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A final rule changes the way of assessing deposit insurance for established small banks by revising the
methodology to estimate the probability of failure within three years to ensure that banks that take on greater
risks will pay more for deposit insurance. The rule affects banks with less than $10 billion in assets that have
been insured by the Federal Deposit Insurance Corporation for at least five years. "This rule will allow future
assessments to better differentiate riskier banks from safer banks," FDIC Chairman Martin J. Gruenberg
said. "Using the FDIC's experience during the recent financial crisis, this rule will better allocate the costs of
maintaining a strong Deposit Insurance Fund.

Gruenberg also noted in a statement the final rule is revenue neutral, “so it will not change the aggregate
amount that the FDIC expects to collect from small banks.” To help banks understand the potential effect of the
proposed rule, the FDIC has published an online assessment calculator that will allow institutions to estimate
their assessment rates under the proposal.

The final rule follows an initial proposed rule on small bank assessments issued in June 2015 (see Banking
and Finance Law Daily June 15, 2015), and a revised proposed rule issued in January (see Banking and
Finance Law Daily, Jan. 21, 2016). It adopts the revised notice of proposed rulemaking as proposed and reflects
comments received during both comment periods, including the calculation of asset growth.

The final rule is intended to improve the assessment system applicable to established small banks by:

• revising the financial ratios method so that it is based on a statistical model estimating the probability of
failure over three years;

• updating the financial measures used in the financial ratios method consistent with the statistical model;
and

• eliminating risk categories for all established small banks and using the financial ratios method to
determine assessment rates for all such banks.

CAMELS composite ratings, however, will be used to place a maximum on the assessment rates that CAMELS
composite 1- and 2-rated banks can be charged and minimums on the assessment rates that CAMELS
composite 3-, 4- and 5-rated banks can be charged.

Financial measures. All of the financial measures in the final rule are derived from a statistical model that
estimates a bank’s probability of failure within three years. Each of the measures is statistically significant in
predicting a bank’s probability of failure over that period.

Three of the measures—the weighted average CAMELS component rating, the leverage ratio, and the net
income ratio measure—are identical or very similar to the measures currently used in the financial ratios method.
The other three measures are the brokered deposit ratio, the one-year asset growth measure, and the loan mix
index.

Brokered deposit ratio. The final rule replaces the adjusted brokered deposit ratio currently used in the financial
ratios method with a brokered deposit ratio, defined as the ratio of brokered deposits to total assets, and with a
one-year asset growth measure. The rule also eliminates the existing brokered deposit adjustment applicable to
established small banks outside Risk Category I.

http://prod.resource.cch.com/resource/scion/document/default/blw018ee131747c6d1000b62190b11c2ac4f105?cfu=Legal&cpid=WKUS-Legal-Cheetah&uAppCtx=cheetah
http://prod.resource.cch.com/resource/scion/document/default/blw018ee131747c6d1000b62190b11c2ac4f105?cfu=Legal&cpid=WKUS-Legal-Cheetah&uAppCtx=cheetah
http://prod.resource.cch.com/resource/scion/document/default/blw018ee131747c6d1000b62190b11c2ac4f105?cfu=Legal&cpid=WKUS-Legal-Cheetah&uAppCtx=cheetah
http://prod.resource.cch.com/resource/scion/document/default/blw018ee131747c6d1000b62190b11c2ac4f105?cfu=Legal&cpid=WKUS-Legal-Cheetah&uAppCtx=cheetah
http://bankingfinancelawdaily.blogspot.com/p/j-preston-carter-jd-llm.html
http://business.cch.com/BFLD/Assessments-FinalRule-04262016.pdf
http://business.cch.com/BFLD/PR-32-2016FDICAdoptsFinalRuletoAmendHowSmallBanksareAssessedforDepositInsurance-042616.pdf
http://business.cch.com/BFLD/GruenbergStatement-Assessment-04262016.pdf
https://www.fdic.gov/deposit/insurance/calculator.html
http://business.cch.com/BFLD/bfld_deposit_insurance_story_06152015.pdf
http://business.cch.com/BFLD/bfld_deposit_insurance_01212016.pdf


Banking and Finance Law Daily Wrap Up, DEPOSIT INSURANCE—Final
rule aligns small bank insurance…

© 2016 CCH Incorporated and its affiliates and licensors.
All rights reserved.

2 Aug 30, 2016 from Cheetah™

Under the new brokered deposit ratio applicable to all established small banks, brokered deposits in excess
of 10 percent of total assets may increase assessment rates. For a bank that is well capitalized and has a
CAMELS composite rating of 1 or 2, reciprocal deposits will be deducted from brokered deposits. For a bank that
is less than well capitalized or has a CAMELS composite rating of 3, 4 or 5, however, reciprocal deposits will be
included with other brokered deposits.

One-year asset growth measure. In response to comments on the 2015 proposal that the one-year asset
growth measure should not penalize normal asset growth, the final rule uses a one-year asset growth measure
that increases an established small bank’s assessment rate only if it has had one-year asset growth greater
than 10 percent. The one-year asset growth measure will raise assessment rates for established small banks
that grow rapidly (other than through merger or by acquiring failed banks), but will not increase assessments for
normal asset growth.

Loan mix index. The loan mix index is a measure of the extent to which a bank’s total assets include higher-
risk categories of loans. The index uses historical industry-wide charge-off rates to identify loan types with
higher risk. Each category of loan in a bank’s loan portfolio is divided by the bank’s total assets to determine the
percentage of the bank’s assets represented by that category of loan. Each percentage is then multiplied by that
category of loan’s historical weighted average industry-wide charge-off rate. The products are then summed to
determine the loan mix index value for that bank.

The final rule is effective July 1, 2016. It will be used to determine assessment rates for small banks beginning
the quarter after the Deposit Insurance Fund reserve ratio reaches 1.15 percent, but no earlier than the third
quarter of 2016.

The FDIC also sent a Financial Intuition Letter (FIL-28-2016) to its insured institutions offering highlights of the
final rule.
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