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FDIC Adopts Final Rule to Amend How Small Banks are Assessed
for Deposit Insurance

The Federal Deposit Insurance Corporation (FDIC) today adopted a final rule that amends how established small
banks are assessed for deposit insurance. The final rule, which affects banks with less than $10 billion in assets that
have been federally insured for at least five years, is intended to improve the risk-based deposit insurance assessment
system applicable to a substantial number of the nation’s banks.

The final rule updates the data and revises the methodology that the FDIC uses to determine risk-based assessments
for these institutions to better reflect risks and to help ensure that banks that take on greater risks pay more for deposit
insurance than their less-risky counterparts. The final rule uses a statistical model that estimates a bank’s probability
of failure within three years, using the following factors:

« Weighted Average CAMELS Component Rating

+ Leverage Ratio

« Net Income before Taxes/Total Assets

+ Nonperforming Loans and Leases/Gross Assets

« Other Real Estate Owned/Gross Assets

« Brokered Deposit Ratio

« One-Year Asset Growth

« Loan Mix Index

The first three measures are the same as, or very similar to, the measures currently used by the FDIC to determine
risk-based assessments for established small banks. While the existing nonperforming assets/gross assets measure
includes other real estate owned, the final rule uses other real estate owned/gross assets as a separate measure from
nonperforming loans and leases/gross assets. The remaining final rule measures—the brokered deposit ratio, the
one-year asset growth measure and the loan mix index—are new. In the final rule, the brokered deposit ratio and
one-year asset growth measure replace the current adjusted brokered deposit ratio.

Brokered deposit ratio. The new brokered deposit ratio, defined as the ratio of brokered deposits to total assets, is
applicable to all established banks. Under the brokered deposit ratio, brokered deposits in excess of 10 percent of
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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. The new one-year asset growth measure increases an established small bank’s
assessment rate if it has had one-year asset growth greater than 10 percent.

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 and uses historical industry-wide charge-off rates to identify loan types with higher risk, such as
construction and development loans. The loan mix index value is determined by (1) dividing each category of loan
in a bank’s loan portfolio by the bank'’s total assets to determine the percentage of the bank’s assets represented
by that category of loan and (2) multiplying each percentage by that category of loan’s historical weighted average
industry-wide charge-off rate.

The final rule follows an initial proposed rule on small bank assessments issued in June 2015 and a revised proposed
rule issued in January of this year. It adopts the revised notice of proposed rulemaking as presented and reflects
input received during both comment periods. The final rule is revenue-neutral, so that aggregate assessment revenue
collected from established small banks under the final rule is expected to be approximately the same as it would
have been otherwise.

The final rule will be used to determine assessment rates for established small banks beginning the quarter after the
Deposit Insurance Fund reserve ratio reaches 1.15 percent, but no earlier than the third quarter of this year. As of the
end of 2015, the reserve ratio was 1.11 percent. The final rule follows FDIC's adoption of new surcharges for banks
with assets greater than $10 billion in an effort to raise the reserve ratio to 1.35 percent by the end of 2018.
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If you would like to receive future Financial Services & Products Advisories electronically, please forward your contact information
to financial.advisory@alston.com. Be sure to put “subscribe”in the subject line.

If you have any questions or would like additional information, please contact your Alston & Bird attorney or any member of our
Financial Services & Products Group.

Sanford Brown
214.922.3505
sanford.brown@alston.com

Cliff Stanford
404.881.7833
cliff.stanford@alston.com

Patrick Hanchey
214.922.3527
patrick.hanchey@alston.com

Lauren Chase

214.922.3529
lauren.chase@alston.com

ALSTON&BIRD

WWW.ALSTON.COM
© ALSTON &BIRD LLP 2016

ATLANTA: One Atlantic Center ® 12071 West Peachtree Street ® Atlanta, Georgia, USA, 30309-3424 = 404.881.7000 ® Fax: 404.881.7777

BEIJING: Hanwei Plaza West Wing = Suite 21B2 ®= No. 7 Guanghua Road ® Chaoyang District ® Beijing, 100004 CN

BRUSSELS: Level 20 Bastion Tower ® Place du Champ de Mars ® B-1050 Brussels, BE ® +32 2 5503700 ® Fax:+32 2 5503719

CHARLOTTE: Bank of America Plaza ® 101 South Tryon Street ® Suite 4000 ® Charlotte, North Carolina, USA, 28280-4000 = 704.444.1000 ® Fax: 704.444.1111
DALLAS: 2828 North Harwood Street ® 18th Floor ® Dallas, Texas, USA, 75201 ® 214.922.3400 = Fax: 214.922.3899

LOS ANGELES: 333 South Hope Street ® 16th Floor ® Los Angeles, California, USA, 90071-3004 = 213.576.1000 ® Fax:213.576.1100

NEW YORK: 90 Park Avenue ® 15th Floor ® New York, New York, USA, 10016-1387 = 212.210.9400 = Fax:212.210.9444

RESEARCH TRIANGLE: 4721 Emperor Blvd. ® Suite 400 ® Durham, North Carolina, USA, 27703-85802 = 919.862.2200 = Fax: 919.862.2260

SILICON VALLEY: 1950 University Avenue ® 5th Floor ® East Palo Alto, California, USA, 94303-2282 = 650.838.2000 = Fax: 650.838.2001

WASHINGTON, DC: The Atlantic Building ® 950 F Street, NW ® Washington, DC, USA, 20004-1404 = 202.239.3300 ® Fax: 202.239.3333



mailto:financial.advisory%40alston.com?subject=subscribe
http://www.alston.com/services/industries/financial-services-products/
http://www.alston.com

