has all the authority it needs to protect the 
Deposit Insurance Fund should its Designated Reserve Ratio fall even more, possibly below zero, 
the House of Representatives passed legislation that would grant the FDIC aii additional $70 billion 
in borrowing authority. We are also aware that the Senate intends to move legislation that would 
include language providing the FDIC with emergency bonowing autho(ity at the Department of 
Treasury up to, but not to.exceed, $500 billion with very strong checks and balances. 

W c support these initiatives. 
\ 

While these are po~tive steps in the right direction, we thinic it necessary for the FDIC Board to 
consider a full range of alternatives to levying en assessment on Texas community banks that could 
also help sustain the balance of. and confidence in, the Deposit Insurance fund. 

The alternatives to imposing any special assessment on Texas .community banks include, but are not 
limited to, the following: · 

~ Base assessments on assets with an adjustment for capital rather than total insured 
deposits; 

• Impose a systemic risk premium, which would place a heavier burden on financial 
institutions that pose the great~ risk to the deposit insurance fund; 

• Use a combination of the line of credit end a reduced or postponed special assessment; 
and/or, 

• Allow banks to amortize this n_~ expense over several years. 

We appreciate the efforts and resolve of the FDIC Board to ensure that the Deposit Insurance Fund 
is properly funded and fiscally s01md in order to assure consumers that their ~ds are protected up 
to the prescribed limits by the United States government. We agree with the FDIC and its Board 
that it is imperative to maintain consumer confidence in our banking system, end sound deposit 
insurance is one of the cornerstones of their confidence level. 

However, we remain opposed to any assessment on Texas community. banks and believe we have 
· .provided the FDIC Board with.a number of optiODS to ensure the Deposit Insurance Fund's stability 

while mi~imizing the impact on Texas community banks' ability to keep money worlcing in our 
communities. 

W c hope the Board will take our recommendations into consideration. 
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Sincerely, 

Ruben Hinojosa 
Member of Congress 

 
Member of Congress 

Gene Green 
Member of Congress 

Cc: Members of the FDIC Board: 

John.Dugan 
Martin Gruenberg 
Thomas Curry 
Scott Polakoff 

McmbcrofCongress 



Committee on Financial Services 

Committee on Transportation and 
Infrastructure · 

• Committee on Housa Administration 

Democratic Steering & Policy 
Committee 

Democratic Caucus; Chair, Committee 
on Organization, Study & Review 

Congress of the United States 

www.house.gov/capuano 
House of Representatives 

Michael E. Capuano 

The Honorable Timothy Geithner 
Secretary 
U.S. Department of the Treasury 
1500 Pennsylvanfa Avenue, NW 
Washington,. DC 20220 

Dear Secretary Gcitbner: 

8th Dii.tTict. Ma.i;sachusetts 

April 22, 2009 

w __ _.. 

1414 LDNGWOIITH BUILOINO 
WASHINGTON, 0C 2051!>-210B 

1202) 225-5111 
Fiuc:(202)22!>-9322 

mnmcTDPl'ICRI 

110 FIR&T STREET 
CAainllltOGE. MA 02141 

(817) 821-6208 
FAX: (817I 621-8628 

RDXBIJIIV CouMIJNITY Cot.l.iGE 
CAMPUS LIMA/IV 

ROOM 211 

I write to you to request that you clari:fythe specific policies regarding requirements that 
Troubled Asset Relief Program (f ARP) recipients must meet in order to repay their TARP 
funds. Do TARP recipients first need the approval of their federal banking regulators in order to 
be considered eligi"ble for repayment? If this is not accurate and federal banking regulators will 
not decide if TARP recipients arc eligible to repay the funds, please clarify how this 
det~on will be made. If fedctal banking regulators will be making this decision. it is my 
hope and expectation that they will not base this assessment on discretionary measures but, 
instead, will base it on set measurements which are fully disclosed and transparent to the public. 

Please provide the factors which regulators will consider in making this assessment, 
including any specific capital requirements and other quantitative measurements. In addition, if 
more subjective factors will be used, please descnoe how they will be measured. 

Sincerely,. 

Michael E. Capuano 
Member of Congress 

Cc: Chairman Ben S. Bcmanke, Board of Governors of the Federal Reserve System 
Chairman Sheila Bair, Federal Deposit Insurance Corporation 
Comptroller John C. Dugan, Office of the Comptroller of the Cmrency 
Acting Director John E. Bowman, Office of Thrift Sµpervision 
Chairman Michael E. Fryzcl, National Credit Union Administration Board 
Chairman Barney Frank, House Financial Services Committee 
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SHEILA C. BAIR 
CHAIRMAN 

Honorable John Ensign 
United States Senate 
Washington, D.C. 20510 

Dear Senator Ensign: 

FEDERAL DEPOSIT INSURANCE CORPORATION, Washington, DC 20429 

April 29, 2009 

Thank you for your letter regardin~request for federal financial 
assistance under the Troubled Asset Relicf'Pfugram's (TARP) Capital Purchase Program (CPP). 
As you may know, the Federal Deposit Insurance Corporation is actively engaged with the 
Department of Treasury and the other federal banking agencies in considering TARP 
applications filed by banking institutions. In our role as primary federal supervisor for state 
nonmember institutions, the FDIC makes a recommendation on each TARP application it 
receives to the Treasury, which ultimately determines if an institution may participate. 

The FDIC received a TARP CPP application fro Nevada 
on October 27, 2008. The application remains open before the FDIC. On March 5, 009, 
several FDIC executives met with members of the Bank's board and senior management to 
discuss the institution's TARP CPP application and the FDIC's Temporary Liquidity Guaranty 
Program. Our staff advised me that they engaged in a very constructive dialogue concerning 

busi~ess strategy and plans for 2009. ·We suggested the Bank discuss 
these strategic plans w1 our San Francisco Regional Office once our on-going ris~ management . 
examination has been completed. 

We understand the challenges (!ting insured depository institutions in Nevada and across 
the country. The FDIC is aware of the significant roJe community banks play in local economies 
and the importance of the financial services they provide on Main Street. 

If you have further. questions or comments, please do not hesitate to contact me at (202) 
898-6974 or Eric Spitler, Director of Legislative Affairs, at (202) 898-3837. 

Sincerely, 

Sheila C. Bair 
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March 19, 2009 

The Honorable Sheila C. Bair 
Chairwoman 
Federal Deposit Insurance Corporation 
550 17-rn Street, NW 
Washington, D.C. 20429 

Dear Chairwoman Bair: 

I am writing you about the application that and 
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submitted for the Troubled Asset Relief Program/Capital Purchase Program {TARP). As you 
know, Nevada has been one of the hardest hit states in the country in both foreclosures and 
unemployment. An important part of recovering from this economic crisis will be the ability for 
~ to make capital available to deserving businesses and homeowners, and 
-can be instrumental in putting that capital on the market 

It has come to my attention that••••••ltind - submitted a 
TARP application to the Federal Deposit Insurance Corporation ~l hope that 
you will ca.refulJy review this application to determine if federal assistance that is available to 
qualifying institutions. 
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The Honorable Sheila C. Bair 
Chairwoman 
Federal Deposit Insurance Corporation 
550 17th Street, NW 
Washington. D.C. 20429 

Dear Chairwoman Bair: 

March 19, 2009 
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I am writing you about the application that......-..ian~~ 
submitted for the Troubled Asset Relief Program/=gram (TARP)- As you 
know, Nevada has been one ofth.e hardest hit states in the country in both foreclosures and 
unemployment An important part of recovering from this economic crisis will be the ability for 
lending institutions to make capital available to deserving businesses ~d homeowners, and 
~can be instrumental in putting that capital on the ~arket. 

It has come to my attention that ••-- • submitted a 
TARP application to the Federal Depos lnstmmce Corporation in October, 200 . hope that 
you will carefully review this application to determine if federal assistance that is available to 
qualifying institutions. 

Sincerely, 



@ FEDERAL DEPOSIT INSURANCE CORPORATION, Washington, oc 20429 · 

SHEll.,A C. BAIR April 29, 2009 
CHAIRMAN 

Honorable Barney Frank 
Chainnan 
Committee on FinaBcial Services 
House of Representatives 
Washington, DC 20515 

Dear Mr. Chairman: 

Thank you for your letter stressing the importance that institutions participating in the Troubled 
Asset Relief Program (TARP) Capital Purchase Program continue their lending activities under the 
Community Reinvestment Act (CRA). As you know, the Federal Deposit Insurance Corporation is 
actively engaged with the U.S. Department of Treasury and the other federal banking agencies j.n 
considering TARP applications filed by banking institutions. In our role as primary federal supervisor for 
state non-member institutions, the FDIC makes a recommendation on each TARP application it receives 
to the Treasury. which ultimately determines if an institution may participate. 

' The FDIC understands banks' significant role in serving the needs of commupities across 
America, particularly low- and moderate-income and underserved communities. The FDIC uses a robust 
process for evaluating CRA performance at the 5,100 state non-member institutions we supervise, and we 
strongly advocate for programs that encourage economic inclusion and promote banking services for 
unbanked and underbanked populations. Since the creation of the TARP Capital Purchase Pro~, . 
CRA performance has been a component of the criteria for detennining if an applicant institution should · 
be recommended for participation. 

The FDIC expects banks will use TARP subscriptions to expand lending activity and support the 
credit needs ofundcrserved communities. Our internal guidance for bank examiners reviewing 
institutions that have received TARP funds-requires an evaluation of the institution·s success in meeting 
its community's credit needs based, in part, on the results ofCRA rcvi~ws. Forthermorc, as part of the 
FDIC's issuance of the November 12, 2008, lnteragency Statement on Meeting the Needs of 
Creditworthy Borrowers (S~tement) to state non-member institutions, we encourage all institutions to 
lend prudently and responsibly to creditworthy borrowers and work with borrowers to avoid unnecessary 
foreclosures. Through this issuance we advise FDIC-supervised institutions that adherence to the 
Statement guidelines wil1 be reflected in C_RA examination ratings. 

I share your concern that institutions participating in the TARP Capital Purchase Program or any 
other federal financial stability initiative should use these funds to meet the needs of their community in 
the spirit of the CRA. If you have further questions or comments, please do not hesitate to contact me at 
(202) 898-6794 or Eric Spitler, Director of Legislative Affairs, at (202) 898-383 7. r-_ 

. KDI' Jc, v,S 
1 l;!- v'P"'' 

(.J)f' yo (h; r . 
{)I'-

Sincerely, 

 
Sheila C. Bair 
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20th Stred!-am1:Constitu.&m A~, NW 
Wlls'hin~.DC ·2oss1 

Thd.~1'tc.:Sheila13afr 
Chairman 
~--Fcdctal Defttesif ~.Co'tpatttfon 
S.SOl-17111 ~NW 
V,-a!l'ii'£\'gta~DC _"@129 

:Fbo H'cmC>fibJe John C. ~ 
Cbmptrollcr 
Otffoc.Ar'the Comptmller .of thd On'nstwy 
2'50 E'StrectSW 
w asl5tn.gtot\ pc ZMI-9 

Thc.ffonoi'61f; 1bbit :e:.Bowmm 
Acting'~ 

. Offit:c;:.td'Thtift ~fon. 
1700 GStrel:f.. NW 
W-ashingtrm. DO ~ 

Dcar'Cha.u1naiiB~ Compttoller-·bugan..Chiuttnaft.;Bliir:mdActingDirectotBowman: 

I Bill writm-g &QPU't;t}le ?1#C: of'T/\RP ftm~'by fqrhnllyi.~:~ i?S\itutiBns in ordcr.-to 
~ ~-;j1aportan~ t1v,.t ~•tihµions Jhauld ~ue thcirlCRA .. rdattif~M trctivlties. 
Grvm.-tlmt one of.th~,goa:ls of the T~wu.U> he'ip stdiHm coimiin:nities,.mct11i:ffu.g · 
ttaditiGna:llylJJld!t--schred·.comtumti~ ,ru;go ~ to iltm..it tlear to_.b. that they~~~ 
oontm\tc thdr.citA--relateii londizig aetiYiti"Os .. fbC1u$g pln~ 



e FEDERAL DEPOSIT INSURANCE CORPORATION, Washington, DC 20429 

SHEILA C. BAIR April 29, 2009 
CHAIRMAN 

Honorable Barney Frank 
Chainnan 
Committee on Financial Services 
House of Representatives 
Washington, DC 20515 

Dear Mr. Chainnan: 

Thank you for your letter stressing the importance that institutions participating in the Troubled 
Asset Relief Program (TARP) Capital Purchase Program continue their lending activities under the 
Community Reinvestment Act (CRA). As you know, the Federal Deposit Insurance Corporation is 
actively engaged with the U.S. Department of Treasury and the other federal banking agencies _in 
considering TARP applications filed by banking institutions. In our role as primary federal supervisor for 
state non-member institutions, the FDIC makes a recommendation on each TARP application it receives 
to the Treasury, which ultimately determines if an institution may participate. 

The FDIC understands banks' significant role in serving the needs of communities across 
America, particularly low- and moderate-income and underserved communities. The FDIC uses a robust 
process for evaluating CRA performance at the 5, t 00 state non-member institutions we supervise, and we 
strongly advocate for programs that encourage economic inclusion and promote banking services for 
unbanked and underbanked populations. Since the creation of the TARP CapitalPurchase Program, 
CRA performance has been a component of the criteria for determining if an applicant institution should · 
be recommended for participation. 

The FDIC expects banks will use TARP subscriptions to expand lending activity and support the 
credit needs ofunderserved communities. Our internal guidance for bank examiners reviewing 
institutions that have received TARP funds-requires an evaluation of the institution's success in meeting 
its community's credit needs based, in part, on the results of CRA reviews. Furthennore, as part of the 
FDIC's issuance of the November 12, 2008, lnteragency Statement on Meeting the Needs of 
Creditworthy Borrowers (Statement) to state non-member institutions, we encourage all institutions to 
lend prudently and responsibly to creditworthy borrowers and work with borrowers to avoid unnecessary 
foreclosures. Through this issuance we advise FDIC-supervised institutions that adherence to the 
Statement guidelines will be reflected in CRA examination ratings. 

I share your concern that institutions participating in the TARP Capital Purchase Program or any 
other federal financial stability initiative should use these funds to meet the needs of their community in 
the spirit of the CRA. If you have further questions or comments, please do not hesitate to contact me at 
(202) 898-6794 or Eric Spitler, Director of Legislative Affairs, at (202) 898-3837. fu,,. 

}eJ' L,f) 
Sincerely, 

Sheila C. Bair 

1 l~ 0 ,)tt""' 
(Pf''( (l,i I' 

()I' 



T11d<Ionorabte.81m S~~ 
Chmnnmi· 
Federal Rcsar.ve.Board 
20th Street.and :Constitu&>n A-veffiic, NV,/ 
W«s11ington..DC ·20551 

The. HODO?ahJc.Sheita:B11ir 
Chairman 
Thi Federal Daposit: Imurance:~an 
SSOt-7th ~t,NW 
Wuhl~gt.on~.DC 2.-"429 

Tho Hoeonmle John C. Dug~ 
Cnmptrollcr 
Ottfoc..of"the Comptw11er .of the! ~y 
250 E'Street SW 
Wa$l.im.gton. pa 202l9 

Thc;J\!Ol'lOi'Dle Jbbn It.Bowman. 
Mting'~ 

· Oflici:..-ofThtift ~fon 
1700 0 St,~ NW 
Washington. DO 2Q'JS2 

Dear'Chainnan Bemankc, Comp@Oer!>ug&ly.Cha'irma:a.Bair:artd.Acting Director Bowman: 

I I.Q1 writing al»ut. ~ ~ of'T}\RP fun~ l>y ~cral1y-Ngulat.ctLfil'i9:ncial ~tutiona in ord~ lo 
~~lt'Jmportan~ bf. ~eh,~ti~tions Jhould- continue 'thcirl:RA-relatedl~ng tctivities. 
Given-that one ofthe:,goais of the T.ARP-was.u, h~ sta&ilizo coimntimti'es-,.mchitfing · 
traditionally un&2'-f1Chred coinmuhiti~ iflllltc, ~ to mak~jt eltar to-biµiks that th~y sboll1~ 
continue their·:CR.A-relatdt iondq actl~tt'f,s, fnch1djitg philsntbrapy .. 

FDIC 



UAr.NE.Y FIIANK. MA CHJIJHMIIN 

111e Honorable Ben Bemankc 
Chainmm 

'M. /$. A)oust nf i-\.tprrorntatilmf 

l!ommittet on jfinantinl ~erbic5 
2l29 i\11pb11rn J1>11i.r ®ffitt JJuilbing 

DJ~lnuta11, lilC 20515 

May l, 2009 

Board of Governors of the Federal Reserve System 
2odi Street and Constitution Avenue, NW 
\'Vashington, DC 20S51 

Dear Mr. Chairman: 

Sl'CNCER BACHUS. /.L. KANKINll Ul!l,IDER 

FDIC 

MAY 1 ;mg 

OFFICE OF LEGISLATIVE AFFAIRS 

We are wncemed about reports that credit card companies may be using consumer transa~tional 
infonnation, such as the type of items purchased or the geographical location where a credit 
transaction take places, !15 a basis for reducing the line of available credit to a consumer, increasing a 
consumer's interest rate or accelerating a consumer's repayments. Recently, we heard about another 
troubling practice of denying an application for new credit based on the economic conditions of the 
area in which the appli~t resides: As a result of these practices, consumers may suddenly be 
constricted to a lower credit limit, even though they have been paying their bills on time1 or perhaps 
even worse simply denied access to credit because they live in an area the credit card company 
considers to be less than desirable. Therefore, we ask the Federal Reserve to conduct a study on the 
extent to which acdit card companies may be using these practices and on the impact these prapticcs 
may be having on consumers, particularly minority or low-income consumers. 

We have seen communications from credit card companies to individual borrowers informing them 
that the company considered these factors in its decisions regarding their credit limiL In one notice, 
dated in October 2008, the company cited, among other factors, that "[ o ]thcr customers who have 
used their card at establishments where you recently shopped have a poor repayment history" with 
the company as one reason that the company considered in deciding to lower the customer's credit 
limil In a more recent notice, dated in March 2009, the same company pointed to the fact that '1a 
cccdit risk associated with customers who previously had residential loan(s) with lendcr(s) as 
indicated" in the customer's consumer report as the reason the customer's request for an increase in 
their credit limit was being denied. 

Despite the infonnation contained in these notices, the credit card company assured Congresswoman 
Waters in a letter dated in April 2009 that the company "had decided t9 stop using infonnation about 
where customers shop as a consideration to reduce someone's credit line ... [ and they] also no longer 
consider which lend!=!' extends or holds a customer's mortgage in [its] credit decisions" several 
months ago. W c have attached copies of the notices and the credit card company letter referenced 
above for your infonnation. 

We have also heard about a credit card corppanydcnying an application for new credit based on the 
poor economic condrtions in the region where the applicant resides. We do not believe it is 
appropriate for a credit card compnny to assess a person's creditworthiness based simply on where 
they live and would like the agency to examine the extent to which the industry may"bc using this as 
a factor to determine whether, and on what tenns, to extend credit to someone. 



The Honorable Ben Bcmanke 
Page two 

As you know, the House Financial Services Committee favorably reported to the full House H.R. 
627, the "Credit Cardholders' Bill of Rights Act of2009• on April 22, 2009. During Committee 
consideration of the bill, the Committee adopted an amendment offered by Congresswoman Watels 
that would direct the Federal Reserve, in consultation with the fcdcral banking agencies and the 
Federal Trade Commission, to conduct a study on these practices and to report back to the House 
Financial Services and Senate Banking. Housing. and Urban Affairs Committees within 6 months 
after the enactment of the bill. We have enclosed a copy of the Waters amendment fur your 
infonnation. Despite the passage of the Waters' a_mcndmcnt, we believe this issue is too important 
to wait until credit card legislation is enacted. 

We arc confident that the Federal RcseIVe is well-positioned to study this issue given its extended 
. h,story implementing consumer discrimination statutes such as the Equal Credit Opportunity Act and 
the Home Mortgage Disclosure Act and because of the report issued by the Federal Reserve Banlc of 
Boston jn February 2008 on credit card redlining. For these reasons, we urge the Federal Reserve to 
lead o review immediately in order for the agency to be able to report back to the House Financial 
Services Committee as soon as is reasonably possi'ble. 

We look forward to working with the Federal Reserve on this matter. 

Chairman 
d Community Opportunity 

 
·rman ~.!~(J'~ngross r 

Subcommittee on Financial Institutions and 
Consumer Credit 

cc: The Honorable Jon Leibowitz, Chairman, FfC; The Honorable Sheila Bair, Chairman, 
FDIC; The Honorable John C. Dugan, Comptroller, OCC; Mr. Joh11 E. Bowman, Acting Director 
of OTS; and The Honorable Michael E. Fryzel, Chairman, NCUA 

Enclosures: Notices to Existing Credit Cardholders 
Letter from the Credit Card Company 
Waters' Amendment 
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Fi 51 . PASE B2 

• 
March 02. 2009 

U,1,,.,l,lll, .. u,mJ..,t,.1111,l,,l,lll,mull,LJ.fl,,I · 

Reference: 
Rafanance: 

Dear ...... 

Tbllnk YOIJ fur your recent raque&t for a llna of credit incl'Use on your American cti>ressCD Card 
AccoUnt. 

we regret ta Inform you tbat your raquest has bun decbned for the followJna raason(s): 

we haw found there rs• cradl rtn ~ wllb customers who prw1e,u.11y had 1':Sld~I 
loan(s)wlth lendtlr(a) is fflftc:atflcl In JOUI' Cradlt8ure1111,report. · 

our c:ndll dtclslon _, bllsad In Whole or III part Dir Wotm1t10,1 obtllnad In • report from t11• 
consumer repodlng aganc, lstad In fhls !alter. Please undltstand • th• reporting agency 
Plartlt no part In our daclllon llhl:I cannot IUpJJly yoci wlh spedlic reasona Why we deaJed credit 
to you. You ~ a rlgJ1l lmder lbt Fair cr:acsn Rtpartlng Act to obtain a lrM copy of your rapart 
rrom Iha reporting agency, f you raq'8St It no lalW lhan eo dip ane,- you racelve 1111$ naUce. If 
~ ffnd 1hllt IIIY lnfDtmmlon conlated In 1he repo,t )'IOU ieoaJve.ls lnaccuttta or tncamplele. JOU 
havl tht rlQht ttl dispute the matterWIUI the report1nD agency. 

An fmportsrJl notice coocemtng your rights Is lnc:IUded. Th• cnicDtor Is American express Bank. 
FSS. . 

Thank you for your lnterest:k1 ou, serv1ca. 

Sincerely. 

Robeft Garinger 
Business Leader New Accounts 

RG/ag 

. : . -.. • . . .• • .• ...... ~t.·. ,·t. • - .. :· ,.- ' . . ... :-- ... . 1,,t• 



--· .,.J.---'~ 11. ••• 

l,,ll,ll11111ll11111l,ll1111ll,l,.,IJ.,J.,1l .. ,l,,l,,l,II ... II 

Re: Account Enclna ~lua from Amarkan Exprac1 

Dear~ 

•• 
Odolw 07, 2008 

W• are wrtllng to lllt you know lhal rac:antly- revlawed your account ref1rencad above. Al • rasull of our careful 
,....i.w, - hllft lowwad lh• credit llmlt on I.hat accoulll 

'four rwtaed aradlt llntlt for purch- I• now SS,800.00. TM new c:ash advanr:.e Dmlt Is $200.00. Please 
ensure that any addHJonal cardmambars !Ml th• account are also _.,.. of this c:han;a. 

our decision Involved • fhorouah rllltlew of l'DLIT account, lncludlng an • unsment or Information obtained from 
consumar r•portlng agancln. your history wllh u1 •ind other factors. Aa part of thal nsessrnant. we may haw 
used on, or ,,_. cndlt scoring systems to -'mt. the Information. Tht-apec:iflc rnsons lhllt 1-ctDred mosl In 
our dadsl011 to r.dUOII your credit llmlt WIIR n fQllows: 

• Yaurtotal debt II mo high r.iat1veto yourpaymert history with u1 • nd oth•cndltors, and other 
lnfDrmatlon In yourcnclll bureau r•pDlt. 

• Your r•p• ymant hlctDr)' With us and othws i• nDI Sufflc:lenl 1D support YG'lf spandlng adMty or 
outstanding t.i.r-. 

• OU- custom.,. who h ..... used lh• lr card at ~llchmenta where YDU racently •hopped haw a poor 
repayment hlato,y with Amarlcan Exprau. 

• The lholt length of time )'OU 11M ~ on tile with a consurn•1 reporting agency, In ration ta your 
01191'al crlldll pn,fila. 

You can obtain a copy of )'OUI' cnclit burau raport directly ft-om Expari• n free of charge If you uk for I wlhJn 150 
days attar you recalve this notice. Wa have lncftld~ tbelr contilct lnfortnaHon on the ntod page. 

Plah know 11,.t wa understand lhel tfvl dec:lslon may cause dlfflculd111 for you, and lhllt-1Dok the lcllon only 
aft.el • careful and thorough rwlaw or your • ccounl 

Slncaraly, 

Varnon Marshal 
senior VJc• Prasklent 
Arner1can Expresa Company 

Plaau nota that 1h• cradllor Is American Elcprasa Cantur1on Bank. 

our ctadit daclslon was bUecl In Whola or In part on Information obtained In a report from th• consumer reporting 
aganciel lilted balG'tY. Be llw•f• tllat the r• porlJna agency played no part in our decision and cannot supply you 
with 1he speclllc ,-sons for our d•clslon. PleaH know !hat you have • r!Qbt under the Fair cradlt Reporting Act 
fD know the lnfDrmatlon contained In your cndlt fit• •t Illa cansum• repo,tlng •ganq,. ll can ba obbalnlld by 
conl•Ctlng lharn dlractly. You also hwe • rlgl"t lo a frN CDpJ of )'OW' report lrom th• r9ponlng agancy, If you 
request l within 60 days alter you rec•IYlt 1h11 notic•. If you find that any lnformatlan cantalnlfd In Iha rapo,t you 
l'9Celva ls. ln•ccll'lt• or lncomp'!U, you have Iha rlghl to dlsptu th• rnattw d1ractly with Ille ,-.parting agency. 

Pleu• aee Important Information enclosed about )'Dllr rights. 

•• - •. -=--• • .- ri-1-:·- ,. •·• ,.;:.::.:~.:: . .:..:= ·--..:-:.•..: ,.:.a --~-- ·- ...... --- .......... ,., .• ,.. , .... ,, ....... ..,,,_ -· 



IMPORTANT NOTICE CQNCERNINB YQYB BIGHTS 

Notlc::e to U.S. Rasfdenta. 

The federal Equal Credit Opportunity Act prohibit& e111dllars from dlscrirnJnallng against cr•dJt appBcamts on th• 
basis of race. cc-•aAfllllllelW:Oll!!Of111;Prigm, sex, rnarftal stab.la, aga (prDvided that the applicant hu th• capacity 
to enter Into a binding contract); because all or part or th• applicant's Income derives !i'om any public assistance 
program: or because the applicant has In good faith enrcfsed any right under th• Con1umer Credit Protection Ar:t 
Th• fedaral agency that • dmlnlstars complance with this law concerning ~lllfcan Expr•• C81'1iurlon Bank II th• 
Federal Oapoll Insurance Corporation, FDIC Consum• Raponse Center, 2345 Grand Boulevwrd, Suite 100, 
KansH City, MO 84, oa. The federal agenoy that admJnllt«s compliance with this law cancenung American 
Eicpresa B• nk, FSB la the Office of Thrift Supervision, P.O. Box 7185, San Francisoo, C• llfoml• IM120-718S. The 
fedeBI • gancy that admlnlstef'a compDance With this law concamlng American Express Traval Rel• tad Services 
Company, Inc. I• the Fed-•-Commiulon, Equal Credit Opportunity, Wahington O.C. 20580. 

Notice !O Oh~~ ... 

Th• Ohio state laws agalni.t discrimination requlr• that all credltora make credit equally available to all 
creditworthy customen and that credit raporttng agancJe& maintain Hparate credit hlstort•s on each individual 
upon request. The Ohio CMI Rights Commission adrnlnlctera compliance with this law. 

Notlc• to Wahington Residents. 

Th• Washington stat• J.wa ag•lnsl discrimination prohibit dlscrlmlnatlon In credit tnamactlona bacauu of race, 
craed, color, natfonaJ origin, ux, or marital status. The Washington Stat• Human·Rlghts Commission admlnlsten; 
compliance with this law. 

/ 

.... _. _. _._. _ .. _ .. - ..... -



e FEDERAL DEPOSIT INS.URANCE CORPORATION, Washington oc 20429 

OFFICE OF TI-IE VICE CHAIRMAN 

Honorable Barney Frank 
Chainnan · 
Committee on Financial Services 
House of Representatives · 
Washington, D.C. _ 20515 

Dear Mr. Chainnan: 

May 6, 2009 

Thank you for the opportunity to respond to questions submitted by Congressman 
Erik Paulsen and Congressman Alan Grayson subsequent to my recent testimony at the 
hearing on "Exploring the Balance between Increased Credit Availability and Prudent 
Lending Standards" before the Financial Services Committee on March 25, 2009. 

Enclosed are my responses for the hearing record. If you have further questions 
or comments, please· do not hesitate to contact me at (202) 898-3888 or Eric Spitler, 
Director of Legislative Affairs, at (202) 898-3837. 

Sincerely, 

~-

Martin J. Gruenberg 
Vice Chainnan 

Enclosure 



Response to questions from the Honorable Erik Paulsen 
by Martin J. Gruenberg, Vice Cbairnian, 
Federal Deposit Insurance Corporation 

It is my understanding that discussions are underway between the FDIC and the 
SEC staffs seeking to resolve issues associated with the ability of broker-dealen to 
invest client cash held in Special Reserve Accounts in the Temporary Liquidity 
Guarantee Program (fLGP) Notes. This type of multi-agency collaboration can 
result in constructive solutions so critical as we address the economic challenges 
facing our nation. For instance, the SEC affirming that TLGP Notes are qualified 
securities and eligible for investment of Broker-Dealers' Special Reserve Accounts 
will provide additional earning with minimal risk for these fmancial institutions 
while enhancing the market for insured institutions' debt. I believe this Is consistent 
with the FDIC's ongoing stabilization initiatives. 

I am hopeful (the FDIC and the SEC) can quickly expedite a favorable r~olution on 
this matter. 
Ql: Do you concur? When do you think we could expect a resolution on this 
matter? 
Q2: What other steps need to be taken/who else needs to be involved? 
QJ: Could you please keep me apprised as this issue progresses? 

Answer: Thank you for your interest in the Federal Deposit Insurance Corporation's 
Temporary Liquidity Guarantee Program (TLGP). As you noted, staff members from 
both the FDIC and the SEC have been discussing whether debt securities guaranteed by 
the FDIC under the TLGP constitute a "qualified security" for purposes of SEC Rule 
15c3-3 under the Securities Exchange Act of 1934. Our understanding, based on 
discussions with staff of the SEC's Division of Trading and Markets, is that registered 
broker-dealers arc required to maintain special reserve accounts (SRAs) for the benefit of 
their customers, and that such SRAf, are required to consist of cash and .. qualified 
securities." Qualified securities include securities issued by the United States and 
securities "in respect of which principal and interest are guaranteed by the United States." 

The FDIC has been responding to the SEC's questions concerning the TLGP, including 
questions concerning the operation of the FDIC's guarantee, the risk-based capital 
treatment afforded to FDIC-guaranteed debt, and how payment would be made in the 
event of default. While the FDIC recognizes that it is up to the SEC to interpret its own 
statute and regulations, .the FDIC is hopeful that the SEC and the Financial Industry 
Regulatory Authority. the self-regulatory organization for securities finns, wiJI agree that 
FDIC-guaranteed debt constitutes a qu~lified security and that broker-dealers will 
therefore be pcnnitted to keep a significant percentage of their S:RAs in FDIC-guaranteed 
debt. 



Response to questions from the Honorable Alan Grayson 
by Martin J. Gruenberg, Vice Chairman, 
Federal Deposit Insurance Corporation 

Qt. How many new bank charters have you issued since January i, 2009? 

Al. While the Office of the Comptroller of the Currency, the Office of Thrift 
Supervision, and the various State Authorities hold the authority to grant bank or thrift 
charters, the FDIC is solely authorized to make determinations regarding deposit 
insurance. The table below presents the number of deposit insurance applications 
approved during 2006, 2007, 2008, and through March 31, 2009. The table also includes 
infonnation regarding the number of approved applications that have consummated since 
approval; for ease of comparison, the number of applications consummated is attnouted 
to the year the respective applications were approved rather than the year consummated. 

De 1>osit Insurance Applications 
2006 2007 2008 3/31/2009 

I Approved 183 191 101 7 
I Consummated 183 186 79 2 

Q2. What are you doing to make sure that developers who bold land loans and 
inventory and are current on all their interest charges are ·not forced to pay down 
~rincipal before the properties are sold or deveJoped? 

Al. The FDIC understands the strain that builders and developers are under during this· 
challenging environment, and we have encouraged banks to work with these borrowers 
given the sluggish demand for real estate at this time. Over the past year, we have issued 
guidance to FDIC-supervised institutions encouraging them to continue making loans 
available to creditworthy borrowers and to work with borrowers experiencing difficulty. 
The foJlowing directives issued to fob IC-supervised institutions are attached to this 

.document: 

FDIC Financial Institution Letter 128-08, Interagency Statement on Meeting the Needs of 
Creditworthy Bo"owers 
http://www.fdic.gov/news/news/financial/2008/fil08128.html 

FDIC Financial Institution Letter 22-08, Managing Commercial Real Estate 
Concentrations in a Challenging Environment 
http://www.fdic.gov/news/news/financial/2008/fil08022.htrnl 



·FDIC· 
Federal Deposit Insurance Corporation 
550 17th Slreet NW, Washington, O.C. 20429-9990 

Financial Institution Letter 
FIL-128-20O8 

November 12, 2008 

INTERAGENCY STATEMENT ON MEETING THE NEEDS OF­
CREDITWORTHY BORROWERS 

Summary: The FDIC joined the other federal banking agencies In Issuing the attached •tnteragency 
Statement on Meeting the Needs of Creditworthy Borrowers• on November 12, 2008. 

Distribution: 
FDIC-Supervised lnslllutlans 

Suggested Routing: 
Chief Executive Offlcer 
Senior Cntdlt Officer 

Attachment: 
int11ragency Stalllment on Meeting the 
Needs of Cr9dllworthY, Borrowers" 

Contact: 
lnslltutlan's contact person (Casa Manager 
or Field Supervisor) at appllcabla FDIC 
Regional Office, or Assoclam Dlredor 
Slaven D. Fritts In Washington at 202-8911-
3723 ~ slrilts@fdlc _gQJ( 

Note: 
FDIC llnancial lnstHullon letters (Fils) may 
be accessed from Iha FDIC's Web alla at 
~~1V/11e,.ys/new,;finanoa1J~ 
!l!t!.hlilll-

To receive FILI electronically, please villl 
IJUQ:~.tt1it;.gov1i'bQuVsubscrlpli1.J1Js/fil 
IJ.l!l!l. 

Paper copies of FDIC financial lnsllllltlon 
letters may be obtained lhn:,ugh Iha 
FDIC's Public Information Center, 3501 
Fairfax Drive, E-1O02, Mlngton, VA 
22228. 

Highlights: 

Several federal programs have recently been instituted to promote 
financial stability and mitigate the effects of aurent market conditions on 
insured depository Institutions. These efforts are designed to Improve the 
functioning of credit markets and strengthen capital in our financlal 
system to improve banks' capacity to engage In prudent lending during 
these· times of economic distress. 

The agencies expect all banking organizations to fulfill their fundamental 
role In the economy as intermediaries of aeclit to businesses, consumers, 
and other creditworthy borrowers. Lending to creditworthy borrowers 
provides sustainable returns for the organization and Is constructive for 
the economy S$ a whole. 

The agencies urge all lenders and servlcers to adopt systematic, 
proactive, and streamlined mortgage loan modification protocols and to 
review troubled Icarus using these protocols. Lenders and servlcers 
should first determine whether a loan modification would enhance the net 
present value of the loan before proceeding to foreclosure, and they 
should ensure that loans currently in foreclosure have been subject to 
such analysis. 
,, 

in Implementing this Statement, the FDIC encourages institutions .it 
supervises to: 

• lend prudently and responsibly to creditworthy b01TOWers; 
• work with borrowers to preserve homeownership and avoid 

preventable foreclosures; 
• adjust dividend policies to preserve capital and lending capacity: 

and 
• employ compensation structures that encourage prudent lending. 

State nonmember institutions' adherence to these expectalioris will be 
reflected In examination ratings the FDIC assigns for purposes of 
assessing safety and soundness, their compliance with laws and 
regulations, and their performance In meeting the r~uirements of the 
Community Reinvestment Aci (CRA). 



FDIC 
Federal Deposit Insurance Corporation 
550 17th Street NW Washimlan D.C. 20429-9990 

Financial Institution Letter 
FIL-22-20O8 

March 17, 2008 

MANAGING COMMERCIAL REAL ESTATE 
CONCENTRATIONS IN A CHALLENGING 
ENVIRONMENT 

Summary: The Federal Deposit lnsu.rance Corporation (FDIC) is re-emphasizing the Importance of 
strong capital and loan loss allowance levels, and robust credit risk-management practices for state 
nonmember Institutions with significant commercial real estate (CRE) and construction and 
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Hlghllghts: 

• The FDIC is issuing this FIL to re-emphasize the 
Importance of strong capital and loan loss 
allowance levels, and robust credit risk­
management practices for Institutions with 
concentrated CRE exposures, consistent with the 
December 6, 2006, lnteragency guidance on CRE 
lending and the December 13, 2006, lnteragency 
policy statement on the allowance for loan and 
lease losses (ALLL). 

• Institutions with significant CRE concentrations 
should consult the 2006 CRE and ALLL guidance 
and should maintain or implement processes to: 

• Increase or maintain strong capital levels, • Ensure that loan loss allowances are 
appropriately strong , 

• Manage C&D and CRE loan portfolios 
closely, 

• Maintain updated financial and analytical 
·1nformatlon, and 

• Bolster the loan workout Infrastructure. 

• Institutions are encouraged to continue making 
C&D and CRE credit available In their 
communities using prudent lending standards. 
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Recent weakness in the housing and the construction and development (C&D) markets have 
increased the FDIC's overall concern for state nonmember institutions with concentrations in 
commercial real estate (CRE) loans, and in particular, C&D loans. The purpose of~is Finan~ia] 
Institution Letter is to re-emphasize the importance of strong capital and loan loss allowance 
levels, robust credit risk-management practices, and to recommend several key risk-management 
processes to help institutions manage CRE loan concentrations in this challenging environment 

On December 6, 2006, the FDIC joined the Federal Reserve Board and the Office of the 
Comptroller of the Currency (the agencies) in issuing final guidance on CRE entitled 
Concentrations in Commercial Real Estate Lending. Sound Risk Management Practices (CRE 
Guidance). It was intended to help ensure that institutions pursuing a significant commercial real 
estate ]ending strategy remain healthy and profitable while continuing to serve the credit needs of 
the community. The CRE Guidance provided a framework for assessing CRE concentrations; 
risk. management, including board and management oversight, portfolio management, 
management infonnation systems, market analysis and stress testing, underwriting and credit risk 
review; and supervisory oversight, including CRE concentration management and an assessment 
of capital adequacy. The CRE Guidance was issued at a time when there was abundant liquidity 
in the credit markets, a strong global economy, and a number of what became known as "hot real 
estate markets" in major metropolitan areas. These factors led to a significant increase in CRE 
)ending, cspecialJy in the C&D sector. The favorable market conditions led to relatively low 
borrowing costs, an overall boom in construction and sales activity, particularly in the residential 
and condominium sectors, and many institutions chose to relax loan tenns and covenants to 
compete in the CRE mortgage market 

In addition, on December 13, 2006, the agencies and the Office of Thrift Supervision issued an 
/,rterage11cy Policy Statement on the_-1,llowancefor Loan arrd Lease Losses (ALI,.L Policy 
Statement) to revise and replace a 1993 policy statement on this subject. The ALLL Policy 
Statement reiterates key concepts and requirements pertaining to the allowance for loan and lease 
losses (ALLL) included in generally accepted accounting principles (GAAP) and existing 
supervisory guidance. It descnbes the nature and purpose of the ALLL; the responsibilities of 
boards of directors, management, and examiners; factors to be considered in the estimation of the 
ALLL; and the objectives and clements of an effective loan review system, including a sound 
credit grading system. The ALLL Policy Statement notes that determining the appropriate level 
for the ALLL is inevitably imprecise and requires a high degree of management judgment An 
institution's process for determining the ALLL should be based on a comprehensive, well­
documented, and consistently applied analysis of its loan portfolio that considers all significant 
factors that affect collectibility. That analysis should include an assessment of changes in 
economic conditions and collateral values and their direct impact on credit quality. If declining 
credit quality trends relevant to the types ofloans in an institution's portfolio are evident, the 
ALLL level as a percentage of the portfolio should generally increase, barring unusual charge-off 
activity. 



Since the CRE Guidance and ALLL Policy Statement were issued, market conditions have 
weakened, most notab]y in the C&D sector. The housing market is experiencing a slowdown, 
credit market liquidity has deteriorated, lending terms have tightened, and certain residential 
markets in the United States are overbuilt While the vast majority of FDIC-insured 
institutions are well-capitalized, some institutions have significant CRE concentrations in areas 
with surplus housing units amld declini_ng home prices. In addition, examiners have noted a 
few instances of potential underwriting weakness whereby institutions are inappropriately 
adding extra interest reserves on loans where the underlying real estate project is not 
performing as expected. This practice can erode collateral protection and mask loans that 
would otherwise be reported as delinquent. 

The FDIC is increasingly concerned that institutions with concentrated CRE exposures may be 
vulnerable to a sustained downturn in real estate and should ensure that capital and ALLL levels 
are strong, and that credit risk management and workout processes are robust It is strongly 
recommended that, as market conditions warrant, institutions with CRE concentrations 
(particularly in C&D lending) should increase capital to provide ample protection from 
unexpected losses if market conditions deteriorate further. 

Recommendations for Managing CRE Concentrations 

Institutions with significant CRE concentrations are reminded that strong capita] and ALLL 
levels are needed, and that overall credit risk-management processes should reflect the principles 
of the 2006 CRE Guidance. Institutions with significant CRE concentrations are descn'bed in the 
CRE Guidance as those institutions reporting Joans for construction, land development, and other 
land representing 100 percent or more of Total Capital; or institutions reporting total CRE loans 
representing 300 percent or more of Total Capital where the outstanding balance ofCRE has 
increased by so· percent or more during the prior 36 months.1 

The FDIC suggests five key risk management processes to help institutions with significant C&D 
and CRE concentrations manage through changes in market conditions: 

t. ·Increase or Maintain Strong Capital Levels-Capital provides institutions 
with protection against unexpected losses, particularly in stressed markets. 
Institutions with si&hificant C&D and CRE exposures may require more 
capital because of uncertainty about market conditions, causiqg an elevated 
risk of unexpected losses. As market conditions warrant. directorates and 
management should take steps to increase capital levels to support significant 
CRE concentrations. Capital protection for C&D and CRE concentrations 
should be a strategic priority when contemplating the declaration of cash 
dividends. 

2. Ensure that Loan Loss Allowances are Appropriately Strone, - Institutions 
are expected to determine their ALLL in accordance with GAAP, their stated 
policies and procedures, management's best judgment, and relevant 
supervisory guidance. At least quarterly, institutions should analyze the 
collectibility of CRE and al] other exposures and maintain an ALLL at a level 
that is appropriate to cover estimated credit losses on individually evaluated 
loans that are determined to be impaired as we]) as estimated cre~it losses in 

1 For the purposes of this FlL. C&D and CRE concentrations have the same meaning u stated in the CRE 
Guidance. 



the remainder of the loan portfolio. In reviewing their ALLL methodology, 
institutions with significant C&D and CRE concentrations should consult 
recent supervisory guidance.2 

• 

3. Manage C&D and CRE Loan Portfolios Closely - Institutions should 
maintain prudent, time-tested lending policies and understand C&D and CRE 
concentrations. Management information systems should provide the board 
and management with effective data resources on concentnJtions levels and 
market conditions. A strong credit review and risk rating system that 
identifies deteriorating credit trends early should be enhanced or implemented. 
Institutions should also effectively manage interest reserve and loan extension 
accommodations, reflecting the borrower's condition accurately in loan 
ratings and documented reviews. 

4. Maintain Updated Financial and Analytical Information - Institutions 
with CRE coJ_1ccntrations should maintain recent borrower financial 
statements, including property cash flow statements, rent rolls, guarantor 
personal statements, tax return data, global builder and other income property 
performance infonnation. Global financial analysis of obligors should be 
emphasized, as well as the concentration of individual builders or developers 
in a loan portfolio. As real estate market conditions change, management 
should consider the continued relevance of appraisals performed during high 
growth periods, and update appraisal reports as necessary.1 

S. Bolster the Loan Workout Infrastructure- Institutions should ensure they 
have sufficient staff and appropriate skill sets to properly manage an increase 
in problem loans and workouts. Management should develop a ready network 
of legal, appraisal, real estate brokerage, and property management 
professionals to handle additional prospective workouts'. 

The FDIC believes that CRE can be a profitable business line for institutions; however, as with 
any asset exposure, significant concentrations can lead to losses and capital deficiencies in a 
stressed environment. The Corporation's examiners recognize the challenges facing institutions 
in the current CRE environment, and.will expect each board of directors and management team 
to strive for strong capital and loan loss allowance levels, and implement robust credit risk­
management practices. Institutions are encouraged to continue making C&D and CRE credit 
available in their communities using prudent, time-tested lending standards that rely on strong 
underwriting and loan administration practices. 

Sandra L. Thompson 
Director 
Division of Supervision and Consumer Protection 

2 Institutions should refer to the ALLL Policy Statement, and the July 6, 2001, Policy Statement on Allowance 
for I.Dan and lease losses Methodologies and Documentation for Institutions and Savings Institutions. 
J All appraisals should be consistent with the FDIC's appraisal rules in Part 323 of the FDIC's Rules and 
Regulations, 12 CFR 323. 



APPENDIX 

The following guidance and information should be consulted for additional details about 
matters discussed in this Financial Institution Letter. 

Supervision 

• Concentrations in Commercial Real Estate Lending, Sound Risk Management 
Practices, December 6, 2006, 
htl.p:i/www. ti.Iii: .l!oV/nc::w~jnl!ws/prt•ss/2006tpr(J{, 1 I 4.ht1I1J 

I 

• lnteragency Policy Statement on the Allowance for Loan and Lease Losses, 
December 13, 2006, hllp:!!www .f dic.govint'\\'s'n~ws/prt!s.,;/::!(>()6/prf)6115.html 

• Policy Statemen~ 011 Allowance for Loan and Lease Losses Methodologies and 
Docume11tatio11for Jnstitutio11s a11d Savings Institutions, July 6, 2001, 
h1U1:.'1www.fdic.govincwi;/11e-ws,·{in11nci:11/100 I /fil(ll 63.html 
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APR - 7 2009 

OFFICE OF LEGISLATIVE AFFAIRS 

Thank you for testifying at the March 25, 2009, Committee on Financial Services 
hearing entitled, "'Exploring the Balance Between Increased Credit Availability and 
Prudent Lending Standards." 

A copy of your transcript has been provided should you wish to make any 
corrections. Please indicate these corrections directly on the transcript. Due to the 
disruption of mail service to the House ofRepresentati.ves we ask that you fax the 
transcript in lieu of mailing it. Please fax only the pages on which you have made 
corrections, within (15) business days upon receipt to: 

Committee on Financial Services 
ATI'N~ Terrie Allison 
Fax(202)225-4254 

Rule XI,'clause 2(e)(l)(A) of the Rules of the House and Rule 8(a)(l) of the Rules of 
the Committee state that the transcript of any meeting or hearing shall be "a substantially 
verbatim account of the remarks actually made during the proceedings, subject only to 
technical, grammatical, and typographical corrections authori:ied by the person making the 
remarks favolved." We therefore ask that you keep your corrections to a minimum. 

Also included are questions submitted by Representatives Paulsen and Grayson. We 
ask that you respond to these questions in writing for the hearing record. Your responses 
may be faxed to the above number, along with your transcript corrections. 

Please contact Terrie Allison at (202) 225-4548 if there are no corrections to your 
transcript. 

If during the hearing you: (1) offered to submit additional material; or (2) were 
requested to submit additional material; please submit this material via electronic mail by 
sending it to fsctestimony@mail.house.gov. If you axe unable to submit the material 
electronically, please contact the Committee staff ta arrange for submission. 
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Thank you for your cooperation, and again for your testimony. 

TGD/ta 

Enclosure 

Yours truly, 

Thomas G. Duncan 
General Counsel 



Congressman Erik Paulsen 
Financial Services Committee 

Hearing entitled "Exploring the Balance between Increased 
Credit Availability and Prudent Lendin·g Standards 

March 25, 2009 ., 

e, 
This question is for Mr. Gruenberg and Mr. Kraker. 0 J f,! 

n ~~~ 

It is my understanding that discussions are underway between the FDIC and the SEC staffs / A.. y Y 
seeking to resolve issues associated with the ability of broker-dealerS to invest client cash~ in o , 
Special Reserve Accounts in the Teµiporary Liquidity Guarantee Program (TLGP) Notes. This (J $ e, 
type of multi-agency collaboration <;:an result in constructive solutions so critical as we address (\} ,.. .... t ~1 
the economic challenges facing our nation. For instance, the SEC affirming that TGLP N ates are 'y-l J ~ ,r 
qualified securities and eligible for investment of Broker-Dealers• Special Reserve Accounts will 
provide additional eamings with minimal risk for these financial institutions while enhancing the 
market for insured institutions• debt. I believe this is consistent with the FDIC's ongoing 
stabilization initiatives. 

Mr. Gruenberg and Mr. Kraker; I am hopeful your two agencies can quickly expedite a favorable 
resolution on this matter. Do you concur? When do you think: we could expect a resQlution on 
this matter? 

What" other steps need to be taken/who else needs to be involved? 

Could you please keep me apprised ·as this issue progrtsses? 



Questions from Representative Alan Grayson 

For the Honorable Martin J. Gruenberg, Vice Chairman, Federal DE:posit Insurance Corporation: 

1) How many new bank charters have you issued since January 1, 2009? ) (' c... 
( ..) ., 

2) What are you doing to make sure that developers who hold land loans and inventory 
and are current on all their interest charges are not forced to pay down principal 
before the properties are sold or developed? O ~ C.... 

, . 



e FEDERAL DEPOSIT INSURANCE CORPORATION, Washington, oc 20429 

SHEILA C. BAIR 
CHAIRMAN May 8, 2009 

Honorable John Lewis 
House of Representatives 
Washington. D.C. 20515 

Dear Congressman Lewis: 

Thank you for your letter regarding the Omni National Bank receivership. 

On March 27, 2009, the Office of the Comptroller of the Currency closed Omni National 
Banlc, Atlanta, Georgia, and the Federal Deposit Insurance Corporation was appointed 
receiver. To protect the depositors, the FDIC entered into an agreement with SunTrust 
Banlc, Atlanta, Georgia, to act as paying agent for the insured deposits of Omni National 
Bank. The assets of Omni National Banlc, including the loans and real estate owned from 
the bank's redevelopment lending program, were retained by the FDIC for later 
disposition. 

As receiver, the FDIC has a statutory responsibility to the depositors and creditors of a 
failed bank to minimize losses by obtaining the maximum recovery from the assets of the 
receivership. W c exercise those responsibilities in a way that balances our obligation to 
maximize recoveries and minimize losses to the Deposit Insurance Fund, thereby 
providing the greatest level of protection to the taxpayers, with the desire to limit as much 
as possible any economic disruption to the local community. Please rest assured that we 
do ~eek to resolve failed banks and their assets in a way that benefits the. community 
consistent with our statutory dutie!I!' 

The FDIC has engaged a national contractor, Prescient Asset Management, to manage 
and market the foreclosed properties of Omni Bank's defaulted redevelopment loans. A 
key member of the Prescient Asset Management team is Mr. Boris Whiteside, the former 
chief of the real estate owned division of the U.S. Department of Housing and Urban 
Development's Atlanta Home Ownership Center. Mr. Whiteside is actively involved in 
the management of the renovated and leased properties in the Omni National Banlc 
portfolio. 

The FDIC intends to maintain the leases of all foreclosed properties that are currently 
leased and in the event the tenants vacate these properties, they will be re-leased. 
Prescient Asset Management has a twenty-four hour hotline (877-520-1112) to handle 
tenant emergencies. Further, the FDIC will make every effort to work with local housing 
authorities to market these properties with tenants in place. 

,.. 



Your interest in this matter is appreciated. If you have other questions or ifwe can be of 
assistance in any way, please do not hesitate to contact me at (202) 898-6974 or Eric J. 
Spitler, Director of Legislative Affairs, at (202) 898-3837. · · 

Sincerely, 

Sheila C. Bair 



JOHN LEWIS 
S'T11 DISTIIICT, liEOIIGIA 

SENIOR CIIIS:F OaPUTY 
DSLICCIU TIC: WIIIP 

COMMITTEE ON 
WAYS AND MEANS --· OVIIDIO~T __,,.,, -·-.&NQ OUlll,Y .. ,,OIIT 

Chairwoman Sheila. Blair 

• <ltongrtss of tbt fflnittb ~tates 
1!,.ouse of ilu:prtsmtatibts 

m~~ington, l\at 2os 1s-1oos 

April 3, 2009 

Federal Deposit Insurance Cor:Poratioa 
550 17th Street NW, Room lv!B-6028 
Washington, DC 20249 

Dear ChairwomB.D Blair: 

WASHINGTON OFFICE: 

3Q C...MCIM ~l 0,PM:Z 111.1.LD~•ll 
Wa=-n,u,, DC 2G51S-1QDS 

12~)ll>-M01 
Fu: llllZI U'"~~I 

DISTRICT OFRCE: 
'T),a EDUfT&aU IUILDIIIO 

1ff "cAcHnla: snott"". N.W. 
S&.wc• 1920 

ATVOM'A, CA l0303 
1@41&i.~111 

P.1J1:l4DC\3:l~ 

As I am sure you are well a.ware, Omni National Bank entered into receivership under the Federal 
Deposit Insurance Corporation (FDIC) last Friday, Mnrcb 27, 2009. I write you today to respectfulJy 

. request that, in disposing• of the b~s assets, the FDIC take consideration of the role that 0mm 
NationaJ Bank played in the Atlanta area, particularly in redeveloping often overlooked working class 
adgbborhoods of the city. 

Omni National Bank played a special role in Attanta, actively lending to support arid encourage the 

renewal and redevelopment of neighborhoods that struggled to get financial sopport fro~ larger, 
national bmks. The .b~s commitment to these neighborbnods financed the construction and 

· · · -development-of-affordable-housing-in--t-be-city;---in.cludin_g~pporting.Section 8 :centa.Lpropedies,_far .. 
hardworking Americans that toiJ ~ery day to moke a better life for their families. As a result, these 

citizens could live inside the city where they had access to public transportatioo to travel to work every 

day and to local businesses where they could purchase goods arid services. lt has been brought to my 
att~tion., however, that there is a growing concern that Omni National B~s failure has created a void 
that will not be filled. 

Since your appointment, I understand that you have worked tirelessly to ensure that the FDIC does 
wru1.t ·is--bcst-{or-the-Amer-fo:ao-peaple. --M<=.>r-eg:v.er~ -I ..un.dcr.stancLand-1pp:teciate..tbe. i:ole ..the .EDJC . .bas. 
played in working to restore faith in our natiotis economy. As such, l hope and trust th.at the FDIC will 
use its best efforts to ensure that it disposes of the assets of Omni National Bank in a manner that is 
consistent '\liith the ·ba.nlcs princij:>lcs and committneri.t to Atl'anta's working-class neighborhoods. 

Sincerely, 

Lewis 
bcr of Congress 



t.!IWdi!Jll;i· MEL MARTINEZ 
FLORIDA 

!20:ZI 224--3041 

ARMED SERI/ICES 

SPECIAL COMMITTEE ON AGING 

BANKING, HOUSING, AND 
URBAN AFFAIRS 

WASHINGTON, DC 20510-0906 

COMMERCE, SCIENCE AND 
TI\ANSPORTATION 

The Honorable Timothy Geithner 
Secretary 
U.S. Department of the Treasury 
1500 Pennsylvania Avenue, NW 
Wash.m.gton, DC 20220 

Dear Secretary Geithner: 

May 8, 2009 

I am writing today on beluuf of the constituents in my ·state who are struggling with the 
ongoing effects of-our current financial crisis. As you know, Florida remains at the epicenter of 
the housing crisis, and mounting foreclosures continue to drive down real estate values and take 
a hard toll on communities, families, and businesses across my state. 

I support the w;;ticms your Department has taken in response to this crisis, but I remain 
concerned that Florida businesses are not fully benefiting from the various programs 
implemented in recent months. 'The Troubled Assets Relief Program CT ARP) and the Term 
Asset-Backed Securities Loan Facility ('f ALF) wete created to strengthen our financial sector 
and improve credit market conditions. Unfortunately, I continue to hear that many of my 
constituents are. ineligtb}Q to participate in the programs, denied assistance, or simply bear 
conflicting messages coming from federal regulators. 

As you continue to develop and iinpletnent various programs aimed at economic 
. recovery. I would appreciate your due consideration of Florida's unique challenges and needs. I 
understand the extraordinary circumstances the Treasury Department is currently operating 
under, and I know we share the common goal of ensuring a safe, sound, and vibrant marketplace. 

United States Senator 

cc: The Honorable Sheila Bair 

u 



FDII 
Federal Daoosit Insurance Corooratlon 
550 17th Street NW, Washington, DC 20429 

Honorable Carolyn B. Maloney 
Representative, U.S. Congress 
1651 Third Avenue, Suite 311 
New York, New York 10128 

Dear Congresswoman Maloney: 

Office of Leglslative Affairs 

May 14, 2009 

Thank you for your Jetter regarding the relocation of the Federal Deposit Insurance Corporation New 
York Regional Office (NYRO) from Lower Manhattan. Our Regional Office has leased space at 20 
Exchange Place for the past nine years. The lease expires at the end of January 2010. 

The FDIC is near completion of our competitive lease acquisition process. After consultation with 
NYRO management and employees, FDIC contracting staff defined the geographic area of 
consideration for the competition to be in close proximity to Penn Station and the Grand Central 
Terminal to better support business operations, as well as the daily commute of our staff. The 
boundaries for the new lease competition include Midtown Manhattan and a portion of Midtown 
South. An advertisement for Expressions of Interest from landlords in this geographic area was 
published on November 13, 2008. A solicitation was issued to interested landlords on December 4th, 
and proposals were received by December 19, 2008. The professional staff has recently completed 
the evaluation of the offers and expects to recommend a site to the Board of Directors by the end of 
this month. 

In accordance with our Leasing Policy, we will award the lease to the landlord that offers the best 
value for the FDIC. A best value decision will talce into consideration the FDIC's mission, the costs, 
and the qualitative criteria listed in our solicitation. A business case will be presented to the FDIC 
Board of Directors for their consideration and approval. 

Your interest in this matter is appreciated. If you have further questions, the Office of Legislative 
Affairs can be reached at (202) 898-7055. 

Sincerely, 

Eric J. Spitler 
Director 
Office of Legislative Affairs 
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·llnittd ~Ultts ~cnatr: 

The Honorabf e Tunothy F. Gcitlmer 
Secretary of the Trcuur)' 
U.S. Department of the Treasury 
1500 Pennsylvania Avenue. N.W. 
Washington, D.C. 20220 

WASHINGTON. DC 20510 

May 14, 2009 

We are writing to urge you to issue a much-needed rwc clarifi~n protecting Social Secmity, 
Supplemental Security ~ome (SSJ), Bnd V ct.erans' benefit funds from creditors. Such a rule is 
especially necessary at this time in light of your April 9 call for more seniors to cmoll in direct 
deposit. Our position is that \Jl\til adequate protections aie in place, the Treasury should not be 
promoting a payout system that puts scniot3 and veterans benefits at risk:. 

Congress intended for Social Security, SSL and Veterans' benefits to ensure a minimum 
existence for our nation's veterans, elderly and disabled. The law currently sllltes 'that no Social 
Security funds paid or payable BhaU be subject to execution, levy, clttaehment, garnishment. or 
other legal process, or to the operation of any bankruptcy or iasolvency law. We believe "that the 
clc:aJ' iritent and spirit of this law is to protect these exempted funds for their vulnerable 
beneficiaries. · 

In 2007, the Senate ·i:-mance Committee held a bearing ItNicwing bank treatment of Social 
Security benefits. At this b~& Waverly Talillfcrro, a Social beneficiary who had his 11.CCOunt 
frozen, testified that he Jost more than forty potµids during the twenty three day~ be was denied 
access to hls social security funds, Iris only source of income. Each month. thousands of other 
lpw-iru:ome recipients of Socia) Security add S81 payments are left temporarily destitute when 
banks allow a.ttachments and gamishmcnt:J to freeze their only assets. 

The House Ways and Means Subcommittee on Social Security also held a hearing last June 
during which the Department of Treasury stated that a coordinated effort between Treasury, the 
bank regulating agencies. and the Social Security Administration: to address the garnishment and 
freezing problem wu well underway. We understand that while some progress in tr11fting a 
partial solution was made, the effort has since stalled. 

AARP_rccently released a report detailing the rise in bankruptcies among seniors. During these 
tough economic times. we arc bearing more a.nd more stories about illegal gtU1tishments from 
conc:emed constituents. ln 2007, we requested that the Social Security Admirtistntion's 
Caspcctor General to survey a sample of banks in order to document how widespread the practice 
has become. Their research. released in July 2008, showed that two-thirds of America's 12 
largest banks arc viola.ting federal law by garnishing over S30 million from accounts that contain 
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government benefits. Unfortunately, this only represents a. small portion of the problem, as the 
report did oot detail how cnany seniors. like Mr. Taliaferro, were d_enied access to their ftmds fur 
extensive periods of time without an actual garnishment taking place. 

We know that the Trcasucy Department is denling with many difficult probfcms at present, and 
we applaud you and your staff for the important work. you arc doing to gel our economy back on 
track. The effects of the econom3c downtum can be particularly dlfficlllt for Social Security, 
SSL, and Veterans beneficiaries, especially those who are illegally denied access lo their 
goveramcnt benefits. We urge you lo act immediately on their behalf to draft a rule to safeguard 
their direct deposit benefits. 

We appreciate your attention to this verJ important matter. 

Sincerely, 

Senator Herb Kohl Senator )lai~CasldU 

cc: The Honorable Michael Astrue, Commissioner of Social Security 
The Honorable Ben Bcmane, Chaimum, Federal Reserve Board 
The Honorable Sheila C. Blair, Chair. Federal Deposit Insurance Corporation 
The Honorable John Dugan. Comptroller of the Currency 
The Honorable John E. Bowman, Acting Direct.or, Office of Thrift Supervision . 
The Honorable Michael E. F:ryz.el, ChafrmM, National Credit Union Administration 

Ill 003 



9 FEDERAL DEPOSIT INSURANCE CORPORATION, Wa11hington, cc 20429 

~~~~AIR May 18, 2009 

Honorable Maria Cantwell 
United States Senate 
Washington, D.C. 20510 

Dear Senator Cantwell: 

Thank you for your letter regarding the activities of the Federal Deposit Insurance 
Corporation to sell assets from failed banks. · 

When a bank fails, the FDIC acquires the loans and other assets from the 
institution. It is essential to the orderly resolution· of these institutions that these loans are 
returned to the private sector as quickly and efficiently as possible. Often, the bank 
acquiring the deposits of the failed institution also will acquire some or all of the loans 
and other assets as well. When the acquiring bank does not take the assets, the FDIC 
must sell them back to the private sector to reduce the ultimate cost of the bank failure. 

The FDIC follows accepted industry standards in marketing and selling loans to 
the secondary market. Loans acquired by the FDIC ~e evaluated and offered for sale 
through an authorized loan sale advisor under contract with the FDIC. The loans are 
marketed on secure websites and sold in pools through sealed bid sale. Each original 
loan file acquired from a failed institution is imaged and made available to prospective, 
qualified purchasers so they can evaluate the quality and market value of the loan offered 
for sale. Each loan file contains typical loan application infom,.ation supplied by the 
borrower as well as related underwriting and legal documentation. This often includes 
confidential personal and financialinfonnation such as credit reports, tax returns, and 
W-2' s. This information was required by the institution in order to analyze, fund, and 
manage the loan, and it is likewise needed by prospective purchasers of the loans in order 
to estimate their value and develop their bids. 

Access to this information by prospective purchasers is part of the due diligence 
process, and full disclosure minimizes risk and helps to ensure that the maximum sale 
price is paid to the FDIC. Disclosure of this infonnation also complies with the Privacy 
Act of 1974. Finally, access to the information is restricted to prospective purchasers that 
meet strict eligibility requirements and agree to maintain complete confidentiality. 

The FDIC's use of secure websites to market failed bank assets has been carefully 
designed to operate in a manner that protects personally identifiable information from 
unauthorized use, access, or disclosure. It incorporates state of the art encryption and 
intrusion detection protection. In addition, the FDIC consistently reviews the security of 



the system and updates security as necessary. The FDIC will continue to take appropriate 
steps to ensure that borrower financial and personal information is protected. 

If you have further questions or comments, please do not hesitate to contact me at 
(202) 898-6974 or Eric Spitler, Director of Legislative Affairs, at (202) 898-3837. 

Sincerely, 

Sheila C. Bair 



Sheila C •. Bair 
Chairman 

iinittd ~tatts ~matt 
WASHINGTON, DC 20510-4705 

April 29, 2009 

Federal Deposit lnsunnce Corporation 
SSO 11th Street, NW 
Washington, DC l0429 

Dear Chairman Bair: 

I write today to share with you concerns raised by one of my constituents regarding the 
level of protection afforded to consumer's private information while the FDIC is 
undertaking the resolution of a failed financial institution. I urge the FDIC to ensure that 
appropriate and stringent safeguards arc in place to protect the privacy of banking 
costomcrs. 

The exponential rise in the number of failed institutions and the value of their assets 
presents the FDIC with ever-growing challenges. While I understand the gravity and 
complexity of selling these institutions' assets, I believe the FDIC should place a 
premium on pro~g consmner privacy. Most importantly, these protections must 
extend to assets being managed by the FDIC's contractors and agents. 

The mortgage of one of my constituents, a customer of the Bank of Clark County· 
Washington, which is now in FDIC receivership, is part of a loan package sent to 
potential investors by FDIC subcontractor DebtX. My constituent.has noted that 
personally sensitive data is included among the information given to po~al investors. 
H~ believes this information provides no additional value ~ potential investors in 
valuating the loan package they are considering to bid on, but that it does increase 
significantly the risk that he may be subject to identity theft. He contends that the 
DebtX's conslllilcr privacy safeguards fail to provide a strong enough deterrent to those 
with malicious intentions, and he is advocating for the redaction of data fields in a 
borrower's banking records if that data is not necessary for potential bidders to do their 
due diligence. For example, he questions the usefulness of providing potential bidders the 
social sccurliy nmnbcrs and birthdatcs of the bormwer's children. 

I pass along his concerns because I believe it is important to prevent unscrupulous actors 
from accessing this vast database of personal customer information, which could quickly 

. tum the process of selling assets into a gQld mine for identity thieves. 



Clearly, there is a need to provide investors the data they need to make a bid on a loan 
package. The question, however. is whether investors gain added insight from every 
piece of personally sensitive data included in these reports. 

Because we need to be vigilant against the threat of identity theft, I request that the FDIC 
conduct an audit of the safeguards that its conttactors and agents have in place for 
protecting a borrower's personally identifiable and sensitive information, so that it can 
determine if these safeguards _arc adequate. In addition, the FDIC should consider 
appropriate limitations on the scope of borrower information that is released as part of the 
resolution process. 

Please do not hesitate to contact me if you have any questions. Thank you for yom 
attention to these issues. 



© FEDERAL DEPOSIT INSURANCE CORPORATION, Washington, oc 20429 

SHEILA C. BAIR 
CHAIRMAN 

Honorable Sheldon Silver 
Speaker 
State Assembly 
Albany, New York 12247 

Dear Mr. Speaker: 

May 18, 2009 

Thank you for your letter regarding the relocation of the Federal Deposit Insurance 
Corporation New York Regional Office (NYRO) from Lower Manhattan. Our Regional Office 
has leased space at 20 Exchange Place for the past nine years. The lease expires at the end of 
January 2010. · · 

The FDIC is near completion of our competitive lease acquisition process. After 
consultation with NYRO management and employees, FDIC contracting staff defined the 
geographic area of consideration for the competition to be in close proximity ta Penn Station and 
the Grand Central Terminal to better support business operations, as well as the daily commute 
of our staff. The boundaries for the new lease competition include Midtown Manhattan and a 
portion of Midtown South. An advertisement for Expressions of Interest from landlords in this 
geographic area was published on November 13, 2008. A solicitation was issued to interested 
landlords on December 4th, and proposals were received by December 19, 2008. The 
professional staff has recently completed the evaluation of the offers and expects to recommend 
a site to the Board of Directors by the end of this month. 

In accordance with our Leasing Policy, we will award the lease.to the landlord that offers 
the best value for the FDIC. A best value decision will take into consideration the FDIC's 
mission, the costs, and the qualitative criteria listed in our solicitation. 

If you have further questions or comments, please do not hesitate to contact me at (202) 
898-6974 or Eric Spitler, Director of Legislative Affairs, at (202) 898-3837. 

Sincerely, 

Sheila C. Bair 



G) FEDERAL DEPOSIT INSURANCE CORPORATION, Washington, DC 20429 

SHEILA C. BAIR 
CHAIRMAN 

Honorable David L. Squadron 
New York State Senator 
State Capitol 
Albany, New York 12247 

Dear Senator Squadron: 

May 18, 2009 

,.-

Thank you for your letter regarding the relocation of the Federal Deposit Insurance 
Corporation New York Regional Office (NYRO) from Lower Manhattan. Our Regional Office 
has leased space at 20 Exchange Place for the past nine years. The lease expires at the end of 
January 2010. 

The FDIC is near completion of our competitive lease acquisition process. After 
consultation with NYRO management and employees, FDIC contracting staff defined the 
geographic area of consideration for the competition to be in close proximity to Penn Station and 
the Grand Central Terminal t<> better support business operations, as well as the daily commute 
of our staff. The boundaries for the new lease competition include Midtown Manhattan and a 
portion of Midtown South. An advertisement for Expressions of Interest from landlords in this 
geographic area was published on November 13, 2008. A solicitation was issued to interested 
landlords on December 4th, and proposals were received by December 19, 2008. The 
professional staff has recently completed the evaluation of the offers and expects to recommend 
a site to the Board of Directors by the end of this month. 

-~ 
In accordance with our LeasingPolicy, we wm award the lease to the landlord that offers 

the best value for the FDIC. A best value decision will take into consideration the FDIC's 
mission, the costs, and the qualitative criteria listed in our solicitation. 

If you have further questions or comments, please do not hesitate to contact me at (202) 
898-6974 or Eric Spitler, Director of Legislative Affairs, at (202)" 898-3837. 

Sincerely. 

Sheila C. Bair 



@ FEDERAL DEPOSIT INSURANCE CORPORATION, Washington, DC 20429 

SHEILA C. BAIR 
CHAIRMAN 

Honorable Jerrold Nadler 
Representative, U.S. Congress 
201 Varick Street, Suite 669 
New York, New York 10014 

Dear Congressman Nadler: 

May 18, 2009 

Thank you for your letter regarding the relocation of the Federal Deposit Insurance 
Corporation New York Regional Office (NYRO) from Lower Manhattan. Our Regional Office has 
leased space at 20 Exchange Place for the past nine years. The lease expires at the end of January 
2010. 

The FDIC is near completion of our competitive lease acquisition process. After consultation 
with NYRO management and employees, FDIC contracting staff defined the geographic area of 
consideration for the competition to be in close proximity to Penn Station and the Grand Central 
Terminal to better support business operations, as well as the daily coznrnute of our staff. The 
boundaries for the new lease competition include Midtown Manhattan and a portion of Midtown 
South. An advertisement for Expressions of Interest from landlords in this geographic area was 
published on November 13, 2008. A solicitation was issued to interested landlords on December 4th, 
and proposals were received by December 19, 2008. ~e professional staff has recently completed 
the evaluation of the offers and expects to recommend a site to the Board of Directors by the end of 
this month. · 

-~ 
In accordance with our Leasing Policy, we will award the lease to the landlctd that offers the 

best value for the FDIC. A best value decision will take into consideration the FDIC's mission, the 
costs, and the qualitative criteria listed in our solicitation. 

If you have further questions or comments, please do not hesitate to contact me at (202) 898-
6974 or Eric Spitler, Director of Legislative Affairs, at (202) 898-3837. 

Sincerely, 

Sheila C. Bair 



May6,2009 

Sheila C. Bair 
Chairman 
Federal Deposit Insurance Corporation 
5~0 Seventeenth Street, NW, ~uite 6076 
Washington, DC 20429 

Dear Chairman aair: 

We understand that as the FDIC looks for a new lease for its New York Regional Office, it is 
considering locations based on an RFP that explicitly excJuded Lower Manhattan. We urge in 
the strongest terms that no site for the FDIC regional office be selected through a process that 
excludes Lower Manhattan. 

In a troubled time, a move by the FDIC out of Lower Manhattan raises the potential for 
significant cost increases, an inappropriate burden when government at an levels must exercise 
extraordinary fiscal discipline. It would also send the wrong message about the health of our 
country's financial industry, centered in Lower Manhattan, whose recovery is vital to the future 
of New York and the nation as a whole. 

A more inclusive search would expand the universe of possible applicants, likely save money for the 
FDIC and better serve New York's, and the region's, interests. We urge the FDIC to reject the results 
ofa flawed search and issue a revised RFP with broader geographic eligibility including Lower 
Manhattan. 

Sincerely, 

 
Jerrold Nadler 
Congress Member 

Daniel Squadron 
State Senator 

Sheldon Silver 
State Assembly Speaker 
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THAD COCHRAN -

Ms. Sheila C. Bair 
Chairman 

1lnittd ~tatts ~matt 
WASHINGTON, DC 20510-2402 

May 19,2009 

Federal Deposit lnsl,lI'ance Corporation 
550 17th Street, NW 
Washington, D.C. 20429 

Dear Ms. Bair: · 

COMMITTEE ON 
APPROPRIATIONS 

JWl!llllll-

COMMITTEE ON 
AGRICUL lUIE. NummoN, 

AND FORESTRY 

COMMITTEE ON 
RULESAND 

· ADMINISTRAllON 

· Please see the enclosed corresfondence sent to me by one of my constituents, Mr. 
John Hairston. As a courtesy to me, would appreciate your consideration of his . 
invitation for you to speak at the annual-LcadershiP. Summit at Mississippi State 
University on September 29-30, 2009. - · 

\ . 

Though t&is is only the third year for this Leadership Summit, I have been 
extren,cly _proud of its rapid development and the strong local interest Last year's summit 
was especially well atten<ied with over 4,500 Mississippians turning out to listen to the 
keynote address by retired General Colin Powell. The stated goal of the summit is to 
incrcase·awarcness of the challenges that face leaders in both Mississippi and nationally, 
and the organizers have stated that this year's theme will be "Creating a New Economy." 

Mississippi State University and the people of Mississippi would be honored to· 
have you as a guest at this year's Leadership Summit. I appreciate your attention to this 
request and thank you for your service. · 

- . "' . . .. .. . 

· ... 

~ COCHRAN ' 
United States Senator · . 

.. . 
:·- • I "• • f • 

. ' . 
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May 18, 2009 

Hon. Thad Cochran, U. S. Senator 
Dirksen Senate Ollica Bldg SD 113 
Washington, DC 20510-2402 

Dear Senator Cochran: 

-Hancock 
Bank . 

·As alwaya, -we appreciate your continued service to Miaai5'fppi. J don't know what .we 
would do without you. 

You may be aware of the annual Leadership Summit co~ ~ M"ississippl state. 
The last summit was exceptionally well attended, with aver 4,500 Mississippians In 
attendance. General CoDn Powel provided the keynola addrep with many ~ 

· economists and leaders on the various panela. This year we have ~ great line-up 
of apeakera. Including James Carvftle, Mary Mata&n (co-euthors Qf Ara Fair: Love, War, 
and Running for President) and All Velshl (CNN"• Chief Business ~nt). We 
would like to have FDIC Chairman Sheila Bair speak at this year's conference. which wm 
be held in $tariM11e on September 2Q1t and· 30", 2009. Optimally, she would speak in 
the general tlmeframe of the morning of September 30~. We wlD flex to her schedule. 
lnCludJng moving the time between the days or earlyllab,. We would, of cowae, cover 
8fT'/ incidentals of lodging, transpor1allon, etc. if needed. We wguld sincerely appreciate 
~r assistance by requesting Chalnnan Balr's allendance to speak at the Summit. 

Chairman Bair was especially aupportive to the banking industry In W....ippf Jn the 
aftenna1h. of Hurrical1' Katrina. She Is also considered one of the 100 most powerful 
people In. lhe world. given her influence In the econamy during this recession. A sitting 
FDIC Chairman ha never spoken at a.Mlalssim,1 fon.im. We would be honored to have 
Iha Chakman as our guest 

Her speakk\g assignment would be exaclly ths' aame message she defivers on a roufine 
basis In Washington. I was with her and John Dugan (Comptroller of the currency) two • 
weeks ago in DC. Her message was an axpedatlon af progress with the economy, the 
status of the banking industry, how it inpads American businesses and individuals. and 
FDIClgovemmental roles In setting us an Iha rfght path. · 

Please find attached a fact-sheet describing the ~hip Summit. Should you haw 
any questions. please call Dr. Mark Keenum or myself. OUr conlact data may be found 
below. We look forward to hearing back from you soon. 

Again. we appreciate al you do for our state and Nation. 

John Hairston 

Cc: Hugh G;lmble 

--



May 27, 2009 

Honorable Sheila Bair 
Chairman 

A 

CBCPiiC 
CONGRESSIONAL BLACK CAUCUS 

227 Massachusetts Ave., NE Suite 201 
Washington, DC 20002 

202-544-6242(phone)/202-544-6243 (fax) 

Federal Deposit Insurance Corporation 
55017th Street NW 
Washington, DC 20429 

Dear. Chairman Bair: 

FD!C 

JUN - 5 2009 

OfflCE o;= THE r.!-1i1rp ... 11r, 
-1 .I ... '''•·'"1. \ 

On behalf of the Congressional BJack Caucus, the Congressional Black Caucus PAC (CBC PAC) and its 
Board of Directors, I would like to extend to you a formal invitation to present the keynote address at 
our upcoming CBC PAC Retreat. 

This will be the first annual retreat hosted by the CBC PAC and it will be held at the Millenium Hilton 
Hotel in New York City, July 10-12, 2009. The keynote address is currently scheduled to take place on 
Saturday, July 11 from 12:00 to l :00 pm. 

The goal of the retreat is to provide a forum for mem}?ers of Congress, business leaders and donors of 
the CBC PAC to discuss several of the important domestic issues facing our nation, including 
healthcare, climate change, the economy and the state of the financial services industry. Throughout the 
morning of July 11, the CBC PAC will convene panel discussions featuring members of Congress and 
business leaders who are experts on the aforementioned issues. It is our hope that your keynote address 
will provide a capstone for our discussi~ns. 

We would be pleased and honored if you would agree to speak at our inaugural retreat. We are 
expecting a strong turnout from members of the CBC. other members of Congress from the New York 
delegation, business leaders and CEOs and we believe your speech would provide wonderful insight for 
our attendees. 

I will have CBC PAC Executive Director Jessica Knight contact you within the next week to follow up 
on our invitation and provide you with additional details. At this time, please find enclosed the tentative 
sc_hcdule for our Saturday program.' 

Yours sincerely, 

Rep. Gregory W. Meeks 
CBC PAC, Chairman 

Enclosure 



A 

CBCPAC 
CONGRESSIONAL BLACK CAUCUS 

The Congressional Black Caucus PAC 
and 

CBC PAC Chairman 
Rep. Gregory W. Meeks (D-NY) 

cordially invite you to attend the 

2009 CBC PAC Retreat 
July 10-13, 2009 

Millenium Hilton 
55 Church·street 
· New York, NY 

Suggested Contribution Levels: 
Sponsor: $2,500 

Individual: $1,000 

>>>Maxed Out CBC PAC Donors Receive Complimentary Attendance<<< 

For additional Information, questions or to RSVP, please contact CBC PAC Executive 
Director, Jessica Knight at 202 .. 544-6242 or via e-mail at jknlght@cbcpac.org. 

Paid for and authorized by the Congress1onal Black Caucus Political Action Committee. 
Not authorized by any candidate or candidate committee. CBC PAC, ll7 Massachusetts Ave. NE, Suite 201, 

Washin~on, DC 20002 
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CBCPAC 
CONGRESSIONAL BLACK CAUCUS 

CBC PAC 1st Annual Retreat 
.July 10-13, 2009 

HOTEL INFORMATION: 

@. 
Hilton 

Millenium Hilton Hotel 
55 Church Street 

New York, NY 10007 

Guaranteed Group Room Rates* 
• King Deluxe - $149.00/night 

• Double - $169.00 /night 

DEADLINE EXTENDED 
* To reserve a room at the room rates listed above, your room must be booked no later 
than MONDAY, June 8, 2002 in the ConuessionaJ Black Caucus PAC room block 

Please choose one of the following options to make your reservation: 

✓ Phone: 212-693-2001 
✓ Fax: 212-571-2316 
✓Web: www.hilton.com 

Paid for and authorized b:f the Congressional Black Caucus Political Action Committee. 
Not authorized b:f any candidate or candidate committee. CBC PAC, 72.7 Massachusetts Ave. NE, Suite 201, 

Washington DC 20002 
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CBCPAC 
CONGRESSIONAL BLACK CAUCUS 

2009 CBC PAC Retreat 
Rep. Gregory Meeks (NY)-CBC PAC Chairman 
Members of the Congressional Black Caucus 

Tentative Schedule 
Friday, July 10, 2009: 

• Guest Arrival and Check-In 
• (7:00pm) Registration and Hospitality Suite for CBC PAC Retreat 

Attendees 

Saturday, July 11, 2009: 
• (8:30am-9:00am) Continental Breakfast, Registration and Check-In 
• (9:00am-9: 15.am) Program Opening and Welcome 
• (9:15am-9.:45am) Political Landscape and Overview 
• (9:45arn-10:30am) PANEL 1- Environment and Climate Change 
• (10:30arn-11:15am) PANEL 2 - Healthcare 
• (11:1Sam~12:0_0pm) PANEL 3 - Financial Services and the Economy 
• (12:00pm-1:00pm) Lunch and Keynote Address 
• (6:00pm) Happy Hour, Location TBD 

Sunday, July 1-2, 2009: 
• (8:30am) Religious Service-Optional 
• (11am-2pm) Sunday Brunch, Location TBD 

Paid for and authorized by the Consressional Black Caucus Political Action Committee. 
Not authorized by any candidate or candidate committee. CBC PAC, 227 Massachusetts Ave. NE, Suite 201, 

Washington, DC 20002 



FEDERAL DEPOSIT INSURANCE CORPORATION, Washington, DC 20429 

SHEILA C. BAIR 
CHAIRMAN 

Honorable Bill Nelson 
United States Senate 
Washington, D.C. 20510 

Dear Senator Nelson: 

May 28, 2009 

Thank you for contacting me about the serious effects of the downturn in the U.S. 
economy and housing sector on Florida's homeowners and financial institutions. We 
understand your concerns about the economy and the impact of foreclosures on American 
communities and families. I agree with you that federal financial stability programs for banks 
and homeowners are critical to recovery efforts, and that banking regulators must consider the 
constraints of the current environment as they supervise individual institutions. 

As you may be aware, the Federal Deposit Insurance Corporation has strongly 
advocated for foreclosure prevention programs during the past several years. Through a 
variety of public and private sector initiatives, the FDIC has worked to help families stay in 
their homes by encouraging lenders to engage in loan modification efforts whenever possible. 
The FDIC, in its role as receiver oflndyMac Bank, FSB, initiated a large scale loan 
modification program to help borrowers of this failed institution modify mortgage loans 
through a combination ofreduced interest rates, extended maturities, and adjustments to 
payment terms. These efforts assisted nearly 13,000 families modify their mortgage loans. A 
similar initiative was implemented as part of the Administration's Homeowners Affordability 
and Stability Plan, known as the Making Home Affordable program which seeks to bring 
relief to responsible homeowners struggling to make their mortgage payments. We anticipate 
that the Making Home Affordable program has the potential to assist three to four million at­
risk homeowners avoid unnecessary foreclosure. The FDIC continues to encourage banks to 
work with borrowers during this difficult time to seek mutually advantageous solutions for 
homeowners and lenders. 

With regard to your concerns about the Troubled Asset Relief Program, the FDIC, as 
primary federal supervisor for state non-member institutions, processes applications for the 
Troubled Asset Relief Program's Capital Purchase Program (CPP). After analyzing the 
application, the institution's financial condition, and other supervisory information, we make 
a recommendation to the U.S. Department of the Treasury (Treasury) which ultimately 
determines if an institution may participate. The FDIC has received 87 CPP applications 
from Florida banking institutions. A total of 19 Florida institutions that applied to the FDIC 
have been awarded CPP subscriptions from Treasury as of May 12, 2009, while 60 applicants 
have withdrawn from the process. Our Atlanta Regional Office strives to be responsive to 



bankers' questions about their CPP applications and has provided updates for a significant 
number of inquiries since the Program's inception. 

Finally, I share your concern that regulators should provide clear guidance to banks 
encouraging them to make credit available to creditworthy borrowers. As federal supervisor 
for more than 5,000 institutions, most of which are community banks, the FDIC uniquely 
understands the vital role of bank lending on Main Street. The banks we supervise are often 
the lifeblood of credit in their communities, and these institutions have a tradition of working 
with local customers when times get tough. The FDIC and our counterparts at the other 
federal banking agencies have been concerned about the availability of credit because of the 
rapid and prolonged economic slowdown. Through published guidance and in discussions 
with the industry, we continue to encourage banks to extend credit. On November 12, 2008, 
the federal banking agencies issued the Jnteragency Statement on Meeting the Needs of 
Creditworthy Borrowers ( copy enclosed) that urges depository institutions to continue 
making loans to creditworthy borrowers. The FDIC recognizes the importance of financial 
institutions to the economy, and our supervisory practices reflect those priorities. 

Thank you again for sharing your concerns with me. If you have further questions or 
comments, please do not hesitate to contact me at (202) 898-6974 or Eric Spitler, Director of 
Legislative Affairs, at (202) 898-383 7. 

Sincerely, 

Sheila C. Bair 



FDII 
Federal Deposit Insurance Corporation 
550 17th Street NW, Washington, D.C. 20429-9990 

Financial Institution Letter 
FIL-128-2008 

November 12, 2008 

INTERAGENCY STATEMENT ON MEETING THE NEEDS OF 
CREDITWORTHY BORROWERS 

Summary: The FDIC joined the other federal banking agencies in issuing the attached "lnteragency 
Statement on Meeting the Needs of Creditworthy Borrowers" on November 12, 2008. 

Distribution: 
FDIC-Supervised Institutions 

Suggested Routing: 
Chief Executive Officer 
Senior Credit Officer 

Attachment: 
"lnteragency Statement on Meeting the 
Needs of Creditworthy Borrowers" 

Contact: 
Institution's contact person (Case Manager 
or Field Supervisor) at applicable FDIC 
Regional Office, or Associate Director 
Steven D. Fritts in Washington at 202-898-
3723 and sfrills@fdic.gov 

Note: 
FDIC financial institution letters (Fils) may 
be accessed from the FDIC's Web site at 
www.ldic.gov/news/news/fin11ncial/2008/in 
dex.html. 

To receive Fils electronically, please visit 
htlp:/fwww. fdic .qov/aboutlsubscriptlons/fil. 
html. 

Paper copies of FDIC financial institution 
letters may be obtained through the 
FDIC's Public Information Center, 3501 
Fairfax Drive, E-1002, Arlington, VA 
22226. 

Highlights: 

Several federal programs have recently been instituted to promote 
financial stability and mitigate the effects of current market conditions on 
insured depository institutions. These efforts are designed to improve the 
functioning of credit markets and strengthen capital in our financial 
system to improve banks' capacity to engage in prudent lending during 
these times of economic distress. 

The agencies expect all banking organizations to fulfill their fundamental 
role in the economy as intermediaries of credit to businesses, consumers, 
and other creditworthy borrowers. Lending to creditworthy borrowers 
provides sustainable returns for the organization and is constructive for 
the economy as a whole. 

The agencies urge all lenders and servicers to adopt systematic, 
proactive, and streamlined mortgage loan modification protocols and to 
review troubled loans using these protocols. Lenders and servicers 
should first determine whether a loan modification would enhance the net 
present value of the loan before proceeding to foreclosure, and they 
should ensure that loans currently in foreclosure have been subject to 
such analysis. 

In implementing this Statement, the FDIC encourages institutions it 
supervises to: 

• lend prudently and responsibly to creditworthy borrowers; 
• work with borrowers to preserve homeownership and avoid 

preventable foreclosures; 
• adjust dividend policies to preserve capital and lending capacity; 

and 
• employ compensation structures that encourage prudent lending. 

State nonmember institutions' adherence to these expectations will be 
reflected in examination ratings the FDIC assigns for purposes of 
assessing safety and soundness, their compliance with laws and 
regulations, and their performance in meeting the requirements of the 
Community Reinvestment Act (CRA). 



Joint Release 
Board of Governors of the Federal Reserve System 

Federal Deposit Insurance Corporation 
Office of the Comptroller of the Currency 

Office of Thrift Supervision 

EMBARGOED for release at 10 a.m. EST November 12, 2008 

Interagency Statement on Meeting the Needs of Creditworthy Borrowers 

The Department of the Treasury, the Federal Deposit Insurance Corporation, and 
the Federal Reserve have recently put into place several programs designed to promote 
financial stability and to mitigate procyclical effects of the current market conditions. 
These programs make new capital widely available to U.S. financial institutions, broaden 
and increase the guarantees on bank deposit accounts and certain liabilities, and provide 
backup liquidity to U.S. banking organizations. These efforts are designed to strengthen 
the capital foundation of our financial system and improve the overall functioning of 
credit markets. 

The ongoing financial and economic stress has highlighted the crucial role that 
prudent bank lending practices play in promoting the nation's economic welfare. The 
recent policy actions are designed to help support responsible lending activities of 
banking organizations, enhance their ability to fund such lending, and enable banking 

. organizations to better meet the credit needs of households and business. At this critical 
time, it is imperative that all banking organizations and their regulators work together to 
ensure that the needs of creditworthy borrowers are met. As discussed below, to support 
this objective, consistent with safety and soundness principles and existing supervisory 
standards, each individual banking organization needs to ensure the adequacy of its 
capital base, engage in appropriate loss mitigation strategies and foreclosure prevention, 
and reassess the incentive implications of its compensation policies. 

Lending to creditworthy borrowers 
The agencies expect all banking organizations to fulfill their fundamental role in 

the economy as intermediaries of credit to businesses, consumers, and other creditworthy 
borrowers. Moreover, as a result of problems in financial markets, the economy will 
likely become increasingly reliant on banking organizations to provide credit formerly 
provided or facilitated by purchasers of securities. Lending to creditworthy borrowers 
provides sustainable returns for the lending organization and is constructive for the 
economy as a whole. 

It is essential that banking organizations provide credit in a manner consistent 
with prudent lending practices and continue to ensure that they consider new lending 
opportunities on the basis of realistic asset 

(more) 
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Given escalating mortgage foreclosures, the agencies urge all lenders and servicers to 
adopt systematic, proactive, and streamlined mortgage loan modification protocols and to 
review troubled loans using these protocols. Lenders and servicers should first determine 
whether a loan modification would enhance the net present value of the loan before 
proceeding to foreclosure, and they should ensure that loans currently in foreclosure have 
been subject to such analysis. Such practices are not only consistent with sound risk 
management but are also in the long-term interests of lenders and servicers, as well as 
borrowers. 

Systematic efforts to address delinquent mortgages should seek to achieve 
modifications that result in mortgages that borrowers will be able to sustain over the 
remaining maturity of their loan. Supervisors will fully support banking organizations as 
they work to implement effective and sound loan modification programs. Banking 
organizations that experience challenges in implementing loss mitigation efforts on their 
mortgage portfolios or in making new loans to borrowers should work with their primary 
supervisors to address specific situations. 

Structuring compensation 
Poorly-designed management compensation policies can create perverse 

incentives that can ultimately jeopardize the health of the banking organization. 
Management compensation policies should be aligned with the long-tenn prudential 
interests of the institution, should provide appropriate incentives for safe and sound 
behavior, and should structure compensation to prevent short-term payments for 
transactions with long-term horizons. Management compensation practices should 
balance the ongoing earnings capacity and financial resources of the banking 
organization, such as capital levels and reserves, with the need to retain and provide 
proper incentives for strong management. Further, it is important for banking 
organizations to have independent risk management and control functions. 

The agencies expect banking organizations to regularly review their management 
compensation policies to ensure they are consistent with the longer-run objectives of the 
organization and sound lending and risk management practices. 

The agencies will continue to take steps to promote programs that foster financial 
stability and mitigate procyclical effects of the current market conditions. However, 
regardless of their participation in particular programs, all banking organizations are 
expected to adhere to the principles in this statement. We will work with banking 
organizations to facilitate their active participation in those programs, consistent with safe 
and sound banking practices, and thus to support their central role in providing credit to 
support the health of the U.S. economy. FDIC-115-2007 

Media Contacts: 
FDIC Andrew Gray (202) 898-6993 
Fed Dave Skidmore (202) 452-2955 

OTS Bill Ruberry (202) 906-6677 
OCC Bob Garsson (202) 874-5770 
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Timothy F. Geithner 
Secretary 
United States Treasury 
1500 Pennsylvania A venue. N. W. 
Washington, D.C. 20220 

Shaun Donovan 
Secretary 
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April 24, 2009 

United States Department of Housing and Urban Development 
451 7th Street S. W. 
Washington, D.C. 20410 

Sheila C. Bair 
Chairman 
Federal Deposit Insurance Corporation 
550 17th St., N.W. 
Washington, D.C. 20429 

Dear Secretary Geithner, Secretary Donovan and Chairman Bair: 

lAo1~ 73l/ 

I write today to draw your attention to some of the grave concerns that my constituents are 
facing and to ask your assistance in addressing these problems. For the last several months, 
Florida has had one of the hig~est foreclosure rates in the country. As a consequence, most 
Florida banks have troubled assets on their books. It is against this backdrop that I provide 
below a description of the concerns regarding the implementation of the banking and housing 
programs that I am hearing from my individual and business constituents in the state of Florida: 

1) The Making Home Affordable Refinancing plan does not help most of the 
homeowners in Florida. Housing values in Florida have fallen thirty to forty 
percent (30-40%) from just one year ago. Therefore, even if there was a first 
mortgage that was originally financed a 50% loan-to-value ratio, and the 
homeowner took a home equity loan for 20-30% of the value the homeowner now 
has a mortgage that is either underwater or is 100% of the current value. If the 



homeowner's first mortgage had a 70-80% loan-to-value ratio the homeowner is 
ineligible for the refinancing program because of the loss in home values. 

2) Florida banks are not receiving TARP Even though Florida is the fourth largest 

state in the country and has a tremendous need for TARP funding, only eighteen 

(18) of the five hundred thirty-two (532) banks that have been approved so far for 

TARP funds are Florida banks. In addition, those banks that do submit TARP 

applications are concerned that they do not receive regular communication from 
Treasury or the relevant regulatory authority regarding the status of their 
applications. 

3) Bank regulators in the field are ~mphasizing capitalization which discourages 
banks from lending to smaJl businesses and to consumers. Given the current credit 
crisis, this focus by regulators in the field incentivizes banks to increase 
capitalization levels by minimizing the liabilities on their balance sheet and not 
lending, in contradiction to the direction that we in Washington are providing. 

Smaller banks are also bearing the brunt of larger bank failures by having to pay 

larger fees and premiums to the FDIC, and not being encouraged to lend. 

We should make every effort to avoid mixed messages which hurt the banks, the small 

businesses, and the individuals and families that we are trying to help. Because of the acute real 
estate challenges that we face in Florida, many Florida banks will need both the time and the 

opportunity to re-build their capitalization levels without discouraging lending. Likewise, many 
homeowners will need time to see their home values improve. The real estate crisis that we face 

in Florida should not preclude eligibility for much needed TARP funds nor should it preclude 
homeowners from obtaining much needed relief by being able to refinance their homes. 

Thank you for your attention to this matter. I look forward to your response to these 
concerns. If you, or your staff, have any::questions, please contact Stephanie Mickle in my office 

at (202) 224-1554. 



8 FEDERAL DEPOSIT INSURANCE CORPORATION, Washington, DC 20429 

SHEILA C. BAIR 
CHAIRMAN 

Honorable Christopher J. Dodd 
Chairman 
Committee on Banking, Housing, and 
Urban Affairs 

United States Senate 
Washington, D.C. 20510 

Dear Mr. Chainnan: 

May29,2009 

Thank you for the opportunity to respond to questions submitted by Senator Crapo, 
Senator Kohl, Senator Hutchison, Senator Reed, and Senator Shelby subsequent to my testimony 
at the hearing on ''Modernizing Bank Supe_rvision and Regulation" before the Senate Banking 
Committee on March 19, 2009. · 

Endosed are my responses for the hearing record. If you have further questions or 
comments, please do not hesitate to contact me at (202) 898-6974 or Eric Spitler, Director of 
Legislative Affairs, at (202) 898-3837. 

Sincerely, 

Sheila C. Bair 

Enclosure 



Response to questions from the Honorable Mike Crapo 
by Sheila C. Bair, Chairman, · 

Federal Deposit Insurance Corporation 

Ql: The convergence of financial services providers and financial products has increased .. 
over the past decade. Financial products and companies may have insurance, banking, 
securities, and futures components. One example of this convergence Is AIG. Is the 
creation of a systemic risk regulator the best method to fill In the gaps and weaknesses that 
AIG bas exposed, or does Congress need to reevaluate the weaknesses of federal and state 
functional regulation for large, interconnected, and large firms like AIG? 

Al: The activities that caused distress for AIG were primarily those related to its credit default 
swap (CDS) and securities lending businesses. The issue oflack ofregulation of the credit 
derivatives market had been debated extensively in policy circles since the late 1990s. The 
recommendations contained in the 1999 study by the President's Working Group on Financial 
Markets, "Over-the-Counter Derivatives Markets and the Commodity Exchange Act," were 
largely adopted in the Commodity Futures Mo~emization Act of 2000, where credit derivatives 
contracts were exempted from CFTC and SEC regulations other than those related to SEC 
antifraud provisions. As a consequence of the exclusions and environment created by these 
legislative changes, there were no major coordinated U.S. regulatory efforts undertaken to 
monitor CDS trading and exposure concentrations outside of the safety and soundness 
monitoring that was undertaken on an intuitional level by the primary or holding company 
supervisory authorities. 

AJG chartered AIG Federal Savings Bank in 1999, an OTS supervised institution. In order to 
meet European Union (EU) Directives that require all financial institutions operating in the EU 
to be subject to consolidated supervision, the OTS became AIG's consolidated supervisor and 
was recognized as such by the Bank of France on February 23, 2007 (the Banlc <>fFrance is the 
EU supervisor with oversight responsibrlity for AIG's EU operations). In its capacity as 
consolidated supervisor of AIG, the OTS had the authority and responsibility to evaluate AIG's 
CDS and securities lending businesses. Even though the OTS had supervisory responsibility for 
AIG's consolidated operations, the OTS was not organized or staffed in a manner that provided 
the resources necessary to evaluate the risks underwritten by AIG. 

The supervision of AIG demonstrates th.at reliance solely on the supervision of these institutions 
is not enough. We also need a "fail-safe" system where if any one large institution fails, the 
system carries on without breaking down. Financial firms that pose systemic risks should be 
subject to regulatory and economic incentives that require these institutions to hold larger capital 
and liquidity buffers to mirror the heightened risk they pose to the financial system. In addition, 
restrictions on leverage and the imposition of risk-based premiums on institutions and their 
activities would act as disincentives to growth and complexity that raise systemic concerns. 



In addition to establishing disincentives to unchecked growth and increased complexity of 
institutions, two additional fundamental approaches could reduce the likelihood that an 
institution will be too big to fail. One action is to create or designate a supervisory framework 
for regulating systemic risk. Another critical aspect to ending too big to fail is to establish a 
comprehensive resolution authority for systemically significant financial companies that makes 
the failure of any systemicaUy•important institution both credible and feasible. 

Q2: Recently there have been several proposals to consider for financial services 
conglomerates. One approach would be to move away from functional regulation to some 
type of single consolidated regulator like the Financial Services Authority model. Another 
approach is to follow the Group of 30 Report which attempts to modernize functional 
regulation and limit activities to address gaps and weaknesses. An In-between approach 
would be to move to an objectives-based regulation system suggested in the Treasury 
_Blueprint What are some of the pluses and minuses of these three approaches? 

A2: Financial firms that pose systemic risks should be subject to regulatory and economic 
incentives that require these institutions to hold larger capital and liquidity buffers to mirror the 
heightened risk they pose to the financial system. In addition, the supervisory structure should 
include both the direct supervision of systemically significant financial finns and the oversight of 
developing risks that may pose risks to the overall U.S. financial system. Effective institution­
specific supervision is needed by functional regulators focused on safety and soundness as well 
as consumer protection. Finally, there should be a legal mechanism for quick and orderly 
resolution of these institutions similar to what we use for FDIC insured banks. 

Whatever the approach to regulation and supervision, any system must be designed to facilitate 
coordination and communication among supervisory agencies and the relevant safety-net 
participants. 

In response to your question: 

Single Consolidated Regulator. This approach regulates and supervises a total financial 
organization. It designates a single supervisor to examine all of an organization's operations. 
Ideally, it must appreciate how the integrated organization works and bring a unified regulatory 
focus to the financial organization. The supervisor can evaluate risk across product lines and 
assess the adequacy of capital and operational systems that support the organization as a whole. 
Integrated supervisory and enforcement actions can be taken, which will allow supervisors to 
address problems affecting several different product lines. If there is a single consolidated 
regulator, the potential for overlap and duplication of supervision and regulation is reduced with 
fewer burdens for the organization and less opportunity for regulatory arbitrage. By centralizing 
supervisory authority over all subsidiaries and affiliates that comprise a financial organization, 
the single consolidated regulator model should increase regulatory and supervisory efficiency 
(for example through economies of scale) and accountability. 



With regard to disadvantages, a financial system characterized by a handful of giant institutions 
with global reach and a single regulator is making a huge bet that those few banks and their 
regulator over a long period of time will always make the right decisions at the right time. 
Another disadvantage is the potential for an unwieldy structure and a very cumbersome and 
bureaucratic organization. It may work best in financial systems with few financial 
organizations. Especially in larger systems, it may create the risk of a single point of regulatory 
failure. 

The U.S. has consolidated supervision, but individual components of financial conglomerates are 
supervised by more than one supervisor. For example, the Federal Reserve functions as the 
consolidated supervisor for bank holding companies, but in most cases it does not supervise the 
activities of the primary depository institutions. Similarly, the Securities and Exchange was the 
consolidated supervisor for many internationally active investment banking groups, but these 
institutions often included depository institutions that were regulated by a banking supervisor: 

Functional Regulation. Functional regulation and supervision applies a common set of rules to a 
line of business or product irrespective of the type of institution involved. It is designed to level 
the playing field among financial firms by eliminating the problem of having different regulators 
govern equivalent products and services. It may, however, artificially divide a firm's operations 
into departments by type of financial activity or product. By separating the regulation of the 
products and services and assigning different regulators to supervise them, absent a consolidated 
supervisor, no functional supervisor has an overall picture of the firm's operations and how those 
operations may affect the safety and soundness of the individual pieces. To be successful, this 
approach requires close coordination among the relevant supervisors. Even then, it is unclear 
how these alternative functional supervisors can be organized to efficiently focus on the overall 
safety and soundness of the enterprise'. 

Functional regulation may be the most effective means of supervising highly sophisticated and 
emerging aspects of finance that are best reviewed by teams of examiners. specializing in such 
technical areas 

Obiectives-based Regulation. This approach attempts to gamer the benefits of the single 
consolidated regulator approach, but with a realization that the efficacy of safety-and-soundness 
regulation ~d supervision may benefit if it is separated from consumer prot!==ction supervision 
and regulation. This regulatory model maintains a system of multiple supervisors, each 
specializing in the regulation of a particular objective-typically safety and soundness and 
consumer protection (there can be other objectives as well). The model is designed to bring 
unifonn regulation to firms engaged in the same activities by regulating the entire entity. 
Arguments have been put forth that this model may be more adaptable to innovation and 
technological advance than functional regulation because it does not focus on a particular 
product or service. It also may not be as unwieldy as the consolidated regulator model in large 
financial systems. It may, however, produce a certain amount of duplication and overlap or 
could lead to regulatory voids since multiple regulators arc involved. 



Another approach to organize a system-wide regulatory monitoring effort is through the creation 
of a systemic risk council (SRC) to address issues that pose risks to the broader financial system. 
Based on the key roles that they currently play in determining and addressing systemic risk, 
positions on this council should be held by the U.S. Treasury, the FDIC, the Federal Reserve 
Board, and the Securities and Exchange Commission. It may be appropriate to add other 
prudential supi:rvisors as well. 

The SRC would be responsible for identifying institutions, practices, and markets that create 
potential systemic risks, implementing actions to address those risks, ensuring effective 
information flow, completing analyses and making recommendations on potential systemic risks, 
setting capital and other standards, and ensuring that the key supervisors with responsibility for 
direct supervision apply those standards. The standards would be designed to provide incentives 
to reduce or eliminate potential systemic risks created by the size or complexity of individual 
entities, concentrations of risk or market practices, and other interconnections between entities 
and markets. 

The SRC could take a more macro perspective and have the authority to overrule or force actions 
on behalf of other regulatory entities. In order to monitor risk in the financial system, the SRC 
also should have the authority to demand better information from systemically important entities 
and to ensure that information is shared more readily. 

The creation of comprehensive systemic risk regulatory regime will not be a panacea. 
Regulation can only accomplish so much. Once the government formally establishes a systemic 
risk regulatory regime, market participants may assume that the likelihood of systemic events 
will be diminished. Market particip;mts may incorrectly discount the possibility of sector-wide 
disturbances and avoid expending private resources to safeguard their capital positions. They 
also may arrive at distorted valuations in part because they assume ( correctly or incorrectly) that 
the regulatory regime will reduce the probability of sector-wide losses or other extreme events. 

To truly address the risks posed by systemically important institutions, it will be necessary to 
utilize mechanisms that once again impose market discipline on these institutions and their 
activities. For this reason, improvements in the supervision of systemically important entities 
must be coupled with disincentives for growth and complexity, as well as a credible and efficient 
structure that permits the resolutions of these entities if they fail while protecting taxpayers from 
exposure. 

QJ: If there are institutions that are too big to fail, how do we identify that? How do we 
define the circumstance where a single company is so systemically significant to the rest of 
our financial circumstances and our economy that we must not allow it to fail? 

AJ: At present, the federal banking regulatory agencies likely have the best information 
regarding which large, complex, financial organizations (LCFO) would be .. systemically 
significant" institutions if they were in danger of failing. Whether an institution is systemically 
important, however, would depend on a number of factors, including economic conditions. For 



example, if markets are functioning normally, a large institution could fail without systemic 
repercussions. Alternatively, in times of severe financial sector distress, much smaller 
institutions might well be judged to be systemic. Ultimately, identification of what is systemic 
will have·to_be decided within the structure created for systemic risk regulation. 

Even if we could identify the .. too big to fail" (TBTF) institutions, it is unclear that it would be 
prudent to publicly identify the institutions or fully disclose the characteristics that identify an ,. 
institution as systemic. Designating a specific firm as TBTF would have a number of 
undesirable consequences: market discipline would be fully suppressed and the firm would have 
a competitive advantage in raising capital and funds. Absent some form of regulatory cost 
associated with systemic status, the advantages conveyed by such status create incentives for 
other firms to seek TBTF status-a result that would be counterproductive. 

Identifying TBTF institutions, therefore, must be accompanied by legislative and regulatory 
initiatives that are designed to force TBTF firms to internalize the costs of government safety-net 
benefits and other potential costs to society. TBTF firms should face additional capital charges 
based on both size and complexity, higher deposit insurance related premiums or systemic risk 
surcharges, and be subject to tighter Prompt Corrective Action (PCA) limits under U.S. laws. 

Q4: We need to have a better idea of what this notion of too big to fail is - what it means 
in different aspects of our .industry and what our proper response to it should be. How 
should the federal government approach large, multinational and systemically significant 
companies? 

A4: "Too-Big-to-Fail'' implies that an organization is of such importance to the financial system 
that its failure will impose widespread costs on the economy and the financial system either by 
causing the failure of other linked financial institutions or by seriously disrupting intermediation 
in banking and financial markets. In such cases,_the failure of the organization has potential 
spillover effects that could lead to widespread depositor runs, impair public confidence in the 
broader financial system, or cause seriaus disruptions in domestic and international payment and 
settlement systems that would in tum have negative and long lasting implications for economic 
growth. 

Although TBTF is generally associated with the absolute size of an organization, it is not just a 
function of size, but also of the complexity of the organization and its position in national and 
international markets (market share). Systemic risk may also arise when organizations pose a 
significant amount of counterparty risk (for example, through derivative market exposures of 
direct guarantees) or wh_en there is risk of important contagion effects when the failure of one 
institution is interpreted as a negative signal to the market about the condition of many other 
institutions. 

As described above, a financial system characterized by a handful of giant institutions with 
global reach and a single regulator is making a huge bet that those few banks and their regulator 



over a long period of time will always make the right decisions at the right time. There are three 
key elements to addressing the problem of too big to fail. 

First, financial finns that pose systemic risks should be subject to regulatory and economic 
incentives that require these institutions to hold larger capital and liquidity buffers to mirror the 
heightened risk they pose to the financial system. In addition, restrictions on leverage and the 
imposition of risk-based assessments on institutions and their activities would act as 
disincentives to the types of growth and complexity that raise systemic concerns. 

The second important element in addressing too big to fail is an enhanced structure for the 
supervision of systemically important institutions. This structure should include both the direct 
supervision of systemically significant financial firms and the oversight of developing risks that 
may pose risks to the overall U.S. financial system. Centralizing the responsibility for 
supervising these institutions in a single systemic risk regulator would bring clarity and 
accountability to the efforts needed to identify and mitigate the buildup of risk at individual 
institutions. In addition, a systemic risk council could be created to address issues that pose risks 
to the broader financial system by identifying cross-cutting practices, and products that create 
potential ~ystemic risks. 

The third element to address systemic risk is the establishment of a legal mechanism for quick 
and orderly resolution of these institutions similar to what we use for FDIC insured banks: The 
purpose of the resolution authority should not be to prop up a failed entity indefinitely or to 

· insµre all liabilities, but to pennit a timely and orderly resolution and the absorption of assets by 
the private sector as quickly as possible. Done correctly, the effect of the resolution authority 
will be to increase market discipline and protect taxpayers. 

QS: What does "fail" mean? In the context of AIG, we are talking about whether we 
should have allowed an orderly Chapter 11 bankruptcy proceeding to proceed. Is that 
failure? 

AS: A firm fails when it becomes insolvent; the value of its assets is less than the value of its 
liabilities or when Its regulatory capital falls below required regulatory minimum values. 
Alternativeiy, a firm can fail when it has insufficient liquidity to meet its payment obligations 
which may include required payments on liabilities or required transfers of cash-equivalent 
instruments tci meet collateral obligations. 

According to the above definition, AIG's initial liquidity crisis qualifies it as a failure. AIG's 
need for cash arose as a result of increases in required collateral obligations triggered by a ratings 
downgrade, increases in the market value of the CDS protection AIG sold, and by mass 
redemptions by counterparties in securities lending agreements where borrowers returned 
securities and demand their cash collateral. At the same time, AIG was unable to raise capital or 
renew commercial paper financing to meet increased need for cash. 



Subsequent events suggest that AIG's problems extended beyond a liquidity crisis to insolvency. 
Large losses AIG has experienced depleted much of its capital. For instance, AJG reported a net 
loss in the fourth quarter 2008 of $61.7 billion bringing its net loss for the full year (2008) to 
$99.3 billion. Without government support, which is in excess of $180 billion, AIG would be 
insolvent and a bankruptcy filing would have been unavoidable. 



Response to questions from the Honorable Herb Kohl 
by Slleila C. Bair, Chairman, 

Federal Deposit Insurance Corporation 

Ql: Two approaches to systemic risk seem to be identified, (1) monitoring institutions and 
taking steps to reduce the size/activities of institutions that approach a "too large to fail" or 
"too systemically important to fail" or (2) impose an additional regulator and additional 
rules and market discipline on Institutions that are considered systemically important. 

Qa. Which approach do you endorse? 

Qb. If you support approach (1) how you would limit institution size and bo)V would you 
identify new areas creating systemic importance. 

Qc. If you support approach (2) how would you identify systemically important 
institutions and what new regulations and market discipline would you recommend? 

Al: There are three key elements to addressing the problem of systemic risk and too big to fail. 

First, financial firms that pose systemic risks should be subject ta regulatory and economic 
incentives that require these institutions to hold larger capital and liquidity buffers to mirror the 
heightened risk they pose to the financial system. In addition, restrictions on leverage and the 
imposition of risk-based assessments on institutions and their activities woul<i act as 
disincentives to the types of growth and complexity that raise systemic concerns. 

The second important element in addressing too big to fail is an enhanced structure for the 
supervision of systemically important institutions. This structure should include both the direct 
supervision of systemically significant financial firms and the oversight of developing risks that 
may pose risks to the overall U.S. financial system. Centralizing the responsibility for 
sup·crrvising these institutions in a single systemic risk regulator would bring clarity and 
accountability to the efforts needed to identify and mitigate the buildup of risk at individual 
institutions. In addition, a systemic risk council could be created to address issues that pose risks 
to the broader financial system by identifying cross-cutting practices, and products that create 
potential systemic risks. Based on the key roles that they currently play in detennining and 
addressing systemic risk, positions on this council should be held by the U.S. Treasury, the 
FDIC, the Federal Reserve Board, and the Securities and Exchange Commission. It may be 
appropriate to add other prudential supervisors as well. 

The creation of comprehensive systemic tjsk regulatory regime will not be a panacea. 
Regulation can only accomplish so much. Once the government formally establishes a systemic 
risk regulatory regime, market participants may assume that the likeliho(?d of systemic events 
will be diminished. Market participants may incorrectly discount the possibility of sector-wide 
disturbances and avoid expending private resources to safeguard their capital positions. They 



also may arrive at distorted valuations in part because they assume (correctly or incorrectly) that 
the regulatory regime will reduce the probability of sector-wide losses or other extreme events. 

To truly address the risks posed by systemically important institutions, it will be necessary to 
utilize mechanisms that once again impose market discipline on these institutions and their 
activities. This leads to the third element to address systemic risk - the establishment of a legal 
mechanism for quick and orderly resolution of these institutions similar to what we use for FDIC 
insured banks. The purpose of the resolution authority should not be to prop up a failed entity 
indefinitely or to insure all liabilities, but to permit a timely and orderly resolution and the 
absorption of assets by the private sector as quickly as possible. Done correctly, the effect of the· 
resolution authority will be to increase mark~t discipline and protect taxpayers. 

Q2: Please identify all regulatory or legal barrien to the comprehensive sharing of 
information among regulators including insurance regulators, banking regulators, and 
investment banking regulators. Please share the steps that you are taking to improve the 
flow of com~unication among regulators within the current legislative environment. 

Al: Through the Federal Financial Institutions Examination Council (FFIEC), the federal and 
state bank regulatory agencies have adopted a number of information-sharing protocols and joint 
operational work streams to promote consistent infonnation flow and reasonable access to 
supervisory activities among the agencies. The FFIEC's coordination efforts and joint 
examination process (when necessary) is an efficient means to conduct joint federal and state 
supervision efforts at banking organizations with multiple lin~s of business. The FFIEC initiates 
projects regularly to enhance our supervision processes, examination policies and procedures, 
examiner training, and outreach to the industry. 

The FFIEC collaboration process for bank supervision works well. However, for the larger and 
more complex institutions, the layering of insurance and securities/capital markets units on a 
traditional banking organization increases the complexity of the overall federal supervisory 
process. This complexity is most pronounced within the small universe of systemically 
important institutions which represent a concentration of risk to the FDIC's Deposit Insurance 
Fund. The banking regulators generally do not have jurisdiction over securities and insurance 
activities which are vested in the U.S. Securities and Exchange Commission (SEC) and the U.S. 
Commodity Futures Trading Commission (CFTC) for securities activities, and state insurance 
regulators for insurance operations. 

In some cases, large banking organizations have significant involvement in securities and capital 
markets-related activities supervised by the SEC. The FFIEC agencies do have information­
sharing protocols with the securities regulators and rely significantly on the SEC's examination 
findings when evaluating a company's overall financial condition. In fact, the FDIC has signed 
information-sharing agreements with the SEC as well as the state se~urities and insurance 
.commissioners. Prospectively, it may be appropriate to integrate the securities regulators, 
activities more closely with the FFIEC's processes to enhance information sharing and joint 
supervisory analyses. 



Finally, as mentioned in the previous question, an additional way to improve infonnation sharing 
would be through the creation of a systemic risk council (SRC) to address issues that pose risks 
to the broader financial system. The SRC would be responsible for identifying institutions, 
practices, and markets that create potential systemic risks, implementing actions to address those 
risks, ensuring effective infonnation flow, completing analyses and making recommendations on 
potential systemic risks, setting capital and other standards and ensuring that the key supervisors 
with responsibility for direct supervision apply those standards. In order to monitor risk in the _ 
financial system, the SRC also should have the authority to demand better information from 
systemically important entities and to ensure that information is shared among regulators more 
readily. 

Q3: If Congress charged the FDIC with the responsibility for the "special resolution 
regime" that you discuss in your written testimQny, what additional regulatory authorities 
would you need and what additional resources would you need to be successful? Can you 
describe th~ difference in treatment for the shareholden of Bear Stems under the current 
situation verses the situation if the "special resolution regime" was already in place? 

AJ: Additional Regulatory Authorities 

Resolution authority for both (1) systemically significant financial companies and (2) non­
systemically significant depository institution holding companies, including: 

• Powers and authorities similar to those provided in the Federal Deposit Insurance Act for 
resolving failed insured depository institutions; 

• funding mechanisms, including potential borrowing from and repayment to the Treasury; 
• separation from bankruptcy proceedings for all holding company affiliates, including those 

directly controlling the IDI, when necessary to address the interdependent enterprise carried 
out by the insured depository institution and the remainder of the organization; and 

• powers and authorities similar. to thgse provided in the Federal Deposit Insurance Act for 
assistance to open entities in the case of systemically important entities, conservatorships, 
bridge institutions, and receiverships. 

Additional Resources 

The FDIC seeks to rely on in-house expertise to the extent possible. Thus, for example, the 
FDIC's staff has experts in capital markets, including securitizations. When pertinent expertise 
is not readily available in-house, the FDIC contracts out to complement its resources. If the 
FDIC identifies a longer-term need for such expertise, it will bring the necessary expertise in­
house. 

Difference in the Treatment for the Shareholders of Bear Stems 

With the variety ofliquidation options now proposed, the FDIC would have had a number of 
tools at its disposal that would have enhanced its ability to effect an orderly resolution of Bear 



Stearns. In particular, the appointment of the FDIC as receiver would have essentially 
terminated the rights of the shareholders. Any recovery on their equity interests would be 
limited to whatever net proceeds of asset liquidations remained. after the payment in full of all 
creditors. This prioritization of recovery can assist to establish .greater market discipline. 

Q4: Your testimony recommends that "any new plan ensure that consumer protection 
activities are aligned with other bank supervisory Information, resources, and expertise, 
and that enforcement of consumer protection rules be left to bank regulators." 

Can you please explain bow the agency currently takes into account consumer complablts 
and bow the agency reflects those complaints when investigating the safety and soundness 
of an institution? Do you feel that the FDIC has adequate information sharing between the 
consumer protection examiners and safety and soundness examiners? If not, what are your 
suggestions to increase the flow of information between the different types of examiners? 

A4: Consumer complaints can indicate potential safety-and-soundness or consumer protection 
issues. Close cooperation among FDIC Consumer Affairs, compliance examination, and safety­
and-soundness examination staff in the Field Office, Regional Office, and Washington Office is 
essential to addressing issues raised by consumer complaints and determining the appropriate 
course of action. 

Consumer complaints are received by the FDIC and financial institutions. Complaints against 
non FDIC-supervised institutions are forwarded to the appropriate primary regulator. The 
FDJC's Consumer Affairs staff receives the complaints directed to the FDIC and responds to and 
maintains files on these complaints. Consumer Affairs may request that examiners assist with a 
complaint investigation if an on-site review at a financial institution is deemed necessary. 

Consumer complaints received by the FDIC, as well as the complaints received by a financial 
institution (or by third party service providers), are reviewed by compliance examiners during 
the pre-examination planning phase ofi compliance examination. In addition, information 
obtained from the financial institution pertaining to consumer-related litigation, investigations by 
other government entities, and any institution management reports on the type, frequency, and 
distribution of consumer complaints are also reviewed. Compliance examiners consider this 
information, along with other types of information about the institution's operations, when 
establishing the scope of a compliance examination, including issues to be investigated and 
regulatory areas to be assessed during the examination. During the on-site compliance 
examination, examiners review the institution's complaint response processes as part of a 
comprehensive evaluation of the institution's compliance management system. 

During risk management examinations, examiners will review information about consumer 
complaints and determine the potential for safety-and-soundness concerns. This, along with 
other types of information about the institution's operations, is used to determine the scope of a 
safety-and-soundness examination. Examples of complaints that may raise such concerns 
include allegations that the bank is extending poorly underwritten loans, a customer's account is 



being fraudulently manipulated, or insiders are receiving benefits not available to other bank 
customers. Where feasible, safety-and- soundness and compliance examinations may be 
conducted concurrently. At times, joint examination teams have been formed to evaluate and 
address risks at institutions offering complex products or services that prompted an elevated 
level of supervisory concern. 

Apart from examination-related activity, the Consumer Affairs staff forwards to regional 
management all consumer complaints that appear to raise safety-and-soundness concerns as 
quickly as possible. Regional management will confirm that a consumer complaint raises safety­
and-soundness issues and determine the appropriate course of action to investigate the complaint 
under existing procedures and guidance. If the situation demonstrates safety-and soundness 
issues, a Case Manager will assume responsibility for coordinating the investigation and, in 
certain situations, may prepare the FDIC's response to the complaint or advise the Consumer 
Affairs staff in their efforts to respond to the complaint. The Case Manager determines whether 
the complaint could be an indicator of a larger, more serious issue within the institution. 

Quarterly, the Consumer Affairs staff prepares a consumer complaint summary report from its 
Specialized Tracking and Reporting System for institutions identified on a regional office's 
listing of institutions that may generate a higher number of complaints.· These types of 
institutions may include, but are not limited to, banks with composite ratings of .. 4 .. and "5," 
subprime lenders, high loan-to-value lenders, consumer lenders, and credit card specialty 
institutions. This report provides summary data on the number and nature of consumer 
complaints received during the previous quarter. The Case Manager reviews the consumer 
complaint information for trends that may indicate a safety-and-soundness issue and documents 
the results of the review. 

We believe FDIC examination staff effectively communicates, coordinates, and collaborates. 
Safety-and-soundness and compliance examiners work in the same field offices, and therefore, 
the regular sharing of information is commonplace. To ensure that pertinent examination or 
other relevant information is shared ben.,veen the two groups of examiners, field territories hold 
quarterly meetings where consumer pro1ection/compliance and risk management issues are 
discussed. In addition, Relationship Managers, Case Managers, and Review Examiners in every 
region monitor institutions and facilitate communication about compliance and risk management 
issues and develop cohesive supervisory plans. Both compliance examination and risk 
management examination staff share the same senior management. Effective infonnation 
sharing ensures the FDIC is consistent in its examination approach, and compliance and risk 
management staffs are working hand in hand. 

Although some suggest that an advantage of a separate agency for consumer protection would be 
its single-focus mission, this position may not acknowledge the reality of the interconnectedness 
of safety-and-soundness and consumer protection concerns, as well as the value of using existing 
expertise and examination infrastructure, noted above. Thus, even if such an agency only were 
tasked with rule-writing responsibilities, it would not be in a position to fully consider the safety­
and-soundness dimensions of consumer protection issues. Moreover, if the agency also were 
charged with enforcing those rules, replicating the uniquely comprehensive examination and 



supervisory presence to which federally regulated financial institutions are currently subject 
would jnvolve creating an extremely large new federal bureaucracy. Just providing enforcement 
authority, without examination or supervision, would simply duplicate the Federal Trade 
Commission. 

Placing consumer compliance examination activities in a separate organization, apart from other 
supervisory responsibilities, ultimately will limit the effectiveness of both programs. Over time, 
staff at both agencies would lose the expertise and understanding of how consumer protection 
and the safe and sound conduct of a financial institution's business operations interrelate. 

Q5: In your written testimony you state that "failure to ensure that financial products 
were appropriate and sustainable for consumers has caused significant problems, not only 
for those consumers, but for the safety and soundness of fmancial institutions. Do you 
believe that there should be a suitability standard placed on lending institutions? 

AS: Certainly, as a variety ofnon~traditional mortgage products became widely available, a 
growing number of consumers began to receive mortgage loans that were unlikely to be 
affordable in the long term: This was a major precipitating factor in the current financial crisis. 

With regard to mortgage lending, lenders should apply an affordability standard to ensure that a 
borrower has the ability to repay the debt according to the tenns of the contract. Loans should be 
affordable and sustainable over the long-tenn and should be underwritten to the fully indexed 
rate. Such a standard would also be valuable if applied across all credit products, including 
credit cards, and should help eliminate practices that do not provide financial benefits to 
consumers. 

However, an affordability standard wil1 serve its intended purpose only ifit is applied to all 
originators of home loans, including financial institutions, mortgage brokers, and other third 
parties. 

Q6: Deposit Insurance question: 
Recently, the FDIC has asked Congress to increase their borrowing authority from the 
Treasury up to $100 billion, citing that this would be necessary in order av.oid imposing 
significant increases in assessments on insured financial institutions. Currently, the FDIC 
provides rebates to depository financial institutions when the DU' reaches 1.5%. Given the 
increase in bank closings over the past 12 months, do you believe the rebate policy should 
be reviewed or eliminated? What do you think is an appropriate level for the Insurance 
fund in order to protect depositors at the increased amount of $250,000? 

A6: While the Federal Deposit Insurance Reform Act of2005 provided the FDIC with greater 
flexibility to base insured institutions' assessments on risk, it restricted the growth of the DIF. 
Under the Reform Act, when the DIF reserve ratio is above 1.35 percent, the FDIC is required to 
dividend half of the amount in excess of the amount required to maintain the reserve ratio at 1.35 



percent. In addition, when the DIF reserve ratio is above 1.50 percent, the FDIC is required to 
dividend all amounts above the amount required to maintain the reserve ratio at 1.5 percent The 
result of these mandatory dividends is to effectively cap the size of the DIF and to limit the 
ability of the fund to grow in good times. 

A deposit insurance system should be structured with a counter-cyclical bias-that is, funds 
should be allowed to accumulate during strong economic conditions when deposit insurance 
losses may be low, as a cushion against future needs when economic circumstances may be less 
favorable and losses higher. However, the current restrictions on the size of the DIF limit the 
ability of the FDIC to rebuild the fund to levels that can offset the pro-cyclical effect of 
assessment increases during times of economic stress. Limits on the size of the DIF of this 
nature inevitably mean that the FDIC will have to charge higher premiums when economic 
conditions cause significant numbers of bank failures. As part of the consideration ofbroader · 
regulatory restructuring, Congress may want to consider the impact of the mandatory rebate 
requirement or the possibility of providing for greater flexibility to permit the DIF to grow to 
levels in good times that will establish a sufficient cushion against losses in the event of an 
economic downturn. 

Although the process of weighing options against the backdrop of the current crisis is only 
starting, taking a look at what might have occurred had the DIF reserve ratio been higher at its 
onset may be instructive. 

The reserve ratio of the DIF declined from 1.22 percent as of December 31, 2007, to 0.36 percent 
as of December 31, 2008, a decrease of86 basis points. If at the start of the current economic 
downturn the reserve ratio of the DIF had been 2.0 percent, allowing for a similar 86 basis point 
decrease, the reserve ratio would have been 1.14 percent at the end of the first quarter of 2009. 
At that level, given the current economic climate and the desire to structure the deposit insurance 
system in a counter-cyclical manner, it is debatable whether the FDIC would have found either 
the special assessment or an immediate increase in deposit insurance premiums necessary. 

An increase in the deposit insurance Ievbl will increase total insured deposits. While increasing 
the coverage level to $250,000 will decrease the actual DIF reserve ratio (which is the ratio of 
the fund to estimated insured deposits), it will not necessarily change the appropriate reserve 
ratio. As noted in the response to the previous question, building reserve ratios to higher levels 
during good times may obviate the need for higher assessments during downturns. 



Response to questions from the llonorable Kay Bailey Hutchison 
by Sheila C. Bair, Chairman, . 

Federal Deposit Insurance Corporation 

I have concerns about the recent decision by the Federal Deposit Insurance Corporation 
(FDIC) Board of Directors to impose a special assessment on insured institutions of 10 basis 
points, with the possibility of assessing an additional 10 basis points at any time as may be 
determined by the Board. 

Since this decision was announced, I have heard from many Texas community bankers, 
who have advised me of the potential earnings and capital impact on their financial 
institutions, and more importantly, the resulting loss of funds necessary to lend to small 
business customers and consumers in Texas communities. It is estimated that assessments 
on Texas banks, if implemented as proposed, will remove nearly one billion dollars from · 
available capital. When leveraged, this results in nearly eight to twelve billion dollars that 
will no longer be available for lending activity throughout Texas. At a time when 
responsible lending is critical to pulling our nation out of recession, this sort of reduction in 
local lending has the potential to extend our economic downturn. 

I understand you believe that any assessments on the banking industry may be reduced by 
roughly half, or 10 basis points, should Congress provide the FDIC an increase in its line of 
credit at the Department of Treasury from $30 billion to 5100 billion. That is why I have 
signed on as a cosponsor of The Depositor Protection Act of 1009, which accomplishes that 
goal. 

However, my banking community informs me that even this modest proposed reduction in 
the special assessments will still disproportionately penalize community banks, the vast 
majority of which neither participated nor contributed to the irresponsible lending tactics 
that have led to the erosion o~the FDIC deposit insurance fund (DIF). 

I understand that there are various alternatives to ensure the f°JScal stability of the DIF 
without adversely affecting the community banking industry, such as Imposing a systemic 
risk premium, basing assessments on assets with an adjustment for capital rather than 
total insured deposits, or aJlowing banks to amortize the expenses over several years. 

Ql. I respectfully request the following: 

• Could you outline several proposals to improve the soundness of the DIF while 
mitigating the negative effects on the community banking industry? 

• Could you outline whether the FDIC has the authority to implement these policy 
proposals, or whether the FDIC would need additional authorities? 

• If additional authority is needed, from which entity (i.e. Congress? Treasury? 
Would the FDIC need those additional authorities? 



Al. The FDIC realizes that assessments are a significant expense for the banking industry. For 
that reason, we continue to consider alternative ways to alleviate the pressure on the DIF. In the 
proposed rule on the special assessment (adopted in final on May 22, 2009), we specifically 
sought comment on whether the base for the special assessment should be total assets or some 
other measure that WQU]d impose a greater share of the special assessment on larger institutions. 
The Board also requested comment on whether the special assessment should take into account . 
the assistance that has been provided to systemically important institutions. The final rule 
reduced the proposed special assessment to five basis points on each insured depository 
institutions assets, minus its Tier 1 capital, as of June 30, 2009. The assessment is capped at 10 
basis points of an institution's domestic deposits so that no institution will pay an amount greater 
than they would have paid under the proposed interim rule. 

The FDIC has taken several other actions under its existing authority in an effort to alleviate the 
burden of the special assessment. On February 27, 2009, the Board of Directors finalized new 
risk-based rules to ensure that riskier institutions bear a greater share of the assessment burden. 
We also imposed a surcharge on guaranteed bank debt under the Temporary Liquidity Guarantee 
Program (TLGP) and will use the money raised by the surcharge to reduce the proposed special 
assessment. 

Several other steps to improve the soundness of the DIF would require congressional action. 
One such step would be for Congress to establish a statutory structure giving the FDIC the 
authority to resolve a failing or failed depository institution holding company (a bank holding 
company supervised by the Federal Reserve Board or a savings and loan holding company, 
including a mutual holding company, supervised by the Office of Thrift Supervision) with one or 
more subsidiary insured depository institutions that are failing or have failed. 

As the corporate structures of bank holding companies, their insured depository and other 
affiliates continue to become more complex, an insured depository institution is likely to be 
dependent on affiliates that are subsidiaries of its holding company for critical services, such as 
loan and deposit processing and loan servicing. Moreover, there are many cases in which the 
affiliates are dependent for their continued viability on the insured depository institution. Failure 
and the subsequent resolution of an insured depository institution whose key services are 
provided by affiliates present significant Jegal and operational challenges. The insured 
depository institutions' failure may force its holding company into bankruptcy and destabilize its 
subsidiaries that provide indispensable services to the insured depository institution. This 
phenomenon makes it extremely difficult for the FDIC to effectuate a resolution strategy that 
preserves the franchise value of the failed insured depository institution and protects the DIF. 
Bankruptcy proceedings, involving the parent or affiliate of an insured depository institution, are 
time-consuming, unwieldy, and expensive. The threat of bankruptcy by the bank holding 
company or its affiliates is such that the Corporation may be forced to expend considerable sums 
propping up the bank holding company or entering into disadvantageous transactions with the 
bank holding company or its ~ubsidiaries in order to proceed with an insured depository 
institution's resolution. The difficulties are particularly extreme where the Corporation has 
established a bridge depository institution to preserve franchise value, protect creditors 



(including uninsured depositors), and facilitate disposition of the failed institution's assets and 
liabilities. 

Certainty regarding the resolution of large, complex financial institutions would also help to 
build confidence in the strength of the DIF. Unlike the clearly defined and proven statutory 
powers that exist for resolving insured depository institutions, the current bankruptcy framework 
available to resolve large complex non-bank financial entities and financial holding companies. 
was not designed to protect the stability of the financial system. Without a system that provides 
for the orderly resolution of activities. outside of the depository institution, the failure of a 
systemically important holding company or non-bank financial entity will create additional 

" instability. This problem could be ameliorated or cured if Congress provided the necessary 
authority to resolve a large, complex financial institution and to charge systemically important 
firms fees and assessments necessary to fund such a systemic resolution system. 

In addition, financial firms that pose systemic risks should be subject to regulatory and economic 
incentives that require these institutions to hold larger capital and liquidity buffers to mirror the 
heightened risk they pose to the financial system. Restrictions on leverage and the imposition of 
risk-based assessments on institutions and their activities also would act as disincentives to the 
types of grov.rth and complexity that raise systemic concerns. 

Ql: I commend you for your tireless efforts in helping our banking system survive this 
difficult environment, and I look forward to working closely with you to arrive at soludons 
to support the community banking industry while ensuring the long-term stability of the 
DIF to protect insured depositon against loss. 

Will each of you commit to do everything within your power to prevent performing loans 
from being calJed by lenden? Please outline the actions you plan to take. 

A2: The FDIC understands the tight credit conditions in the market and is engaged in a number 
of efforts to improve the current situation. Over the past year, we have issued guidance to the 
institutions we regulate to encourage banks to maintain the availability of credit. Moreover, our 
examiners have received specific instructions on properly applying this guidance to FDIC 
supervised institutions. 

On November 12, 2008, we joined the other federal banking agencies in issuing the /nteragency 
Statement on Meeting the Neet!s of Creditworthy Borrowers (FDIC FIL-128-2008). This 
statement reinforces the FDIC's view that the continued origination and refinancing of loans to 
creditworthy borrowers is essential to the vitality of our domestic economy. The statement 
encourages banks to continue making Joans in their markets, work with borrowers who may be 
encountering difficulty during this challenging period, and pursue initiatives such as loan 
modifications to prevent unnecessary foreclosures. 

In light of the present challenges facing banks and their customers, the FDIC hosted in March a 
roundtable discussion focusing on how regulators and financial institutions can work together to 



improve credit availability. Representatives from the banking industry were invited to share 
their concerns and insights with the federal bank regulators and representatives from state 
banking agencies. The attendees .agreed that open, two-way communication between the 

· regulators and the industry was vital to ensuring that safety and soundness considerations are 
·well balanced with the critical need of providing credit to businesses and consumers. 

One of the important points that came out of the session was.the need for ongoing dialog 
between bankers and their regulators as they work jointly toward a solution to the current 
financial crisis. Toward this end, the FDIC created a new senior level position to expand 
_community bank outreach. In conjunction with this office, the FDIC plans to establish an 
advisory committee to address the unique concerns of this segment of the banking community. 

As part of our ongoing supervisory evaluati.on of banks that participate in federal financial 
stability programs, the FDIC also is taking into account how available capital is deployed to 
make responsible loans. It is necessary and prudent for banking organizations to track the use of 
the funds made available through federal programs and provide appropriate information about 
the use of these funds. On Jan~ 12, 2009, the FDIC issued a Financial Institution Letter titled 
Monitoring the Use of Funding from Federal Financial Stability and Guarantee Programs 
(FDIC FIL-1-2009), advising insured institutions that they should track their use of capital 
injections, liquidity support, and/or financing guarantees obtained through recent financial 
stability programs as part of a process for determining how these federal programs have 
improved the stability of the institution and contributed to lending to the community. Equally 
important to this process is providing this information to investors and the public. This Financial 
Institution Letter advises insured institutions to include infonnation about their use of the funds 
in public reports, such as shareholder reports and financial statements. 

Internally at the FDIC, we have issued guidance to our bank examiners for evaluating , 
participating banks' use of funds received through the TARP Capitai Purchase Program and the 
Temporary Liquidity Guarantee Program, as well as the associated executive compensation 
restrictions mandated by the Emergency Economic Stabilization Act. Examination guidelines 
for the new Public-Private Investment Bmd will be forthcoming. During examinations, our 
supervisory staff wi II be reviewing banks' efforts in these areas and will make comments as 
appropriate to bank management. We ~11 review banks' internal metrics on the loan origination 
activity, as well as more broad data on loan balances in specific loan categories as reported in · 
Call Reports and other published financial data. Our examiners also will be considering these 
issues when they assign CAMELS composite and component ratings. The FDIC will measure 
and assess participating institutions' success in deploying TARP capital and other financial 
support from various federal initiatives to ensure that funds are used in a manner consistent with 
the intent of Congress, namely to support lending to U.S. businesses and households. 



Response to questions from the Honorable Jack Reed 
by Sheila C. Bair, Chairman, 

Federal Deposit Insurance Corporation 

It is clear that our current regulatory structure is in need of reform. At my subcommittee 
hearing on risk management, March 18th, 2009, GAO pointed out that regulators often did 
not move swiftly enough to address problems they had identified in the risk management 
systems of large, complex financial Institutions. 

Chair Bair's written testimony for today's bearing put it very well: " ••• the success of any 
effort at reform will ultimately rely on the willingness of regulators to use their authorities 
more effectively and aggressively." 

My questions may be difficult, but please answer the following: 

Ql a: If this lack of action is a persistent problem among the regulators, to what extent will 
changing the structure of our regulatory system really get at the issue? 

Al a: It is unclear whether a change in the U.S. regulatory structure would have made a 
difference in mitigating the outcomes of this crisis. Countries that rely on a single financial 
regulatory body are experiencing the same financial stress the U.S. is facing now. Therefore, it 
is not certain that a single powerful federal regulator would have acted aggressively to restrain 
risk taking during the years leading up to the crisis. · 

For this reason, the refonn of the regulatory structure also should include the creation of a 
systemic risk council (SRC) to address issues that pose risks to the broader financial system. 
The SRC would be responsible for identifying institutions, practices, and markets that create 
potential systemic risks, implementing actions to address those risks, ensuring effective 
information flow, completing analyses and making recommendations on potential systemic risks, 
setting capital and other standards and ensuring that the key supervisors with responsibility for 
direct supervision apply those standards: The macro-prudential oversight of system-wide risks 
requires the integration of insights from a number of different regulatory perspectives - banks, 
securities fin:ns, holding companies, and perhaps others. Only through these differing 
perspectives can there be a holistic view of developing risks to our system. 

In the long run it is important to develop a "fail-safe" system where the failure of any one large 
institution will not cause the financial system to break down-that is, a system where finns are 
not systemically large and are not too-big-to fail. In order to move in this direction, we need to 
create incentives that limit the size and complexity of institutions whose failure would otherwise 
pose a systemic risk. 

Finally, a key element to address systemic risk is the establishment of a legal mechanism for 
quick and orderly· resolution of these institutions similar to what we use for FDIC insured banks. 
The putpose of the resolution authority should not be to prop up a failed entity indefinitely or to 
insure all liabilities, but to permit a timely and orderly resolution and the absorption of assets by 



the private sector as quickly as possible. Done correctly, the effect of the resolution authority 
will be to increase market discipline and protect taxpayers. 

Ql b: Along with changing the regulatory structure, bow can Congress best ensure that 
regulators have clear responsibilities and authorities, and that they are accountable for 
exercising them "effectively and aggressively"? 

Alb: History shows that banking supervisors are reluctant to impose wholesale restrictions on 
bank behavior when b~ are making substantial profits. Regulatory reactions to safety and 
soundness risks arc often delayed until actual bank losses emerge from the practices at issue. 
While financial theory suggests that above average profits are a signal that banks have been 
talcing above average risk, bankers often argue otherwise and regulators are all too often 
reluctant to prohibit profitable activities, especially if the activities are widespread in the banking 
system and do not have a history of generating losses. Supervision and regulation must become 
more proactive and supervisors must develop the capacity to intervene before significant losses 
are realized.· 

In order to encourage proactive supervision, Congress could require semi-annual hearings in 
which the various regulatory agencies are required to: (1) report on the condition of their 
supervised institutions; (2) comment on the sustainability of the most profitable business lines of 
their regulated entities; (3) outline emerging issues that may engender safety and soundness 
concerns within the next three years; (4) discuss specific weaknesses or gaps in regulatory 
authorities that are a source ofregulatory concern and, when appropriate, propose legislation to 
af:tenuate safety and soundness issues. This requirement for semi-annual testimony on the state 
of regulated financial institutions is similar in concept to the Humphrey-Hawkins testimony 
requirement on Federal Reserve Board monetary policy. 

Q2: How do we overcome the problem that in the boom times no one wants to be the one 
stepping in to tell firms they have to limit their concentrations of risk or not trade certain 
risky products? 

Q2a: What thought bas been put into overcoming this problem for regulators overseeing 
the firms? 

Ala: During good times and bad, regulators must strike a balance between encouraging prudent 
innovation and strong bank supervision. Without stifling innovation, we need to ensUre that 
banks engage in new activities in a safe-and-sound manner and originate responsible loans using 
prudent underwriting standards and loan tenns that borrowers can reasonably understand and 
have the capacity to repay. 

Going forward, the regulatory agencies should be more aggressive in good economic times to 
contain risk at institutions with high levels of credit concentrations, particularly in navel or 
untested loan products. Increased examination oversight of institutions exhibiting higher-risk 



characteristics is needed in an expanding economy, and regulators should have the staff expertise 
and resources to vigilantly conduct their work. 

Qlb: Is this an issue that can be addressed through regulatory restructure efforts? 

Alb: Reforming the existing regulatory structure will not directly solve the supervision of risk, 
concentration issues going foiward, but may play a role in focusing supervisory attention on 
areas of emerging risk. For example, a more focused regulatory approach that integrates the 
supervision of traditional banking operations with capital markets business lines supervised by a 
non-banking regulatory agency will help to address risk across the entire banking company. 

QJ: As Mr. Tarullo and Mrs. Bair noted in their testimony, some financial institution 
failures emanated from institutions that were under federal regulation. While I agree that 
we neec;I additional oversight over and information on unregulated fmancial institutions, I 
think we need to understand why so many regulated firms failed. 

Q3a: Why is it the case that so many regulated entities failed, and many still remain 
struggling, if our regulators in fact stand as a safety net to rein in dangerous amounts of 
risk-taking? 

A3a: Since 2007, the failure of community banking institutions was caused in large part by 
deterioration in the real estate market which led to credit losses and a rapid decline in capita] 
positions. The causes of such failures are consistent with our receivership experience in past 
crises, and some level of failures is not totally unexpected with the downturn in the economic 
cycle. We believe the regulatory environment in the U.S. and the implementation of federal 
financial stability programs has actually prevented more fai]ures from occurring and will assist 
weakened banks in ultimately recovering from current conditions. Nevertheless, the bank 
regulatory agencies should have been more aggressive earlier in this decade in dealing with 
institutions with outsized real estate loari concentrations and exposures to certain financial 
products. 

For the larger institutions that failed, unprecedented changes in market liquidity had a significant 
negative effect on their ability to fund day-to-day operations as the securitization and inter-bank 
lending markets froze. The rapidity of these liquidity-related failures was without precedent and 
will require a more robust regulatory focus on large bank liquidity going forward. 

QJb: While we know that certain hedge funds, for example, have failed, have any of them 
contributed to systemic risk? 

A3b: Although hedge funds are not regulated by the FDIC, they can comprise large asset pools, 
are in many cases highly leveraged, and are not subject to registration or reporting requirements. 
The opacity of these entities can fuel market concern and uncertainty about their activities. In 



· times of stress these entities are subject to heightened redemption requests, requiring them to sell 
assets into distressed markets and compounding downward pressure on asset values. 

Q3c: Given that some of the federal banking regulators have examiners on-site at banks, 
how did they not identify some of these problems we are facing today? 

.. 
AJc: As stated above, the bank regulatory agencies should have been more aggressive earlier in 
this decade in dealing with institutions with outsized real estate loan concentrations and 
exposures to certain financial products. Although the federal banking agencies identified 
concentrations of risk and a relaxation of underwriting standards through the supervisory 
process, we cou]d have been more aggressive in our regulatory response to limiting banks' risk 
exposures. 

Q4: From your perspective, how dangerous is the "too big to fail" doctrine and how might 
it be addressed? 

Q4a: Is it correct that deposit limits have been in place to avoid monopolies and limit risk 
concentration for banks? 

A4a: While there is no fonnal "too big to fail., (TBTF) doctrine, some financial institutions have 
proven to be too large to be resolved within our traditional resolution framework. Many argued 
that creating very large financial institutions that could take advantage of modern risk 
management techniques and product and geographic diversification would generate high enough 
returns to assure the solvency of the firm, even in the face of large losses. The events of the past 
year have convincingly proven that this assumption was incorrect and is why the FDIC has 
recommended the establishment of resolution authority to handle the failure of large financial 
finns. There are three key elements to addressing the problem of systemic risk and too big to 
fail. 

.~ -~ 
First, financial firms that pose systemic risks should be subject to regulatory and economic 
incentives that require these institutions to hold larger capital and liquidity buffers to mirror the 
heightened risk they pose to the financial system. In addition, restrictions on leverage and the 
imposition of risk-based assessments on institutions and their activities would act as 
disincentives to the types of growth and complexity that raise systemic concerns. 

The second important element in addressing too big to fail is an enhanced structure for the 
supervision of systemically important institutions. This structure should include both the direct 
supervision of systemically significant financial finns and the oversight of developing risks that 
may pose risks to the overall U.S. financial system. Centralizing the responsibility for 
supervising these institutions in a single systemic risk regulator would bring clarity and 
accountability to the efforts needed to identify and mitigate the buildup of risk at individual 
institutions. In addition, a systemic risk council could be created to address issues that pose risks 



to the broader financial system by identifying cross-cutting practices, and products that create 
potential systemic risks. 

The third element to address systemic risk is the establishment of a legal mechanism for quick 
and orderly resolution of these institutions similar to what we use for FDIC insured banks. The 
purpose of the resolution authority should not be to prop up a failed entity indefinitely or to 
insure all liabilities, but to permit a timely and orderly resolution and the absorption of assets b)'. 
the private sector as quickly as possible. Done correctly, the effect of the resolution authority 
wi11 be to increase market discipline and protect taxpayers. 

With regard to statutory limits on deposits, there is a 10 percent nationwide cap on domestic 
deposits imposed in the Riegle-Neal Interstate Banking and Branching Efficiency Act of 1994. 
While this regulatory limitation has been somewhat effective in preventing concentration in the 
U.S. system, the Riegle-Neal constraints have some significant limitations. First, these limits 
only apply to interstate bank mergers. Also, deposits in savings and loan institutions generally 
are not counted against legal limits. In addition, the law restricts only domestic deposit 
concentration and is silent on asset concentration, risk concentration or product concentration. 
The four largest banking organizations have slightly less than 35 percent of the domestic deposit 
market, but have over 45 percent of total industry assets. As we have seen, even with these 
deposit limits, banking organizations have become so large and interconnected that the failure of 
even one can threaten the financial system. 

Q4b: Might it be the case that for financial iqstitutions that fund themselves less by 
deposits and more by capital markets activities that they should be subject to concentration 
limits in certain activities? Would this potentially address the problem of too big to fail? 

A4b: A key element in addressing TBTF would be legislative and regulatory initiatives that are 
designed to force firms to internalize the costs of government safety-net benefits and other 
potential costs to society. Finns should face additional capital charges based on both size and 
complexity, higher deposit insurance r~!ated premiums or systemic risk surcharges, and be 
subject to tighter Prompt Corrective Action (PCA) limits under U.S. laws. 

In addition, we need to end investors' perception that TBTF continues to exist. This can only be 
accomplished by convincing the institutions (their management, their shareholders, and their 
creditors) that they are at risk ofloss should the institution become insolvent. Although limiting 
concentrations of risky activities might lower the risk of insolvency, it would not change the 
presumption that a government bailout would be forthcoming to protect creditors from losses in a 
bankruptcy proceeding. 

An urgent priority in addressing the TBTF problem is the establishment of a special resolution 
regime for non-bank financial institutions and for financial and bank holding companies - with 
powers similar to those given to the FDIC for resolving insured depository institutions. The 
FDIC's authority to act as receiver and to set up a bridge bank to maintain key functions and sell 
assets as market conditions allow offers a good model for such a regime. A temporary bridge 



bank allows the government time to prevent a disorderly collapse by preserving systemically 
critical functions. It also enables losses to be imposed on market players who should 
appropriately bear the risk. 

QS: It appears that there were major problems with these risk management systems, as I 
heard in GAO testimony at my subcommittee hearing on March 18th, 2009, so what gave .. -
the Fed the impression that the models were ready enough to be the primary measure for 
bank capital? · 

AS: Throughout the development and implementation of Basel 11, large U.S. commercial and 
investment banks touted their sophisticated systems for measuring and managing risks, and 
urged regulators to align regulatory capital requirements with banks' own risk measurements. 
The FDIC consistently expressed concerns that the U.S. and international regulatory 
communities collectively were putting too much reliance on financial institutions' 
representations about the quality of their risk measurement and management systems. 

Q6: Moreover, how can the regulators know what "adequately capitalized" means if 
regulators rely on models that we now know bad material problems? : 

A6: The FDIC has had long-standing concerns with Basel II's reliance on model-based capital 
standards. If Basel II had been implemented prior to the recent financial crisis, we believe 
capital requirements at large institutions would have been far lower going into the crisis and our 
financial system would have been worse off as a result. Regulators are working internationally 
to address some weaknesses in the Basel II capital standards and the Basel Committee has 
announced its intention to develop a supplementary capital requirement to complement the risk 
based requirements. 

Q7: Can you tell us what main changes need to be made in the Basel II framework so that 
it effectively calculates risk? Should it be used in conjunction with a leverage rarlo of some 
kind? 

A 7: The Basel II framework provides a far too pro-cyclical capital approach. It is now clear that 
the risk mitigation benefits of modeling, diversification and risk management were overestimated 
when Basel II was designed to set minimum regulatory capital requirements for large, complex 
financial institutions. Capital must be a solid buffer against unexpected losses, while modeling 
by its very nature tends to reflect expectations of losses looking back over relatively recent 
expenence. 

• The risk-based approach to capital adequacy in the Basel II framework should be 
supplemented with an international leverage ratio. Regulators should judge the capital 
adequacy of banks by applying a l_everage ratio that takes into account off-balance-sheet 
assets and conduits as if these risks were on-balance-sheet. 



• Institutions should.be required to hold more capital through the cycle and we should require 
better quality capital. Risk-based capita] requirements should not fall so dramatically during 
economic expansions only to increase rapidly during a downturn. 

The Basel Committee is working on both of these concepts as well as undertaking a number of 
initiatives to improve the quality and level of capital. That being said, however, the Committee 
and the U.S. banking agencies do not intend to increase capital requirements in the midst of the " 
current crisis. The plan is to develop proposals and implement these when the time is right, so 
that the banking system will have a capital base that is more robust in future times of stress, 



Response to questions from the Honorable Richard She.by 
by Sheila C. Bair, Chairman, 

Federal Deposit Insurance Corporation 

Consumer Protection Regulation 
Some have advocated that consumer protection and prudential supervision should be 
divorced, and that a separate consumer protection regulation regime should be created. 
They state that one source of the financial crisis emanated from the lack of consumer 
protection in the underwriting of loans in the originate-to-distribute space. 

QI: What are the merits of maintaining ft in the same agency? Alternatively, what is the 
best argument each of you can make for a new consumer protection agency? 

Al: As I said in my testimony, there can no longer be any doubt about the link between 
protecting consumers from abusive products and practices and the safety and soundness of the 
financial system. Products and-practices that strip individual and family wealth undermine the 
foundation of the economy. As the current crisis demonstrates, increasingly complex financial 
products combined with frequently opaque marketing and disclosure practices result in problems 
not just for consumers, but for institutions and investors as well. 

To protect consumers from potentially harmful financial products, a case has been made for a 
new independent financial product safety commission. Certainly, more must be done to protect 
consumers. The FDIC could support the establishment of a new entity to establish consistent 
consumer protection standards for banks and non-banks. However, we believe that such a body 
should include the perspective of bank regulators as well as non-bank enforcement officials such 
as the FTC. However, as Congress considers the options, we recommend that any new plan 
ensure that consumer protection activities are aligned and integrated with other bank supervisory 
infonnation, respurces, and expertise, and that enforcement of consumer protection rules for 
banks be left to bank regulators. 

The current bank regulation and supervision structure allows the banking agencies to take a 
comprehensive view of financial institutions from both a consumer protection and safety-and­
soundness perspective. Banking agencies' assessments of risks to consumers are closely linked 
with and informed by a broader understanding of other risks in financial institutions.· 
Conversely, assessments of other risks, including safety and soundness, benefit from knowledge 
of basic principles, trends, and emerging issues related to consumer protection. Separating 
consumer protection regulation and supervision into different organizations would reduce 
infonnation that is necessary for both entities to effectively perfonn their functions. Separating 
consumer protection from safety and soundness would result in similar problems. Our 
experience suggests th!lt the development of policy must be closely coordinated and reflect a 
broad·understanding of institutions' management, operations, policies, and practices - and the 
bank supervisory process as a whole. 



One of the fundamental principles of the FDIC's mission is to serve as an independent agency 
focused on maintaining consumer confidence in the banking system. The FDIC plays a unique 
role as deposit insurer, federal supervisor of state nonmember banks and savings institutions, and 
receiver for failed depository institutions. These functions contribute to the overall stability of 
and consumer confidence in the banking industry. With this mission in mind, if given additional 
rulemaking authority, the FDIC is prepared to take on an expanded role in providing consumers 
with stronger protections that address products posing unacceptable risks to consumers and 
eliminate gaps in oversight. 

Regulatory Gaps or Omissions 
During a recent bearing, the Committee has heard about massive regulatory gaps in the 
system. These gaps allowed unscrupulous actors like AIG to exploit the lack of regulatory 
oversight. Some of the counterparties that AIG did business with were institutions under 
your supervision. 

Ql: Why didn't your risk management oversight of the AIG counterparties trigger further 
regulatory scrutiny? Was there a flawed assumption that AIG was adequately regulated, 
and therefore no further scrutiny was nec·essary? 

Al: The FDIC did not have supervisory authority over AIG. However, to protect taxpayers the 
FDIC recommends that a new resolution regime be created to handle the failure oflarge non­
banks such as AIG. This special receivership process should be outside bankruptcy and be 
patterned after the process we use for bank and thrift failures. 

Q2: Was there dialogue between the banking regulators and the state insurance 
regulators? What about the SEC? 

A2: The FDIC did not have supervisory authority for AIG and did not engage in discussions 
regarding the entity. However, the nee.d for improved interagency communication demonstrates 
that the reform of the regulatory structure also should include the creation of a systemic risk 
council (SRC) to address issues that pose risks to the broader financial system. Toe SRC would 
be responsible for identifying institutions, practices, and markets that create potential systemic 
risks, implementing actions to address those risks, ensuring effective information flow, 
completing analyses and making recommendations on potential systemic risks, setting capital 
and other standards and ensuring that the key supervisors with responsibility for direct 
supervision apply those standards. Toe macro-prudential oversight of system-wide risks requires 
the integration of insights from a number of different regulatory perspectives - banks, securities 
firms, holding companies, and perhaps others. Only through these differing perspectives can 
there be a holistic view of developing risks to our system. 

Q3: If the credit default swap contracts at the heart of this problem bad been traded on an 
exchange or cleared through a clearinghouse, with requirement for collateral and margin 



payments, what additional information would have been avaflable? How would you have 
used it? · 

A3: As with other exchange traded instruments, by moving the contracts onto an exchange or 
central counterparty, the overall risk to any counterparty and to the system as a who)~ would 
have been greatly reduced. The posting of daily variance margin and the mutuality of the 
exchange as the counterparty to market participants would aJmost certainly have limited the 
potential losses to any of AIG's counterparties. 

For exchange traded contracts, counterparty credit risk, that is, the risk of a counterparty not 
performing on the obligation, would be substantially less than for bilatera1 OTC contracts. That 
is because the exchange becomes the counterparty for each trade. 

The migration to exchanges or central clearinghouses of credit default swaps and OTC 
derivatives in general should be encouraged and perhaps required. The opacity of CDS risks 
contributed to significant concerns about the transmission of problems with a single credit across 
the financia1 system. Moreover, the customized mark to model values associated with OTC 
derivatives may encourage managements to be overly optimistic in va1uing these products during 
economic expansions, setting up the potential for abrupt and destabilizing reversals. 

The FDIC or other regulators could use better information derived from exchanges or 
clearinghouses to analyze both individual and systemic risk profiles. For those contracts which 
are not standardized, we urge complete reporting of information to trade repositories so that 
information would be available to regulators. With additional information, regulators may better 
analyze and ascertain concentrated risks to the market participants. This is particularly true for 
large countcrparty exposures that may have systemic ramifications if the contracts arc not well 
collateralizcd among counterparties. · 

Liquidity Management 
A problem confronting many financi.tl institutions currently experiencing distress is the 
need to roll-over short-term sources of funding. Essentially these banks are facing a 
shortage of liquidity. I believe this difficulty is inherent in any system that funds long-term 
assets, such as mortgages, with short-term funds. Basically the harm from a decline in 
liquidity is ampJified by a bank's level of "maturity-mismatch." 

Ql: I would like to ask each of.the witnesses, should regulaton try to minimize the level of 
a bank's maturity-mismatch? And if so, what tools would a bank regulator use to do so? 

Al: The funding of illiquid assets, whose cash flows are realized over time and with uncertainty, 
with shorter-maturity volatile or credit sensitive funding, is at the heart of the liquidity problems 
facing some financial institutions. If a regulator determines that a bank is assumin•g amounts of 
liquidity risk that are excessive relative to its capital structure, then the regulator should require 
the bank to address this issue. 



In recognition of the significant role that liquidity risks have played during this crisis, regulators 
the world over are considering ways to enhance supervisory approaches. There is better 
recognition of the need for banks to have an adequate cushion of liquid assets, supported by pro 
fonna cash flow analysis under stressful scenarios, well diversified and tested funding sources, 
and a liquidity contingency plan. The FDIC issued supervisory guidance on liquidity risk in 
August of 2008. 

Too-Bi2-To-Fail 
Chairman Bair stated in her written testimony that "the most Important challenge is to 
find ways to impose greater market discipline on systemically important institutions. The 
solution must involve, first and foremost, a legal mechanism for the orderly resolution of 
those institutions similar to that which exists for FDIC-Insured banks. In short we need to 
end too big to fail. I would agree that we need to address the too-big-to-fail issue, both for 
banks and other financial institutions. 

QI: Could each of you tell us whethe·r putting a new resolution regime in place would 
address this Issue? 

Al: There are three key elements to addressing the problem of systemic risk and too big to fail. 

First, financial firms that pose systemic risks should be subject to regulatory and economic 
incentives that require these institutions to hold larger capital and liquidity buffers to mirror the 
heightened risk they pose to the financial system. In addition, restrictions on leverage and the 
imposition of risk-based assessments on institutions and their activities would act as 
disincentives to the types of growth and complexity that raise systemic concerns. 

The second important element in addressing too big to fail is an enhanced structure for the 
supervision of systemically important institutions. This structure should include both the direct 
supervision of systemically significant financial £inns and the oversight of developing risks that 
may pose risks to the overall U.S. financial system. Centralizing the responsibility for 
supervising these institutions in a single systemic risk regulator would bring clarity and 
accountability to the efforts needed to identify and mitigate the buildup of risk at individual 
institutions. In.addition, a systemic risk council could be created to address issues that pose risks 
to the broader financial system by identifying cross-cutting practices, and products that create 
potential systemic risks. 

The third element to address systemic risk is the establishment of a legal mechanism for quick 
and orderly resolution of these institutions similar to .what we use for FDIC insured banks. The 
purpose of the resolution authority should not be to prop up a failed entity indefinitely or to 
insure all liabilities, but to pennit a timely and orderly resolution and the absorption of assets by 
the private sector as quickly as possible. Done correctly, the effect of the resolution authority 
will be to increase market discipline and protect taxpayers. 



Ql: How would we be able to convince the market that these systemicaJly important 
institutions would not be protected by taxpayer resources as they had been in the past? 

Al: Given the long history of government bailouts for economically and systemically important 
firms,.it will be extremely difficulfto convince market participants that current practices have 
changed. Still, it is critical that we dispel the presumption that some institutions arc "too big to 
fail". 

As outlined in my testimony, it is imperative that we undertake regulatory and legislative 
refonns that force TBTF institutions to internalize the social costs of bailouts and put 
shareholders, creditors, and managers at real risk ofloss. Capital and other requirements should 
be put in place to provide disincentives for institutions to become too large or complex. This 
must be linked with a legal mechanism for the orderly resolution of systemically important non­
bank financial firms-a mechanism similar to that which currently exists for FDIC-insured 
depository institutions. 

Pro-Cyclicality 
I have some concerns about the pro-cyclical nature of our present system of accounting and 
bank capital regulation. Some commentators have endorsed a concept requiring banks to 
hold more capital when good conditions prevail, and then allow banks to temporarily bold 
less capital in order not to restrict access to credit during a downturn. Advocates of this 
system believe that counter cyclical policies could reduce imbalances within financial 
markets and smooth the credit cycle itself. 

QI: What do you see as the costs and benefits of adopting a more counter-cyclical system 
of regulation? 

Al: The FDIC would be supportive of a capital and accounting framework for insured 
depository institutions that avoids the unintended pro-cyclical outcomes we have experienced in 
the current crisis. Capital and other appropriate buffers should be built up during more benign 
parts of the economic cycle so that they are available during more scressed periods. The FDIC 
firmly believes that financial statements should present an accurate depiction of an institution's 
capital position, and we strongly advocate robust capital levels during both prosperous and 
adverse economic cycles. Some features of existing capital regimes, and certainly the Basel II 
Advanced Approaches, lead to reduced capital requirements during good times and increased 
~apital requirements during more difficult economic periods. Some part of capital should be risk 
sensitive, but it must serve as a cushion throughout the economic cycle. We believe a minimum. 
leverage capital ratio is a critical aspect of our regulatory process as it provides a buffer against 
unexpected losses and the vagaries of models-based approaches to assessing capital adequacy. 

Adoption of banking guidelines that mitigate the effects ofpro-cyclicality could potentially 
lessen the government's financial risk arising from the various federal safety nets. In addition, 
they would help financial institutions remain sufficiently reserved against loan losses and 
adequately capitalized during good and bad times. In addition, some believe that counter-



cyclical approaches would moderate the severity of swings in the economic cycle as banks would 
have to set aside more capital and reserves for lending, and thus take on less risk during 
economic expansions. 

Ql: Do you see any circumstances under which your agencies would take a position on the 
merits of counter-cyclical regulatory policy? · 

A2: The FDIC would be supportive of a capital and accounting framework for insured 
depository institutions that avoids the unintended pro-cyclical outcomes we have experienced in 
the current crisis. Again, we are strongly supportive of robust capital standards for banks and 
thrifts as well as conservative accounting guidelines which accurately represent the financial 
position of insured instinitions. 

G20 Summit and International Coordination 
Many foreign officials and analysts have said that they believe the upcoming G20 suminit 
will endorse a set of principles agreed to by both- the Financial Stability Forum and the 
Basel Committee, in addition to other government entities. There have also been caJls from 
some countries to heavily re-regulate the financial sector, pool national sovereignty in key 
economic areas, and create powerful supnnatio'1al regulatory institutions. (Examples are 
~ational bank resolution regimes, bank capital levels, and deposit insurance.] Your 
agencies are active participants in these International efforts. 

QI: What do you anticipate will be the result of the G:ZO summit? 

Al: The G20 summit communique addressed a long list of principles and actions that were 
originally presented in the so-called Washington Action Plan. The communique provided a full 
progress report on each of the 47 actions in that plan. The major reforms included expansion and 
enhancement of the Financial Stability Board (fonnerly the Financial Stability Forum). The FSB 
will continue to assess the state of the financial system and promote coordination among the 
various financial authorities. To promote intematjonal cooperation, the G20 countries also 
agreed to establish supervisory colleges for significant cross-border finns, implement cross­
border crisis management, and launch an Early Warning Exercise with the IMF. To strengthen 
prudent financial regulation, the G20 endorsed a supplemental non-risk based measure of capital 
adequacy to complement the risk-based capital measures, incentives for improving risk 
management of securitizations, stronger liquidity buffers, regulation and oversight of 
systemically important financial institutions, and a broad range of compensation, tax haven, and 
accounting provisions. 

Ql: Do you see any examples or areas where supranational regulation of financial services 
would be effective? 



Al: If we are to restore financial health across the globe and be better prepared for the next 
global financial situation, we must develop a sound basis of financial regulation both in the U.S. 
and internationally. This is particularly important in the area of cross-border resolutions of 
systemically important financial institutions. Fundamentally, the focus must be on refonns of 
national policies and laws in each country. Among the important requirements in many laws are 
on-site examinations, a leverage ratio as part of the capital regime, an early intervention system 
like prompt corrective action, more flexible resolution powers, and a process for dealing with __ 
troubled fmancial companies. This last refonn also is needed in this country. However, we do 
not see any appetite for supranational financial regulation of fmancial services among the G20 
countries at this time. 

QJ: How far do you see your agencies pushing for or against such supranational 
initiatives? 

AJ: At this time and until the current financial situation is resolved, I believe the FDIC should 
focus its efforts on promoting an international leverage ratio, minimizing the pro-cyclicality of 
the Basel Il capital standards, cross-border resolutions, and other initiatives that the Basel 
Committee is undertaking. In the short run, achieving international cooperation on these issues 
will require our full attention. 

Rqulatory Reform 
Chairman Bair, Mr. Tarullo noted in his testimony the difficulty of crafting a workable 
resolution regime and developing an effective systemic risk regulation scheme. 

QI: Are you concerned that there could be unintended consequences if we do not proceed 
with due care? 

Al: Once the government formally appoints a systemic risk regulator (SRR), market 
participants may assume that the likelilwod of systemic events will be diminished going forward. 
By explicitly accepting the task of ensuring financial sector stability and appointing an agency 
responsible for discharging this duty, the government could create expectations that weaken 
market discipline. Private sector market participants may incorrectly discount the possibility of 
sector-wide disturbances. Market participants may avoid expending private resources to 
safeguard their capital positions or arrive at distorted valuations in part because they assume 
( correctly or incorrectly) that the SRR will reduce the probability of sector-wide losses or other 
extreme events. In short, the government may risk increasing moral hazard in the financial 
system unless an appropriate system of supervision and regulation is in place. Such a system 
must anticipate and mitigate private sector incentives to attempt to profit from this new form of 
government oversight and protection at the expense of taxpayers. 

·When establishing a SRR, it is also important for the government to manage expectations. Few 
if any existing systemic risk monitors were successful in identifying financial sector risks prior to 
the current crisis: Central banks have, for some time now, acted as systemic risk monitors and 



few if any institutions anticipated the magnitude of the current crisis or the risk exposure 
concentrations that have been revealed. Regulators and central banks have mostly had to catch 
up with unfo'Iding events with very little warning about impending finn and financial market 
failures. 

The need for and duties of a SRR can be reduced ifwe alter supervision and regulation in a 
manner that discourages firIJ?,S from fanning institutions that are systemically important or too- • 
big-to fail. lnstead of relying on a powerful SSR, we need instead to develop a "fail-safe" 
system where the failure of any one large institution will not cause the financial system to break 
down. In order to move in this direction, we need to create disincentives that limit the size and 
complexity of institutions whose failure would otherwise pose a systemic risk. 

In addition, the rcfonn of the regulatory structure also should include the creation of a systemic 
risk council (SRC) to address issues that pose risks to the broader financial system. The SRC 
would be responsible for identifying institutions, practices, and markets· that create potential 
systemic risks, implementing actions to address those risks, ensuring effective information flow, 
completing analyses and making recommendations on potential systemic risks, setting capital 
and other standards and ensuring that the key supervisors with responsibility for direct 
supervision apply those standards. The macro-prudential oversight of system-wide risks requires 
the integration of insights from a number of different regulatory perspectives - banks, securities 
firms, holding companies, and perhaps others. Only through these differing perspectives can 
there be a holistic view of developing risks to our system. 

It also is essential that these refonns be time to the establishment of a legal mechanism for quick 
·and orderly resolution of these institutions similar to what we use for FDIC insured banks. The 
purpose of the resolution authority should not be to prop up a failed entity indefinitely or to 
insure all liabilities, but t(? pennit a timely and orderly resolution and the absorption of assets by 
the private sector as quickly as possible. Done correctly, the effect of the resolution authority 
wiU be to increase market discipline and protect taxpayers. 

Credit Rating Agencies 
Ms. BaJr, you note the role of the regulatory framework, including capital requirements, in 
encouraging blind reliance on credit ratings. You recommend pre-conditioning ratings­
based capital requirements on wide availability of the underlying data. 

QI: Wouldn't the most effective approach be to take ratings out of the regulatory 
framework entirely? 

Al: We need to consider a range of options for prospective capital requirements based on the 
lessons we are learning from the current crisis. Data from credit rating agencies can be a 
valuable component of a credit risk assessment process, but capital and risk management should 
not rely on credit ratings. This issue will need to be explored further as regulatory capital 
guidelines are consiclered. 



Systemic Regulator 
Ms. Bair, you observed that many of the faiJures in this crisis were failures of regulators to 
use authority that they bad. 

Ql: In light of this, do you believe layering a systemic risk regulator on top of the existing 
regime is the optimal way to proceed with regulatory restructuring? 

Al: A distinction should be drawn between the direct supervision of systcmically-~gnificant 
financial firms and the macro-prudential oversight of developing risks that may pose systemic 
risks to the U.S. financial system; The former appropriately calls for a single regulator for the 
largest, most systemically-significant firms, including large bank holding companies. The 
macro-prudential oversight of system-wide risks requires the integration of insights from a 
number of different regulatory perspectives - banks, securities firms, holding companies, and 
perhaps others. Only through these differing perspectives can there be a holistic view of 
developing risks to our system. As a result, for this latter role, the FDIC would suggest creation 
of a systemic risk council (SRC) to provide analytical support, develop needed prudential 
policies, and have the power to mitigate developing risks. 
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The Honorable Sheila Bair 
Cbainnan 
Federal Deposit Insurance Ct)rpQrlltion 
iSO 17ftj ~ NW 
WasbinB,toq. DC 264.29 

Dear~ Bmr: 

·llnittd ~tatts ~rnott 
COMMITTEE ON BANKING, HOUSING, ANO 

URBAN AffAIRS 
WASHINGTON, DC 2061~75 

April 9, 2009 

Ll}o9 - 5'/1., 

Thank you for testifying before~ Committetnm I(anking, l!Qusing,.auid Ulban ~ 
oo Mardi 1 ~. 2009. In order to ~ the hearlng ICCOrd, we wo¢d ~ your answers · 
·tb· the enclosed questions as 1oot1 as po.aible. 

Pl"elise rcpc:att the quatiOh, then ~ miswct, singfc spacina both ttuestian and answer. · 
Please do not use all capi~s. 

Send your reply ta Ms. Dawn L Ratliff. the~•~ CbiefClCJ'k. She will trammit 
co~ to. the apprqpria1c offic:ca. ~ thc-i;ominitlcc's pablicatiom oftic:c. Doc to cuttent 
pmccdurcs rcptding $c:aab; mail. it ii~ that ybu ICDd n:plics via e-mail kt a MS 
Word, W.ordPcrf=t or .pdf ,macbment tQ Dawn Ratliff@bankinp:senate.gov. 

If you have ID)' question, about this J.etm-, _pleaac C0¥1tact Ma, Ratliff at (202)l24-304l. 

Sincerely, 

·CJD/dr 



Qucstlo.-~ for the Hearing on "Modernizfn1 B•nk Supervision and Regulation" 
March 19, 2009 

Quat1ops· ror TbeHonorable S.bellt Bair. Chmmu, Federal Depodt lnnrnee 
Corparaflog, from Smatf!r Crapo: 

Tb convera=.ce aT:tiuancial strvi"5 pl'OVidcts. mcf financial products baa incrused aver the 
past decade. Financial products amt ~ m.a, have msurauee, .bmkmg, securities. aml­
ib~ compqm:nts. One example of this~ is AlG. Ii lbe crat;lon of•~ risk 
rt:platm the best mdliod toiill in thti gaps and wtaknesaei that AIO ha e,qmed, or does b r ,_ 
Congrt;S.1 neetl to n,euluate the; ,r,eehf!SSI:$ of fcdcnd and stau: functionaln:gulation for 1arge. 
int=onnected,. and large firma like AIO? 

Recently there have bc:en ~.proP.()S8ls to consider for financial seivices conglomeratel. 
Okie-approach would be te move away from fimctional rtgulatitm to same 11PC of single 
~~tcd n;gQ!ator like the FiDftllCW ~ Authority model. Amtb.cr approach is to E> ,-,. Ir> s '­
.tbllow1hc Group of l0 RCP,Oi1 which attempts to modcmizc· functiobal regulatimi mid limit 
detivffies 1o address ~ and weaknessts. An in-bet.ween approach wwld bc:·to tnD'Ve to an 
~bjectivq-ba,ed ~gulatiQD.aystmn suggested in the Treasury Blueprint Wh4dm aome Qfthe 
plUMs and m.lnusc!s of these three approacliQ? 

lftbcrc- m: inititutiODJ tbatm: too big:tti fail. how dc1 we identify-that? Haw do WC dcfim, the bl~ 
,in:ums1ancc wbmtl 11:sin1lo ;o,mpp,.y i, so ·l)'stmJ.ically si"gnificant to lhcrest of our fimn~el 
circumsqmces ~ our cconomy"thatwe·mustnot allow it to fail? 

We~ to have a. t,cucr idea of what this notj911.Qftoo big to fail is -what it DieilDJ iD diffi:lcl)t it. 
upccu of 0111' indumy and what bur pro.per tcsponsc to it ehould be. How ibould the~ /) 1 

goymuncnt_:approach hsrge. multiniitipnal and 1ystcmically significant CQJD.~es? 

What~ "fail" mean? In the COJltext ofAIO,. we are.talkjng about whcijier wi; $hou.ld have p1fl. 
allowm an ~erly CMpter t1 b~ proceediIJg to proata Is tba1 failurt? 

1 



Question!I for. the Hearing on "Moderaizina.Bank Supervbion and R.e_gulation" 
Mareh 19., 2099 

Oaati.eu for Thtt. Bonopble Shella Bah-, Chairman, federal Depult Imunnce 
Corpontlon. from Senator Ko111: · 

Two approacbcs to systemic riat·aeem to be identified, .(1) monitoring .initimtiom mm 1a1dng 
steps to reduce the sizelllctfvitfcg oflmdumons that BpJ]rOaCb-a "too-Imp to tail" en·'• . ~ Q ,-P.. 
systmnically jmportant to ml" W (2) f:mpose-m,. addit,ianal JqU)ator-aml ,additional rules and -
market diKiplitac on institution! 1hat"ai'c amsidcn:d systcmic:ally importmt. Which.approach 
you r:miarsc:? If y.ou JUppOrt appaoadi (1) bow you wuuld limit insihuiion sac ad.how WQ\IJd 
yo!lidcntify new llrea8 cn:atin& aystmdc· impommc:e. ff YQU support eppn)8Cl1 (2) haw vrou1d 
you identify sy.itmdcally impot11Dt imtitutions and what new reaw,.tioos ad mark.ct-di;cipline 
wauld you~? . 

Please identify all n:guWmy or.l.:r bmiel'$ to th.c comprehensive- sharing of' inf~ lJ fJSl 
am(Jni reawators includq ililarancc regulators, banldng-fflUlators. and hrvcstm.cnt banking 
rcau)atoa. PJc:Qc sb'are the step1·tbat )'QD 8lQ 1aJdna to improve~ flow rif"cqmm~ 
among regQ)aton within the curreni lep1'tlv1 environment: . 

distuss in lout written tcstimon)r, what additional rcgulatoiy authorilics would you 8Cd 1IDCI t..~#o 
If c;o~ c;hargsd t= li'DIC with the respc,DS11nlity for the "ape~ resalution rc(imc• that youJ \ 
what additional taCJurm would you need tD be mceesatur1 CIPl you 4cscribc 1hc dilfcuma in 
trea1mcnt ro: tbc-sharcboldcrs of Bear Stems 1Dich,r 'the cutrcftt sftuation wrses •-ctuaticm if the 
"iptcial resc:tlution regime,:, waa already in place? 

Your latimoey iecomm~ tliat '"any new plan ·cnsura that. comutnct protection activities arc 
llligned with other bank~ infommtiao. J'C30Ul'CCS, and ex~ and that enfcm:cmmt c. 
gf ~er prt>tcction rules be left to bank rcgulatms."' . - ~ '> 

Can )'9-0 please explain how 1hc age.icy ciJmntlr takes into account c:miaumer complaints am! 
how the llgmcy reflc=ts those complaints when invcstipd.n& the saf'tty 18d soVJ)dness af" an 
lnstitution7 Do you feel dud the FDIC b.y, adequate infimnatio,, sharing bttwecli"1hc consumer 
protccti,;m examiners and -safety and soundness.cxanu"bers? Ifnet, what ins your saggmtions:to 
int:teasc the flow of infbrmatiQn ~ the diffemst types a( examin~? 

i,pprapriate end ~le for co~~bu caum signific:mit prob~ not only for those O 
In yctur written ·testimony you stan:·tbat "failure ·to· en.11ue :that~ products were J ~ L 

consum~ bat for the safety and soundness of fuiancli.1 lnltitutions. Do yau bell~ that there 
should be a sultability 8Wldani pl,accd on JencUng iustitutions'1 



Depasit lnsut• -:e qucition: . 
ltecently, the FDIC baa asked Cons,esa to increae tl,eir boc:owin& autbmity limn the Tfllllltt 
up to S 100 billion. citiq that 1hir wpuld bo :acczssary in mdcr avoid impolina sipifi• 
~ ~ JIWVffla!ts t111 immed fimncial institutions. Cuntntly, the FDIC provides iebafm 
~~financial inltitutions·wbm tbQ DJF:recchc, 1.S'Y.._ GiYIID thl: ilmeue-.m bani: 
closmaa over the past 12 monthl. do you believe Cha rebm policy ahduld .be revfC'Md or 
eUmln~ What do you think is an appropriate level for~ imurmc:e 'fimd in .ordeno prateet 
di:pMftan ·at tha, ibc:reaed11m0unt of $250,00P? 



Qa.esdons ror the Hea~g on "Modernlzinf Bank $u.pervbion and Regulation" 
Marchl!J,200, 

Questiou forTJie Bonbn.ble Sheila Bair, Chaltnum, J'.llderal De'pOiit lm'ai'uft 
Corporation. fnlm Senator Hutchison: 

I hmnxmcems aboul tbe n:ceht detisiO'n by the- Fc:dm.l Dcpoait lnswimce Corpoution .(FDIC) 
Boan! otDircctars to impose a -sp:cia) asstssmcntcan msurcd inlti.tudo.m of20 basis JlOitm, with 
tba, pom"'bility of messing an additi~ IO basis point;s.$ ,µiy time u ma)' be~~­
Board. 

· Sin=1hu decision was anndunced, I have heard from many.·Tcxas community ~ wh9 · • 
ha~advise4me-oftht: potential earnings and capital lmp,ict OJ1 their fimmeial .insti~ and 
man, importantly, the n:sultins. lau of~~ tp lmd.io. small~ C\lltQmen aid 
ccnsumcrs in toxas commumtica. It iscdim:ated that •-•srncn1!1 on Ttxaa bal'lks, if 
i:mplcmcnted u proposc4 will remove acarly one Dillion dollaa ftmn awilable capitJI. When 
Jevcnapd. this rtsults in nearly eight to twelve billion dollin that will no lonp be available for 
lc:odina activity througbaut Tena. :At a time when rqpansibli, lending is•cridc:al t& gaD,ing OlD' 

Dalian aut of recession, this sort of .redu'l;d.on in kal Jendfttg lzu the potential tu exf;Dd our 
c;cQDOmic downtuiP. 

I-understand you belit:Ye 1hat any asscssm~ otl the baulcing industry may-bo raduccd by 
muaJafy ~ or 10 basis point,,~ Congnaprovidc the POIC·ill1.~ in tt. Hnc qf 
credit It the Department ofTreasmy from $30 billion to $100 billion. That ii-why I haw sigped 
on u a "CQ.SpQ~ of The"J)cppsbar Protectimi Act ~(2009, which KCQID.plbhes that goal 

Hcnvever, my bankh11 community infmms me-thlt m:nthi!f modest pmposcd l'Cducticm "in.the 
spceiaJ ~ will atill dispropQ.rtionalcly pcnalizc: community baab, the 'YUt majority of 
which neither participated nar COlltributcd to 'the irmpduible leading mctics that haw led to tm: 
-erosion of tho FDIC' deposit~ ~ (DlF). 

J ~ that thcrc:are variQUS a1.tcmativca to 'CDSUIC' the fiscal stabilit)' of the I>IF v.dthaut 
~ly aff'cctmi tbc community banking. indultry, )nich as imposing Ii systemic iis)(. pn:mi'QID, 
basids aSsessmcnts on ·uscts with in adjUStmem fun:apilal rather-than total insared dcpomts. or 
-1}owing bmw·to amortize the expenses c,ver'St:','m81 y.:a.n. 

I ~y request the following.: _ 
• C;t?uld you outline lt'Ncral ,P.OPOSIUS to improV!= the-snucdn,:n.-af the DIF w.hi1e '\ (L· 

mini11ting the ncptive cfttdi on·tbc community banking mdu.sby1 D' 
• Could you~ whether the FDIC bas. the aufborlty to bnplc!m~ these pDlicy '(' 

proposal2' or~~ FDIC \\'9uld nec4 additiOJlBl a,;rthoritias1 \ . 
• If additi'onaJ authority is ii~ from which entitf {ic. Congress? Treuury?) ~ the) 

Fl>IC ~ those additiql)Bl a)llhorities1 

4 



~eitio11·1 for the Hearfnt cm "MDdernizia& Ballk $1Jpemsipn an~ Rep)4don" 
Man:h l!J, 2009 

I c0mmcnd you far yaw- tireless eftorts in helping our banking syitem sumvc this cb'fflcalf 
~ent,-and I look forward ta wotkiQg closely with yuu to arrive at selutiQns tQ support the: 
community bahking industry while CDJUrina the long-ttttn stJb11i1y oflhc DIF·to ~tect -~ 
depositors apu,st lqss. 

• Will each or,ou COD1ttrlt to do ~i within your power to prevent perfumdng loans L l> 4 '--
m;,m being called .by len4ca? Please o~-the ~ you plan to take; . J 

5. 



Quation, for the ~•ring o• '"M4>dernizin1 Bank .Supervision aad Regulation" 
March 19, 1009 

Ouettlitns fot The .Httnpnble Sheila Bah-, Chalnun. l'edml Deposit Insurnce 
Corpqntion. from 'Senator-Reed: 

1. It iir clear that our current ri:gµlalory slr1tcture is iti need of morm. At my subcdmmittco 
bearing 01;1 risk mmagaii~ ~ ta•, 2009. GAO pointed out 1hat regwatm1 ohen 
did not move .swiftly eno~gb to ad4fcss probl=za tb~ had identified in the risk 
management l)'st:Jm of large, complex financlal institutions. 

Chair Bair'a written testimony for taclay91 hcarllig put ·it very well: "., .the suaccss of any 
effort at monn will ultimately rdy tm the wOUn_gnea of regu)atots to use 1hdr 
auth9riti~ more effi:ctively .and aggre;ssi.vely." · · · 

• If 1bia lack of adiOD. is •·per:sistcnt problem among the rcgntama, to what cxtmt 'Q\ ~ 
will changing ~ structure or OU, regulatory SY.Stem really &et at tbo ~1 

2. How i:io we overcome the problem that in the boom tima m one wants to be the one 
stepping.in. to tdl firmi they ba\lc to limit theirconccntmiom 0frisk er mit1rade cmmin 
risky prQductB'l 

I t;t," 

}

...,~L 
• What thought ha., been pat into overcoming this probta:m mr rqulaton V 

ovcrscefd,g the firms? . ::: 
• Is tbiJ an ·imic·thal can be addtc.;scd through re~ ~structure cffi,rts? 

.l. As Mr. Tanillo.:and Mr.I. Bair natm u:fthoir b!stimony, some liDancial institution failures 
emanated from instiNtions 1hat wm under federal rega)ation. While I agree that we ~ 
a4ditiOD&l o~t over and inf'onnati~ on~ financial lnstf~ons. t think we 
need to undmtafid. why so many repbitc:d firms fat1t.d.. 

• Why :is it the case ~ so nw,y regulated entities failed.. and many still remain ] p Sc. 
Blttlggling. if our re:gulatm in fact stand as a safety net to .rein ln dangcaus 
·amounts af risk-tamg? J {.. 

• While we know that CC$in hedge f\mds,_for example. f1ave failed, Jiave aey of 0!-
them c:onm"butcti:to systemic risk? · <... 

• Given ~ JOZDC ofthe &dt:ral bankmg ~ have examin~ on-site at J-- ~~ 
banb, how did they not idmitify some bf lhcsc ;problems R arc facmg·toclay?, 



Questions for the Hearing on "Maderalzin1 Bank Supervision an4.Regalatlon" 
March 19, 2009 

4. Frotti yourpeisp:ctive, how dangerous is the "too big fo·f'ail" doctrine and bowmisht it Q\ IL 
be addressed? 

" 

• Is it com:cUbat &posit lhmts have ~ in place to avoid monopolies and limit t) 1 f'2., 
rl-1( cooccmrition for 1-mcs? 

• Miglrt it· be the em that for fimmcial institutions that fund themsel"Va less by 
O

, (L 

~1S mid mo,re by c,qrltaf fflll?.b#s ~vi.ties~ they shQuld be ~bject ta 
concentration limits·in certa1u activitisl 

• Wo.uld this potentially~ the problem of too big ta &,ii? 

s.. It~ that~ were mtjar probl=.,.s wi~ ·tbcac ~ managemen,: sym:rms. m I beard] os' 
in GAO b:lftimony at ri,,.y subcommitteo hmingm Marth 1i11r, 2009,-so what pve·thc ' 
Fed tbe imprc:,slon that the mc,4cls wue letldy maugh lo be the primary mcesme ~ 
bank caphal? 

6. Moreover. how cim \he regulators know ~hit ""adequately dipi~ means ff 
regulatms rely on models that wr: now kn.ow had muedal problems."? 

7. Can )'Oil tell us what main cbaics need ta be made iD the Basel II framework 110 that itJ OS L 

~-calcula,tca-rlsk1 Should. it be used in antj~on with a leverage ta1ia qf iame 
kind? 



Questiom fot the Hearin& on "Modernizln1 Bank Supervision mid Replation"· 
March 19, 2009 

Ouptlon:fot"The 11aiaanble Sbda Bah-, Chainnan, fehpl Dtpodt bmgttn 
Corporation, from Raaldn1 Mcmbp; Shelby; 

QmnmerProtldiaa JlegaJatioa 
Somo blWe advocared tlult c:onmmerp!l)tection mid pnr.d~ ~an ~d be divQn.?al, 
.,id tha.t a separate cun~umer protection re~ regime shoal~ be created. They stam tbaroim 
source of the financial crisii cliWlnBted bm the lack of tonsmm:r prtJtumon in die undcrwming 
oflomu mt= orlginate-1o-di,trlbqte ~ 

• What ate the merits of maintaining it in the same agency? 1\lternativcly, what is tlie best· D S c 
~ a,ch i,f you can mpc for•~ ccms:umer P.fOb.'tion agency7. 

ReQJatory G• ps or Omlssfoai 
DuriD.g.~rcc:ent hcerin1, tbc Committee bu hard about massive rcgulatmy gaps in the systi:m. 
These gaps allowed unscmpvlmd acm Im AJO to e,cploit tho lack pf Mgulatmy c,vmipt. 
Sqmc oft.he~ tbtt AIO 4id ~with~ institutions under your supc:tviaion. 

• Why didn't your~ cmmgbtofthe.AIG ~~m 1rigedbrtbtr bJ ( 
,qulatmy sc;i:\ltiny? Wu the.re-a 11.a.-wed ~OD that AIO WIS adcquatcly regulated. 
end·tmefore no further scrutiny WU ll~ 

• Was tbl:re dialopc bd.,.ec:n the banking regulators mid \he state insurance regulators? t) .S C 
Wbai abOut the SEC? . 

~ If the aredit default swap contracts at tho hcmt of this problem had been traded cm an 1) ~ , 
exchange or-cleared through a clcarfn&hot11e. Witb nrqni-mncnt fur-co~ ml mqin . 
pa,xnents., what additioDBl J.ofmqtion would~ been available? How would you 1:iave 
uscd it'l 

UgphUty Maygemept - . 
A problem confrohthla mADY fi.nncial institutions cmcn_tly e,q,c;rlcncing c1istrcsJ is tJie oeed .t;o 
mll-ove.r ~ ~es of f\m4ins. ~ntially these banks arc facing a shortage of 
ligulctity. I believe this dUliculty-isinherent in any system that 1unds loq-tcrm ~ SQCb a 
mmtgages, with skart-tam funds. Bas.ic4Jly the h-.rm from , decline in liquidity is .amplified by 
aw•, level of "mlturi'fy•mismatch." 

• I would like tG ask eam of the witnesses, should regu1aton try1o minhni:te the levnl t>f ll I> .s C. 
~• maturity.mismatch? And if 11>y what tools would.a bank regulator \UC to do ao!f 

8 



Qn~ons for tb, Hurt:ni on "Modernlzin& ~ Superviiioa ~nd ReplatiOD" 
Manb 19, 2009 

• Mr. Tvullo, dQ you sec th: PQtential far aey ~cts ef interest in the ~ 
characbmtics of the Fld.'a bank supervisory authmities'1 

• · Mr, Dugan and Mr. l'Qlakaft does~ fa.ct tha\t ~ur~cs-• ~ stream is affected 
by how many instilutions you a:rc-able: to b!c:p under your chatters aftcct yt,ur ability to 
mnduct~'.P 

Too-Blt-Tt:Jl!• ll 
Chairma;n l3ai:r sta1e4 in~ wri~ tmfimony that "the most important cbaJiqc ii ta fina ways 
to impose greater mark.et discipline on:l)'Wmlically import.ml ildlimtloas. The l01utian must 
flwolvc, first m.d fbtcmest. a-Jc:pl ~oim ~ ~ ~ly n:solution. of'thme ~ 
similar \Q that wtiicb ~ for FDIC-~ banks. In short vie nc:td tD end ·too 1ria to fail 
I wauld agree that we need -to.~ tho to&bit-to-fail is.sue, both for b.tmb• athcr tm.ncial 
inatitutiQns'. 

• Could each of yt,U tell us-whether putthig a~ teSOlutiqn ngimc; in place would~ D \ Cl.. 
th" issue'1 UI. 

•· How would we be ablt: to convince the-market that these: ~cally importint .D I fl. 
i~~9D:I would not be protected bf taxpayer rcsomm u they bad been in the: i>-7 

Prpo-Cydiglity . . 
I have lk>me ccmc;ems about iha jJreH:yclicaJ nature ·of O\D'}Jl'Csent system Df ac.cauotiq wt bank 
capital rcgulatian. Some tQmmeTrta1oa hAwe ~ 11-concept tcquiring banks to hold mbR: 
capital when good co~olis pr;vJi], and then allow banks tc, tcmporcadly bold lc:ss-oapital in 
order oat to iUbi.c:t access to crt:mt d'Ul'Ull a-doWDtum. Ad~tee qf ~ syst,= be&;ve that 
co,m.tcr eyoli~ policies QJUJd reduce imbalances withUl financial markets and smooth the credit 
cyc:lir it!elf. 

• WbaJ; ik> you ace as. the cosgs and benefits Qf adopting a more counter~yclical system of I)~ (. 

regulation? · 

• Do you. ,cc q-cin:umstanca undc:t which your agchctes -would takt a position on the b $ ( 

mcrirs of-cmmtcr-c1CUQal i,sgulatory policy? 

GlO Bammif tmd lntenndaaal Coordination 
Many foreign etliei-1, and .wysts haw said. th.i they believe 1he DpC;OmiJig 020 summit will 
endorse a set 9fprinclples agn:ed·to by bath the-F"mam:ial SlabilityFmum and the Biacl 
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Qu~Jlons-fot the Be$rhil 011 -ModernJzm.1 Bank Supenision and Rqabdion" 
Man:h 19, 2009 . . 

Cotn:mitta; in addition to other ~ent i!initiu. There have also btm calls from 10me 
count.ties ta ru;avily rc--rcgulatc the fi~claJ sector. pool ruatio.nal sovereignty in Jmy economic 
areas. and crcatt powr:rfiu ~cmal TCgUlatory insti.tutiOlll. (Exmnpla an aalloul bak 
raalutfq ngtm.-, b-. capJta1 leftJJ, and cl.cpam im11raaee.) YO\U' agenciaaro active 
participants in these infemationaJ '1forta. 

• What do you anlicipate will be the tcSUlt o.f the 020 summit? 
~ -c.5: 
' ... 

• Do you ate any examples er meas whcte iuprinational resuJition of financial services - t>Sl 
would be cft'edj-ye? 

• How far do you sec-.your agcnclapushilig for or against suoh supranational initiatives? -1>J' 

Regulatory Reform 
Chainnm Bair, Mr. Tatullo noted in bisu:stimooy the diffleahy-of crafting-& workable rcsoludo.n 
regime and cle¥eloping au effective ~c ~ .regulation scheme .. . J ,,~ 

• Are youcom:cmed that there CQuld be mt:t:ndcd conscctuentes if w-= m Df>t proctCtt. -
with due ,;arc? 

Credit Rating A@cig 
Ms. Biii, you mte the role ofthe regulatory~ includilig capital requirements, in 
en(:bnraging blind n:Jbmcc dJ1 ~ ntings. You IC®DllllCJld 
pre-,conditi0DU1i ~based capit,i,.1 rcquin:mcnts on wide: 1vafla.bility of tha undc:nyma data. 

· • Woaldn't the inaat -cft'cctivc ~roach be to take Altings out of the rcgalatory fra,;nework J- b 
entitelr?' 

-~ 
§ntemic lleplatar 
Ms. Bair, )'OU obserlcd that many of the tailutes in tms· crisis were failures of rc&Ulatm ta use 

~(. 

authority tm,t th~ had,. . J fl.I o.s l 
• ln light of this, -do you belicm, layering a systetDic rl$k regulamr on tQp oftbc existing ---Pl 

repne is.the: o~ way to·procccd witl}:ic~atory ~g? 
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- FEDERAL DEPOSIT INSURANCE CORPORATION, Washington oc 20429 

OFFICE OF THE VICE CHAIRMAN 

Honorable Bill Posey 
House of Representatives 
Washington, D.C. 20515 

Dear Congressman Posey: 

June 2, 2009 

It was my pleasure to testify before Ute Committee at the March 20 hearing "Federal and 
State Enforcement of Consumer and Investor Protection Laws." Enclosed is my response to the 
questions you posed at the hearing. 

lfyou have further questions or comments, please do not hesitate to contact me at (202) 
898-3888 or Eric ~pitler, Director of Legislative Affairs, at (202) 898-383 7. 

Enclosure 

Sincerely, 

Martin· J. Gruenberg 
Vice Chairman 



Response to questions from the Honorable Bill Posey 
by Martin J. Gruenberg, Vice Chairman, 
Federal Deposit Insurance Corporation 

Ql(a). Provide a one page summary- not a book- but a one page summary describing 
what you think was the root cause of the crisis. 

Al (a). The financial crisis was caused by a number of fact~rs, but five key developments appear 
central. The first development was a dramatic shift in the U.S. mortgage market away from the 
traditional 30 year fi~ed rate mortgage toward subprime, Alt-A, and nontraditional mortgages, 
which include interest only and payment option adjustable rate mortgages. Prior to this decade, 
the 30 year fixed rate mortgage had dominated the U.S. mortgage market for years, but by 2006 
its share had slipped to less than haJf of mortgage originations. Subprime mortgages, which 
accounted for less than 5 percent of mortgage originations in 2001, grew to account for over 20 
percent in 2006. The rapid growth of these risky mortgages set the stage for the coming crisis. 

The second development was the widespread deterioration of underwriting standards for 
mortgages that facilitated the rapid growth of subprime, Alt-A, and nontraditional mortgages. 
Lax underwriting standards were most apparent in subprime mortgages, where the most 
elementary notion of prudent lending- underwriting based on the borrower's ability to pay- was 
ignored. Most of the subprime mortgages originated during these years were 2/28 or 3n.7 hybrid 
adjustable rate mortgages, characterized by a low fixed initial interest rate for 24 or 36 mqnths 
followed by a significant increase in the monthly payment. Many of these loans were 
underwritten to the introductory rate, with prepayment penalties and no escrow for ~cs and 
insurance. A significant share of subprime mortgages was also granted on a stated income basis, 
req~g no verification or documentation of ability to pay the loan. 

The third development was the growth of mortgage-backed securities (MBS), particularly for the 
highly risky subprimc, Alt-A, and nontraditional mortgages. Securitization of these mortgages 
largely took place in the private label MBS market which existed outside of the government 
sponsored enterp:tise securitization systbn. The private label MBS market led to new origination 
and funding channels that fell outside dir~t federal supervision and facilitated the expansion of 
risky lending. Sccuritization facilitated the poor underwriting since many institutions that 
underwrote the loans did not hold the loans. It further transmitted the poor underwriting· of these 
mortgages to investors worldwide, many of whom, it is now clear, were unaware of the risk and 
failed to perform appropriate due diligence. 

The fourth development was the growth of complex derivative instruments such as collateralized 
debt obligations (CDOs}, through which subprime an~ nontraditional mortgages were bundled 
into senior and subordinate mortgage-backed securities, and credit default swaps (CDS) which 
were utilized by many investors to hedge the risk of these securities. The outstanding value of 
credit default swaps grew from less than $900 billion in 2001 to over $45 trillion in 2007. The 
complexity and lack of transparency of these structured finance vehicles, coupled with AAA 



quality ratings by credit rating agencies, created a false sense of com.fort among a wide range of 
sophisticated global investors and Jed to enormous countcrparty risks. 

The fifth development was the collapse of home prices in 2007. Much of the mortgage lending 
of recent years was based on the assumption that home pric~s would grow indefinitely. When 
home prices collapsed, the underlying mortgages became unsustainable. Borrowers with little to 
no equity in their homes became trapped in unaffordable mortgages and delinquency, default, 
and foreclosures began to rise substantially. This caused the secondary market for subprime 
mortgage backed securities to break down in 2007 and ultimately the collapse of the entire 
private label MBS market When the impact of declining home prices and the spreading crisis 
began to affect the performance of CDS and highly leveraged financial institutions, it escalated 
and adopted truly global proportions. · 

Ql(b). To what extent is Congress to blame? If your life depended on solving this puzzle, 
bow would you do it, and what do all the indicators point to? 

Al (b ). A number of measures will be required to address this crisis and prevent similar crises 
from occurring in the future. First is the need to restore proper tmderwriting to the mortgage 
·market, particularly subprime mortgage lending. The federal banking agencies have taken a 
number of actions to address this issue, including the issuance in 2007 of a final Statement on 
Subprime Mortgage Lending that identifies prudent safety and soundness and consumer 
protection standards that institutions should follow to ensure borrowers obtain loans they can 
afford to pay. These standards include qualifying borrowers on a fully indexed, fully amortizing 
repayment basis. 

In addition, in 2008, the Board of Governors of the Federal Reserve System approved a final rule 
for home mortgage Joans under the Home Ownership and Equity Protection Act (HOEP A) that 
applies to all ]enders, not just federally supervised institutions. The rule is designed to protect 
consumers from unfair or deceptive acts and practices in mortgage lending. It also establishes 
advertising standards and greater mortgage disclosure requirements. With regard to subprime 
mortgages, the rule prohibits lenders from making loans without regard to borrowers' ability to 
repay the loan, requires verification of-tncome and assets relied upon to determine repayment 
ability, restricts the use of prepayment penalties, and requires creditors to establish escrow 
accounts for property taxes and homeowner's insurance for all first-lien mortgage loans. 

Second, a review of securitization markets should be conducted to ensure that appropriate 
incentives exist for lenders to properly underwrite securitized loans and that securitizers of · 
mortgages and other assets conduct adequate due diligence on the underlying risks of the 
securities. The review of sec'uritization markets should include examination of credit rating 
agencies, the role they played in the crisis, and the extent to which banks relied on credit rating 
agencies to assess the risks associated with securitized mortgages. 

Third, statutory change is needed to address gaps in supervisory oversight for Over-The-Counter 
(OTC) derivatives and credit default swaps. The proposed framework put forward by the 
Administration calls for requiring clearing of all s~dardized OTC derivatives through regulated 



central counterparties, subjecting OTC derivatives dealers and other significant involved firms to 
a robust regime of prudential supervision and regulation; imposing recordkeeping and reporting 
requirements on all OTC trades; improving enforcement authorities for OTC market 
manipulation, fraud. and other market abuses; and providing greater protections for 
unsophisticated investors. 

Finally, Congress and the Administration appropriately are undertaking a comprehensive review 
of the financial regulatory structure. Part of that effort will be focused on the need for a special 
resolution regime outside the bankruptcy process for large non-bank financial firms that pose a·· 
systemic risk, such as the regime that exists for insured commercial banks and thrifts. Unlike the 
special statutory powers that the FDIC has for resolving insured depository institutions, the 
current bankruptcy framework wasn't designed to protect the stability of the financial system. It 
will be important to create such a regime to avoid additional instability in times of economic 
crisis. 

Q2. How many employees does the FDIC have-employees working on closed bank fra~d, 
and employees working on open bank fraud? 

Al. Closed Banlc: In total, the FDIC has approximately 113 employees, as well as outside 
contractors, working on closed bank fraud. By mid-2009, the FDIC Legal Division will have 
increased staff in its professional liability and financial crimes unit from 21 in mid-2008 to 46. 
This includes 24 employees devoted to professional liability civil claims work arising out of 
recently-failed institutions (such as mortgage malpractice and fraud claims); 12 devoted to 
financial crimes work to support the United States Department of Justice in its prosecutions of 
criminal mortgage fraud claims; and ten employees having dual responsibilities in both these 
areas. We also have retained 17 outside law firms to date to assist with performing professional 
liability investigations and litigation as well as firms to handle residential mortgage fraud cases 
specifically. We anticipate retaining additional firms for both of these purposes during 2009. 
Our Division of Resolutions and Receiverships increased its civil and criminal investigations 
staff, bringing its total in-house investigations staff to 67, and also added contractors to support 
its inv~stigations function. 

-~ 

Open Bank: In total, the FDIC has approximately 2,010 employees working on open bank fraud 
as part of their examination and enforcement responsibilities. In Washington, we have 22 
employees in the Legal Division's open bank enforcement section. In addition, our regional 
legal offices have 58 attorneys and 32 other regional staff that assist with open bank enforcement 
and other open bank concerns. Our Division of Supervisiqn and Consumer Protection includes 
both examination staff-responsible for identifying and investigating potential fraud-and 
supervisory staff who work with the Legal Division on enforcement actions. We have 
approximately 1,730 examiners who regularly review the activities of insured depository 
institutions to ensure compliance with state and federal laws and regulations, including all 
consumer protection laws and the safe and sound operation of FDIC-supervised institutions. 
Examiners are trained to identify situations in institutions where the risk of fraud is heightened 
and additional review procedures may be needed. Approximately 160 FDIC employees arc 



d~gnated Bank Secrecy Act/Anti-Money Laundering/Fraud Subject Matter Experts, and these 
individuals each spend a portion of their time reviewing primarily insider fraud incidents. 

QJ. How many successful convictions? 

AJ. The FDIC does not have authority to prosecute criminal cases directly. This authority 
resides with the U.S. Department of Justice. The FDIC actively supports the Justice Department 
in its criminal prosecutions of defendants who have committed bank fraud, but the FDIC does..., 
not maintain data on numbers of convictions separately from the data maintained by the Justice 
Department. 

Q4. You state that you have had 4,37S mortgage fraud claims filed, and they are expected 
to result in 900 additional civil mortgage fraud lawsuits over the next three years. What do 
you think the success rate will be? What justice will come to the American people? What 
amount of money do you think we will be able to recover from the people involved? 

A4. To clarify, the 4,375 mortgage :fraud matters referenced at the March 20 hearing are 
investigations, and are not yet filed claims. The likelihood of success on the merits of these 
claims is vefy high since they are fraud claims. These have a high likelihood of success because 
fraud, by its nature, consists of dishonest acts that are not difficult to prove. For example, 
liability is rarely in question in the typical mortgage fraud case once the :fraudulent scheme that 
makes up the case is uncovered, such as in mortgage transactions involving falsified loan · 
documents and/or the theft ofloan proceeds. 

However, based on experience, we expect to find in many of the claims that there is not a viable 
recovery source to make the claim cost-effective, and thus we will not pursue those claims. 
Many others will be settled before the need to file suit. Our best estimate is there will be 900 
remaining claims on which we will file suit. We anticipate that the estimated 900 mortgage 
fraud lawsuits over the next several years will result .in more than $150 million in monetary 
recoveries. 

In tenns of justice for the American people, we would.suggest that it is through these cases that 
mortgage fraud is addressed, perpetrators forced to make reparations, and future :fraud deterred. 



Questions for the Record Submitted by Representative BUI Posey 

Federal and State Enforcement of Plnandal Connmer and Investor Protectfom Laws 

· Ouatlgn1 to all memlJen of panel one; 

Please provide a oe page ~-not a book - but a one page summary descn'bing what you 
think was tho root cause of the crisis. To what extent is Congress to blame? · - "'b\" 

If your life dcpen.dcd on solving this puzzle, bow would you do it. and what do all the indicators 
point to? 

The Honorable Martin J. Gruenberg, Y-ice Clra'lnnan. Federal Dq,offl. lnsurance Corporation 

You state that you have had 4,375 mortgage fraud claims filed, and they are expected to result m 
900 additional civil mortgage fraud lawsuits over the pcxt 3 years. What' do you think the 
succ:ess ratz: will be? What justice will come to the American public? What amount of money 
do you think we wil] be able to recover from the people in-volvcd? 
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e FEDERAL DEPOSIT INSURANCE CORPORATION, Washington, oc 20429 

SHEILA C. BAIR 
CHAIRMAN June 3, 2009 · 

Honorable Barney Frank 
Chairman 
Committee on Financial Services 
House of Representatives 
Washington, D.C. 20515 

Dear Chairman Frank: 

Thank you for your letter concerning a proposal that seeks special tax treatment 
for repatriated foreign profits of U.S.- companies. This proposal would provide U.S. 
multi-national firms with tax incentives for depositing repatriated profits at U.S. banking 
institutions in an effort to spur lending activity. I strongly agree that increasing banks' 
lending capacity could hasten an economic recovery, particularly in the case of 
community banks that traditionally provide a credit lifeline to small businesses and 
consumers. 

In your letter, you inquire as to the minimum time that may be needed for 
repatriated profits to remain on deposit before a depository institution could convert the 
funds into Joans. It is very difficult to identify a minimum holding period for lending 
purposes, but we agree with you that short term deposits would not generally cont;nbute 
to lending output in a meaningful y,ay. As you can imagine, it is very difficult to draw a 
causal relationship between a single deposit and a loan or group of loans and even more 
so if the deposit is relatively short term. It also is challenging to project credit activity 
intermediated by a given deposit, c9nsidering significant differences exist in each 
institution's funding structure andin-market loan demand. Also, as the anticipated large 
size of these deposits would generally not constitute what banks or regulators consider 
"core" or stable fimding, deposits gathered from this proposal could potentially be 
volatile and higher cost. Moreover, the expected large size ofrepatriated profits could 
realistically preclude smaller banks from competing for these deposits. which could 
severely limit the ability to accept such deposits to very large depository institutions. 

I would point out that if this proposal moves forward, the eligi"bility of these funds 
for federal deposit insurance coverage must be considered. If these funds were placed in 
transaction accounts, thereby earning less than 50 basis points of interest, they would be 
fully guaranteed by the FDIC until the sunset of the Temporary Liquidity Guarantee 
Program,·wbich currently is December 31, 2009. Otherwise, they would be insured up to 
the federal deposit insurance limit. U.S. corporations contemplating incentives under-this 
proposal should be aware of the rules and regulations governing deposit insurance· 
coverage and be prepared to structure accounts accordingly. 



Thank you again for allowing the FDIC to provide input on this matter, and I am 
happy to discuss it further at your convenience. 

Sincerely, 

Sheila C. Bair 
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Ms. Sheila Bair 
Chairwoman Of"FICE OF tEGISL~TIVE ft.FFMP.S 
Federal Deposit Insurance Coxporation 
550 17th Street, N.W. 
Washington, D.C. 20429 

Dear Madam Chairwoman. 

I was recently approached by the president ofa major U.S. corporation which does sign~cant overseas 
business, and has therefore a great deal of money that it has earned overseas. The company is proposing a 
change in tax policy that it believes would result in significant funds being made available for the banking 
system in the U.S. It is of course of jurisdiction of the Ways and Means Committee as to whether the tax 
policy change is made, but I did have a question when the matter was posed to me as to what would be 
necessary far the proposal to result in any significant addition to lending capacity of U.S. banks. 

The proposal is that companies whose repatriate4 profits would now be subject to full U.S. ~on get a 
reduced tax rate if they iepatrlate them and put them on deposit with U.S. lending institutions for a period 
sufficient to make a significant ~nee in the capacity of th.ose institutions. When I was asked about 
this, I of course noted that the policy decision would be Ways and Means' jurisdiction, but that I did have 
a question as to what ·the minimum timc·would be for those funds to remain on deposit. Clearly short­
tenn deposits would hot contribute in any significant way to lending capacity. · · · 

So I ask you a question that 1 hope you can answer, understanding that any decision as to whether or not 
there is some change in tax policy will come-before the Ways and Means Co•mntittee-1 andis not 
something that the comttdttee I chair wouldact on. But I would be interested in whether or not you have 
a view as to what the minimum amount of time you would think necessary for a deposit of funds to 
remain with the depository institution for it-to be significant. I say that because funds that were 
specifically repatriated for"the purpose of qualifying for a.lower tax rate on the grounds that they would 
justify this in economic tenns l>y the addition to U.S. bank lending capacity obviously means that there is 
a requirement that the funds be on deposit long .enough to malcc such a difference. For this reason it seem 
to me this is di.ff emit than the normal flow of deposits. where such a question might not necessarily be 
appropriate. If you are ablcrto·answer the question as to what the minimum time period you think would 
be necessary for funds to be on dq,osit to make a significant, positive decision in lending capacity, I 
would appreciate your letting me know. 



e Fl::DERAL DEPOSIT INSURANCE CORPORATION, Washington, oc 20429 

SHEi~ C. BAIR 
CHAIRMAN June 5, 2009 

Honorable J a.ck Recd 
United States Senate 
Washington, D.C. 20510 

Dear Senator Reed: 

Thank you_ for your letter expressing concerns regarding private equity purchases 
of banks. Your letter raises two very important considerations for the banking system 
and the Federal Deposit Insurance Corporation: the potential contribution that private 
equity can make to strengthening the capital position of domestic banks, and the need to 
ensure that the investments by private equity firms arc fully consistent with the statutory 
and regulatory rules applicable to other similarly situated purchasers ofbanks, thrifts, or 
their holding companies-. We are keenly aware of both critical considerations in making 
decisions on private equity transactions. 

So far, the FDIC has completed two transactions with private equity investors that 
involved failed depository i~titutions. Based on the determination of the appropriate 
federal banking regulator that particular investor groups mc;t its eligioility requirements to 
act as owners of a bank, the FDIC recently acc!!ptcd the bids of two separate private 
equity groups to acquire two failed savings and loan associations. In early May 2009, the 
FDIC completed the sale of the IndyMac Federal Bank, FSB, Pasadena, California, to 
One West Bank, FSB, a newly fonncd federal ~avings bank controUed by IMB HoldCo 
LLC, a consortium of private equity investors that invested more than $1 billion in the 
capital of the new bank. On May 21, 2009, the FDIC, as receiver for Bank.United, FSB, 
Coral Gables, Florida, sold its banking operations to a newly chartered federal savings 
bank owned by a group of private equity investors, including .WL Ross & Co. LLC, 
Carlyle Inves~ent Management L.L.C., Blackstone Capital Partners V L.P., and 
Centerbridge Capital Partners, L.P., that invested $900 million in the bank. Both of these 
transactions were the least costly to the_ Deposit Insurance Fund (DIF) of all competing 
bids. 

In addition, the FDIC added significant conditions to these two private equity 
transactions, including capital maintenance and resale restrictions. For example, we 
incorporated a condition on the purchasers ofBankUnited intended to pr~vent the sale of 
a controlling interest in the new bank for a period of 18 months following the acquisition. 
This condition addresses the need for consistency in managing an institution that requires 
stabilization. 



Due to the continuing interest of priv~te equity firms in the purchase of depository 
institutions in receivership, the FDIC is evaluating the appropriate terms for such 
investments. In the near future, the FDIC will provide generally applicable policy 

. guidance on eligibility and other terms and conditions for such investments to guide 
potential investors. 

In developing the policy, we intend to look carefully at the laws and regulations 
applicable to the establishment of bank and thrift holding companies, the protection· of the 
DIF, and the safety and soundness of insured depository institutions-including those 
concerned with the provision of credit by insured banks to affiliated parties. We also will 
work with the other federal banking agencies to address the concerns you have expressed 
about regulatory arbitrage. Once we have formulated our policy on this complex and 
important subject, we will be pleased to share the results of our work with you. 

I appreciate the opportunity to address your concerns and look forward to further 
discussion with you on this matter. If you have further questions, please contact me at 
202-898-6974 or Eric Spitler, Director of our Office of Legislative Affairs, at 202-898- i; ,.. c, 
3837. C _J._r 
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The Honorable Tunothy F. Ocitbncr 
United States Secretary of the Treasury 
Department of the Treasury 
1500 Pennsylvania Avenue. NW 
Washington., DC 20220 

The Honorable Shetla Bair 
Chairwoman 
Federal Deposit Insurance Co:tpa~on 
550 17th Street. NW 
Washington., DC 20429 

May22_2009 

Acting Director John Bowman 
Office of Thrift Supervision 
Department of the Treasury 
1700 G Street, NW 
Washington., DC 20552 

Dear Secretary Geithner. Chairman Bemanke, Chainnan Bair, and Acting Director Bowman: 

I am writing with serious concrms that a signifi~t shift in regulatory policy may be 
.occurring reg~ private equity pmclmscs of banks, without a consistent approach by 
regulators and with virtually no Congressional ovennght. 

"-./J01-S2J 

The Federal Reserve, as I uo.dcrstand it; oontinues to proluoit acquisition of banks by 
private equity and other types of commercial entities, even if specific safeguards such as "silos" 
between commercial end banking divisions of the institutions, are provided. However, the 
Office of Thnft Supervision recently allowed ?vfatµDPatterson., a private equity furn, to purchase 
the failing Flagstar Bank in Michigan. which appears to represent a reversal of decades of public 
policy proln"biting commercial entities from owmng majority stakes in banks. And just yesterday 
the Federal Deposit Insurance CorpQra-tj_on allowed a group of private equity firms, none of 
which have majority ownership, to takeover BankUnited. one of the largest financial institutions 
in Florida. 

I believe these activities represent another, particularly dangerous example of 
regulatory arbitrage whereby institutions and fums are shopping around a potentially risky 
activity until they find a regulator who will allow it Private equity and leveraged buyout firms, 
which hold billions of dollars in investment capital. may offer a potentially valuable source of 
funding that helps take pressure off of taxpayers in helping our :financial institutions regain their 
strength. But as we consider the benefits md risks of such acquisitions, it is imperative that 
regulators approach this issue with a consistent, comprehensive policy that allows us to take 
advantage of the capital these iostitations have to offer, while at the same time including strong 
protections to imsurc that the commercial interests of private equity and other firms do not 
threaten the safety and soundness of banking institutions or the overall stability of our nation's 
financial sy!item. 



I request that each of~ rc.,pond te me promptly with your current understanding of 
your agency's policy regarding p~ equity and otaiir commercial firm acquisitions of 
financial institutions that you rcgulale. I appreciate yo\J,r atfention to this matter. 



e FJ;:DERAL DEPOSIT INSURANCE CORPORATION, Washington, DC 20429 

SHEILA C. BAIR 
CHAIRMAN 

Honorable Jack Reed 
United States Senate 
Washington, D.C. 20510 

Dear Senator Reed: 

June 5, 2009 

Thank you for your letter expressing concerns regarding private equity purchases 
of banks. Your letter raises two very important considerations for the banking system 
and the Federal Deposit Insurance Corporation: the potential contribution that private 
equity can make to strengthening the capital position of domestic banks, and the need to 
ensure that the investments by private equity firms are fully consistent with the statutory 
and regulatory rules applicable to other similarly situated purchasers of banks, thrifts, or 
their holding companies. We are keenly aware of both critical considerations in making 
decisions on private equity transactions. 

So far, the FDIC has completed two transactions with private equity investors that 
involved failed depository institutions. Based on the determination of the appropriate 
federal banking regulator that particular investor groups met its eligibility requirements to 
act as owners of a bank, the FDIC recently accepted the bids of two separate private 
equity groups to acquire two failed savings and loan associations. In early May 2009, the 
FDIC completed the sale of the IndyMac Federal Bank, FSB, Pasadena, California, to 
One West Bank, FSB, a newly formed federal savings bank controlled by 1MB HoldCo 
LLC, a consortium of private equity investors that invested more than $1 billion in the 
capital of the new bank. On May 21, 2009, the FDIC, as receiver for Bank.United, FSB, 
Coral Gables, Florida, sold its banking operations to a newly chartered federal savings 
bank owned by a group of private equity investors, including WL Ross & Co. LLC, 
Carlyle Investment Management L.L.C., Blackstone Capital Partners V L.P., and 
Centerbridge Capital Partners, L.P., that invested $900 million in the bank. Both of these 
transactions were the least costly to the Deposit Insurance Fund (DIF) of all competing 
bids, 

In addition, the FDIC added significant conditions to these two private equity 
transactions, including capital maintenance and resale restrictions. For example, we 
incorporated a condition on the purchasers of Bank United intended to prevent the sale of 
a controlling interest in the new bank for a period of 18 months following the acquisition. 
This condition addresses the need for consistency in managing an institution that requires 
stabilization. 



Due to the continuing interest of private equity firms in the purchase of depository 
institutions in receivership, the FDIC is evaluating the appropriate tenns for such 
investments. In the near future, the FDIC will provide generally applicable policy 
guidance on eligibility and other tenns and conditions for such investments to guide 
potential investors. 

In developing the policy, we intend to look carefully at the laws and regulations 
applicable to the establishment of bank and thrift holding companies, the protection of the 
DIF, and the safety and soundness of insured depository institutions--including those 
concerned with the provision of credit by insured banks to affiliated parties. We also will 
work with the other federal banking agencies to address the concerns you have expressed 
about regulatory arbitrage. Once we have fonnulated our policy on this complex and 
important subject, we will be pleased to share the results of our work with you. 

I appreciate the opportunity to address your concerns and look forward to further 
discussion with you on this matter. If you have further questions, please contact me at 
202-898-6974 or Eric Spitler, Director of our Office of Legislative Affairs, at 202-898- ~; ,.. t, 
3837. C )....r 

· /" ..... a.~' '1 o~U. • Sincerely, VV , r-

""' 't\ 
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Sheila C. Bair ' 1 1 / V w· \.. ., 
' ,·, ~ 
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The Honorable Timothy F. Ocithner 
United States Secretary of the Treasury 
Department of the Treasury 
1500 Pennsylvania Avenue, NW 
Washington. DC 20220 

The Honorable Sheila Bair 
Chairwoman 
Federal Deposit Insurance Corpora~on 
550 17th Street, NW 
Washington. DC 20429 

May22,2009 

The Honorable Ben Bernanke 
Chairman of the Board of Governors : ._11,~ t#..o1:::t.t) 

Federal Reserve System iUOV.ol-..·l:!r.ld+.,~ 

20111 and Constitution A venue, NW : .,n, 715 ,r,,;5 

Washington, DC 20551 .,.,, . .-:,.-... , ... ,., ... T, 

Acting Director John Bowman 
Office of Thrift Supervision 
Department of the Treasury 
1700 G Street, NW 
Washington, DC 20552 

Dear Secretary Geithner, Chairman Bernanke, Chairman Bair, and Acting Director Bo·wman: 

I am writing with serious concerns that a significant shift in regulatory policy may be 
.occurring regarding private equity purchases of banks, without a consistent approach by 
regulators and with virtually no Congressional oversight. 

The Federal Reserve, as I understand it,- continues to prohibit acquisition of banks by 
private equity and other types of commercial entities, even if specific safeguards such as "silos" 
between commercial and banking divisions of the institutions, are provided. However, the 
Office of Thrift Supervision recently allowed Matp.nPatterson, a private equity finn, to purchase 
the failing Flagstar Bank in Michigan. which appears to represent a reversal of decades of public 
policy prolu"biting commercial entities from owning maj_ority stakes in banks. And just yesterday 
the Federal Deposit Insurance CorpQratjpn allowed a group of private equity firms, none of 
which have majority ownership, to tak.cfover BankUnited. one of the largest financial institutions 
in Florida 

I believe these activities represent another, particularly dangerous example of 
regulatory arbitrage whereby institutions and fums are shopping around a potentially risky 
activity until they find a regulator who will allow it. Private equity and leveraged buyout firms, 
which hold billions of dollars in investment capital, may offer a potentially valuable source of 
funding that helps take pressure off of taxpayers in helping our financial institutions regain their 
strength. But as we consider the benefits and risks of such acquisitions, it is imperative that 
regulators approach this issue with a consistent, comprehensive policy that allows us to take 
advantage of the capital these institutions have to offer, while at the same time including strong 
protections to ensure that the commercial interests of private equity and other firms do not 
threaten the safety and soundness of banking institutions or the overall stability of our nation's 
financial system. 

PAINTED ON RECYCLED PAPE" 



I request that each of )'Qlt respond. te me promptly with your current understanding of 
your agency's policy regarding pnvato equity and otur commercial firm acquisitions of 
:financial institutions that you regulate. I appreciate YQW' attention to this matter. 



FDII 
Federal Deooslt Insurance Corooration 
550 171h Slraet NW, Washington, DC 20429 

Honorable Peter Welch 
House of Representatives 
Waslrington, D.C. 20515 

Dear Congressman Welch: 

Olfice of Legislallve Affairs 

June 11, 2009 · 

Chairman Bair asked that I respond to your letter regarding Northeast Member Business 
Services• (Northeast) interest in managing and disposing loans from failed financial institutions. 
For your infonnation, consistent with our general policies, the Federal Deposit Insurance 
Corporation's Board of Directors generally is not involved in contracting decisions, which arc 
made by professional staff. 

As you note in your letter, a competitive procurement is underway for SBA Loan Servicing and 
Consulting Services. We anticipate an award will be made in July or August after the 
competitive process is concluded. 

At the Federal Deposit Insurance Corporation, competition is the preferred method for awarding 
contracts to the many qualified firms seeking to do business with the FDIC. Our procurement 
policy leverages a competitive, commercial marketplace to provide goods and services that 
represent the best value to the FDIC. Best value decisions are based on sound business 
judgment, considering a series of qualitative and quantitative assessments of such factors as 
capability, capacity, past performance_;,:'and price. Please be assured that Northeast will receive 
full and fair consideration under this competitive process. · 

Your interest in this matter is appreciated. If you have further questions, the Office of 
Legislative Affairs can be reached at (202) 898-7055. 

Sincerely, 

Eric J. Spitler 
Director 
Office of Legislative Affairs 



FDII 
Federal Deooslt Insurance Corcoration 
550 17th Slreet NW, Washington, DC 20429 

Honorable Bernard Sanders 
United States Senate 
Washington, D.C. 20510 

Dear Senator Sanders: 

Office of Leglslatlve Affairs 

June 11, 2009 

Chairman Bair asked that I respond to your letter regarding Northeast Member Business 
Services' (Northeast) interest in managing and disposing loans from failed financial institutions. 
For your information, consistent with our general policies, the Federal Deposit Insurance 
Corporation's Board of Directors generally is not involved in contracting decisions, which are 
made by professional staff. 

As you riote in your letter, a competitive procurement is underway for SBA Loan Servicing and 
Consulting Services. We anticipate an award will be made in July or August after the 
competitive process is concluded. 

At the Federal Deposit Insmancc Corporation, competition is the preferred method for awarding 
contracts to the many qualified firms seeking to do business with the FDJC. Our procurement 
policy leverages a competitive, commercial marketplace to provide goods and services that 
represent the best value to the FDIC. Best value decisions arc based on sound business 
judgment. considering a series of qualitative and quantitative assessments of such factors as 
capability, capacity, past perfonnance, -~d price. Please be assured that Northeast will receive 
fi1ll and fair consideration under this competitive process. 

Your interest in this matter is appreciated. If you have further questions, the Office of 
Legislative Affairs can be rea~hed at (202) 898-7055. 

Sincerely, 

Eric J. Spitler 
Director 
Office of Legislative Affairs 



FDICI 
Federal Deooslt Insurance Comoratlon 
55017111 Street NW, Washington, DC 20429 

Honorable Patrick Leahy 
United States Senate 
Washington, D.C. 20510 

Dear Senator Leahy: 

Office of Legislallve Affairs 

. June 11, 2009 

Chairman Bair asked that I respond to your Jetter regarding Northeast Member Business 
Services' (Northeast) interest in managing and disposing loans from failed financial institutions. 
For your information, consistent with our general policies, the Federal Deposit Insurance 
Corporation's :,3oard of Directors generally is not involved in contracting decisions, which are 
made by professional staff. 

As you note in your letter, a competitive procurement is underway for SBA Loan Servicing and 
Consulting Services. We anticipate an award will be made in July or August after the 
competitive process is-concluded. 

At the Federal Deposit Insurance Co1poration. competition is the preferred method for awarding 
contracts to the many qualified firms seeking to do business with the FDIC. Our procurement 
policy leverages a competitive, commercial marketplace to provide goods and services that 
represent the best value to the FDIC. Best value decisions arc based on sound business 
judgment, considering a series of qualitative and quantitative assessments of such factors as 
capability, capacity, past performance, .~d price. Please be assured that Northeast will receive 
full and fair consideration under this competitive process. 

Your interest in this matter is appreciated. If you have further questions, the Office of 
Legislative Affairs can be reached at (202) 898-7055. 

Sincerely, 

Eric J. Spitler 
Director 
Office of Legislative Affairs 
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Ms. Sheila C. Bair, Chairman 
Federal Deposit Insurance Corporation 

. SSO 17th St, NW, Room 6028 
Washington, DC 20429 

Dear Chairman Bair. 

May 20, 2009 

FDIC 

MAY 2 l 2009 

OFFICE OF LEGISLATIVE AFFAIRS 

As the Federal Deposit Insurance Corporation ("FDIC") considers proposals for i:ontractors to 
help manage and dispose of loans assumed via Receivership of FDIC-insured financial 
institutions, we would like to bring to your attention a V ennont/New Hampshire ba.,;ed company 
that bas submitted a proposal in response to the FDIC's April 3, 2009 solicitation (RECVR-09-
R-0052 for SBA Loan Servicing and Consulting Services). 

· Northeast Member Business Services ("Northeast'') is a credit-union owned loan consulting and 
servic.ing company interested in working 'With the FDIC. The company is well-established .ind 
presently provides its services to twelve credit unions, nationwide. Mr. Scott Anderson, CEO of 
Northeast, has been in contact with our offices and we are positively impressed by the potential 
benefits to the FDIC and the taxpayers should such a contract be awarded to Northeast. 

In selecting organintions with which to partner we trust the FDIC will select our nation's most 
quali fled and capable financial firms, particularly those with minimal fmancial interest in the 
outcomes. We believe that Northeast could be such a partner and we are pleased that the FDIC 
has recognized that potential, via its invita,tion to Northeast to submit the above noted proposal. 

Toanl.. you in advmce for giving due and fair consideration to the Northeast proposal. Should 
you have any questions please contact Ted Brady in the office of SCll.cltor Leahy (802-229-0569), 
Philip Fiermonte in the office of Senator Sanders (802-862-0697), or Mary Sprayregen in the 
office of Congressman Welch (202-225-4115). 

 .
PATRICKL~··  BERNARDSANDERS PETER WELCH 
United States Senator United States Senator United States Representative 



.FDII 
Federal Deoosit Insurance Corooratlon 
550 17th Street NW, Washington. DC 20429 

Honorable Peter Welch 
House of Representatives 
Washington, D.C. 20515 

Dear Congressman Welch: 

Office of Legislative Affai:-s 

March 24, 2009 

Thank you for your letter to Chairman Bair on behalf of the Vcm1ont community bankers 
regarding the Federal Deposit Insurance Corporation's Proposed Interim Rule on Emergency 
Special Assessments. 

We will include your letter in the public comment file for consideration in the development of 
the final rule on the emergency special assessment. J can assure you we will carefully consider 
your concerns and those of the other commenters. 

Your interest in this matter is appreciated. If you have further questions, the Office of 
Legislative Affairs can be reached at (202) 898-7055. 

Sincerely, 

Eric J. Spitler 
Director 
Office of Legislative Affairs 
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Federal Deposit Insurance Corporation 
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Washington. DC 20429 

Dear Chairman Bair. 

March 12, 2009 
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I was recently contacted by several Vermont community banks about the Federal Deposit 
Insurance Corporation (FDIC) interim rule imposing a special assessment of twenty basis 
points with the possibility of additional assessments to follow. The burden that the 
special assessment places on small banks is excessively onerous. and I request that you 
rescind the interim rule or reduce the assessment amount and pursue alternative policies 
that ·would restore FDIC to sound financial footing. 

As you well know, community banks did not cause the financial crisis or economic 
recession that have resulted in, among other things, a depletion of FDIC funds. In 
Vermont, most community banks stayed away from the sub-prime mortgage fiasco. Due 
to prudent investment and responsible lending, .many community banks have been able to 
weather the current stonn. lnde.ed, V ennont' s community banks are providing the loans 
that individuals and small busin,esses need to get our economy moving again. 

Simply put, this special assessment could not come at a worse time for small bllllks and 
the communities they serve. If allowed to stand, the special assessment would triple and 
in some cases nearly quadruple what banks pay the FDIC, causing some banks to face the 
prospect of posting losses for the year. Clearly, the special assessment will lead to 
reduced lending- the last thing the economy needs right now. 

I recognize - and Vezmont banks would agree - that you have the right and responsibility 
to ensure that the FDIC is on sound financial footing, but I ask that you and your staff 
:find a way to do so that docs not so unfairly penalize small community banks and 
unnecessarily jeopardize our chances for economic recovery. 

PETER WELCH 
Member of Congress 
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The Honorable John C. Dugan 
Comptroller of the Cnm:ncy 
Office of the Comptroller of the Currency 
Independence Square, 250 E Street SW 
Washington. DC 20219--0001 

Dear Mr. Dugan: 

June 9. 2009 FDIC 

JUN 1 7 2009 

OFFICE OF LEGrSLATIVE AFFAIRS 

This Jetter serves to eJtpress some of the concerns our local community banks and 
homebuilders have brought forth with regard to the financing of housing developments in California. 
It is our understanding that among the numerous challenges the homebuilding industry is currently 
facing is a. tack of access to financing. 

· Many homebuilders in our area have enjoyed· long successful relationships :with our 
community banks, as they have historicaB.y provided both attentive service and attractive financing 
opportunities to the industry. However, recently onr community banks have felt a clear blu from 
bank examiners in the field, who've urged them to get homebuilder loans off their books as soon a.s 
possible. These actions ~ not without m~t, u t;hc homebuilocn have been caught in the perfect 
stonn in the Valley. High rates of foreclosure, a tb.R:e-year drooght. and the aatioowide recession 
have all dealt a crushing blow to lhe business. However. as the state and fedcml tu credits have 
taken effect earlier this year, the housing market in the Central Valley bu seen increased purchasing 
activity in their developments, and a decline in developed lots waiting for sale. 

As the community banks have •~ to continue lending ~t the best of their ability, 
especially in-the housing sector as they arc an integral player in our n:tovery efforts. they have faced 

· many obstacles. Certainly. we understand that it ls essential that both bankers and examiners make 
realistic assessments of bom>wcr credibility. However, it is our hope that lo evaluating the loan 
portfolios of these small comm11nity banks holding homebuilder loans. increased sensjtivity and 
flexibility from the bank examiners is forthcoming. They have provided the mainstay of lending in 
our area. in large part without the aid of Federal funds or regulatory relaxations that have been 
afforded to the banks deemed "too big to fail." Thank you for your attention to this serious matter, 
and we look fOIWard to your response. 

Member of Congress 
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CC: 

The Honorable Timothy Geithner 
Secretary 
U.S. Department ofth~ Treasury 
1500 Pennsylvania Avenue, SW 
Washington, DC 20220 

The Honorable Ben S. Bemanke 
Chairman of the Board 
The Federal·Reserve System 
Washington, DC 20551 

Mts. Sheila C. Bair 
Chairman of the Board 
Federal Deposit Insurance Corporation 
550 17th Street, NW Room # MB-6028 
Washington, D.C. 20429-0002 
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e FEDERAi- DEPOSIT INSURANCE CORPORATION, Washington, oc 20429 

SHEILA C. BAIR 
CHAIRMAN 

Honorable Christopher J. Dodd 
Chairman 
Committee ori Banking, Housing, and 
Urban Affairs 

United States Senate 
Washington, D.C. 20510 

Dear Mr. Chairman: 

June 12, 2009 

Thank you for the opportunity to respond to questions submitted by Senator Vitter 
subsequent to my testimony at the hearing on ''Regulating and Resolving Institutions 
Considered Too Big to Fail" before the Senate Banking Committee on May 6, 2009. 

Enclosed are my responses for the hearing record. If you have further questions 
or comments, please do not hesitate to contact me at (202) 898-6974 or Eric Spitler, 
Director of Legislat;ive Affairs, at (202) 898-3837. 

Enclosure 

\~ -~· ;,•. ~ ~, . ~s.-. ··r~--
•···l .. -,,,~ 

Sincerely, 

Sheila C. Bair 

-· 



Response to questions from the Honorable David Vitter 
by Sheila C. Bair, Chairman, 

Federal Deposit Insurance Corporation 

Ql. Mr. Wallison testified that, "In a widely cited paper and a recent book, John 
Taylor of Stanford University concluded that the market meltdown ?Did the freeze in .. 
interbank lending that followed the Lehman and AIG events in mid-September 2008 
did not begin until the Treasury and Fed proposed the initial Troubled Asset Relief 
Program later in the same week, an action that implied that fmancial conditions 
were much worse than the markets had thought. Taylor's view, then, is that AIG 
and Lehman were not the cause of the meltdown that occurre.d later that week. 
Since neither firm was a bank or other depository institution, this analysis is highly 
plausible." · 

Do you agree or disagree with the above statement? Why, or why not? 

Al. ·Professor Taylor argues that the data on the LIBOR-OIS spread indicate that the 
market had a stronger reaction to the testimony by Federal Reserve Board Chairman Ben 
Bemanke and Treasury Secretary Henry Paulson of September 23, 2008, on the 
government policy intervention that would become known as the TARP program than to 
the bankruptcy of Lehman Brothers on September 15. Professor Taylor's interpretation 
does not acknowledge that the events of the period happened so rapidly and in such short 
order·that it is difficult to disentangle the effects of specific news and market events. 
Other evidence suggests that reserves held by banks jumped dramatically immediately 
after Lehman entered bankruptcy (Federal Reserve Statistical Release H-3), indicating 
that banks preferred the security of a deposit at the Federal Reserve over the risk-and­
rctum profile offered by an interbank loan. 

Following the Lehman Brothers bankruptcy filing, Primary Reserve-a large institutional 
money· market fund-suffered loss~ on unsecured commercial paper it had bought from 
Lehman. The fund "broke the buclc" on September 16. This "failure" instigated a run 
and subsequent collapse of the commercial paper market. 

The events of the week may have had a compound effect on the market's perception of 
risk. For example, it is unclear whether AIG would have deteriorated as fast if Lehman 
had not entered bankruptcy. Indeed, TARP may not have even been proposed without 
the failure of Lehman. It also took time for markets to understand the size of the Lehman 
bankruptcy losses-which were larger than anticipated-and to use this new information 
to reassess the worthiness of all surviving counterparties. 

In the FDIC's view, uncertainty about government action and interventions has been a 
source of systemic risk. As outlined in my testimony, the FDIC recommends a legal 
mechanism for the orderly resolution of systemically important institutions that is similar 
to what exis~ for FDIC insured banks. The purpose of the resolution authority should · 



not be to prop up a failed entity, but to permit the swift and orderly dissolution of the 
entity and the absorption of its assets by the private sector as quickly as possible. 
Imposing losses on shareholders and other creditors will restore market discipline. A 
new legal mechanism also will permit continuity in key financiaJ operations and reduce 
uncertainty., Such authority can preserve valuable business lines using an industry-paid 
fund when debtor-in-possession financing is unavailable because of market-wide 
liquidity shocks or strategic behavior by potential lenders who also are potential fire sale 
acquirers of key assets and businesses of the failing instituti011. Under a new resolution 
process, uninsured creditor claims could be liquefied much more quickly than can be 
done in a ~ormal bankruptcy. · 

Q2. Do you believe that if Basel II had been completely implemented in the United 
States that the trouble in the banking sector would have been much worse? Some 
commentators have suggested that the stress tests conducted on banks by the federal 
government have replaced Basel ll as the nation's new capital standards. Do you 
believe that is an accurate description? Is that good, bad, or indifferent for the 
health of the U.S. banking system? 

A2. Throughout the course ofits development, the advanced approaches of Basel II were 
widely expected to result in lower bank capital requirements. The results of U.S. capital 
impact studies, the experiences of large investment banks that increased their financial 
leverage during 2006 and 2007 under the Securities and Exchange Commission's version 
of the advanced approaches, and recent evidence from the European implementation of 
Basel II all demonstrated that the advanced approaches lowered bank regulatory capital 
requirements significantly. Throughout the intcragency Basel II discussions, the record 
shows that the FDIC took the position that capital levels needed to be strengthened for 
the U.S. Basel II banks. If the advanced approaches of Basel II had been fully in place 
and relied upon in the United States, the FDIC believes that large banks would have 
entered the crisis period with significantly less capital, and would therefore have been 
even more wlnerable to the stresses they have experienced. 

-~ 

Supervisors have long encouraged banks to hold more capital-than their regulatory 
minimums, and we view the stress tests as being squarely within that tradition. While 
stress testing is an important part of sound risk management practice, it is not expected to 
replace prudential regulatory minimum capital requirements. In many respects, the 
advanced approaches of Basel II do not constitute transparent regulatory minimum 
requirements, in that they depend for their operation on considerable bank and 
supervisory judgment. The FDIC supported the implementation of the advanced 
approaches only subject to considerable safeguards, including the retention of the 
leverage ratio and a regulatory commitment that the banking agencies would conduct a 
study after 2010 to identify whether the new approaches have material weaknesses, and if 
so, that the agencies would correct those weaknesses. · 



QJ. If there is an ordered resolution process, whether that's bankruptcy, a new 
structured bankruptcy or a new resolution authority-what can we do to generate 
the political will to use it? 

AJ. For a new resolution process to work efficiently, market expectations must adjust 
and investors must assume that the government will use the new resolution scheme 
instead of providing government support. It is not simply a matter of political will, but of 
ruiving the necessary tools ready so that a resolution can be credibly implemented. A 
systemic resolution authority could step between a failing firm and the market to ensure 
that critical functions are maintained while an orderly unwinding takes place. The 
government could guarantee or provide financing for the unwinding if private financing 
is unavailable. Assets could be liquidated in an orderly manner rather than having 
collateral immediately dumped on the market. This would avoid the likelihood of a fire 
sale of assets, which depresses market prices and potentially weakens other firms as they 
face write-downs of their assets at below "normal,. market prices. 

Q4. Should we be limiting the size of companies in the future to prevent a "too big 
to fail" situation, or can we create a resolution process that only needs the political 
will to execute it that will eliminate the need to be concerned about a company's 
size? 

A4. The FDIC supports the idea of providing incentives to financial firms that would 
cause them to internalize into their decision-making process the potential external costs 
that are imposed on society when large and complex financial firms become troubled. 
While fewer fums may choose to become large and complex as a result, there would be 
no prohibition on growing or adding complex activities. 

Large and complex financial firms should be subject to regulatory and economic 
incentives that require these institutions to ho~d larger capital and liquidity buffers to 
mirror the heightened risk they pose. to the financial system. Capital and regulatory 
requirements could increase as :firms become larger so that fum.s must operate more 
efficiently if they become large. In addition, restrictions on leverage and the imposition 
of risk-based premiums on institutions and their activities should provide incentives for 
financial firms to limit growth and complexity that raise systemic concerns. 

To address pro-cyclicality, capital standards should provide for higher capital buffers that 
increase during expansions and are drawn down during contractions. In addition, large 
and complex fmancial firms could be subject to higher Prompt Corrective Action limits 
under U.S. laws. Regulators also should take into account off-balance-sheet assets and 
conduits as if these risks were on-balance-sheet. 

QS. What role did the way fmanciaJ contracts are treated in bankruptcy create in 
both the AIG and Lehman situations? · 



AS. In bankruptcy, current law allows market participants to terminate and net out 
derivatives and sell any pledged collateral to pay off the resulting net claim immediately 
upon a bankruptcy filing. In addition, since the termination right is immediate, and the 
bankruptcy process does not provide for a right of a trustee or debtor to transfer the 
contracts before termination, the bankruptcy filing leads to a rapid, uncontrolled 
liquidation of the derivatives positions. During normal market conditions, the ability of 
counterparties to terminate and net their exposures to bankrupt entities prevents 
additional losses flowing through the system and serves to improve market stability. 
However, when stability is most needed during a crisis, these inflexible termination and 
netting rights can increase contagion. 

Without any option of a bridge bank or similar type of temporary continuity option, there 
is really no practical way to limit the potential contagion absent a pre-packaged 
transaction or arrangements by private parties. While this sometimes happens, and did to 
some degree in Lehman's banlauptcy, it raises significant questions about continuity and 
comparative fairness for creditors. During periods of market instability -- such as during 
the fall of2008 -- the exercise of these netting and collateral rights can increase systemic 
risks. At such times, the resulting fire sale of collateral can depress prices, freeze market 
liquidity as investors pull back, and create risks of collapse for many other firms. 

In effect, financial firms are more prone to sudden market runs because of the cycle of 
increasing collateral demands before a firm fails and collateral dumping after it fails. 
Their counterparties have every interest to demand more collateral and sell it as quickly 
as possible before market prices decline. This can become a self-fulfilling prophecy-­
and mimics the depositor runs of the past. 

The failure of Lehman and the instability and bail-out of AIG led investors and 
counterparties to pull back from the market, increase collateral requirements on other 
market participants, and dramatically de-leverage the system. 

In the case of Lehman, the b~tcy filing triggered the right of counterparties to 
demand an immediate close-out and netting of their contracts and to sell their pledged 
collateral. The immediate seizing and liquidation of the finn's assets left less value for 
the firm's other creditors. 

In the case of AIG, the countcrparties to its financial contracts demanded more collateral 
as AIG's credit rating dropped. Eventually, AIG realized it would run out of collateral 
and was forced to turn to the government to prevent a default in this market. Had AIG 
entered bankruptcy, the run on its collateral could have translated into a fire sale of assets 
by its counterparties. · 

In the case of a bank failure, by contrast, the FDIC has 24 hours after becoming receiver 
to decide whether to pass the contracts to a bridge bank, sell them to another party, or 
leave them in the receivership. If the contracts are passed to a bridge bank or sold, they 
are not considered to be in default and they remain in force. Only if the financial. 
contracts are left in the receivership are they subject to immediate close-out and netting. 



Q6. Chrysler's experience with the federal government and bankruptcy may prove 
a useful learning experience as to why bankruptcy despite some issues may still best 
protect the rights of various investors. A normal bankruptcy filing is straight 
forward - senior creditors get paid 100 cents on the dollar and everyone else gets in 
line. That imposes the losses on those who chose to take the risk. Indeed, the 
sanctity of a contract was paramount to our Founding Fathers. James Madison, in 
1788, wrote in Federalist Papers Number 44 to the American people that, "laws 
impairing the obligation of contracts are contrary to the fint principles of the social 
compact, and to every principle of sound legislation." 

With that in mind, what changes can be made to bankruptcy to ensure an expedited 
resolution of a company that does not roil the financial markets and also keeps 
government from choosing winners and losers? 

A6. Bankruptcy is designed to facilitate the smooth restructuring or liquidation of a firm. 
It is an effective insolvency process for most companies. However, it was not designed 
to protect the stab1lity of the financial system. Large complex financial institutions play 
an important role in the financial intermediation function, and the uncertainties of the 
bankruptcy process can create 'runs' similar to depositor runs of the past in financial 
firms that depend for their liquidity on market confidence. Putting a bank holding 
company or other non-bank financial entity through the normal corporate bankruptcy 
process may create instability as was noted in the previous answer. In the resolution 
sc~eme for bank holding companies and other non-bank financial firms, the FDIC is 
proposing to establish a clear set of claims priorities just as in the bank resolution system. 
Under the bank resolution system, there is no uncertainty and creditors know the priority 
of their claims. 

In bankruptcy, without a bridge bank or similar type of option, there is really no practical 
way to provide continuity for the holding company's or its subsidiaries' operations. 
Those operations are based principally on financial agreements dependent on market 
confidence and require continuity through a bridge bank mechanism to allow the type of 
quick, flexible action needed. A stay that prevents creditors from accessing their funds 
destroys financial relationships. Without a system that provides for the orderly resolution 
of activities outside of the depository institution, the failure of a large, complex financial 
institution includes the risk that it will become a systemically important event. 
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8 FEDERAL DEPOSIT INSURANCE CORPORATION, Washington, DC 20429 

SHEILA C. BAIR 
CHAIRMAN 

Honorable Mike Simpson 
House of Representatives 
Washington, D.C. 20515 

Dear Congressman Simpson: 

June 12, 2009 

Thank you for your letter expressing your concerns relating to events surrounding the 
April 24, 2009, closure of First Bank ofldaho, Ketchmn, Idaho. 

Banlcs can fail for a number of reasons. In recent months, the main causes of bank 
failures have included asset quality problems attributed to high risk mortgage lending or 
excessive concentrations in commercial real estate lending. especially residential acquisition, 
development, and construction loans. Losses from these assets, combined with an undue reliance 
on brokered deposits, have resulted in depleted capital and liquidity strains that have required the 
chartering authorities to close banks and designate the Federal Deposit Jnsurancc Corporation as 
receiver. 

The decision to close an insured financial institution is always difficult and involves 
judgments about the viability of the institution. Institutions that arc no longer viable and lack 
realistic prospects for obtaining new funding or capital need to be closed expeditiously to avoid 

. increasing the ultimate cost of their failure. This action also serves to protect the industry-
funded Deposit Insurance Fund from UI:11eccssary losses. · 

As you know, the Office of Thrift Supervision (OTS) was the primary federal regulator 
and chartering authority for the First Bank ofldaho. Although the FDIC participated with the 
OTS in an on-site examination at the bank, the FDIC' s main activity with the Bank has been 
since its designation as receiver following its failure. I have asked Mitchell Glassman,. Director· 
of the Division of Resolutions and Receiverships, to provide you with a more detailed response 
to the issues raised in your letter regarding the failure of the Bank. • · 

If you have fmther questions or comments, please do not hesitate to contact me at (202) 
898-6974 or Eric Spitler, Director of Legislative Affairs, at (202) 898-3837. 

Sincerely, 

Sheila C. Bair 



FDII 
-F.ederal Deposit Insurance Corporation 
55017th Sheet NW, Washington, D.C. 20429-9900 

Honorable Mike Simpson · 
House of Representatives 
Washington. D.C. 20515 

Dear Congressman Simpson: 

Division of Resolutions and Receiverships 

June 12, 2009 

Chairman Bair has asked me to respond to your concerns related to the receivership of First Bank 
ofidaho, Ketchum, Idaho. 

ln our role as receiver, the Federal Deposit Insurance Corporation has a statutory responsibility 
to the depositors and creditors of the failed bank to minimize losses by obtaining the maximum 
recovery from the assets of the receivership. We exercise those responsibilities in a way that 
balances our obligation to maximize recoveries and minimize losses to the Deposit Insurance 
Fund (DIF) with the desire to limit economic disruption to the local community. As you know, 
the DIF is not funded by taxpayers but by premiums that banks and savings associations pay for 
deposit insurance coverage and from earnings in investments in U.S. Treasury securities. 

While the role of receiver generally precludes continuing the lending operations of the failed 
bank, the FDIC will consider advancing funds if it determines an advance is in the best interest 
of the receivership-for example, to protect or enhance collateral or en.sure maximum recovery. 
The FDIC also bas a long record of accommodating the needs of small business creditors. In 
certain circumstances, our procedures allow funds to be advanced to small businesses on existing 
lines of credit for operational needs, such as meeting payroll. Requests for such funding are 
evaluated on a case-by-case basis. 

-~ 
Contrary to the story enclosed with your letter, there were no bariks interested in purchasing First 
Bank of Idaho in a whole bank transaction. At the time of closure, First Bank of Idaho had total 
assets of approximately $488~9 million of which only 3.6 percent or Sl7.8 million was acquired­
by the assuming institµtion, U.S. Bank of Minneapolis, Minn~ta The remaining 96.4 percent 
or $471.1 million in assets was retained by the FDIC as receiver for later disposition. 

Immediately following the institution's closure, representatives of the FDIC began calling 
borrowers with unfimded commitments, near-term fimding needs, or special circumstances. As 
of May 21, 2009, we received only one emergency funding request The request, which was 
funded by the FDIC, was from a local restaurant located in Ketchum in the amount of $30,000 
for rent. payroll, and operating cash flow. To date, there have been no other requests received 
for emergency funding of ongoing business operations. Three construction draw requests 
totaling $225,633.19 have been received and are under review, pending receipt of required 
financial information. Additionally, the FDIC has approved small balance principal 



compromises to facilitate the payment of closing costs on loans at local banks that are providing 
payoff funds for borrowers. To date, the FDIC has not denied any fimd.ing requests from 
borrowers nor repudiated any Lines of Credit (LOC). 

As of May 21, 2009, representatives of the FDIC have spoken or met with 726 borrowers 
representing 96 percent of outstanding unfunded commitments across various categories 
including commercial, consumer, and mortgage. The balance of requests received by the FDIC 
has been from borrowers seeking extensions on matured LOCs and Home Equity Lines of Credit 
(HELOCs). As of today, there arc 226 loans that have matured totaling $56,899,211. Efforts are 
underway to extend or modify these matured loans based on the updated information that is 
requested of the borrowers. Every case that has been received for an extension of a matured loan 
has been granted to date. 

The markets represented by the failed institution have suffered serious decline in real property 
values and in many of the cases that have been reviewed by the receivership~ the loan 
balances outweigh the current value of the collateral. These markets are overbuilt in many 
product types and, in some cases, bank credit policies were disregarded by previous lending 
officers and credit was granted to borrowers that had sub-standard credit and total debt to income 
ratios exceeding prudent and customary standards. The institution's portfolio is heavily 
weighted in the resort and construction real estate markets, which have suffered the greatest 
decline in valuations and credit quality. Many borrowers with numerous loans to the bank are 
hlghly leveraged and do not have the source of income from their businesses to support their debt 
payments to this institution and their other lenders. 

· The FDIC receivership staff has boen willing to consider extensions ofloan maturities, reduction 
in interest rates, and compromises ofloan balances in order to provide some relief to the 
borrowers that are over extended. The solutions that arc provided by the receivership staff are in 
many cases better than the borrowers would receive in the open market and will allow the 
borrowers to continue payments on their debt and allow them time to secure more permanent 
financing elsewhere. Although the FDIC cannot be the source ofpcnnancnt financing for 
borrowers, we are willing to participate in all reasonable efforts to facilitate the transition to a 
new lender. 

If you have further questions or comments, please do not hesitate to contact Eric Spitler, Director 
of Legislative Affairs, at (202) 898-3837. 

Sincerely, 

 
Mitchell L. Glassman 
Director 
Division of Resolutions and Receiverships 
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QCongress of tf)t W:nittb ~tatis. 
lii!WfJingtun, 113(( 20515 

The Honorable Sheila Bair 
Chain:nan 
Federal Deposit Jmurancc Corporation 
SSO J 'fA SL, NW 
Washington, DC 20429 

May 7, 2008 

Dear Chairman Bair and Acting Director Bowman: 

Mr. John.Bowman 
Acting Director 
Office of Thrift Sup~ision · 

. 1700GSt,NW 
Washin~ton, DC 205S2 

Our offices arc concerned by the recent events surrounding the actions of the OTS and the FDJC in closin -. . ~ 

~f Tdaho. While we recognize that in the current economic environment bank failures will happen an at • 
~ ~encies have a. rcs.pcnsibili1y to respond to institution problems quickly for the health of our financial system, 
we arc concerned that in this case OTS, FDIC, and Federal Reserve actions may have caused or at least 
exacerbated a chain of everrts that led to the bank's closure-. 

1n particufo.r, we arc concerned that the OTS and the FDIC did not give the bank enough time to capitalize 
properly, even though it is our understanding that they were nearing the end of negotiations with a willing 
investor and were on the road to meeting the goals of the MOU signed with the OTS in December. Tt is our 
understandfog that the OTS wu \\reU aware of these efforts. In addition, we arc concerned that during the time 
tha1 the bank's board was actively seeking buyers and identifying potential investors, the Feim-a.1 Reserve ·and the 
OTS took action to severely ~trict the bank's liquidity by reducing their credit line and eliminating their access 
to the brokered CD markets and the Certiftcati: of Deposit Account R~gjstry (CDARS) program.. 

Without que&tion this closure is negatively impacting our constituents._ )i_ot o~Jy have investm lost millions in 
personal investments_ but many of the businesses that have banked wi~ jJ Idaho for years have found 
their credit Jines frozen. These businesses, which opcra1;e in a resort communi,ty, aR currently in the slack season 
between the winter and summer recreational seasons and are sa-uggling to stay open withour access to credit. 

We have {ncluded a piece outlining the sto:ry behind the Elk's closure, and we would like you to respond to this 
pitte, specifically describing your communication wi - • -~fldaho leading to its closure and ou~lining 
)/OUT reasons for acting in such a compressed timefnune. e to l-now why the clo!oure took place if tht bank 
had a. S l O million investor in line. Also, we would like clarification on your stated policies regarding bank 
closures and how they were implanted in the case o~ofTd;i.ho. Furthermore., we ~ in\l:resti::d lo know 
if any of the actions your agencies have taJ,.:en are rcve_rsible. . 

We look forward to hearing from you i1S soon ns possible. If you have nny questions, please don't hcsita1e 10 

contact Malisah Small at (202) 225-5531 (Simpson) or Rob Ellsworth a.t (202) 225-6611 (Minnick). 

Sincerely, 

r------- Walt Minnick 
Member of Congress FDIC 

MAY 1 1 2009 



8 FEDERAL DEPOSIT INSURANCE CORPORATION, Washington, DC 20429 

SHEILA C. BAIR 
CHAIRMAN June 17. 2009 

Honorable Tom Harkin 
United States Senate 
Washington, D.C. 20515 

Dear Senator Harkin: 

Thank you for your letter regarding the proposed special assessment to the 
Deposit Insurance Fund {DIF). As you noted, the original proposal was to charge a 
special assessment of 20 basis points on an institution's second quarter assessment base. 

The FDIC recognizes that assessments are a significant expense, particularly 
during a financial crisis and.recession when bank earnings are under pressure. We also 
recognize that assessments reduce the funds that banks can lend in their communities to 
help revitalize the economy. On the other hand, deposit insurance provides a benefit for 
which banks have always paid Backed by deposit insurance, deposit funding costs have 
fallen significantly, approaching historic lows. Indeed, the unique ability of banks to 
access ]ow-cost, government-backed deposits has contnouted to the recent increased 
profitability of many banks. For these reasons, the FDIC has tried to strike the right 
balance between keeping the assessment low enough so that it does not unduly burden 
lending capacity with our longstanding commitment to cover all projected costs through 
industry assessments, not taxpay~ borrowing. 

The FDIC currently projects approximately $70 billion in losses as a result of 
insured depository institution failures over the next five years - the great majority of 
which are expected to occur in 200'9 and 2010. In order to ensure that the DIF ratio does 
not dip below zero, the FDIC needs to collect a special assessment. However, the 
increase in the FDIC's authority to borrow from the Department of the Treasury, which 
was included by Congress as-part of the Helping Families Save Their Homes Act of 
2009, gave the FDIC a sufficient cushion against unforeseen bank failures to allow it to 
reduce the size of the special assessment. 

On May 22, the FDIC Board of Directors approved a final rule that significantly 
reduced the original proposed special assessment. The final rule establishes a special 
assessment of five basis points on each FDIC-insured depository institution's assets, 
minus its Tier 1 capital, as of June 30, 2009. The special assessment will be assessed 
against assets minus Tier 1 capital rather than domestic deposits. In adc;tition, the 
assessment will be capped at 10 basis points of an institution's domestic deposits so that 
no institution would pay an amount higher than they would have paid under the interim 
rule. This hybrid approach - using assets minus Tier I capital as the assessment base but 



with a cap based on domestic deposits -will shift the allocation of the special assessment 
somewhat toward banks that rely more on non-deposit funding, which large banks tend to 
do. We believe this approach is equitable and provides the appropriate baiance of 
competing interests in terms of fairness to all insured institutions. 

With the implementation of the revised special assessment, the FDIC projects that 
the DIF will remain low but positive through 2009 and then begin to rise in 2010. 
However, given the inherent uncertainty in these projections and the importance of 
maintaining a positive fund balance and reserve ratio, it is probable that an additional 
special assessment will be necessary in the fourth quarter. At the same time, the FDIC 
has instructed its examiners that they should not dowi:igra.de an institution's supervisory 
ratings because of the effect of the special assessment. 

If you hav~ any questions, please do not hesitate to call me at (202) 898-6974 or 
Eric Spitler, Director, Office of Legislative Affairs at (202) 898-3837. 

Sincerely, 

Sheila C. Bair 



TOM HARJCIN 
'iOWA 

tlnittd ~tatts ~matt. -AGRIC\JU\JR! 

WASHINGTON, DC 20610-1502 
AJll'IIOl'RIA.TIONS 

HEAi.Tl!. EDUC,l(?ION. 
LAIIOa. #fD PENSIONS 

May 20, 2009 SMAU. !USINl!SS 

Tho Honorable Sheila Bait 
Chaµman 
Federal Deposit lnsunncc Corpeta:tion 
Washington, D.C. l0429 

Dear Qiairtnan Bair: 

I am writing to express my oon~m about the impact of the Federal Deposit Insutance 
Corparation•s (FDIC's} propos~ 20 basis point special assessment on co.mm.mtlty banks 
aI)d their millions of custom~ includini individual consµmers.1 mw1 a:rid medium-sized 
businesses, and agricultural borrowm. In light of the en~ent of S. 896, the Helping 
Fa,ulili~s Save Their Homes A~ of.~099. which increases the a_tency's borrowing 
authQrity, I ~ge the FDIC Board of Directors to use its mectins this Pn1fay to ~e action 
to teduce the proposed special assessinetit froni 20 b~is paints down to n9t more than I 0 
basis poip:fs, or lower ifth~ Bosrd <teetns appropria~~ I also urge thc'FDIC to broaden 
the base for the !.i:P¢CW ~sment whl~ will JUlow FDIC to further reduce the level of 
itnp~ct of this~ BSSC$sment on small and mcdtwn sized comm.tnµt;y b~. 

If' allowed t1> take effect, the special 20 ~is point assessment; when combined with the 
tQgvlar as~essmcpt ta.ti: for 2009 (which is more than-double tho rate for 2008), will be 
detri,menW to coi:mnunity banks~ earnings and capital, and couJ.d ad'V¢:I'sely affect their 
•lilility to lend and serve their eoinmumtles. Indeed, the FDlC 'it.wt estimates the 20-
basis-point special ass.~ent wQU.14 reduce aggregate 2009 pre-tax income for pro:fita'bte 
hanki;ng ii:istltutions by betw.e~ 10 tc;, 1l pcreent; would increase fosses for non­
ptafitable banks by between 3 and ti percent; and would retiw;.e·the lnd'll$tty's aggregate 
year-end capital approximately 0.? piicent. By reducing this to_ 1.0 ba.sis points or less, 
the FDIC cah strike a more apptoprlatc balance between th~ need to· replenish the Deposit 
Insurance F\lnd ~d the n~eq to ·encourage community banks to continue to make credit 
o.,v~able within. their communities. 

In additio~ broa4enuig ~e ass~S,Slllent base would mor~ fairly distribute the burden of 
the special ~sessment $0 that the larger institutions that are tcspo~ible for a 
disproportionate share o! the economic difficulties facm& the Deposit ln.s1lrance Fund pay 
a share that more fairly reflects their kvel of responsibility for the difficulties the fund 
faces, Cllncntly, the FDIC assesses deposit insurance premiums against all domestic 
deposits in banks and thrifts. But bad assets, not deposits, cause bank failures, and all 
forms E>f liabilities, not just dompstic ·dc:posits, fund a bank's assets. Toe amount of assets 
that a bank holds minus its capital is a mote a:tcurate gaµge of an institution's risk to the 
FDIC than the amo~t of a q~'s domestic deposits. 
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The current assessment base penalizes community banks by requiring ct>mmunity banks 
to pay a disproportionately higher share of deposit insurance assessments. Under the 
current system, coznmunity banks pay approximately 30 percent of FDIC premilJlns, 
although they 6Iily hold about 20 percent of bank assets. Community ba,nks typicajly fund 
themselves 8S-95 percent with domestic deposits, while larger banks - those with more. 
than $10 billion in assets - typi(;a]Jy fun4 them.1elvcs 52 percent with domestic 
deposits. Thus, While community b~ pay asscss:rnents on nearly their entire balance 
sheets~ much ll!J"ger hanks pay assessments on only half of th~ balance sheet. It would 
be more equitable if tho FDIC were to use assets min1,1S ~gible equity as the assessment 
l;>ase instead of domestic deposits. · 

The FDIC Board ofDitectors has an obligation to maintain a stron& W'ell-f\mded FDIC 
~protects the nation's depositors. However, the FDIC must maintain a balance 
between reca.pita1izing the Deposit Ins:uran~ Fu.nd ~d ensuring assessments charged to 
.banks for deposit ~~ do no~ reach counterproductive levels that would divert 
capital need~ fo;r tending to prom.ote economic recovery in our conununities. If not 
signifi.cap.tly reduce~ I believe that the proposed special ass~cnt will be 
counterproductive and could actually feS\Jlt in further eon1racti.on of credit. 

Thank you fot your a.ttdiition to thi$ matter and I look forward to l~g what the FDIC 
·board of directors deeides later this week. 

Siz1.cerely, 

cc: Membets of the FDIC Board: 
Vice Chairman Martin J. Gruenberg 
Director Thomas J. Curry 

TomHarkin 
.;United States Senator 

Comptroller of the Currenoy John C. Dugcm 

• 

A<::ting Director of the Office. of Thrift Supervision John E. Bowman 



e FEDERAL DEPOSIT INSURANCE CORPORATION, Washington, oc 20429 

SHEILA C. BAIR 
CHAIRMAN 

Honorable M. Jodi Rell 
Governor 
State of Connecticut 
210 Capitol Avenue 
Hartford, Connecticut 06106 

Dear Governor Rell: 

June 17, 2009 

Thank you for your letter expressing the concern of Connecticut bankers about the 
special assessment proposed by the Federal Deposit Insurance Corporation in February 
2009. 

The FDIC recognizes that assessments can be a significant expense, particularly 
during a financial crisis and recession when bank earnings are under pressure. We also 
recognize that assessments reduce the funds that banks can lend in their communities to 
help revitalize the economy. On the other hand, deposit insurance provides a benefit for 
which banks have always paid. Backed by deposit insurance, deposit funding costs have 
fallen significantly, approaching historic lows. Indeed, the unique ability of banks to 
access low-cost, government-backed deposits has contributed to the recent increased 
profitability of many banks. For these reasons, the FDIC has tried to strike the right 
balance between keeping the assessment low enough so that it does not unduly burden 
lending capacity with our longstanding commitment to cover all projected costs through 
industry assessments, not taxpayer borrowing. 

The FDIC currently projects approximately $70 billion in losses as a result of 
insured depository institution failures over the next five years -- the great majority of 
which are expected to occur in 2009 and 2010. In order to ensure that the DIF ratio does 
not fall below zero, the FDIC needs to collect a special assessment. However, the 
increase in the FDIC's authority to borrow from the Department of the Treasury, which 
was included by Congress as part of the Helping Families Save Their Hornes Act of 
2009, gave the FDIC a sufficient cushion against unforeseen bank failures to allow it to 
reduce the size of the special assessment. 

On May 22, the FDIC Board of Directors approved a final rule that significantly 
reduced the original proposed special assessment. The final rule establishes a special 
assessment of five basis points on each FDIC-insured depository institution's assets, 
minus its Tier 1 capital, as of June 30, 2009. The special assessment will be assessed 
against assets minus Tier 1 capital rather than domestic deposits. In addition, the 



assessment will be capped at 10 basis points of an institution's domestic deposits so that 
no institution would pay an amount higher than they would have paid under the interim 
rule. This hybrid approach -- using assets minus Tier 1 capital as the assessment base but 
with a cap based on domestic deposits -- will shift the allocation of the special assessment 
somewhat toward banks that rely more on non-deposit funding, which large banks tend to 
do. We believe this approach is equitable and provides the appropriate balance of 
competing interests in terms of fairness to all insured institutions. 

With the implementation of the revised special assessment, the FDIC projects that 
the DIF will remain low but positive through 2009 and then begin to rise in 2010. 
However, given the inherent uncertainty in these projections and the importance of 
maintaining a positive fund balance and reserve ratio, it is probable that an additional 
special assessment will be necessary in the fourth quarter. 

Thank you for taking the time to relay the concerns of Connecticut bankers. If 
you have further questions, please do not hesitate to contact me at (202) 898-6974. 

Sincerely, 

Sheila C. Bair 
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M. Jodi Rell 
GOVERNOR 

STATE OF CONNECTICUT 

April 3, 2009 FDJc 
Sheila Bair 
Chairwoman 
Federal Deposit Insurance Corporation 
550 17th Street NW 

MAY 2 5 20{)g 

CFF.'Cf 0 
, if T! IE CJ:Aii<MAN 

Washington, DC 20429 

Dear Chairwoman Bair, 

As we are all too well aware, there has not been a sector of our national economy untouched by 
this recession, and the losses sustained by our financial industry have been extraordinary. These 
difficult times call for uncommon measures and I understand completely and appreciate the need 
to replenish the Federal Deposit Insurance Fund. It has been a hallmark of stability for decades 
and depositors have always been able to bank with confidence knowing their assets are protected 
by the Federal Deposit Insurance Corporation. 

The Connecticut banking community, while historically sound and built on years of prudent 
lending, is not immune from the economic downturn. Connecticut banks did not make subprime 
mortgages; however, the impact of the disruption on Wall Street and the loose underwriting 
standards employed by other lenders are now affecting them. 

I met recently with the top executives of dozens of Connecticut banks on March 26 and all 
expressed their concerns over the FDIC's planned increase in the special assessment needed to 
replenish the Deposit Insurance Fund. Based on the FDIC's proposed special assessment, 
Connecticut-based banks would pay an additional $87 million. This additional burden may affect 
their ability to keep credit flowing for Connecticut consumers and businesses. I respectfully ask 
that you consider action that would ultimately reduce the affects of the special assessment. 

I appreciate your time and thoughtful consideration in this matter. 

M.Jodi~o 

Governor 

EXECUTIVE CHAMBERS • STATE CAPITOL 

210 CAPITOL AVENUE. HARTFORD. CONNECTICUT 06106 
TEL (860) 566-4840 • FAX (860)524-7396 • WWW.CT.GOV 

GOVERNOR.RELL@CT.GOV 



·FDII 
Federal DeDoslt Insurance Con,oration 
55017th S1reet NW, Washington, DC 20429 

Honorable Leonard L. 5oswell 
House of Representatives 
Washington, D.C. 20515 

Dear Congressman Boswell: 

Oflk:e cl Legislaive Affairs 

June 19, 2009 

. .,;.· 

Thank you for your letter regarding the proposed special assessment to the Deposit Insurance Fund 
(DIF). Chairman Sheila Bair has asked me to respond on her behalf. 

As you noted, the original proposal was to charge a special asses~ent of20 basis points on an 
institution's second quarter assessment base. The FDIC recognizes that assessments are a significant 
expense, particularly during a financial crisis and recession when bank earnings are under pressure. 
We also recognize that assessments reduce the funds that banks can lend in their communities to help 
revitalize the economy. On the other hand, deposit insurance provides a benefit for which banks 
have always paid. Backed by deposit insurance, deposit funding costs have (alien significantly, 
approaching historic lows. Indeed, the unique ability of banks to access low-cost, government­
backed deposits has contributed to the recent increased profitability of many banks. For these 
reasons, the FDIC has tried to strike the right balance between keeping the assessment low enough so 
that it does not unduly burden lending capacity with our longstanding commitment to cover all 
projected costs through industry assessments, not taxpayer borrowing. 

The FDIC currently projects approximately $70 billion in lasses as a result of insured depository 
institution failures over the next five years~- the great majority of which are expected to occur in 
2009 and 2010. In order to ensure that the DIF ratio does not dip below zero, the FDIC needs to 
collect a special assessment However, the increase in the FDIC's authority to borrow from the 
Department of the Treasury, which wasjncluded by Congress as part of the Helping Families Sa,ve 
Their Homes Act of 2009, gave the FDIC a sufficient cushion against unforeseen bank failures to 
allow it to reduce the size of the special assessment. 

On May 22, the FDIC Board of Directors approved a final rule that significantly reduced the original 
proposed special assessment. The final rule establishes a special assessment of five basis points on 
each FDIC-insured depository institution's assets, minus its Tier 1 capital, as of June 30, 2009. The 
special assessment will be assessed against assets minus Tier 1 capital rather than domestic deposits. 
In addition, the assessment will be capped at 10 basis points of an institution's domestic deposits so 
that no institution would pay an amount higher than they would have paid under the interim rule. 
This hybrid approach - using assets minus Tier 1 capital as the assessment base but with a cap based 
on domestic deposits - will shift the allocation of the special assessment somewhat toward banks 
that rely more on non-deposit funding, which-large banks tend to do. We believe this approach is 
equitable and provides the appropriate balance of competing interests in terms of fairness to all 
insured institutions. 



With the implementation of the revised special assessment, the FDIC projects that the DIF will 
remain low but positive through 2009 and then begin to rise in 2010. However, given the inherent 
uncertainty in these projections and the importance of maintaining a positive fund balance and 
reserve ratio, it is probable that an additional special assessment will be necessary in the fourth 
quarter. At the same time, the FDIC has ipstructed its examiners that they should hot downgrade an 
institution's supervisory ratings because of the effe~t of the speciai assessment. 

Your interest in this matter is appreciated. If you have further questions, the Office of Legislativ~ 
Affairs can be reached at (202) 898-7055. ,, 

Sincerely, 

Eric J. Spitler 
Director 
Office of Legislative Affairs 
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The Honorable Sheila C. Blair 
Chainnan 
Federal Deposit Insurance Corporation 
5S0 17th Street NW 
Washington, DC 20429 

Dear Chainnan Blair. 

May 19, 2009 
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On behalf of the community banks in my district, I write to express my concern about the impact 
of the FDIC's proposed 20 basis point special assessment on community banks and the millions 
of customers they serve across the country, including individuals, small businesses, and farmers 
and ranchers. As such, I urge the FDIC to act and reduce the proposed special assessment from 
20 basis points down to no more than 10 basis points, or lower if deemed appropriate by the 
Board of Directors during the proposed Miy 22, 2009 meeting. 

Combined with the regular assessment rate for 2009, which is already more than double the rate 
from the previous year. a special 20 basis point assessment would be detrimental to community 
banks' earning and capital, adversely affecting their ability to lend and serve their communities. if 
allowed to take affect Should the Board take action and reduce this special assessment to l 0 
basis points or less, the FDIC will strike .a more appropriate balance between the need to 
encourage community banks to continue to make credit available to borrowers in their 
communities with the need ta replenish the Deposit Insurance Fund. 

Furthermore, the current assessment base penalizes community banks by rcqu1nng these 
institutions to pay a disproportionally higher share of deposit insurance assessments. The 
broadening of the assessment base would more fairly distribute the burden of the special 
assessment, ensuring larger institutions, many of whom are responsible for a disproportionate 
share of the economic difficulties facing the Deposit Insurance Fund, pay a share that more fairly 
reflects their level of responsibility for~the difficulties the fund faces. 

I thank you in advance for your attention to this matter, and look forward to hearing what actions 
the FDIC Board of Directors take in the upcoming meeting. 

LB:RM 

Sincerely. _ 

 
Leonard L. Boswell 
Member of Congress 



·FDII 
Federal Deposit Insurance Corooratlon 
550 17th Slreel NW, Washington, DC ~29 

Honorable Robert C. Byrd 
United States Senate 
Washington, D.C. 20510 

Dear Senator Byrd: 

Office d Legislative Affairs 

June 19, 2009 

Thank you for your letter on behalf of several of your constituents regarding the proposed special 
assessment to the J;)eposit Insurance Fund {DIF). As you may be aware, the original proposal was to 
charge a special assessment of20 basis poirits on an institution's second quarter assessment base. 

The FDIC recognizes that assessmenL1; are a significant expense, particularly during a financial crisis 
and recession when bank earnings are under pressure. We also recognize that assessments reduce the 
funds that banks can lend in their communities to help revitalize the economy. On the other hand, 
deposit insurance provides a benefit for which banks have always paid. Backed by deposit 
insurance, deposit funding costs have fallen significantly, approaching historic lows. Indeed, the 
unique ability of banks to access low-cost, government-backed deposits has contributed to the recent 
increased profitability of many banks. For these reasons, the FDIC has tried to strike the right 
balance between keeping the assessment low enough so that it does not unduly burden lending 
capacity with our longstanding commitment to cover all projected costs through industry 
assessments, not taxpayer borrowing. 

The FDIC currently projects approximately $70 billion in losses as a result of insured depository 
in~itution failures over the next five years -- the great majority of which are expected to occur in 
2009 and 2010. In order to ensure that the DIF ratio does not dip below zero, the FDIC needs to 
collect a special assessment. However, the increase in the FDIC's authority to borrow from the 
Department of the Treasury, which was fucluded by Congress as part of the Helping Families Save 
Their Homes Act of 2009, gave the FDIC a sufficient cushion against unforeseen bank failures to 
allow it to reduce the size of the special assessment. 

On May 22, the FDIC Board of Directors approved a final rule that significantly reduced the original 
proposed special assessment. The final rule establishes a special assessment of five basis points on 

· each FDIC-insured depository institution's assets, minus its Tier I capital, as of June 30, 2009. The 
special assessment will be assessed against assets minus Tier 1 capital rather than domestic deposits. 
In-addition~ the assessment will be capped at 10 basis points of an institution's domestic deposits so 
that no institution would pay 8ll amount higher than they would have paid under·the interim rule. 
This hybrid approach - using assets minus Tier 1 capital as the assessment base but with a cap based 
on domestic deposits - will shift the allocation of the special assessment somewhat toward banks 
that rely more on non-deposit funding, which large banks tend to do. We believe this approach is 
equitable and provides the appropriate balance of competing interests in tenns of fairness to all 
insured institutions. 



With the implementation of the revised special assessment, the FDIC projects that the DIF will 
remain low but positive through 2009 and then begin to rise in 20 I 0. However, given the inherent 
uncertainty in these projections and the importance of maintaining a positive fund balance and 
reserve ratio, it is probable that an additional special assessment will be necessary in the fourth 
quarter. At the same time, the FDIC has instructei;i its examiners that they should not downgrade an 
institution's supervisory ratings because of the effect of the special assessment. 

Your interest in this matter is appreciated. If you have further questions, the Office of Legislative 
Affairs can be reached at (202) 898-705S. 

Sincerely. 

Eric J. Spitler 
Director 
Office of Legislative Affairs 
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Ms. Alice C. Goodman 
Director, Office of Legislative Affairs 
Federal Deposit Insurance CoJl)oration 
550 17th.Street, N.W., Room 6076 
Washington~ D.C. 20429 

Dear Ms. Goodman: 

Please see the enclosed correspondence. 

.ilnittd ~tatm ~rnatt 
COMMITTEE ON APPROPRIATIONS 

WA$HINGTON, DC 20510--6025 
http-J/appraprlatlons.unata.gov 

April 20, 2009 

I would appreciate your looking into this matter, and providing me with comments that 
· may serve as the basis for my reply to my correspondents. · 

With kind regards, I am 

RCB:sp 
Enclosures 
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March 11, 2009 

Banking Done Right/ 
301 Vu-ginia Avenue •Fairmont.WV 26554 

2500 Fairmont Avenue • White Hall WV 26554 

The Honorable Senator Robert C. eyrd 
United States Senate · 
Hart Building, Room 311 
21111 ~d C Streets, NE 
Washington, DC 20510 

Dear Senator Byrd, 

Attached, is a copy of my letter to FDIC Chair, Sheila Bair, regarding the special assessment on 
all banks to enhance the balance In the FDIC Insurance Fund. My letter speaks to the issue of penalizing 
the community banks that did not cause the mortgage problem at the same level as those large 
institutions who acted In an irresponsible manner and are responsible for the mortgage problem. 

There are two additional items that I believe have been root problems to our economic meltdown. 
The first is the short selling of a stock. This pennits the selling of a stock that a person or organization 
does not own in anticipation of the stock sold falling lower In V!ilue. I believe this concept is wrong. Toe 
short seller has no economic interest in the 'Stock being sold other than speculating that the stock will 
decline further and can be ·purchased at a lower ~th.1.!~~eriog their short. If short selfing was not 
possible, much of the market decHne would not hij'(eJ\{ippen~ .. lhere are those who will vehemently 
disagree with me, claiming su~ is a valid Investment strategy. ·1 respectfuDy disagree. 

In the economic package passed in October,.2008, Congress asked the Securities & Exchange 
Commission to investigate the impact of •Marte to Marker accounting has had in our economic meltdown. 
This request asked' the rule maker to evaluate their rules. The result of their investigation was no 
surprise. It was that •Mark to Marker has.had flttle impact on the problem. In my opinion, this is absurd. 
For a detailed rea_son why and a perfecf example, please contact the. Federal Home Loan Bank of 
Pittsburgh CEO, John 8- Price. His lssu~ Is Ju!il one example of-the fallacy of •M~rk to Marker. 

. . . . . : . . .... ~ . . . . . . . . 
I wou:d be hC:?PY to discusi. any ~f th1:=se issues at )'Cur qo,ivenlence. ~e ~aig Guys• have been 

in charge and drivlng·econom.ic policy for too long_ We ate all paying for the.errors of their ways: - . . . •·. . 

Sincerely, 

: ..... :..: · .. · F·• ; 
~ • .,:_r ~ • ( •-• •• 

r • • ~! • i .-. 

. . . . Jam8$.R.,Mai:ttn i - .••••••••• 

. ... . . . . . V.~-~~irman Ci:- ~: .. . .. ,. . . . . ~ : . :;·. . . -: •.. 
... . . • . . - • . • ' ~ i t i" • :-~:- -~- ':!.-t.1 ;!• !-. "i :::-:: •""J -~ ·, •• 

. : ; ~ ~ ~ :· _·;: ;.--,~ :-~·: .1.:~ :-.... ,.;j_·:~ ,._;,._ ;. • . •·i·:·•·.,: '~· ··= .'.(..• • • ·:-- ,·,·: .... •'•·;. : _; 
·.·-! :; :•.~:: • .z. ;~ -.. -~ .,. ~ -. ~--P""" . .:. :..-•t·.:·.:··-·· ."-·~.:,.:·_.,~!.-: 

. - ... 
. • . • •l • C : •• : 

. . . .. ... -: :.. - .. 

Fairmont Phones: 304-363-4800; J-888-689-1817 • Fax. 3~366-8600 • White Hall Phone: 304-366-8400 • Fax 304-366-9492 



March 9, 2009 

Senator Robert C. Byrd 
311 Hart Senate Office Building 
Washington, DC 20510-17D2 

Dear Senator Byrd: 

Hancock County 
Savings Bank, FSB 

Below you will find a copy ofmy comments that I sent to the FDIC in regard to their plans to institute a 
"one-time" Special Assess_ment on banks to recapitalize the FDIC Insurance Fund. 

To comments@fdic.gov 
Assessments-Interim Rule-RIN 3D64-AD35 
r i::n writing to comment on the "one-time" Special Assessment of 20 basis points as proposed by 
the FDIC. One ofmy concerns is that this is an across the board assessment, without · 
consideration of risk or effect. The &.ct that this is in addition to the considerable increase in the 
regular quarterly assessment is another reason for expressing my serious reservations as to this 
method ofrecapitalization of the insurance fund. 

It is disconcerting to us that we have to be part of the solution to a problem in which we did not 
participate. Like many West Virginia banks, we have been a conservative lender. Hancock 
County Savings Bank is a mutual savings bank that bas served its communities since 1199. We 
have always maintained strong underwriting guidelines,, arc mainly a 1-4 fiunily mortgage lender, 

·. and have· never.sold a loan on the scconda,y market This has always been our business mode~ 
and we plan to continue doing business in this manner. 

. We rely primarily on our depositors to fund our lending activities. Therefore. we are acutely 
aware of how important a strong FDIC insunsnce fund is to our success. Paying our share to keep 
this fimd strol!,g is a responsibility we take seriously. Our regular assessment for 2009 has 
increased by approximately six (6) times what we paid in 2008. The 20 basis point Special 
Assessment wiJl be on top of that huge increase. 

Our bank is in a strong capital position because we have been· able to maintain consistent income 
year after year. While we plan to continue our consistent earnings, the increases you have 
proposed will make our budge~g proccss·much more difficult. 

I urge you to consider a number of the alternative plans being discussed with you by many in the 
banking industry. Our bank wants a strong insurance fund, and will do our part to contnbutc to 
that end. However, please consider the alternatives to a significant decrease to the bottom lines of 
the strong banks. 

I am writing to urge you to support the new ~egislation that Sen. Dodd is proposing to increase the FDIC's 
borrowing authority from thirty billion 40J1ars to otle bun~ billion dollars. This will allow the FDIC to 
lower the special asscssm~nt from the 20 basis points to IO basis points. 

Thank you for your consideration of my comments and I urge you to work with leaders of the banking 
industry to develop a safer and sounder solution. · . .. ·: . . . . .... • . . ...... . 
Sincerel · .. · ·:/.'- "--:~: .. t:.·:'.;1·.--.. -.;• .. ; .. ·. ;::•..:,:: .... -.:.:,:.:-r--.:.;: ... -.·-.·: :•-:.:-, .. . · 
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"351 Carolin1i A'!erwe, Chester West Vi~ ;260~. ·304/387-1620 Fa'x:' 304/387-1643 ' 
37S Three Springs Drive, Weirton West Virginia 26062 304/723-4140 Fax: 304/723-4142 

1200 Ridge Avenue, New Cumberland, West Virp,i.l 2604_7 304/564-3368 Fu: 304/564-3370 
1-800-225-1620 e-mail: hcsbank@hcsbank.com wwwJ,abank.com 
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THARP, LIOTTA & YOKUM, LLP 
ATTORNEYS AT LAW 

YESllANCO BANI.'. BUILDING 
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P.O. BOX 1509 

March 11, 2009 

The Honorable Robert C. Byrd 
311 Hart Senate Office Building 
Washington, DC 20515 

FAX: (202) 228-0002 

Re: . RIN 3064-AD35 

TEI.EPHONE (30-4) l6l-Jl2l 
fAX NO. (.30-4) 366-1316 

E-MAIL ADDliSS: 
TL]Y@acccsa.ma1111WAJ1ct 

74 FR 9338; FDIC Interim Rule on 
Special Assessment 

Dear Senator Byrd: 

The FDIC has proposed a "c;,nc-time" Special Assessment of 20 basis points, or 20 cents for 
every $100 of insured deposits. According .to the Interim R~e, this is ·an across the board 
assessment, without consideration ofrisk:·.or effect • · 

While our institution understands the need for a strong, viable and ongoing Insurance Fund, 
this method of securing that fimd seems precarious at best and disastrous at worst. W c understand 
the urgency of the situation, but our industry can bear no additional policy mistakes at this time . 

. , 

The 20bp Special Assessment will be due right after a 12-45bp regular quarterly assessment 
Even the healthiest community banks can expect their 2009 FDIC assessment to be approximately 
20% of budgeted 2009 profits. This would substantially diminish our ability to cope with other 
economic emergencies. 

Healthy, well managed banks understand that they are the backbone and the strength of the 
financial services industry, but a decision such as this one strikes at the very core of that strength. 
The FDIC has suggested th.at putting a risk factor into this Special Assessment rate would cause 
-troubled banks to fail. That may be true, but imposing this Special Assessment without a risk factor 
could be much worse - it could cause strong banks to weaken significantly, which in tum would 
jeopardize the entire industry and everyone relying on it. . . 

In addition to the immediate impact that such an assessment would have on the strength of 
the industry and the individual community banks, it will also·drain ·available•liquidity from the 
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Byrd 
March 11, 2009 
Page2 

community banks, leaving us without the available funds for loans that we are being urged to make 
and which are necessary to economic recovery. The special assessment will also translate into hig\ler 

:., 

banking fees and lower interest rates on deposits. It may also necessitate a moratorium or significant 
reduction in dividends, which penalizes the shareholder who has inv~ed in well managed banks 
and discourages further investment of needed capital. 

Our hank is a strong bank. West Virginia banks are strong banks. We have a long and 
impressive history of doing the business of banking in a responsible and conservative way .. There 
are many other states and communities across the country just like us. How many times can the 
strong. well managed institutions be called upon before the entire system collapses? 

We encourage the FDIC to work with the industry leaders, legislators, regulatory bodied and 
others to develop another way to restore the Jnsurancc Fund. There are so many possibilities - none 
of which are perfect - but all of which are better than destroying the healthy banking system in West 
Virginia. Those options could include borrowing at the Treasury, using TARP funds or issuing 
bonds. In addition, since a special assessment of this nature would have a more significant impact 
on smaller banks, it would appear more appropriate to assess based on a risk based system. 

There is a way to protect the industry and those who relied on if by placing their deposits in 
an FDIC insured institution. We have to find that way in a thoughtful, well reasoned manner-with 
the participation of the industry as well as the regulators. 

The FDIC has extended the recovery period from 5 to 7 years because of "extraordinary" 
circumstances. Of course, we agree and appreciate that, but these circumstances are more than 
extraordinary and they demand a solution that is more than extraordinary. 

Th~ you for your consideration and we urge you to work with the leaders of our industry 
to develop a solution geared towards safety and soundness as you reconsider the ~ts of an 
increased FDIC assessment 

KMY:dz 

Very truly yours, 

Director, First Exchange Banlc 
Mannington, WV 26582 
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March 5, 2009 

Mr. Robert Feldman 
Executive Secretary 

• ...., ............ -. fRW! 

Federal Deposit Insurance Corporation 
550 17th Street, NW 
Washington, DC 20429 

Dear Mr. Feldman: 

The FDIC has proposed a "one-time~ Special Assessment of 20 basis points, or 20 cents on every $100 of every 
insured institutions assessment base. According to the Interim Rule, this is an across the board assessment, 
without consideration of risk or effect 

While our Institution understands the need for a strong, viable and ongoing Insurance Fund, this method of 
securing that fund seenis precarious at best and disastrous at Wllrsl We understand the urgency of the 
situation, but our industry can bear no additional policy mistakes at this time. 

The 20bp Special Assessment wDI be due right after a 12-45bp regular quarterly assessment. Even the 
healthiest community banks can expect, under that scenario, to pay out 20% or more of the expected profits for 
2009, leaving the bank with rrttle ability to cope with other economic emergencies. 

Healthy, well managed banks understand that they are the backbone and the strength of the financial services 
industry, but a decision such as this one stnl<es at the very core of that strength. The FDIC has suggested that 
putting a risk factor Into this Special Assessment rate would cause troubled banks to fail. That may be true, but 
imposing this Special Assessment without a risk factor could result In much worse--U could cause strong banks 
ta weaken significantly, which in tum woul~ jeopardize the entire industry and everyone relying on it. 

In addition to the immediate impact that such an assessment would have on the strength of the Industry and the 
individual community banks, it will also drain available liquidity from the community banks, leaving us without the 
available funds for loans that we are being urged ta make and which are necessary to economic recovery. In 
addition, it will l"P'quire community banks to redute staff, leaving valuable employees without a job during these 
difficult times, causing a further strain on the economy. It will also necessitate a moratorium or significant 
reduction in dividends, which penalizes the shareholder who has invested in well managed banks and 
discourages others from investing in a time when we are trying to rebuild the participation through investment of 
equity in sound institutions. 

Our bank is a strong bank. West Virginia banks are strong banks. We nave a long and Impressive history of 
doing the business of banking In a responsible and conservative way. There are many other states and 
communities across the country just like us. How many times can the strong, well managed institution be looked 
to for shoring up those that were not responsible, before the entire system collapses? 

We implore the FDIC to work with the Industry leaders, legislators, other regulatory bodies and others to develop 
another way to restore the Insurance Fund. There are so many possibilities-none of which are perfect-but all 
of which are better than destroying the healthy banking system in West Virginia. Those options could include 
borrowing against the Treasury, using TARP funds or issuing bonds. In addition, because such a high 
percentage would have a significantly more disastrous impact on smaller banks, it would make more sense to 
have a risk system based upc;m the total deposits. 

:, Wr,11,,11111 Srrc-,·r l',1.u 11.fffrr lt,n -~ f'' 1\.-td,. Wr.\l l"in:i1ii11 .! ./X(}/ 
l'h,111.-: .ltJ/ .. JJr, .. 1/I.! /"111: .W-1 -1.lfi .l.!.!,'I 
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I 
There is a way to protect the industry and those who relied on it by placing their deposits in an FDIC insured 
institution. We. have to find that way in a thoughtful, well reasoned manner-with the participation of the industry 
as well as the regulators. 

The FDIC has extended the recovery period from 5 to 7 years because of •extraordinary" circumstances. Of 
course, we agree and appreciate that. but these circumstances are more that extraordinary and they demand a 
solution that is more than extraordinary. 

Th k you for your consideration of these comments and, again, I urge you to work with leaders of the ind_ustry 
to d velop a safer and sounder solution. 

Hiram C. Lewis, Jr. 
Chairman of the Board 

MCNB Bank & Trust Co 

Cc: Senator Roberts C. Byrd 
Senator John D. Rockefeller 
Congressman Nick Joe Rahall 
Federal Reserve Board 

Lee M. Ellis 
President and Chief Executive Officer 



./ 

Senator Robert C. Byrd 
311 Hart Senate Office Building 
Washington, DC 20510-1702 

Dear Senator Byrd: 

Marc 

Re: RIN 3064-AD35 
74FR9938 
FDIC Interim Rule 
Spedal Assessment 

. After serving on the Board of Directors of a small community 
bank for over 25 years, I now find that the FDIC wants to impose a "one 
time" Special Assessment of 20 cents on every $100. Our bank 
understands that we are in crisis, but it seems very unfair that small, 
strong, well-managed banks should be penalized for the faulty 
judgements and performances of large banks who are looking for a 
bailout. 

Our bank is strong, as are other West Virginia banks and 
community banks across the country. How many times can small 
banking institutions, such as ours, be looked to for shoring up those that 
did not act responsibly, before the system collapses? 

We are asking the FDIC to consider other ways to restore the 
~surance Fund. Why not use TARP- funds or issue bonds? 

Please hear our plea to work with_ leaders of the industry to 
develop a safe and sound solution. We implore the FDIC to seek 
alternative ways to fund the shorljall rather thtin putting the burden on 
hanks that were not part of the problem. 

Thank y~u for your time and consideration of my comments and 
concerns. 



204 Pinewood Drive 
Beckley, WV 25801 

304-252-2265 

Mr. Robert Feldman 
Executive Seaetary 

--
MOUNT HOPE 

Send all correspondenca To: 

P.O. Box 751 
602 Main Street 

Mount Hope, WV 25880 
304-877-5551 

www.mdlopebllllk.mm 

March 12, 2009 

Federal Deposit Insurance Corporation 
550 17th Street. NW 
Washington. DC 20429 

RE: FDIC Special Assessment ~ Insurance Funding 

Dear Mr. Feldman: 

J ••••• • ..... ., . ... . . - . ·.,-:. 

835 E. Main Street 
Oak Hill, WV 25901 

304-469-8046 

It was somewhat comforting to hear that the FDIC ls recommending a 1 o basis point 
assessment rather that the previous 20 basis point assessment. providing that Congress clears 
legislation expanding the FDIC's line of credit with the Treasury to $100 billion. While this is 
certainly welcome news, I am extremely concerned that Congress along with the FDIC can find 
alternative ways to fund those shortfalls rather than putting this burden on our banks that worked 
to run their banks in a very efficient manner and were not in any way a part of these problems. 

Even the healthiest community banks can expect to pay out 10% or more of the expected 
profits for 2009, leaving the t;,ank with a ~uced ability to cope with other economic emergencies. 

While our Institution understands the need for a strong, viable and ongoing Insurance Fund, 
this method of securing that fund seems precarious at best and disastrous at worst. We 
understand the urgency of the situation but our industry can bear no additional poUcy mistakes at 
this time. 

Healthy, well managed banks understand that they are the backbone and the strength of 
the financial services Industry, but a decision such as this orie strikes the very core of that strength. 
The FDIC has suggested that putting a risk factor into this Special Assessment rate would cause 
troubled banks to fail. That may be true, but imposing this Special assessment without a risk factor 
could result in much worse-it could cause strong banks to weaken significantly, which in tum would 
jeopardize the entire lnd~try and everyone relying on it 

In addition to the immediate impact that such an assessment would have on the strength 
of the industry and the indMduaJ community banks, It will also drain available llquldity from the 
community banks, leaving us without the available funds for loans that we are being urged to make 

MEMBER FDIC 



and which are necessary to economic recovery. In addition, it will require community banks to 
reduce staff, leaving valuable employees without a job during these difficult times, causing a further 
strain on the economy. It will also necessitate a moratorium or significant reduction in cflvidends, 
which penalizes the shareholder who has invested in well managed banks and discourages others 
from investing in a time when we are trying to rebuild the participation through investment of equity 
in sound institutions. 

Our'bank is a strong bank. West Virginia banks are strong banks. We have a tong and 
Impressive history of doing the business of banking in a responsible and conservative way. There 
are many other states and communities aaoss the country just fike us. How many times can the 
strong, well managed institution be looked to for shoring up those that .were not responsible; before 
the entire system collapses? 

We implore the FDIC to work with the Industry leaders, legislators, other regulatory bodies 
and others to develop another way to restore the Insurance Fund. There are so many possibilities­
none of which are perfect-but an of which are better than destroying the healthy banking system 
in West Virginia. Those options could include borrowing against the Treasury, using TARP funds 
or issuing bonds. In addition, because such a high percentage would have a significantly more 
disastrous impact on smaller banks, it would make more sense to have a risk system based upon 
the total deposits. 

There is a way to protect the industry and those who reUed on it by placing their deposits 
in an FDIC Insured institution. We have to find that way in a thoughtful, well reasoned manner­
with the participation of the industry as well as the regulators. 

The FDIC has extended the recovery pf;triod from 5 to 7 years because of •extraordinary" 
circumstances. Of course, we agree and appreciate that, but these circumstances are more that 
extraordinary and they demand a solution that Is more than extraordinary. 

Thank you for your consideration of these comments and, again I urge you to work with 
leaders of the Industry to develop a safer and sounder solution. 

cc: Senator Robert C. Byrd 
Senator John D. Rockfeller, IV 
Congressman Alan B. Mollohan 
Congresswoman Shelly Moore Capito 
Congressman Nick. Joe ~hall 
Federal Reserve Board 

Cordially yours, 



FDII 
Federal Deooslt Insurance Corooration 
550 171h Streel NW, Washilgton, DC 20429 

Honorable Wally Herger 
House of Representatives 
Washington, D.C. 20515 

Dear Congressman Herger: 

Office of Legislalive Affairs 

June 19, 2009 

Thank you for your letter on behalf of several of your constituents regarding the proposed special 
assessment to the Deposit Insurance Fund (DIF). Chairman Sheila Bair has asked me to respond on 
her behalf. 

As you noted. the original proposal was to charge a special assessment of20 basis points on an 
institution·s sec(?nd quarter assessment base. The FDIC recognizes that assessments are a significant 
expense, particularly during a financial crisis and recession when bank earnings are under pressure. 
We also recogajze that assessments reduce the funds that banks can lend in their communities to h;lp 
revitalize the economy. On the other hand, deposit insurance provides a benefit for which banks 
have always paid. Backed by deposit insurance, deposit funding costs have fallen significantly, 
approaching historic lows. Indeed, the unique ability of banks to access low-cost, government­
backed deposits bas contributed to the recent increased profitability of many banks. For these 
reasons, the FDIC has tried to strike the· right balance between keeping the assessment low enough so 
that it does not unduly burden lending capacity with our longstanding commitment to cover all 
projected costs through industry assessments, not taxpayer borrowing. 

The FDIC currently projects approximately $70 billion in losses as a result of insured depository 
institution failures over the next five years - the great majority of which are expected to occur in 
2009 and 2010. In order to ensure that th~ DIF ratio does not dip below zero, the FDIC needs to 
collc-:t a special assessment. However, tlie increase in the FDIC~s authority to borrow from the 
Department of the Treasury, which was included by Congress as part of the Helping Families Save 
Their Homes Act of 2009, gave the FDIC a sufficient cushion against un'foreseen bank failures to 
allow it to reduce the size of the special assessment 

On May 22. the FDIC Board of Directors approved a final rule that significantly reduced the original 
proposed special assessment. The final rule establishes a special assessment of five basis points· on 
each FDIC-insured depository institution's assets, minus its Tier I capital, as of June 30, 2009. The 
special assessment wiU be assessed against assets minus Tier 1 capital rather than domestic deposits. 
In addition, the assessment will be capped at 10 basis points of an insti~ution's domestic d~posits so 
that no institution would pay an amount higher than they would have paid under the interim rule. 
This hybrid approach - using assets minus Tier I capital as the assessment base but with a cap based 
on domestic deposits - will shift the allocation of the s~cial assessment somewhat toward banks 
that rely more on non-deposit funding, which large banks tend to do. We believe this approach is 
equitable and provides the appropriate balance of competing interests in terms of fairness to all 
insured institutions. 



With the implementation of the revised special assessment, the FDIC projects that the DIF will 
remain )ow but positive through 2009 and then begin to rise in 2010. However, given the inherent 
uncertainty in these projections and the importance of maintaining a positive fund balance and 
reserve ratio, it is probable that an additional special assessment will be necessary in the fourth 
quarter. At the same time, the FDIC .has instructed its examiners that they should not downgrade an 
institution's· supervisory ratings because of the effect of the special assessment. 

Your interest in this matter is appreciated. If you have further questions, the Office of Legislative 
Affairs can be reached at (202) 898-7055. · 

Sincerely, 

Eric J. Spitler 
Pirector 
Office of Legislative Affairs 
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~ RIVER VALLEY 
- COMMt;NJTY BANK 

March 6, 2009 
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. <MSG>Rlchard Smith 
; President/Chief Executive Officer 
: Tri Counties Bank 
; 63 Constitution Drive 
· Chico, CA 95973-4937 

, March 5, 2009 

I The Honorable Wally Herger 
: House of Representatives 
1 242 Cannon House Office Building 
i Washington. DC 20515-0502 

; Dear Representative Harger: 
' 

Source 

! Thank you in advance for taking the time to hear tfils comment on the 
; FDIC's interim rule that would Impose a special aisestS!ent of 20 basis 
• points In the second quarter. I have grave concerns about this proposal 
1 at this point in the worst financial martcet since the Great Depression, 

I
i but first wanted to emphasize that I fully support the view of the FDIC 

that we need a strong, financial secure fund in order to maintain the 
! confidence depositors have in the system. However, how this Is done could 
; cripple my bank, my community and our ability to help our economy Improve 
I overtime. 
i 

We are already dea6ng with a deepenitg recession, accounting rules that 
overstate economic losses and unfairly reduce capital, regulatory pressure 
to classify assets that continue to perform, and a significant Increase In 
regular quarter1y FDIC premiums. Each of these Is a big chaDenge on Its 
own - but coDectively, they are a nightmare. Our bank never made a 
subprime loan and we have served our conmunlties In a responsible way for 

· years and years, and wa are now being placed Into financial Jeopady as a I resun of bad decisions by others. Solving for the gap In FDIC insurance 

I 
funds on an lmmed"iate basis makes no sense and hanns the banks you should 
care most about We ara being severely penalzed by facts on the ground 

) 
that we did not craate. We need to strenghten the fund but it is a bad 

; decision to do this through a large one tme assessment 
I 
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l The special assessment is completely at odds with my bank's efforts to 
, help my community rebut1d from this economic downturn. The reduction in 
i eamings will make It harder to build capital when it is needed the most 
i We wiD also be forced to look at ways to lower the cost of other 
I expenses, which may Dmit our ability to sponsor community activities or 
; make charitable donations - something that we have done year after year. 
I 

! I urge you to consider more reasonable funding options, such as; Reducing 
: the special assessment and spreacfing the cost of it over a long period of 

time. The FDIC should spread out the recapitafszatlon of the fund over a 
' longer timeframe as well . 

I Please understand that banks on Main Street cannot take any more pain. Our 
; future is in your hands. 
I ! Sincerely, 

i 
; Richard P. Smith 
: 530 898-0300 
• President/Chief ElEecutive Officer i Tri Counties Bank 
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FDII 
Federal DeDOStt Insurance Corooration 
550 17th Street NW. Washin!!fon, DC 20429 

Honorable Charles A. Gonzalez 
House of Representatives 
Washington, D.C. 20515 

Dear Congressman Gonzalez: 

Office of legislative Affairs 

June 19, 2009 

Thank you for your letter regarding the proposed special assessment to the Deposit Insurance Fund 
(DIF). Chairman Sheila Bair has asked me to respond on her behalf. 

As you may be aware, the original proposal was to charge a special assessment of 20 basis points on 
an institution's second quarter assessment base. The FDIC recognizes that assessments are a 
significant expense, particularly during a fmancial crisis and recession when bank earnings are under 
pressure. We also recognize that assessments reduce the funds that banks can lend in their 
communities to help revitalize the economy. On the other hand, deposit insurance provides a benefit 
for which banks have always paid. Backed by deposit insurance, deposit funding costs have fallen 
significantiy, approaching historic lows. Indeed, the unique ability of banks to access low-cost, 
government-backed deposits has contributed to the recent increased profitability of many banks. For 
these reasons, the FDIC has tried to strike the right balance between keeping the assessment low 
enough so that it does not unduly burden lending capacity with our longstanding commitment to 
cover iill projected costs through industry assessments, not taxpayer borrowing. 

The FDIC currentiy projects approximately $70 billion in losses as a result of insured depository 
institution failures over the next five years - the great majority of which are expected to occur in 
2009 and 2010. In order to ensure that the DIF ratiQ does not dip below zero, the FDIC needs to 
collect a special assessment. However, the increase in the FDIC's authority to borrow from the 
Department of the Treasury, which was'fncluded by Congress as p!ll"t of the Helping Families Save 
Their Homes Act of 2009, gave the FDIC a sufficient cushion against unforeseen bank failures to 
allow it to reduce the size of the special assessment. 

On May 22, the FDIC Board of Directors approved a final rule that significantly reduced the original 
proposed special assessment. The final rule establishes a special assessment of five basis points on 
each FDIC-insured depository institution's assets, minus its Tier I capital, as of June 30, 2009. The 
special assessment will be assessed against assets minus Tier I capital rather than domestic deposits. 
In addition. the assessment will be capped at 10 basis points of an institution's domestic deposits so 
that no institution would pay an amount higher than they would have paid under the interim rule. 
This hybrid approach -- using assets minus Tier 1 capital as the assessment base but with a cap based 
on domestic deposits - will shift the allocation of the special assessment somewhat toward banks 
that rely more on non-deposit funding, which large banks tend to do. We believe this approach is 
equitable and provides the appropriate balance of competing interests in ,erms of fairness ,to all 
insured institutions. 



With the implementation of the revised special assessment, the FDIC projects that the DIF will 
remain low but positive through 2009 and then begin to rise in 20 I 0. However, given the inherent 
uncertainty in these projections and the importance of maintaining a positive fund balance and 
reserve ratio, it is probable that an additional special assessment will be necessary in the fourth 
quarter. At the same time, the FDIC has instructed its examiners that they should not downgrade an 
institution's supervi~I} ratings because of the effect of the special assessment. 

Your interest in this matter is appreciated. If you have further questions, the Office of Legislative 
Affairs can be reached at (202) 898-7055. 

Sincerely, 

Eric J. Spitler 
Director 
Office of Legislative Affairs 
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Dear Chairman Bair: 
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In recent months, the Federal Deposit Insurance Corporation has bo111c. a great share ot 
the burden of our economic difficulties, including the increase· of the insurance limit to $250,000. 

· In light of those facts. I can understand yo_ur interest in supplementing FDIC's resolution powers. 
I am concerned. however, at the prospect of the traditional banks in Texas's 201h District facing a 
20-basis-point assessment to provide that supplement 

I have bad extensive conversations with the commllllity bankers in my district They are 
in a stronger position now than some other banks precisely because they did not engage in the 
risky or reclcless lending practices that have so added to your worldoad. It is not fair that these 
conscientious bankers should have to pay for the failings of their less assiduous·peers, but that is · 
not the foundation of my concern. The community bankers and I understand that we must all 
share some of the burden. But at a time whcri we are working so bard to get banks lending again, 
this assessment would significantly curtail the ability of these community banks to make new 
lo~ pulling millions of dollars out of the ·economy of South Texas alone. Tharwould clearly be 
counterproductive and I hope that you will consider that collateral damage this large assessment 
might cause. :: 

In light ofFDIC's need for ~ter resolution powers, I understand a request for an 
increase in FDIC's borrowing authority is an alternative means of fortifying your ability to deal 
with the institutions that now require FDIC to rescue them and to continue to provide the 
reassurance on which ·consumers have depended since FDIC's founding: 

I thank you for considering these points and for your steadfast service to our country. We 
have been fortunate to have your leadership at FDIC during these turbulent times. 

CAG:cr 

Charles A. Gonzalez 
MembcrofCongress 



FDII 
Federal Deoosit Insurance Corooration 
550 17th Street NW, Washington, DC 20429 

Honorable Lynn Jenkins 
House of Representatives 
Washington, D.C. 20515 

Dear Congresswoman Jenkins: 

Office c:J Legislative Affairs 

June 19, 2009 

Thank you for your letter regarding the proposed special assessment to the Deposit Insurance Fund 
(DIF). Chairman Sheila Bair has asked me to respond on her behalf. 

As you may be aware, the original proposal was to charge a special assessment of20 basis points on 
an institution's second quarter assessment base. The FDIC recognizes that assessments are a 
significant expense, particularly during a financial crisis and recession when bank earnings are under 
pressure. We also recognize that assessments reduce the funds that banks can lend in their 
communities to help revitalize the economy. On the other hand, deposit insurance provides a benefit 
for which banks have always paid. Backed by deposit insurance, deposit funding costs have fallen 
significantly, approaching historic lows. Indeed, the unique ability of banks to access low-cost, 
government-backed deposits has.contributed to the recent increased profitability of many banks. For 
these reasons, the FDIC h~ tried to strike the right balance between keeping the assessment low 
enough so that it does not unduly burden lending capacity with our longstanding commitment to• 
cover all projected costs through industry assessments, not taxpayer borrowing. 

The FDIC currently projects approximately $70 billion in losses as a result of insured depository 
institution failures over the next five years -- the great majority of which are expected to occur in 
2009 and 2010. In order to ensure that the DIF ratio does not dip below zero, the FDIC needs to 
collect a special assessment. However, .the increase in the FDIC's authority to borrow from the 
Department of the Treasury, which was·included by Congress as part of the Helping Families Save 
Their Homes Act of 2009, gave the FDIC a sufficient cushion against unforeseen bank failures to 
allow it to reduce the size of the special assessment. 

On May 22, the FDIC Board of Directors approved a final rule that significantly reduced the original 
proposed special assessmept. The final rule establishes a special assessment of five basis points on 
each FDIC-insured depository institution's assets, minus its Tier 1 capital, as of June 30, 2009. The 
special assessment will be assessed against assets minus Tier l ·capital rather than domestic deposits. 
In addition, the assessment will be capped at 10 basis points of an institution's domestic deposits so 
that no institution would pay an amount higher than they would have paid under the interim rule. 
This hybrid approach - using assets minus Tier I capital as the assessment base but with a cap based 
on domestic deposits - will shift the allocation of the special assessment somewhat toward banks 
that rely more on non-deposit funding, which large banks tend to do. We believe this approach is 
equitable and provides the appropriate balance of coqipeting interests in terms of fairness to all 
insured institutions. 



With the implementation of the revised special assessment. the FDIC projects.that the DIF will 
remain low but positive through 2009 and then begin to rise in 2010. However, given the inherent 
uncertainty in these projections and the importance of maintaining a positive fund balance and 
reserve ratio, it is probable that an additional special assessment will be necessary in the fourth 
quarter. At the same time, the FDIC has instructed its examiners that they should not downgrade an 
institution's supervisory ratings because of the effect of the special assessment. 

Your interest in this matter is appreciated. If you have further questions, the Office of Legislative 
Affairs can be reached at (202) 898-7055. 

Sincerely, 

Eric J. Spitler 
Director 
Office of Legislative Affairs 
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Dear Chairwoman Bair. 
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On bchal::· of the tr.any banks in Eastan Kansas, which I represent and which an: so:ugghng to meet 
regulatory capital .rcqui.remenu and lean demands in this ailing economy, 1 write today to encourage your 
consideration of a r.cdur:tion to the Dcposito.cy Insurance Fund (DIF) special assessment 

I understand and respect the responsibility that the Fedcnl Deposit Insurance C-.orporation (FDlC) 
has to protect fina.'lcial solvency of the DIF. It is my understanding that 1n statement! you and others made, 
increased borrowing aut,hority from th" Tn.-um; Department would allow thl" FDIC tlc.-ubility to considc: 
reducing the spec..ul 2s:.essmcnl that wul be IC'\'icd on banks. Now that President Obama lus signed into law 
legislation that will increase: FDJC's boirOwing authority for the £int time in almost 20 ycus, I urge you to re-­
en.mine: the spcaa! a.°'"cssmcnt catc anc.J contemplate an appropriate reduction. 

Thank you fer your considc:ntion of this' request that could ~ve a signifiant impact on the many 
community b:mks across my district and our nation. 

.. , . '· :.: :.,.,. 

. '•:--·, .-·· . _,,·_.- I., •~ • . • . . . ' 

Member of Congress 

• •••·•I••• 

PRINTED ON REcYC\.ED PAPER 



8 FEDERAL DEPOSIT INSURANCE CORPOR.6J"ION, Washington, DC 20429 

SHEILA C. BAIR 
CHAIRMAN 

Honorable Peter DeFazio 
House of Representatives 
Washington, D.C. 20515 

Dear Congressman DeFazio: 

June 29, 2009 

Thank you for your support of the Federal Deposit Insurance Corporation's 
establishment of an Advisory Committee on CommunityBanlcing. I agree that this · 
Advisory Committee will provide the FDIC with valuable input on the issues facing 
community and rural financial institutions. I especially appreciate your referral of 
Ms. Patricia Moss of Cascade Bancorp in Oregon. 

As you know, the FDIC advised interested parties in a recent Federal Register 
notice to submit information to the FDIC by July 3. Enclosed is a copy of the Federal 
Register notice. If she has not already done so, we encourage Ms. Moss to contact us at 
CommunityBanking@fdic.gov. · 

Again, thank you for your interest and the referral of Ms. Moss. If you have 
further questions regarding the Advisory Committee on Community Banking. please feel 
free to contact me at (202) 898-6974 or Paul Nash, Deputy for External Affairs, at (202) 
898-6962. 

Sincerely, 

Sheila C. Bair 



- FEDERAL DEPOSIT INSURANCE CORPORATION, Washington, DC 20429 

SHEILA C. BAIR 
CHAIRMAN 

Honorable Ron Wyden 
United States Senate 
Washington, D.C. 20510 

Dear Senator Wyden: 

June 29, 2009 

Thank you for your support of the Federal Deposit Insurance Corporation's 
establishment of an Advisory Committee on Community Banking. I agree that this 
Advisory Committee will provide the FDIC with valuable input on the issues facing 
community and rural financial institutions. I especially'appreciatc your referral of 
Ms. Patricia Moss of Cascade Bancorp in Oregon. 

As you know, the FDIC advised interested parties in a recent Federal Register 
notice to submit information to the FDIC by July 3. Enclosed is a copy of the Federal 
Register notice. If she has not already done so, we encourage Ms. Moss to contact us at 
CommunityBanking@fdic.gov. 

Again, thank you for your interest and the referral of Ms. Moss. If you have 
further questions regarding the Advisory Committee on Community Banking, please feel 
free to contact me at (202) 898-6974 or Paul Nash, Deputy for External Affairs, at (202) 
898-6962. 

Sincerely, 

Sheila C. Bair 



(0 Attachments) 
FIie Name: 

Honorable David Wu 
House of Representatives 
Washington, D.C. 20515 

Dear Congressman Wu: 

June 29, 2009 

Thank you for your support of the Federal Deposit Insurance Corporation's establishm~t 
of an Advisory Committee on Community B~g. I agree that this Advisory Committee will 
provide the FDIC with valuable input on the issues facing community and rural financial 
institutions. I especially appreciate your referral of Ms.:Patricia Moss of Cascade Bancorp in 
Oregon. 

As you know, the FDIC advised interested parties in a recent Federal Register notice to 
submit information to the FDIC by July 3. Enclosed is a· copy of the Federal Register notice. If 
she has not already done so, we encourage Ms. Moss to contact us at 
CommunityBanking@fdic.gov. 

Again, thank you for your interest and the referral of Ms. Moss. If you have further 
questions regarding the Advisory Committee on Community Banking, please feel free to contact 
me at (202) 898-6974 or Paul Nash, Deputy for External Affairs, at (202) 898-6962. 

Sincerely, 

Sheila C. Bair 



e FEDERAL DEPOSIT INSURANCE CORPORATION, Washington, oc 20429 

SHEILA C. BAIR 
CHAIRMAN 

Honorable Greg Walden 
House of Representatives 
Washington, D.C. 20515 

Dear Congressman Walden: 

June 29, 2009 

Thank you for your support of the Federal.Deposit Insurance Corporation's 
establishment of an Advisory Committee on Community Banking. I agree that this 
Advisory Committee will provide the FDIC with valuable input on the issues facing 
community and rural financial institutions. I especially appreciate your referral of 
Ms. Patricia Moss of Cascade Bancorp in Oregon. 

As you know, the FDIC advised interested parties in a recent Federal Register 
notice to submit information to the FDIC by July 3. Enclosed is a copy of the Federal 
Register notice. If she has not already done so, we encourage Ms. Moss to contact us at 
CommunityBanking@fdic.gov. 

Again, thank you for your interest and the referral of Ms. Moss. If you have 
further questions regarding the Advisory Committee on Community Banking, please feel 
free to contact me at (202) 898-6974 or Paul Nash, Deputy for External Affairs, at (202) 
898-6962. 

Sincerely, 

Sheila C. Bair 
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SHEILA C. BAIR 
CHAIRMAN 

e 

Honorable Bob Filner 
House of Representatives 
Washington, D.C. 20515 

Dear Congressman Filner: 

FEDERAL DEPOS"!T INSURANCE CORPORAIDN, Washington, oc 20429 

June 29, 2009 

Thank you for forwarding a proposal for funding counseling services to borrowers who are at 
risk of losing their homes. According to this proposal, fees for such counseling services would be 
paid from proceeds the lenders or servicers receive for modifying the loans. The Federal Deposit 
Insurance Corporation shares your belief that housing counselors perform a valuable service in 
helping borrowers avoid foreclosure. 

Currently, the U.S. Treasury Department's Making Home Affordable Program (Program) 
offers the type of incentive payments for loan modifications referenced in your letter. In addition to 
the incentive payments, the Program also encourages borrowers to seek the advice of HUD-approved 
housing counselors and, in the case of those borrowers with debt loads abov~ a certain threshold, the 
Program requires the borrower to certify be or she will participate in counseling as a condition of a 
modification. As is tJ:te case with the proposal descn"bed in your letter, the Program provides for 
counseling agencies to receive compensation if certain requirements are met Information about the 
Program's counseling service requirements and compensation is available at 
http://www.financia1stabi1ity.gov/docs/counselor ga.pdf. 

The federal bank regulatory agencies encourage all federally regulated financial institutions 
that service or hold residential mortgage, loans to participate in the Program. Going forward, the 
Treasury Department requires institutions receiving financial assi~tance under the Financial Stability 
Pl~ to implement loan modification programs in accordance with Treasury Department guidelines. 
The FDIC believes the incentives contained in the Program, including the counseling service 
requirements, will promote sustainable alternatives to foreclosures on owner:.occupied residential 
properties. 

If you have any questions, please do not hesitate to call me at (202) 898-6974 or Eric Spit1er, 
Director, Office of Legislative Affairs at (202) 898-3837. 

Sincerely, 

. Sheila C. Bair 
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Dear Chairwoman Bair: 

J have been meeting with a number of San Diego local home counselor non-profits to discuss how we 
could bring relief to San Diego. As you arc aware, 30 percent of mortgages in California are 
underwater and an even higher percentage in many areas of San Diego, particularly in )ow-income 
areas. And as you arc aware, California has the fourth highest unemployment rate in the nation. 

The non-profits have proposed the following as a pilot program in San Diego and the other hard hit 
areas of California. 

Please inform all major financial institutions, particularly those that have been a recipient of TARP 
funds, that you urge them to work closely with local counselors who the people have confidence in .. 
To do so, they should mirror what the FDIC did at IndyMac, that is aU contacts secured by the home 
counselor result in a $150 fee to the non-profit and if the modification is successful, an additional 
$350. This could be easily covered by finan~ial institutions since $1,000 and up to $2,000 for each 
modification is compensated by the government 

Is this a proposal that makes sense? 

J greatly appreciate your efforts to overcome the foreclosure crisis that has overwhelmed our nation. 

BF/ek 
2511591 

y, 

Member of Congress 

rrv.ru, ON Rl.t."YC I 11 PAPI: II 



FIOB.EM" oi=uclinln 
. ·-.,-.~-

!laia, _....,JU¥1. ~ 
~ 

~~-nofe 

n..&norable:Qt.i,w•i ShaOt·J!lair. 
~ ~&mms~·C'oqwmt-WF 
ss.aii°'~~ · 
w~oc »m 
Deal'Chainnm~ 

"t'l...:...L ~ .r-•~ ~~ ~....:.J 'C 2t)U9'ti!.' .. , . - . tiiiy-~ .. ,_....,,,,;...,;:tQthc .,.....,...,--~:,,--. . . ,--~~ ~w..mq ~WJ\1'6- .. 

T .. ~-~~,-,..,:-~11...1-fik•~ .. ~1halA..W----t:llljJO(iU'). ~~ -~~ '- -~~~ ..,_ -~""":"~- . ~~ 

tbat~~~-1~2008'- ~~·PiJ ¥,_e,thc,:~bauk~oompameswill· 

be~.bUGP m-sasa--t,y.-,ai&i_.I WIIDt-~:tP your aueoti~"the--TLGP 

applicati<D~•ii-tpod,nt~:f . ghat.KJCaVedTARPfimds. 

r~eq)loJ'&~~-bacl~~ jNowaiu· 

100t1i yea-,~~ ~~g. J :•~ £tt, Ji:zs •~meQSive Setpf" 

·e:±f~•---~~,.!i!...;,_ $1m1U-•...:Jf ~~..;.:._,a t,r· • li?&Sl .a,.d mf:r: ~. .._ ~-~ ~ '"""•.~,.... . .t'IIIN-~ qm_. .Ai\S . epf . Ul ~ 

"middle mad:ef-" (a;napaultawitlt $-.nO:ianial-1 laiffiaa .izl~1 wmch act;Om1ts for 

·man: fmm $6 ~ hnalC!l:~J.ml1he-emp..-of32 million·:Aaerlcan&. F« 

~{~-thcN.i.'f!WBwmlea~7(a)volm.aclc9dcriornim 

~~--the ii,. r SBA~-) ,...-.~.jg women-., v:etenn-. and J:Pinori~ 

owned ban ei mt·nve- ·· .... k. iti*·~--- Jn l\diJiti'J"'~is ~-111-1= J....A-:- '--"~ .. ~-- ~-"' .. J."~ . ~ ... ~~ . ~~!-t 

fotiw~industly._~-~-1?,._~~~~~~-

qfbtiw~jail ~~10~. -~~-to.then!tail ~­

sroall bwsinas Jcsxfn,g..tlu$ ii •~---•lbtt QC9DO&UC,recow:ry; 

r. 

1 
< 



jia_}ummttcd iis ~licatioa irn.GJI in January, but has not yet received a response. 

IfTLGP access is darl~ I am~ 1hatitwouldpat at-risk th~ARP investment as 

well. which I would like to sec rek'lmt4 to the American taxpayers. Whi~ was origjnally 

eligibie to ~ve as much as SlO billion under tho TI.GP fomlnla., the amount they arc seeJcing 

has been voluntanly reduced~ $5-hillion.~b.as also offered conc~ns that othc£ 1LGP 

~CT'S have not gCllCl'8lly been~ to provide. sucla.s raising ne\Y capital as a conrution on 

recei.ving Tl.GP. 

I understand- aad expect-that the FDIC will make mdcpendent jttdgm.cnts regarding * whether it mcri1s 1LGP ~al 1-respcctfully~cst your thoughtful consideration 

and a timely reponsc to their application. Titant. yoa ior your m-iew of this matter . 

cc: The Honorable Timothy F. Geithner 
Secretary of the Trcasmy 
U.S. Depac1mcnt of the~ 
1500 Pennsylvama Avenue NW 
Wasbin~ DC 20'220 

Mr. Hctbmt Allison 
AssisWlt Trcmury Secretary for Fmancial Stability 
U.S. Department of the T~ 
1500 Pennsylvania Avenue NW 
Washington. DC 20226 
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e FEDERAL DEPOSIT INSURANCE CORPORATION, Washington DC 20429 

OFFICE OF THE VICE CHAIRMAN 

Honorable Barney Frank 
Chairman 
Committee on Financial Services 
House of Representatives 
Washington, D.C. 20515 

Dear Mr. Chairman: 

June 2, 2009• 

Thank you for the opportunity to testify before the Committee at the March 20 hearing 
"Federal and State Enforcement of Consumer and Investor Protection Laws." 

Enclosed is my response to questions posed at the hearing by Congressman Posey, 
Congressman Gobmert, and Congressman Foster. 

If you have further questions or comments, please do not hesitate to contact me at (202) 
~98-3888 or Eric Spitler, Director of Legislative Affairs, at (202) 898-3837. 

Enclosure 

Sincerely, 

Martin J. Gruenberg 
Vice Chairman 



Response to questions from the Honorable Bill Foster 
by Martin J. Gruenberg, Vice Chairman, 
Federal Deposit Insurance Corporation 

QI. What is your budget associated with enforcement? 

Al. Closed Bank: The FDIC's Legal Division has budgeted $3.568 million for expenses 
of the Professional Liability and Financial Crimes Unit staff for 2009, and also has spent 
approximately $1.1 million on outside counsel to support enforcement efforts during the 
first three months of 2009. Our Division of Resolutions and Receiverships Investigations 
Unit has a budget for 2009 of $6. 7 million for in-house investigations staff and an 
additional $16.5 million for assistance from outside contractors, for a total budget of 
$23 .2 million. 

Open Banlc The budget for our headquarters Legal Division enforcement section for 
open banks is $4.474 million. Employees of the legal departments of our six regional 
offices and two area offices also conduct investigations and pursue enforcement actions, 
and the overall budget for those employees is $17.952 million. In addition, the Division 
of Supervision and Consumer Protection (DSC) has approximately 1,730 examiners who 
regularly review the activities of insured depository institutions to ensure safe and sound 
operations and compliance with state and federal laws and regulations. Examination 
findings are the most common source of enforcement actions involving open institutions. 
The entire DSC budget is $503.5 million, of which $442.9 million represents regional and 
field operations, where all examinations and most enforcement actions are band.led, and 
$5.4 million is the budget for the two groups in Washington that handle enforcement 
actions. It is not possible to separate the specific cost of handling enforcement actions 
from other supervisory activities as the same staff are involved in both. 

Q2. Wb at is your best estimate of losses under your purview? 

A2. Our current best estimate of total losses from all civil residential mortgage fraud 
claims currently in investigation from the 25 institution failures in 2008 and 29 institution 
failures in 2009 to date is $1 billion. These losses are associated with over 4000 
mortgage malpractice and mortgage fraud claims in investigation by the FDIC as 
Receiver. Most of these losses have arisen out of the failures of Washington Mutual 
Bank and IndyMac Ban1c, FSB, the two largest financial institutions to fail in 2008. 
Losses to the Deposit Insurance Fund (DIF) from the 25 banks and thrifts that failed and 
were placed in receivership during 2008 total $17.87 billion. Losses to the DIF from the 
29 banks and thrifts that failed and were placed in receivership during 2009 to date 
(through March 20) total $3.8 billion. 



Q3. What would be the effect of adding 10 percent to your budget for enforcement? 

A3. Closed Bank: The FDIC has substantially increased its budget for the Legal 
Division's closed bank functions, specifically including the Professional Liability and 
Financial Crimes Unit. In 2008 and the first quarter of 2009, the Unit's staff has doubled, 
and we have plans to increase staff further during the remainder of 2009. We also have 
substantially increased the Division of Receiverships and Resolutions' budget and staff 
dedicated to closed bank matters, as noted previously. 

Open Bank: The FDIC has been increasing the budget for the Legal Division's 
Enforcement Section in Washington and in the Regional Offices over the last two years. 
In 2008, the Enforcement Section added four new attorneys. Under the 2009 budget, the 
FDIC made provisions to further increase this staff by two additional term appointment 
attorneys. 

In 2008, the FDIC added seven attorneys to the Regional Offices to assist in the 
increasing workload, including an increase in enforcement actions. The 2009 budget 
provides for an additional two attorneys hired in 2009, plus five more positions to be 
filled in the Regional Offices. 

Finally, the Division of Supervision and Consumer Protection increased its budget and 
workforce in preparation for the additional work. load. The budget increase of $86.8 
million covers the hiring of 552 full-time equivalents. 



Response to questions from the Honorable Bill Posey 
by Martin J. Gruenberg, Vice Chairman, 
Federal Deposit Insurance Corporation 

Ql(a). Provide a one page summary- not a book- but a one page summary describing 
what you think was the root cause of the crisis. 

Al ( a). The financial crisis was caused by a number of factors, but five key developments appear 
central. The first development was a dramatic shift in the U.S. mortgage market away from the 
traditional 30 year fixed rate mortgage toward subprime, Alt-A, and nontraditional mortgages, 
which include interest only and payment option adjustable rate mortgages. Prior to this decade, 
the 30 year fixed rate mortgage had dominated the U.S. mortgage market for years, but by 2006 
its share had slipped to less than half of mortgage originations. Subprime mortgages, which 
accounted for less than 5 percent of mortgage originations in 2001, grew to account for over 20 
percent in 2006. The rapid growth of these risky mortgages set the stage for the coining crisis. 

The second development was the widespread deterioration of underwriting standards for 
mortgages that facilitated the rapid growth of subprime, Alt-A, and nontraditional mortgages. 
Lax underwriting standards were most apparent in subprime mortgages, where the most 
elementary notion of prudent lending- underwriting based on the borrower's ability to pay- was 
ignored. Most of the subprime mortgages originated during these years were 2/28 or 3/27 hybrid 
adjustable rate mortgages, characterized by a Jow fixed initial interest rate for 24 or 36 months 
followed by a significant increase in the monthly payment. Many of these loans were 
underwritten to the introductory rate, with prepayment penalties and no escrow for taJces and 
insurance. A significant share of subprime mortgages was also granted on a stated income basis, 
requiring no verification or documentation of ability to pay the loan. 

The third development was the growth of mortgage-backed securities (MBS), particularly for the 
highly risky subprime, Alt-A, and nontraditional mortgages. Securitization of these mortgages 
largely took place in the private label MBS market which existed outside of the government 
sponsored enterprise securitization system. The private label MBS market led to new origination 
and funding channels that fell outside direct federal supervision and facilitated the expansion of 
risky lending. Securitization facilitated the poor underwriting since many institutions that 
underwrote the loans did not hold the loans .. It further transmitted the poor underwriting of these 
mortgages to investors worldwide, many of whom, it is now clear, were unaware of the risk and 
failed to perform appropriate due diligence. 

The fourth development was the growth of complex derivative instruments such as collateralized 
debt obligations (CDOs), through which subprime and nontraditional mortgages were bundled 
into senior and subordinate mortgage-backed securities, and credit default swaps (CDS) which 
were utilized by many investors to hedge the risk of these securities. The outstanding value of 
credit default swaps grew from less than $900 billion in 2001 to over $45 trillion in 2007. The 
complexity and lack of transparency of these structured finance vehicles, coupled with AAA 



quality ratings by credit rating agencies, created a false sense of comfort among a wide range of 
sophisticated global investors and led to enormous counterparty risks. 

The fifth development was the collapse of home prices in 2007. Much of the mortgage lending 
of recent years was based on the assumption that home prices would grow indefinitely. When 
home prices collapsed, the underlying mortgages became unsustainable. Borrowers with little to 
no equity in their homes became trapped in unaffordable mortgages and delinquency, default, 
and foreclosures began to rise substantially. This caused the secondary market for subprime 
mortgage backed securities to break down in 2007 and ultimately the collapse of the entire 
private label MBS market When the impact of declining home prices and the spreading crisis 
began to affect the performance of CDS and highly leveraged financial institutions, it escalated 
and adopted truly global proportions. 

Ql(b). To what extent is Congress to blame? If your life depended on solving this puzzle, 
how would you do it, and what do all the indicators point to? 

Al(b). A nwnber of measures will be required to address this crisis and prevent similar crises 
from occurring in the future. First is the need to restore proper underwriting to the mortgage 
market, particularly subprime mortgage lending. The federal banking agencies have taken a 
number of actions to address this issue, including the issuance in 2007 of a final Statement on 
Subprime Mortgage Lending that identifies prudent safety and soundness and consumer 
protection standards that institutions should follow to ensure borrowers obtain loans they can 
afford to pay. These standards include qualifying borrowers on a fully indexed, fully amortizing 
repayment basis. 

In addition, in 2008, the Board of Governors of the Federal Reserve System approved a final rule 
for home mortgage loans under the Home Ownership and Equity Protection Act (HOEPA) that 
applies to all lenders, not just federally supervised institutions. The rule is designed to protect 
consumers from unfair or deceptive acts and practices in mortgage lending. It also establishes 
advertising standards and greater mortgage disclosure requirements. With regard to subprime 
mortgages, the rule prohibits lenders from making loans without regard to borrowers' ability to 
repay the loan, requires verification of income and assets relied upon to determine repayment 
ability, restricts the use of prepayment penalties, and requires creditors to establish escrow 
accounts for property taxes and homeowner's insurance for all first-lien mortgage loans. 

Second, a review of securitization markets should be conducted to ensure that appropriate 
incentives exist for lenders to properly underwrite securitized loans and that securitizers of 
mortgages and other assets conduct adequate due diligence on the underlying risks of the 
securities. The review of securitization markets should include examination of credit rating 
agencies, the role they played in the crisis, and the extent to which banks relied on credit rating 
agencies to assess the risks associated with securitized mortgages. 

Third, statutory change is needed to address gaps in supervisory oversight for Over-The-Counter 
(OTC) derivatives and credit default swaps. The proposed framework put forward by the 
Administration calls for requiring clearing of all standardized OTC derivatives through regulated 



central counterparties, subjecting OTC derivatives dealers and other significant involved firms to 
a robust regime of prudential supervision and regulation; imposing recordkeeping and reporting 
requirements on all OTC trades; improving enforcement authorities for OTC market 
manipulation, fraud, and other market abuses; and providing greater protections for 
unsophisticated investors. 

Finally, Congress and the Ad.ministration appropriately are undertaking a comprehensive review 
of the financial regulatory structure. Part of that effort will be focused on the need for a special 
resolution regime outside the bankruptcy process for large non-bank financial firms that pose a 
systemic risk, such as the regime that exists for insured commercial banks and thrifts. Unlike the 
special statutory powers that the FDIC has for resolving insured depository institutions, the 
current bankruptcy framework wasn't designed to protect the stability of the :financial system. It 
will be important to create such a regime to avoid additional instability in times of economic 
crisis. 

Q2. How many employees does the FDIC have-employees working on closed bank fraud, 
and employees working on open bank fraud? 

A2. Closed Bank: In total, the FDIC has approximately 113 employees, as well as outside 
contractors, working on closed bank fraud By mid-2009, the FDIC Legal Division will have 
increased staff in its professional liability and financial crimes unit from 21 in mid-2008 to 46. 
This includes 24 employees devoted to professional liability civil claims work arising out of 
recently-failed institutions (such as mortgage malpractice and fraud claims); 12 devoted to 
financial crimes work to support the United States Department of Justice in its prosecutions of 
criminal mortgage fraud claims; and ten employees having dual responsibilities in both these 
areas. We also have retained 17 outside law firms to date to assist with performing professional 
liability investigations and litigation as well as firms to handle residential mortgage fraud cases 
specifically. We anticipate retaining additional firms for both of these purposes during 2009. 
Our Division of Resolutions and Receiverships increased its civil and criminal investigations 
staff, bringing its total in-house investigations staff to 67, and also added contractors to support 
its investigations function. 

Open Bank: In total, the FDIC has approximately 2,010 employees working on open bank fraud 
as part of their examination and enforcement responsibilities. In Washington, we have 22 
employees in the Legal Division's open bank enforcement section. In addition, our regional 
legal of.fices have 58 attorneys and 32 other regional staff that assist with open bank enforcement 
and other open bank concerns. Our Division of Supervision and Consumer Protection includes 
both examination staff-responsible for identifying and investigating potential fraud-. and 
supervisory staff who work with the Legal Division on enforcement actions. We have 
approximately 1,730 examiners who regularly review the activities of insured depository 
institutions to ensure compliance with state and federal laws and regulations, including all 
consumer protection laws and the safe and sound operation of FDIC-supervised institutions. 
Examiners are trained to identify situations in institutions where the risk of fraud is heightened 
and additional review procedures may be needed. Approximately 160 FDIC employees are 



designated Bank Secrecy Act/Anti-Money Laundering/Fraud Subject Matter Experts, and these 
individuals each spend a portion of their time reviewing primarily insider fraud incidents. 

Q3. How many successful convictions? 

A3. The FDIC does not have authority to prosecute criminal cases directly. This authority 
resides with the U.S. Department of Justice. The FDIC actively supports the Justice Department 
in its criminal prosecutions of defendants who have committed bank_ fraud, but the FDIC does 
not maintain data on numbers of convictions separately from the data maintained by the Justice 
Department. 

Q4. You state that you have bad 4,375 mortgage fraud claims flled, and they are expected 
to result in 900 additional civil mortgage fraud lawsuits over the next three years. What do 
you think the success rate will be? What justice will come to the American people? What 
amount of money do you think we will be able to recover from the people involved? 

A4. To clarify, the 4,375 mortgage fraud matters referenced at the March 20 hearing are 
investigations, and are not yet filed claims. The likelihood of success on the merits of these 
claims is very high since they are fraud claims. These have a high likelihood of success because 
fraud, by its nature, consists of dishonest acts that are not difficult to prove. For example, 
liability is rarely in question in the typical mortgage fraud case once the fraudulent scheme that 
makes up the case is uncovered, such as in mortgage transactions involving falsified loan 
documents and/or the theft ofloan proceeds. 

However, based on experience, we expect to find in many of the c1aims that there is not a viable 
recovery source to make the claim cost-effective, and thus we will not pursue those claims. 
Many others will be settled before the need to file suit Our best estimate is there will be 900 
remaining claims on which we will file suit. We anticipate that the estimated 900 mortgage 
fraud lawsuits over the next several years will result in more than $150 million in monetary 
recoveries. 

In terms of justice for the American people, we would suggest that it is through these cases that 
mortgage fraud is addressed, perpetrators forced to make reparations, and future fraud deterred. 



Response to questions from the Honorable Louie Gohmert 
by Martin J. Gruenberg, Vice Chairman, 
Federal Deposit Insurance Corporation 

Q. What do you personally recommend that Congress do legislatively to keep some of the 
financial risk with those who put people in mortgages and those who packaged and sold 
them as securities? 

A. The FDIC is working with the other federal banking agencies and Congress to develop 
potential financial and regulatory reforms to address the financial crisis. One of the most 
important factors driving this financial crisis has been the decline in value, liquidity, and 
underlying collateral performance of asset-backed securities (ABS}-including mortgage-backed 
securities-that were initially highly rated. 

One of the key changes we are discussing is the idea of"skin in the game." If originators and 
securitizers of mortgages, for example, were required to retain "skin-in-the-game" by holding 
.some form of explicit exposure to the assets they originate and sell, the likely result would be 
more careful underwriting and better monitoring of the performance of mortgage-backed 
securities. Some have noted the implementation challenges inherent in this idea, such as whether 
we can or should prevent issuers from hedging their exposure to their retained interests. We 
need to evaluate these issues but correcting the problems in the "originate-to-distribute model" is 
very important. 

In addition to "skin in the game," we also are looking at the role of disclosure. Many previously 
highly-rated ABS were never traded in secondary markets and were subject to little or no public 
disclosure regarding the characteristics and ongoing performance of underlying collateral. 
Additional disclosure might include, for example, rated securitization tranches, in a readily 
accessible format on the ratings agency websites. This could include detailed loan-level 
characteristics and regular performance reports. Over the long term, liquidity and confidence 
also might be improved if secondary market prices and volumes of asset-backed securities were 
reported on some type of system similar to the way that such data is currently captured on 
corporate bonds. 

Finally, financial incentives for short-term revenue recognition appear to have driven the 
creation oflarge volumes of highly-rated securitization products. There was insufficient 
attention to due diligence, and insufficient recognition of the risks being transferred to investors. 
Moreover, some aspects of our regulatory framework may have encouraged banks and other 
institutional investors in the belief that a highly-rated security is,per se, of minimal risk. 

We look forward to working with Congress to craft a comprehensive package of regulatory 
reforms that will address the short-comings of the regulatory framework for the "originate-to­
distribute model" as well as the regulatory gaps in the overall financial regulatory system. 
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