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April 1, 2019

Mr. Robert E. Feldman, Executive Secretary
Attention: Comments

Federal Deposit Insurance Corporation

550 17™ Street NW

Washington, DC 20429

RE: RIN 3064-AE94 “Unsafe and Unsound Banking Practices: Brokered Deposits
and In rest Rate Restrictions”

Dear Sir;

Auto Ciub 1 1st, FSB (“ACT”) appreciates the opportunity to submit these comments in
response to the Advanced Notice of Proposed Rulemaking (“ANPR”) on Unsafe and
Unsound B. king Practices: Brokered Deposits and Interest Rate Restrictions (the
“Proposed Rulemaking”) published by the Federal Deposit Insurance Corporation (“FDIC”)
in the Federal Register on February 6, 2019. We are fully committed to managing
consumer deposits in a prudent manner, and we appropriately measure, monitor, and
control risks associated with those deposits that have traditionally been characterized as
brokered de - osits. We urge the FDIC to develop a proposed rule based on comments
received in response to the Proposed Rulemaking ANPR.

Auto Club Trust, FSB

Auto Club 1 st ("*ACT"), a federal savings bank, is the banking affiliate of three related
grandfathered unitary savings and loan holding companies: Auto Club Insurance
Association (“ACIA”), a Michigan reciprocal, inter-insurance exchange, that offers property
and casual and life insurance products directly or through various subsidiaries; Auto Club
Services, Inc. (“ACS”), the management company and attorney-in-fact for ACIA and a


mailto:jgbruno@aaamichigan.com




Federal Deposit Insurance Corporation
Page 3
April 1, 2019

Deposits attracted from bank customers who are engaged in an arm’s-length
consumer transaction with an affiliate of the bank should not be considered
brokered. Advances in digital technology driven by consumer choice over the past
three decades have led to greater reliance by consumers on affinity relationships
within trusted brands.

Auto Club Trust, FSB is a digital bank enjoying the loyalty and trust of our
customers that derives from their strong affinity relationship with our AAA-branded
affiliates that offer insurance, membership, emergency road service, and travel
services. Our internal experience has confirmed that the historical safety and
soundness concerns with alleged “hot money” have not materialized as our
deposits attracted through our own affiliates have remained as stable (at 76%
renewal) as those deposits generated solely through bank contact. it has been
noted that digital banks funded totally with brokered deposits had the lowest failure
rate during the last recession.

As noted in the Proposed Rulemaking, Section 29 of the Federal Deposit
Insurance Act (“FDI”) does not directly define a "brokered deposit," but rather, it
defines a "deposit broker" for purposes of the restrictions. Thus, the meaning of
the term "brokered deposit" turns upon the definition of "deposit broker."

Res ictions on brokered deposits are tied to the statutory definition of "deposit
broker" that Congress adopted in 1989 as part of the legisiative response to the
bank and thrift crisis. This “deposit broker” definition is subject to nine statutory
exceptions, including “9) an agent or nominee whose primary purpose is not the
placement of funds with depository institutions.” The primary purpose exception
applies to "an agent or nominee whose primary purpose is not the placement of
funds with depository institutions. When acting in that capacity, the third-party
agent/nominee is limited to the principal's goals and objectives, and is for a
substantial purpose other than to provide 1) deposit insurance, or 2) a deposit-
placement service. In analyzing this principle, staff has considered whether the
deposit-placement activity is incidental to some other purpose.

The statute also provides an exception for an Insured Deposit Institution (“IDI”) with
respect to funds placed with that IDI. Staff notes in the Proposed Regulation that
based on the plain language of the statute, staff has consistently applied this
exception strictly to the 1Dl itself and not to separately incorporated legal entities
suc as other affiliates.

We acknowledge the FDIC’s admission that determining what constitutes a deposit
broker, and thus a brokered deposit, is very fact-specific and requires a close
review of the arrangement, the documents governing the arrangement, and the
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third-party's remuneration, among other things. We further understand that, given
the wide, and evolving, variety of third-party arrangements, FDIC staff review them
on a case-by-case basis, applying the statutory provisions to the facts and
circumstances presented, including whether the third-party's deposit placement
activities, if any, are directed at the general public as opposed to being directed at
members (or "affinity groups") or clients.

We would urge that the regulation be modernized to explicitly exempt deposits
attracted to the bank by the activities of its affiliates due to the strong loyalty
expressed by our members to both ACT and ACT's affiliates above-described, the
consistent and strong renewal ratio for deposits generated by ACT affiliates and,
moreover, the fact that the deposits generated through existing affiliate
relationships with our members do not present the same risk to the insurance fund
as deposits generated through deposit-listing services (which are not considered
brokered). Such deposits generated through our affiliates have shown to perform
at the same level as any other deposit and certainly do not pose the high degree of
risk to the insurance fund that unaffiliated third-party deposit brokered accounts
present.

2. Are there specific changes that have occurred in the financial services
industry since the brokered deposits regulation was adopted that the FDIC
sho. 'd be cognizant of as it reviews the regulation? If so, please explain.

Reiterating our response to the prior question, modern consumers have
demonstrated a preference for obtaining financial products from single-trusted
sources in a manner that would not have been contemplated during the passage of
the Financial Institutions Reform, Recovery, and Enforcement Act of 1989 (FIRREA)
and e Federal Deposit Insurance Corporation Improvement Act of 1991 (FDICIA).
The safety and soundness concerns that FIRREA and FDICIA sought to resolve
predated even the Riegle-Neal Interstate Banking and Branching Efficiency Act of
1994. The banking environment has changed drastically since then and today
consumers increasingly seek to aggregate traditional banking, investment
management, and insurance products within single relationships that can be
conveniently managed from their computers, laptops, and mobile devices.

3. Do institutions currently have sufficient clarity regarding who is or is not a
deposit broker and what is or is not a brokered deposit? Are there ways the
FDIC can provide additional clarity through updates to the brokered deposits

~ regL tion, consistent with the statute and the policy considerations
described above?
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Consistent with our prior comments, we would encourage the FDIC to broaden the
regulations that effectuate the statutory Insured Deposit institution (“IDI”) exception
beyond strictly the IDI itself to encompass separately incorporated legal entities that
share an affinity relationship such as other affiliates.

Auto Club Trust, FSB very much appreciates the FDIC's consideration of the comments
and would be pleased to answer any questions the FDIC or the staff might have.

Sent via email t
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