governmentattic.org

“Rummaging in the government ¥ attic”

Description of document: Federal Deposit Insurance Corporation (FDIC) Capital
Markets Policies and Procedures Manual and Bridge Bank
Manual, 2011

Requested date: 26-December-2016

Released date: 26-January-2017

Posted date: 20-February-2017

Source of document: Freedom of Information Act Request
FDIC

Legal Division

FOIA/PA Group

550 17th Street, NW
Washington, D.C. 20429

Fax:  703-562-2797

FDIC’s Electronic Request Form

The governmentattic.org web site (“the site”) is noncommercial and free to the public. The site and materials
made available on the site, such as this file, are for reference only. The governmentattic.org web site and its
principals have made every effort to make this information as complete and as accurate as possible, however,
there may be mistakes and omissions, both typographical and in content. The governmentattic.org web site and
its principals shall have neither liability nor responsibility to any person or entity with respect to any loss or
damage caused, or alleged to have been caused, directly or indirectly, by the information provided on the
governmentattic.org web site or in this file. The public records published on the site were obtained from
government agencies using proper legal channels. Each document is identified as to the source. Any concerns
about the contents of the site should be directed to the agency originating the document in question.
GovernmentAttic.org is not responsible for the contents of documents published on the website.

-- Web site design Copyright 2007 governmentattic.org --


https://efoiarequest.fdic.gov/palMain.aspx

FDIC

Federal Deposit Insurance Corporation
550 17th Street, NW, Washington, DC 20429-9990 Legal Division

January 26, 2017

FDIC FOIA Log Number 17-0111

This is in response to your request of December 26, 2016, pursuant to the provisions of the
Freedom of Information Act (FOIA), 5 U.S.C. 8552. Your request seeks electronic copies of the
following manuals:

1) Division of Resolutions and Receiverships Contract Oversight Manual (DRR COM).
2) FDIC Proforma Training Manual

3) DOS Manual of Examination Policies

4) Asset Resolution Manual (ARM)

5) DRR Closing Manual

6) DRR Capital Markets Policies and Procedures Manual

7) Managers Procedures Manual

8) DSC Formal and Informal Action Procedures (FIAP) Manual
9) DSC Shared National Credit Program Procedures Manual
10) OCFI Resolution Plan Review Manual

11) DRR Least Cost Test Manual

12) Bridge Bank Manual

13) DRR Terminal Manual

14) DSC Case Manager Procedures Manual

15) Formal and Informal Action Procedures Manual

You indicate this is a non-commercial, individual request, and you agree to pay up to $30.00 for
the processing of your request.

You have been categorized as an individual requester. Individual requesters receive 2 free hours
of search, and 100 free pages of duplication. In processing your request, we have expended the 2
free hours of search time and 100 free pages to which you are entitled.

Attached please find an electronic copy of the Capital Markets Manual (129 pages), with some
redactions made under Exemptions 4, 5, 6 and/or 8, 5 U.S.C. 88552 (b)(4), (b)(5), (b)(6) and/or
(b)(8).



Exemption 4 permits the withholding of trade secrets, and confidential or privileged commercial
or financial information obtained from a person. Exemption 5 permits the withholding of inter-
agency or intra-agency memorandums or letters which would not be available by law to a party
other than an agency in litigation with the agency (i.e., information that is privileged to the
FDIC). This includes, e.g., deliberative process privileged information, and among other things,
information subject to a commercial privilege. Exemption 6 permits the withholding of
personnel and medical files and similar files the disclosure of which would constitute a clearly
unwarranted invasion of personal privacy. Exemption 8 permits the withholding of information
contained in, or related to, the examination, operating, or condition reports prepared by, on
behalf of, or for the use of the FDIC in its regulation or supervision of financial institutions.

This completes the processing of your request. You may contact me at 703-562-2761, or our
FOIA Public Liaison, Acting FDIC Ombudsman Gordon Talbot, by email at GTalbot@fdic.gov
or telephone at 703-562-6040, for any further assistance and to discuss any aspect of your
request. Additionally, you may contact the Office of Government Information Services (OGIS)
at the National Archives and Records Administration to inquire about the FOIA mediation
services they offer. The contact information for OGIS is as follows: Office of Government
Information Services, National Archives and Records Administration, 8601 Adelphi Road-OGIS,
College Park, Maryland 20740-6001, email at ogis@nara.gov; telephone at 202-741-5770; toll
free at 1-877-684-6448; or facsimile at 202-741-5769.

If you are not satisfied with my response to your request, you may appeal this decision to the FDIC’s

General Counsel within 90 business days following receipt of this letter. If you decide to appeal,

please submit your appeal in writing to the Legal Division, FOIA/Privacy Act Group, at the address in
our letterhead. Please refer to the FDIC log number and include any additional information that you

would like the General Counsel to consider.

Sincerely,

Lisa . Suider

Lisa M. Snider
Government Information Specialist
FOIA/Privacy Act Group, Legal Division

Attachment (129 pages)
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I. POLICY STATEMENT

Capital Markets 1s responsible for the management and disposition of securities, syndicated
loans, syndicated limited partnerships, and Qualified Financial Contracts. A Capital Markets
Functional Manager shall be assigned, in advance, to each failing institution. That specialist has
the responsibility to identify the appropriate assets, remove any liens or encumbrances, inform
the appropriatc Capital Markets sales tecam, and make surc that the asscts arc managed properly
until such time as sold, all subject to the appropriate delegated authority.
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II. GLOSSARY OF KEY TERMS

4C — Integrated, end-to-end web-based application that provides full functionality to support
franchisc marketing, assct markcting and assct management manage the full inventory of
Receivership assets.

BACU (Bank Account Control Unit) - Section within BOS which monitors the FDIC’s bank
accounts with the FHLB’s and FRB’s including the stock holdings.

BIS (Business Information Systems) — Section of DRR 1n Dallas which handles the data such
as loan tapes from a closing. Responsible for setting up new inventory in 4C by uploading
templates. They also process Enrichment Feeds, which is an MS Excel file prepared to mass
update some fields in 4C.

Bloomberg — Third-party software used by the FDIC to research securities. Includes information
about market pricing and principal and interest payments.

BPMS (Business Program Managsement System) — Section in DRR which oversees the IT
needs of DRR, such as constructing the 4C database, and administering FACTS software.

BOS (Business Operations Support } — Section of DRR in Dallas, responsible for the FDIC’s
accounting al the Receivership level.

Capital Markets Functional Manager (CMFM) — s responsible for providing advice and
exercising Capital Markets authority and responsibility over securities, syndicated loans,
syndicated limited partnerships, and Qualified Financial Contracts during the pre-close and
closing phase of a bank in the resolutions process. Each bank has a different CMFM assigned
who 13 listed on the closing Organizational Chart. Usually becomes the Capital Markets
Receivership Manager during post-closing phase of the process. When traveling on-site,
coordinates with Proforma to reconcile the securities mventory, obtain pricing, complete
Proforma Jackets, and prepare the 4C template.

Capital Markets Manager —Is responsible for approving and reviewing the work performed by
Capital Markets staff members.

Capital Markets Receivership Manager (CMRM) — [s responsible for the administrative
activities of a receivership post-closing including transferring retained securities to the FDICs
custody, and ensuring the security is liquidated or managed. Usually the Capital Markets
Functional Manager during pre-close and closing phases of the process.

Capital Markets Valuation Team The Capital Markets Specialists responsible for providing
pricing and valuation of securities for a variety of purposes (for example, pre-close franchise
marketing and analysis, Least Cost Test, and the annual ALR process).

Claims — Section of DRR, responsible for monitoring and making decisions regarding Claims
filed by creditors of the failed bank.
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GLOSSARY - continued

Closing Manager {CM) - Is responsible for leading the team closing the financial institution; the
Closing Manager's role generally concludes with the Proforma meeting between the Financial
Manager and the Assuming Institution.

CTM (Control Total Module) — FDIC’s internal accounting sysiem for monitoring the receipt
of cash by the Corporation. The cash is posted by Journal Entry to specific assets in Metavante.

DOF, Treasury Manager (Division of Finance, Treasury Manager) — Is responsible for
overseeing the FDIC’s custodial account and conducting the “back-office” functions for
transferring securities into and out of that account.

DRR Resolution Timetable Internal report created by DRR to track troubled financial
mstitutions, estimated closing dates, and certain staft persons assigned to work on the resolution.

DRR Special Programs Group — Scction within DRR, which serves as the intermediary
between Franchise and Asset Marketing, Washington, DC and DOA for contracting issues. This
section also reviews and files all of the bidder qualification forms {e.g. Purchaser Eligibility
Certifications) that are submitted on the FDIC’s website.

FDIC Custodians —
* Primary - Federal Home Loan Bank of New Y ork
¢ Municipals - Cantor Fitzgerald
* Citibank & Wells Fargo - Structured Sales Trustee

Franchisc Marketing, Washington, DC — Section within DRR which is responsible for the
Lcast Cost Test and preparing the Board Resolutions pre-closc.

Institution and Asset Sales, Franchise Marketing, Field Operations Branch, Dallas, TX —
Section within DRR which does the planning and marketing of the bank pre-close, including
sctting up data-rooms for duc diligenee, and sending Tcam Leadcrs onsite to gather data.

Proforma Jackets — Documentation prepared by the Proforma Team to convert the failed bank’s
accounting records from accrual basis to cash basis accounting and to document the “split” of
asscts between those remaining with the FDIC and thosc sold to the Acquiring Institution.

Metavante — Third-party system used by FDIC for asset servicing. Individual assets are loaded
into Metavante which is updated by Journal Entries posted into CTM.

NFE (Ncw Financial Environment) — FDIC’s internal General Ledger system, which
aggregates data from CTM, Metavante, and 4C at the Receivership level.
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GLOSSARY - continued

Post-Closing Asset Manager (PCAM) — Is responsible for managing and servicing loans and
other assets that remain with the Receiver and serves as the point of contact on-site post-closing.

Proforma Team — Is responsible for the accounting for a bank closing. The Proforma Manager
for a Receivership is listed on the Organizational Chart for a closing. Activities are documented
in the Proforma Jackets.

Purchase & Assumption Agreement — Legal document prepared by FDIC legal to implement
the transaction between the FDIC and the acquiring nstitution.

Qualified Financial Contracts (QFC’s) — QFCs arc ccrtain financial contracts that have been
defined in the Federal Deposit Insurance Act (FDI Act) and receive special treatment by the
FDIC in the event of the failure of an insured depository institution (institution).The FDI Act
1dentifies QFCs using the statutory definition of five specific financial contracts. This statutory
list of QFCs consists of sccuritics contracts, commodity contracts, forward contracts, repurchasc
agreements, and swap agreements.

Receiver-in-Charge (RIC) — Is responsible for the orderly administration of the receivership in
its carly days, generally the first few months past close.

RemotePlus (IDC) — Third-party software purchased by the FDIC, and used by Capital Markets
to obtain data and pricing for securities.

RIS/SDI Call Report Detail — FDIC’s internal database, maintained by DIR to store Call Report
and TFR Data.

RMS Vision System — FDIC’s internal system, maintained by RMS for recording the results of
bank examinations including CAMEL ratings.

Settlements — Group within Reccivership Oversight which monitors the relationship between the
FDIC and the acquiring institution by maintaining a “due to/duc from” ledger for approximately
1 year after closing. The Settlements Manager for a Receivership is listed on the Organizational
Chart for a closing. Notifies and coordinates with Capital Markets when there are post-closing
1ssucs such as repurchascs, discovered assets, and trailing payments.

Strategic Resolution Plan (SRP) — Communication prepared by Capital Markets Functional
Manager and sent to the Receiver-in-Charge and Closing Manager pre-closing for the purpose of
planning the closing.
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GLOSSARY - continued

Svndicated Limited Partnerships (Syndicated LP’s or SYNLP’s) - [s an asset category
created by Capital Markets to include interests in the form of shares or limited partnership
interests in funds that arc organized as partnerships or limited hability companics with
partnership election for tax purposes. For a complete definition see Section 5.1 “Definition of a
Syndicaled Limited Partnership”.

Svndicated Loans (§YNLoans) — Loans madc by two or more lenders contracting directly with
a borrower under the same credit agreement. For a complete definition see Section 3.1
“Definition of a Syndicated Loan™.
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III. FLOWCHARTS
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B. Pre-Closing Activities: Inventory Reconciliation
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C. Pre-Closing Activities: Pricing
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D. Pre-Closing Activities: Analyze Bank Inventory & Prepare SRP
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E. Closing Activities: Inventory
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F. Closing Activities: Pricing
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G. Post-Closing Activities: Obtaining Custody of FDIC Retained Securities
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H. Post-Closing Activities: Tracking Payments — Physical Securities
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I. Post-Closing Activities: Tracking Payments — Book Entry Securities

Specialist (Bloomberg)
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K. Example Bank Closing Organizational Chart

Found on SharcPoint

under:

o

DRR Open (or Closed) Bank Site Links > “Bank Name” > Shared Documents > RIC-Closing Manager Folder

INSTITUTION NAME: name FUND: v
CITY, 5T; rame INSTITUTION |D: socoee I RECEIVER IN CHARGE ] [ COMMUNICATIONS ]
INSTITUTION CODE NAME: name OPA: . hame - name
CLOSING TEAM CODE NAME: rame FDIC WEE:
Fi - Dallas: name
CLOSING DATETIME: date FM - Site: name I CLOSING MANAGER ] [ OMBUDSMAN ]
ime Cuantum:OM - RAC: name narne_ name
TOTAL ASSETS (MM): 533 Sphetion/OM Payroll name
TOTAL DEPGSITS (MM): 555 oIG:
[ ADMIN ASSIST | [ CALL CENTER |
CLOSING HOTLINE: 3¢ 3¢-%¢ % ext: wenx T name ame
CONFERENCE NUMBER: xx¢x-00¢-xxx% code: ik name
name
| ASSET MANAGER BRANCH COORD | INV N CHARGE ‘ CLAC | FINANCIAL MANAGER | FAG MGR [ LEAD ATTORNEY | IT MANAGER |
name rame narme name narme name name name
| ASSET SUPPORT rame fame CL SME | PF TEAM LEAD ‘ PF DEP SPEC | FACSPT [ LEGAL SUPPORT | ITSPECIALIST |
BRANCH MANAGERS | INV SUPPORT
name name narne name name name name
| ORE/FF&E name fiame CLSPTFIELD PF SUPPORT ‘ PF LOAN SPEC |”‘“"e fams fams
name NV TECH rame [ CLOSING ATTORNEYS | ITSUPPORT |
name name _name name name name
name rame narme name narne name name name
name name name name name name ‘ PLG A.ITmNEYS name
| CAPITAL UKTS /SEC  |[™7® rame CL RLSICAS LEAD ["9T® name rame DEPOSIT DCWHNLOAD |
name name n name Nname
name rame INV INVENTORY name narne name l LIT ATTORNEYS name
| CONTRACT/LEASE name | EMP BENEFITS LEAD |2 name neme
nama nameg narme nameg LOAN DOWNLCAD |
name name name NAMe name
| SUBSIDIARIES name RECORDS MGMT l EMP BENEFITS SPT ‘ name
NamEe name
name name :ﬁs name FORENSICS SUPPORT |
| PC ASSET MGR ‘ SETTLEMENT AGENT NAme PAYROLL LEAD DIVISION REGION # OF STAFF % of Tolal Count name
name Name name name
| PC ASSET TEAM ‘name PAYROLL SPT DAR Dallas : # | name
Jacksorwile # ol name
name Seha nburg £ 2  DITITSUPPORT |
name Tolal DRR # B
DRR Traineas (included # S| name
name
DIT # %ol rnarme
DO, # 5
DEG # 2
LEGAL # )
[&Te) % )
Total Contractors # o
Total Count # )
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L. Qualified Financial Contracts — 371 Recordkeeping

Part 371 FOUC Analysis Notification 1o 1DV & Fardy QFC Analysis Phase
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IV. POLICIES AND PROCEDURES
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A. SECURITIES
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1. SECURITIES GUIDANCE
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A. SECURITIES
1.1 Definition of “Securities”

The term “Securities” includes, but is not limited to, U.S. Treasury instruments, issues of
governmental agencies, mortgage-backed obligations, municipal bonds, warrants, options,
futurcs contracts, partnership interests, shares of unit investment trusts, participation certificates,
preferred or common stocks and other equity instruments, rated or unrated bonds, notes or other
debt instruments, financial derivatives, special purpose finance corporations {subsidiaries) which
serve or have served as vehicles for issuing or holding mortgage-backed or asset-backed
sccuritics, and all related instruments. [Definitions for Receivership Management Delegations,
Attachment I to DRR Circular 1000.2].

26



Page 27

A. SECURITIES

1.2 Pre-Closing Guidance

In preparation for the closing and sale of a  bank, Capital Markets provides tim ely and relevant
analysis of securities, com plex capital m arkets structures, and other appr opriate information in
support of the cfforts of the Franchisc and A sset Marketing Branch (FAMB). In addition,

Capital M arkets m anages com pliance with the Record Keeping Rule f or Qualified Financia |
Conlracts pursuant to 12 CFR Part 371 (Section E. Qualified Financial Contracts (QFC’s) - Part

371).

Roles of Capital Markets Staff Members at Pre-Closing:

* (Capital Markets Internal Accounting Team — responsible for
reconciling securities portfolios to the general ledgers of failing
financial institutions for the Least Cost Test and for Proforma planning

+ Capital Markets Valuation Team — responsible for valuing all
securities.

» (Capital Markets Specialist responsible for Pricing — a member of
the Capital Markets Valuation team, responsible for organizing the
pricing data and communicating the data to FAMB for inclusion in the
Least Cost Test and the Purchase and Assumption Agreement.

» (Capital Markets Functional (Receivership) Manager (CMFM)- is
responsible for providing Capital Markets support during the planning
and preparation for closing of financial institutions that hold securities,
syndicated loans, syndicated limited parinerships, or Qualified
Financial Contracts (QFCs).

Additional Stakeholders:

Institution and Asset Sales, Franchise Marketing, Field Operations
Branch, Dallas, TX — Section within DRR which does the planning
and marketing of the bank pre-close, including sctting up data-rooms
for due diligence, and sending Team Leaders onsite to gather data.
Franchise Marketing, Washington, DC Headquarters— Seclion
within DRR which is responsible for the Least Cost Test and preparing
the Board Resolutions pre-close.

Capital Markets Internal Accounting Team Responsibilities:

The Capital Markets Specialist supports the planning and preparation for closing
of financial institutions that hold sccuritics, syndicated loans, syndicated limited
partnerships, or Qualified Financial Contracts (QFCs) by assisting Franchise
Marketing and Proforma in reconciling the securities portfolios to the General
Ledgers of failing financial institutions.

(Flowchart B: Pre-Closing Activities: Inventory Reconciliation)

1.} Reconcile Securities Portfolio: Using the documentation available on
Sharcpoint, The Specialist responsible prepares a reconciliation of the
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securities portfolio to the general ledger of the failing institution. The
reconciliation is performed using the previous month-end cut-off
statement, reconciling the safckeeping statements, the subsidiary
accounting statement, and the general ledger statement to try to obtain a
complete list of securities held by the bank prior to closing. The
Specialist obtains additional documentation as needed by coordinating
with Franchisc Markcting, Ficld Opcrations Branch’s representative
on-site at the bank pre-closc.

While conducting this reconciliation, the Specialist should attempt to
identify physical sccuritics or off-balance sheet sccuritics and bring
them to the attention of the CMFM and Proforma.

2.} Post Reconciliation to Sharcpoint: The final reconciliation is posted
to Sharepoint in the Open Bank Site for the institution in the Asscts-
Sccuritics folder.

Capital Markets Valuation Team Responsibilities:

Capital Markcts Valuation Tcam members arc responsible for responding to
requests for valuing securitics. During the pre-close phase, Franchise Marketing
sends these requests to the Capital Markets Specialist responsible for pricing, who
requests the Valuation Team Members to value the securities. The Capital Markets
Specialist organizes the final valuation deliverable and sends it back to Franchise
Marketing.

{I'lowchart C: Pre-Closing Activities: Pricing)
(Flowchart D: Pre-Closing Activitics; Analyze Bank Portfolio)

3.} Price Securities: After the inventory is complete, the Valuation Team
coordinates with Proforma to obtain pricing for all securities by
cmailing the inventory to the Capital Markets Spccialist responsible for
pricing.

(Job Aid 2.1: Pre-Close & Closing Valuation Guidance)

a. Capital Markets Specialist responsible for Pricing Valucs
Securities using Remote Plus or Bloomberg — For the
majority of securities, the current Market Values are available
from Remote Plus (Financial Times Interactive Data) or from
Bloomberg.

(Job Aid 2.1: Pre-Close and Closing Valuation Guidance)

b. Valunation Team Members Value other Securities — For
securities where the current Market Values are not available
from Remote Plus or Bloomberg, Valuation Team Members are
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responsible for researching the securities and determining a
value. The securities values can be obtained from Financial
Advisors or the valucs can be determined using internal
valuation methodologics depending on the assct type. After the
Valuation Team members value the securities, the Team
documents the valuation methodology used and uploads the
pricing mcthodology on the Capital Markets SharcPoint Sitc.

(Job Aid 2.1: Pre-Close and Closing Valuation Guidance)

4.) Valucs are Provided to FAMB by the Capital Markets Specialist
responsible for Pricing — All values arc provided to the Capital
Markets Specialist responsible for pricing who consolidates the values
into a standard template and provides the valuation to FAMB. Included
with these values 1s Capital Markets” recommendation on whether or
not the sccuritics should be retained by the FDIC as Receiver or passed
to the Acquiring Institution. This data is itemized in the Purchase and
Assumption Agreement, Schedule 3.5. The valuation worksheet is
uploaded onto the DRR Open Banks SharcPoint Site by FAMB.

Capital Markets Functional (Receivership) Manager Responsibilities:

Capital Markets supports the planning and preparation for closing of financial
institutions that hold sccuritics, syndicated loans, syndicated limited partnerships,
or Qualificd Financial Contracts (QFCs). The Capital Markets Functional
Manager (CMFM) for pre-closing and closing assists in an advisory capacity by
taking on any of the following responsibilities:

{Flowchart C: Pre-Closing Activitics: Pricing)
(Flowchart D: Pre-Closing Activities: Analyze Bank Portfolio)

1.} Analyze Portfolio & Prepare Strategic Resolution Plan (SRP): The
CMFM analyzes the financial institution’s sccurities portfolio, financial
statements, and regulatory filings 1o identify the inventory of securities
including Qualified Financial Contracts, and any significant issves.
Once the portfolio has been analyzed, the CMFM prepares the SRP to
summarize the inventory and any significant issucs. The SRP 1s
communicaled to the RIC (Receiver-in-Charge) and CM (Closing
Manager) for planning purposes prior to a bank closing*.

(Job Aid 2.2: Pre-Closing Inventory Analysis & Preparing an SRP)

*1f there are Syndicated Loans or Syndicated Limited Partnerships,
Capital Markcts would be notificd by FAMB and may be asked to
assist in an advisory capacity during pre-closing or asked to be onsite
during the closing. In these mstances, the CMFM coordinates with the
Sales Team.
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**(Capital Markets SRP is merely for planning purposes. The final,
wholc bank SRP is prepared by the RIC & CM and is approved by
FDIC Scnior Management.

2.} Attend/call in to Pre-Closc Functional Manager Mcetings: When
notificd, the CMFM attends or dials into the pre-closc mecting to assist
in the planning of the closing. The CMFM also attends the Closing
Informational Meetings, the morning of the closing, if traveling.

3.} Evaluate Resources needed for Closing: Thc CMFM dctermines the
appropriate level of staff resources required from the Capital Markets
team and the team’s respective deployment location(s) at closing. The
CMFM consults with Capital Markets Managers if there are concerns.

4.} Provide Advisory Services: The CMFM provides advice and analysis
to the Receiver-in-Charge (RIC), Closing Manager (CM), Franchise
Marketing, and the other Functional Managers on any capital markets-
related issues and concerns.
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A. SECURITIES
1.3 Closing Guidance

Capital Markets provides the Closing Team timely and relevant capital markets data and market
interpretation. Further, Capital Markets provides assistance as necessary to the Closing Team in
gathering information required to carry out Capital Markets' post-closing responsibilities.

Roles of Capital Markets Staff Members at Closing:

* Capital Markets Valuation Team — responsible for valuing all
securities.

* Capital Markets Specialist responsible for Pricing — a member of
the Capital Markets Valuation team, responsible for organizing the
pricing data and communicating the data to FAMB for inclusion in the
Least Cost Test and the Purchase and Assumption Agreement.

* (apital Markets Functional (Receivership) Manager (CMFM)—
Responsible for managing issues related to securities, syndicated loans,
syndicated Iimited partnerships, or Qualified Financial Contracts
(QFCs) that are held by a closing financial institution.

Additional Stakeholders:

Institution and Asset Sales, Franchise Marketing, Field Operations
Branch, Dallas, TX — Section within DRR which does the planning
and marketing of the bank pre-close, including sctting up data-rooms
for due diligence, and sending Team Leaders onsite to gather data.
Franchise Marketing, Washington, DC Headquarters— Seclion
within DRR which is responsible for the Least Cost Test and preparing
the Board Resolutions pre-close.

Capital Markets Valuation Team Responsibilities:

Capital Markets Valuation Team members are responsible for responding to
requests for valuing securitics. During the closing phase, these requests arc
handled by Proforma in the absence of a member from Capital Markets.

(I'lowchart L: Closing Activities: Inventory)
(Flowchart F: Closing Activitics: Pricing)

1.) Price Securities: After the inventory is received from Proforma, obtain
pricing for all securities.

{Job Aid 2.1: Pre-Close & Closing Valuation Guidance)

a. Capital Markets Specialist responsible for Pricing Values
Securities using Remote Plus or Bloomberg — For the
majority of securitics, the current Market Valucs are available
trom Remote Plus (Financial Times Interactive Data) or from
Bloomberg.
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(Job Aid 2.1: Pre-Close & Closing Valuation Guidance)

b. Valuation Team Members Value other Securities — For
sceuritics where the current Market Values are not available
from Remote Plus or Bloomberg, Valuation Team Members are
responsible for researching the securities and determining a
valuc. These values can be obtained from Financial Advisors, or
they can be determined using internal valuation methodologics
depending on the assel type. Afler the valuation Tem Members
value the securities, the Team documents the valuation
mcthodology used and uploads the pricing methodeology onto
the Capital Markets Sharepoint Site.

(Job Aid 2.1: Pre-Close and Closing Valuation Guidance)

2.) Values are Provided to Proforma by the Capital Markets Specialist
responsible for Pricing — All values are provided to the Capital
Markets Specialist responsible for pricing who consolidates the values
into a standard template and provides the valuations to FAMB,
Included with these values is Capital Markets’ recommendation on
whether or not the securities should be retained by the FDIC as
Receiver or passed to the Acquiring Institution. The information 1s then
uscd to determine if an amendment to the Purchase and Assumption
Agrcement, Schedule 3.5 is necessary.

Values for discovered assets should be provided within 24 hours after
recetving ecmail notice from Proforma that there 1s a discovered assct.
The exception is if values arc needed sooncr, Proforma may send a final
email notice to the Capital Markets Valuation Team with a deadline for
final valuation. If values are not provided by the Valuation Team,
Proforma will valuc sccuritics at Proforma using the safckecper’s
market Valuc and, if that’s not available, the failed banks book value.

In addition, the CMFM assigned to the closing should analyze assets
discovered at Closing and determine whether they are to be included in
Schedule 3.5 based on availability of the market value information.

*Amendments to the P & A Agreement must be approved by the
Assistant Dircctor, Institution and Assct Salcs, Franchisc Markcting
and communicated to the Proforma & Legal teams on site.

Cuapital Markets Functional (Receivership) Manager Responsibilities:

Capital Markcts supports the planning for and c¢xccution of closing financial
institutions that hold securitics, syndicated loans, syndicated limited partnerships,
or Qualified Financial Contracts (QFCs). The Capital Markets Functional
Manager (CMFM) for pre-closing and closing will assist in an advisory capacity
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by taking on any of the following responsibilities:

* For some closings, the Capital Markets Receivership Manager travels
on-sitc. In such an instance, many of the responsibilitics of the Capital
Markets Receivership Manager overlap with the responsibilities of the
Proforma Team,; thus, the Capital Markets Receivership Manager
should coordinatc with the Proforma Tcam. The final Proforma Jackets
are the respensibility of the Proforma Team.

If a Capital Markets Receivership Manager is not on-site, then Steps 1-4 listed
below arc carricd out by a member of the Proforma Tcam, sclected by the
Financial Manager. The Proforma Team member then communicates key
information o the Capital Markets staft member who 1s assigned as the respective
failed bank’s Capital Markets Receivership Manager.

After Proforma has completed their responsibilitics, the Proforma Team member
for Securities sends an email to the CMFM with documentation to support their
calculations in the Proforma Jackets. The documentation 1s also uploaded to the
Capital Markcts Sharcpoint Site in a folder for the reccivership. Included in the
documentation will be the following information:

*  4C Templale

* Accrued Interest Worksheet
Delayed Principal Payments Workshect
FTID Pricing Workshcet
Safekeeping Cut-oft Statement
Safekeeping Contact
Pledge Report

{See the Policy and Procedure Manual for Proforma.)

1.} Interview Financial Institution Staff: Intcrview financial institution
staff to gather information on the sceurities inventory and Qualificd
Financial Contracts (QFCs).

(Job Aid 2.3: Closing Interview Guide)

2.} Inventory Securities Owned by the Failed Bank*:The Capital
Markets Receivership Manager will coordinate with Proforma to obtain
a complcte inventory of the sccuritics owned by the failed bank as of
the date of closing by reconciling the bank’s portfolio accounting
records to third party documentation, primarily Safekeeping Statements
[CONTROL: CORROBORATION WITH THIRD-PARTY
DOCUMENTATION]. Identify unscttled trades and/or sccuritics
commitments and update the inventory accordingly. Additional
verification of a securily’s existence can be obtained by using:

* Trade confirmations,
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* Pledge agreements,
* Master agreements, or
* Anncxes and schedules to the master agreements.,

*The Proforma Team has 1ts own set of Internal Controls for approving
and ensuring the accuracy of the inventory when completing the
Proforma Jackets.

3.) Split Securities hetween the FDIC and Acquiring Institution: The
Capital Markets Receivership Manager assists Proforma, as needed,
with preparing the Sceuritics Proforma Jackets, including “splitting™ or
identifying sccuritics retained by the FDIC or sold to the Acquiring
Institution as specified in the final Purchase and Assumption
Agreement, prepared by Legal, and documented on the failed bank’s
SharcPoint Sitc.

The Capital Markets Functional Manager must also review the P&A
agreement to ensure all updates and split of assets to the FDIC and the
Als arc accuratc by rcconciling the pricing worksheet with the P&A
agrecement. [CONTROL: RECONCILIATION OF PRICING
WORKSHEET TO P&A AGREEMENT]

4.} Complete 4C Template: Assist Proforma, as nceded, with preparing
the 4C Template to cnsure that sccuritics arc loaded into 4C accurately.
The template is reviewed for formatting by the Capital Markets
Specialists responsible during the post-closing phase*.

(Job Aid 2.4: 4C Template Review Guidelines)

*The FDIC BIS Groups and BOS (called Proforma on-site at closings)
havc their own internal controls for reconciling and cnsuring the
accuracy of the 4C Templates.

5.) Prepare to Transfer Book-entry Securities to the FDIC’s
Custodian: Gather data about the safckeeping arrangements such as
Safckeeping Agents, contact persons, authorized signers, and pledging
arrangements in order to transfer the securities to FDIC’s custody.

(Job Aid 2.5: Transferring Book Entry Securitics)

6.) Gather Physical Securities and Supporting Documentation: Locate
physical securities and files for securities, syndicated loans, or
syndicated limited partnerships retained by FDIC as Receiver and
arrange for the transfer of physical sccuritics and files to headquarters,
Washington DC.
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(Job Aid 2.6: Shipping Physical Securities)

Best Practice Tint: Notc on the inventory thosc CUSIPs that arc not
valid, as this is a sign that the sccuritics arc likely to be physical.

If the CMFM does not travel on-site, it is the responsibility of the
CMFM to contact the Assct Manager and make arrangements to ship
the Physical Securitics to DOF.

7.} Support Closing Team: At closing, Capital Markets supports the

Closing Tcam by providing nccessary information and input to the
Financial Management team (ProForma, Scttlement and Interim
Servicing), the Legal team, and (when necessary) the Claims and
Subsidiaries teams. This support can be provided on site at the closed
mstitution or from the Capital Markets Specialist’s official station. At
institution closc, the Capital Markets Specialist assigned as the Capital
Markets Functional Manager for a closing will participate by:

* Attending closing team functional manager meetings when onsite,
or, if requested, calling in to the Monday morning mecting
following closing weckend.

* Providing advice and analysis to the Receiver-in-Charge (RIC),
Closing Manager (CM), the FAMB Marketing Specialist, and the
other Functional Managcrs and tcam members on any capital
markects-related 1ssucs and concerns.

* Responding to inquiries from Assuming Institution representatives.

¢ Submitting all necessary reports, memos and schedules to the
Closing Manager when on-site as the Capital Markets Functional
Manager

8.} Manage Qualificd Financial Contracts: If there are QFC’s, Capital

Markcets will work with Closing Tcam membcers and will administer,
manage and disposc of Qualified Financial Contracts in a timely
manner (Section D. Qualilied Financial Contracts). If there are QFC’s,
gather data regarding collateral and trade confirmations.
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1.4 Post-Closing Guidance

DRR Capital Markets manages and liquidates securities to obtain the best value for the benefit of the
receivership. Capital Markets staff members have both operational and sales responsibilities for
sccuritics based on the roles outlined below:

Rales of Capital Markets Staff Members at Post-Closing:

Capital Markets Reccivership (Functional) Manager (CMRM) —
responsible for obtaining custody, tracking principal and intcrest payments, and
other administrative tasks related to securities within a particular receivership.
Capital Markets Internal Accounting Team — responsible for maintaining an
up-to-date Capital Markets Inventory listing, including tracking the safekeeping
location for all Capital Markets asscts, performing “cancel and corrects”, and
ensuring payments are being received by the Receiverships for physical and
not-certificale securities.

Sales Tecam Leader/Member (““Sales Team™) — responsible for the disposition
of a particular sccurity or type of sccuritics.

Capital Markets Manager responsible for approving sales cases within the
Manager’s delegated authority, reviewing Capital Markets Inventory
reconciliations, and approving 4C Service Requests.

Additional Stakeholders:

Division of Finance (*DOF”) — responsible for overseeing the FDIC’s
custodial account and transfer of securities into and out of the account.
Business Operations Support (“B0OS”) — responsible for the FDIC’s
Receivership Accounting system, which includes accounting for inventory and
recording journal entries for the receipt of payment on securities.

Capital Markets Functional (Receivership) Manager Responsibilities:

Receivership Managers are responsible for all of the administrative or operational
responsibilities for the securities starting with the date of bank closure until the date of
liquidation. These responsibilities include the following:

(Job Aid 2.7: Capital Markets Receivership Manager Checklist)

1.) Obtain Custody of FDIC-Rctained Sccurities: Capital Markets Receivership

Managers arc responsible for obtaining custody of 100% of the scecurities
retained by the FDIC. A complete inventory of retained securities is listed on
the 4C Template, on the Closed Bank SharePoint Site for the closed institution.
Upon notification from relevant sources, when events occur after closing
weekend (ex. repurchases, discovered assets), the Capital Markets Receivership
Manager is also responsible for obtaining custody of those assets. The process
for obtamning custody differs depending on 1f the securities are classified as
book-entry, physical, or “not-certificated™

36




Page 37

(Flowchart G: Post-Closing Activities: Obtaining Custody of FDIC-Retained
Securities)

a.) Book-Entry Securities: For purposes of this manual, “book-entry”
securilies are securities for which the owner does not receive
physical certificates, and instead the securities are electronically
held in safckeeping by a custodian. The custodian acts as an
intermediary between the issuer and the owner and keeps records of
the identity of the owner. (For example, a failed bank might own
book-entry securities issued by Ginnie Mae and held electronically
in the bank’s safckeeping account at Citibank.) We obtain custody
of these securitics by transferring them from one custodian (the
failed bank’s custodian) to another (“FDIC’s custodian™), using the
DTC or Fed Book-Entry system. Capital Markets Receivership
Managers identify retained sceuritics that arc book-cntry by
obtaining a Safckecping Statement and arranging for their delivery
to FHLB NY or other FDIC-designated Custodian. [CONTROL:
THIRD-PARTY VERIFICATION]. An overall reconciliation of
the transfer request s performed by the Resolutions and
Recciverships Specialist responsible for sccurities transfers.
[CONTROL: SECONDARY REVIEW] The Division of Finance
(DOF) has control over the FDIC’s custody account and monitors
the transfer of sccuritics into and out of that account, [CONTROIL.:
SEGREGATION OF DUTIES] Once book-cntry sccuritics arc
transferred, payments will automatically be deposited into the
FDIC’s custodial account. Capital Markets Receivership Manager
will need to be conscious of the record dates and make
arrangements to have trailing payments sent to the FDIC (See
Section 1.4, Track Principal and Interest Payments for FDIC
Retained Securities).

(Job Aid 2.5: Transferring Book Entry Securities)
(Job Aid 2.8: Updating Payment Instructions for Securities)

b.) Physical Securities: For purposcs of this manual, “physical”
securities are securities evidenced by physical certificates. These
certificales can be registered in the name of the owner or registered
in “Nominee Name” and held by a custodian. Many types of
sccuritics can be found in physical form, but the most common
types are municipal bonds or shares of stock. Generally, physical
securities are obtained during closing weekend and sent to the
Division of Finance for safekeeping in its Vault. However, in the
cvent that physical sccuritics arc located after closing weckend, it is
the responsibility of the CMFM to have the certificates sent to the
Division of Finance for storage in the Vault. [CONTROL:
SEGREGATION OF DUTIES]| The Specialist responsible for
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transfers monitors the Vaull Inventory and tracks transfers into and
out of the Vault Inventory. [CONTROIL.: SECONDARY
REVIEW]

(Job Aid 2.6: Shipping Physical Securities)

¢.) Not-Certificated Securities: For purposcs of this manual, “not-
certificated” is a designation created by Capital Markets to describe
securities that are not evidenced by physical certificates and are not
held in book-entry safekeeping by a custodian. Instead, the issuer or
the tssuer’s agent keeps its own record of the ownership, Onc
cxample of a “not-certificated” sceurity is stock registered by the
1ssuer, or the issuer’s Shareholder Relations Manager, in DRS
(Direct Registration System provided by DTC) form. Syndicated
Limited Partnerships arc other examples of sccuritics which are
described as “not-certificated.” For all not-certificated sccuritics,
arrangements must be made with the registrar and/or paying agent to
update the registration and redirect all future payments to the FDIC.

(Job Aid 2.8: Updating Payment Instructions for Sccuritics)

Guidance for completing the transfer of securities is within 30 days of closing
for sccuritics that arc not encumbered.

Once you have completed this step, mitial the Capital Markets Receivership
Manager Checklist and have it signed by a Capital Markets Manager.
[CONTROL: SECONDARY REVIEW]

(Job Aid 2.7: Capital Markets Receivership Manager Checklist)

2.) For all physical and not-certificate sccuritics, the CMFM is responsible for
scnding instructions to the paying agent, registrar, or Trustee, as applicable to
ensure that payments are received by the Receivership going forward.

(Job Aid 2.8: Updating Payment Instructions for Sccuritics)

3.) Review of Capital Markets Inventory & 4C: The Capital Markets
Receivership Manager should review and reconcile the Capital Markets
Inventory and 4C against their own rccords (4C Templates, records of
subscquent cvents, sales reports, ctc.) and communicate any differences to the
Specialist responsible for the Capital Markets Inventory. [CONTROL:
SECONDARY REVIEW]| This reconciliation is conducted at least quarterly.

4.) Update of Pro-Forma Values: The Functional Manager reviews the values
recorded at Pre-Closing to ensure accuracy. Any variance is researched and
updated accordingly. [JCONTROL.: SECONDARY REVIEW]|
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Capital Markets Internal Accounting Team:

The Capital Markets Internal Accounting Team is primarily responsible for
maintaining an up-to-datc Capital Markets Inventory listing and has scveral related
responsibilitics such as coordinating the transfers of securitics, performing
reconciliations, reporting on Capital Markets activities, and monitoring principal and
interest payments for physical and “not certificated” securities. More detailed
descriptions follow,

1.) Maintain Inventory Listing: To maintain current data regarding Capital
Markets activities, Capital Markets has established an inventory listing, nsing
an MS Excel spreadshect. This listing is updated by the responsible Specialist
(or their designated back-up person). [CONTROL: RESTRICTED ACCESS|
The official inventory histing is kept on the S:// drive in a restricted folder and
is backed-up nightly. Copies of the Capital Markets Inventory are also made
available weckly on the Capital Markets SharcPoint Sitc so that other staff
members can review the data. [CONTROL: SECONDARY REVIEW]

The Capital Markets Inventory is updated for the following events:

* For ncwly failed banks, the inventory is updated by using the 4C
templates.

* For post-closing events such as repurchases, discovered assets, etc. and
notifications are sent to the Sales Teams of the changes to their
inventory.,

*  When sceuritics arc liquidated, the inventory is updated after reviewing
notification from the Sales Team. [CONTROL: SECONDARY
REVIEW]

* For changes in custody and safckceping locations, the inventory is
updated bascd on transfer requests and notifications.

In addition to updates made to the Capital Markets inventory, to ensure
accuracy of the data, the Specialist is responsible for the following
reconciliations:

* Reconcile Capital Markets Inventory Lo safekeeping statements from the
FDIC’s custodians monthly. [CONTROIL.: CORROBORATION
WITH THIRD-PARTY DOCUMENTATION] The reconciliation is
also reviewed by a Capital Markets Manager who initials the
reconcihation. [CONTROL: SECONDARY REVIEW] Copies of the
Safekeeping Statements are made available to Capital Markets staft on
the Capital Markcts SharcPoint Site. [CONTROIL.: SECONDARY
REVIEW)]

* Reconcile Capital Markets Inventory to 4C weekly. Discrepancies are
followed-up with the appropriate parties in Accounting and updates or
changcs to the Capital Markets Inventory arc made as nccessary. This
weekly reconciliation is reviewed and signed off by a Capital Markets
Manager. [CONTROL: SECONDARY REVIEW]

*  Copies of the Capital Markets Inventory are also posted to SharePoint
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weekly when the reconciliation to 4C 1s completed.

2)

Update 4C (Official System of Record for Inventory) to reflect Capital
Markets Activity: 4C is the official system of record for the Capital Markets
Securities Inventory. The Capital Markets Internal Accounting Team has the
responsibility in Capital Markets for monitoring 4C and initiating changes to
4C. All changes are carricd out by BOS staff in Dallas and the 4C Iclpdesk.
The following are scenarios in which the Capital Markets Internal Accounting
Team may initiate changes in 4C:

When notitied by Settlements that assets are being repurchased from the
Acquiring Institution, the Specialist responsible for the Inventory may
prepare a 4C Template for BIS to add sceurities to 4C. |[CONTROL:
RECONCILIATION OF CTM SYSTEM BY BPMS TO 4C|

When assets are discovered (“discovered assets”), the Specialist
responsible for the Inventory, initiates a Scrvice Request or preparces a
4C Template to be uploaded into the 4C system. Service Requests arc
approved and signed by a Capital Markets Manager and the changes are
carried out by BOS. [CONTROIL.: SECONDARY REVIEW],
J[CONTROL.: SEGREGATION OF RESPONSIBILITIES]|

Prepares Enrichment feeds to update descriptive ficlds such as Pooling
Code, Asset Sub-Type, Account Officer, Safekeeping Location, eic. as
needed for reporting. The Enrichment feeds are processed by BIS or the
4C Helpdesk. The Enrichment feeds arc basced on data from the Capital
Markets Inventory listing which 1s maintained by the Specialist and the
Inventory 1s reviewed by the Capital Markets Receivership Manager
and the Sales Teams. [CONTROIL.: SECONDARY REVIEW)]
Crcates Marketing Projects in 4C to account for Bulk Sccurity Sales.
This includes confirming with BOS that all cash proceeds are received
and posied in CTM/Melavantle before marking the Securities as “Sold”
and “Closing Out” the Marketing Project in 4C. If the assets are marked
as “Sold” in 4C before BOS has finished their Journal Entrics in
Metavante, then a reconciling item will exist between 4C and CTM.
|[CONTROL: RECONCILIATION OF CTM SYSTEM BY BPMS
TO 4C] Marketing Projects are created in 4C for security sales in
accordance with “DRR Circular 7210.2 Use of 4C for Franchise
Marketing, Asset Marketing and Asset Management Activities.”
Initiates Service Requests to Inactivate Securities that are sold by
methods other than Bulk Sales. Service Requests are approved by a
Capital Markcts Manager and changes arc carricd out by BOS.
[CONTROL: SECONDARY REVIEW], [CONTROIL.:
SEGREGATION OF RESPONSIBILITIES]

Reconciling 4C to the Capital Markets Inventory weekly. The
rcconciliation 1s conducted at the same time that the Specialist preparcs
the Pooling Report and assigns a “pooling code” (sales strategy) for
every securily in 4C. Any discrepancies between the Pooling Report
from the week prior and the current week are reviewed by BPMS and
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communicated Lo the Specialist for correction. [CONTROL:
RECONCILIATION OF WEEKLY POOLING REPORTS BY
BPMS TO PREVIQUS REPORT] The reconciliation is also reviewed
by a Capital Markets Manager weckly. JCONTROL: SECONDARY
REVIEW)]

3.)

Coordinate the Transfer of Book-Entry Sccurities to FDIC Custody or to
accommaodate Sales initiatives. The Specialist responsible for transfers
receives transter requests from the Capital Markets Receivership Manager
including delivery instructions for the failed bank’s Custodian and a copy of a
rceent Safckeeping Statement. The Specialist then reconctles the transfer
request (Safckeeping Statement) to Capital Markets Inventory (4C Templates)
and communicates differences to the Capital Markets Receivership Manager
for resolution. [CONTROL.: SECONDARY REVIEW]| Once approved,
transfer requests arc sent by email to the DOF, Treasury Manager requesting
transfer of sccuritics to the FDIC’s Custodian. [CONTROL:
SEGREGATION OF DUTIES] Once delivery instructions have been
established by DOF, they are communicated to the Capital Markets
Reccivership Manager who ensurcs that instructions arc communicated to the
other custodian according to the custodian’s requirecments. Delivery
confirmations from DOF are received by the Speciahist the day following
transfer, and the Specialist should forward the notification to the Capital
Markets Reccivership Manager and to BOS so that they know the transfer was
complcted.

(Flowchart G: Post-Closing Activities: Obtaining Custody of FDIC Retained

Sccurities)

4.)

Monitor the Transfer of Physical Securities to FDIC Custody and maintain
records for securities paperwork sent to Headquarters. Changes in
safckeeping locations arc updated in the Capital Markcets Inventory. The
Division of Finance controls the vault and maintains the vault inventory.
|[CONTROL: SEGREGATION OF DUTIES] The Vault Inventory is
reviewed against the Capital Markets Inventory by the Specialist responsible
for transfcrs monthly who provides the 4C Assct ID numbers to DOF,
|[CONTROL: SECONDARY REVIEW] Copics of the Vault Inventory arc
also made available to Capital Markets Receivership Manager on the Capital
Markets SharePoint Site. [CONTROL.: SECONDARY REVIEW)]

(Job Aid 2.6: Shipping Physical Sccuritics)

(Flowchart G: Post-Closing Activities: Obtaining Custody of FDIC Retained

Securities)

5.)

Track principal and interest payments for physical and not-certificated
securities retained by the FDIC*. The goal of Capital Markets and BOS is to
account for 100% of the payments due to the Receivership starting with the
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date of bank closure until the date of liquidation.

Capital Markcets assigns different staff members the responsibility for
monitoring principal and interest payments due on sccurities. These
assignmentls are based on the type of securily, ex. Municipals, Trust Preferred
Securities, etc. and are usually assigned to the members of the Sales Team
responsible for that assct. The Capital Markets staff person is responsible for
calculating the Expected Payments duc by verifying the amounts on
Bloomberg, from the physical securities, or from another source. [CONTROL:
THIRD-PARTY CORROBORATION]| The Capital Markets staff members
then coordinate with BOS, to cnsurc that the Principal and Interest was actually
received by the FDIC. [CONTROL: SEGREGATION OF DUTIES].

(Flowchart H: Post-Closing Activities: Tracking Payments — Book-Entry Securities)

Expccted and Actual Payment data should be kept up to datc on an ongoing
basis and they should maintain a report tracking all of the securities being
monitored and the status of their payments. [CONTROL.: SECONDARY
REVIEW)]

*The exception with regard to tracking principal and interest payments is
Syndicated Loans, Syndicated Limited Partnerships, and FRB & FHLB Stock.
For Syndicatcd Loans, the payments will be tracked by the Syndicated Loans
Sales Team who coordinates with the servicer of the loans (Section 3.4
Syndicated Loans Post-Closing Guidance) For Syndicated Linmted
Partnerships, the payments are tracked by the Syndicated Limited Partnerships
Sales Team (Section 5.4. Syndicated Limited Partnerships Post-Closing
Guidance) The Capital Markets Receivership Manager should ensure that the
Sales Teams are aware of the assets and follow-up to ensure that the assets are
liquidated. FRB & FHLB Stock is managed by the Bank Account Control Unit
(BACU) a sub-group of BOS. This group monitors the FDIC’s holdings at the
Federal Reserve and Federal Home Loan Banks, including the redemption of
the stock.

6.)

Provide expected payments data to BOS for book-entry sccuritics, after
the securities are transferred to FDIC Custody.

It 1s the responsibility of BOS to ensure that principal and interest payments are
rceeived by the Receiverships while the sccuritics are held by the failed bank’s
custodians. In order to support BOS, Capital Markets 15 responsible for (1.)
transferring the securities 1n a imely manner, and (2.) allowing BOS access to
data to know once securities have been transferred to FDIC custody, and (3.)
Calculating Expected Payments Data and providing the information to BOS so
that BOS can verify that all payments are received by the Receivership.

The primary source of data for “expected payments” is to use the Bloomberg
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terminal. The Resolutions and Receiverships Specialist responsible obtains the
data from Bloomberg.

(Job Aid 2.9: Bloomberg Payment Tracking Model)
(Flowchart [: Post-Closing Activities: Tracking Payments — Book-Entry Securities)

When data is not availablc on Bloomberg, the Resolutions and Recetverships
Specialist must gather the data from onc of the following sourccs:

* Trusiee Remittance Reports

* Intex.com

» Physical Certificatcs

* Paying Agent

Expected Payment Worksheets are to be posted on the Securities Cross
Functional Sharcpoint Sitc by the Resolutions and Recciverships Specialist.
These Worksheets should be posted within 2 weeks of transferring the
securities.

BOS is responsible for maintaining a tracking report with all Receiverships and
the status for receiving payments. Their goal 1s to obtain payments by the end
of the next month following the transter of securities to FDIC custody, but
exceptions are made in situations where securities are encumbered.

7.) Review purchase price calculations for securities sold to the Acquiring
Institution: There are two components of the purchase price which are
reviewed by Capital Markets. They are described below:

a.) Review Settlement Price (“Cancel & Corrects”): Per Scction 3.2 of the
Purchase and Assumption Agreement, “if the factor used 1o determine the
par value of any security for purposes of calculating the purchase price, is
not for the period in which the Bank Closing Datc occurs (sce Pricing
Worksheet from closing), then the purchase price for that sccurity shall be
subject to adjustment post-closing. Under this procedure, after such current
factor becomes publicly available, the Receiver will recalculate the
purchasc price utilizing the current factor and rclated interest rate” In order
to accomplish this task, the Specialist is responsible for recalculating the
purchase price and accrued interest and sending the updated calculations to
Settlements to either pay or recover the difference from the Acquiring
Institution.

b.) Review Accounting for Trailing Principal and Interest Payments:
Depending on the timing of a bank failure, there may be instances where
principal and intcrest payments were accrucd by the failed bank, and not
paid until after the closing date (“trailing payments”). It is the responsibility
of the Specialist to determine when these instances occur using the record
dates and payment dates for the securities sold to the Acquiring Institution.
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This data is available on the Pricing Worksheet from Closing Weekend.
When trailing payments are discovered, the Specialist reviews the Proforma
Jackets to determine whether or not these payments were calculated
correctly and if they were split to the acquiring institution.
* If'the trailing payments were calculated correctly and split to the
acquiring institution, no settlement is needed.
¢ If the trailing payments were calculated incorreetly and split to
the acquiring institution, then the Specialist should work with t
the Settlement Manager 1o recover the difference.
¢ If'the trailing payments were not split to the acquiring
institution, then the Specialist calculated the amount of trailing
payments and recovers that amount by working with the
Settlement Manager assigned to that Receivership.

(Job Aid 2.8: Updating Payment Instructions for Sccuritics)

The Specialist should complete this step and send an updated worksheet to the
Settlements Manager for within 30 days of the bank’s closing. The Specialist
maintains the tracking worksheet to ensurc that all banks arc reviewed and that
an SATF is completed. The updated Tracking Worksheet 1s sent to Scttlements
Managers by the 5™ of each month.

Responsible for all reporting regarding Capital Markets activities to
parties outside Capital Markets.

6.)

Review 4C Templates to ensure that securities are loaded into 4C using a
consistent format. Before templates arc loaded into 4C, an cmail is sent by
BIS to the two Capital Markets staff members responsible for reviewing
templates stating that the template is ready to be loaded. Capital Markets has
two business days to review the template and send an email approving the
format or provide formatting changes.

(Job Aid 2.4: 4C Template Review Guidelines)

Responsibilities Sales Team Leader/Member:

In accordance with the FDIC Improvement Act of 1991, it is the policy of DRR to:

*  Maximize the net present value return from the sale or disposition of
assets.

*  Minimize the amount of any loss in the resolution of any cascs.

* Ensurc adequate competition and fair and consistent treatment of offcrors.

* Prohibit discrimination in the solicitation and consideration of offers.

Thus, 1n order to cnsure compliance with policy, Salcs Team Mcembers have the
following responsibilitics:

(Flowchart J: Post-Closing Activities: Sales Process)
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1.) Preparc Case to Document Sale: Prior to the liquidation of securities, a case
or memorandum must be written that cites and 1s approved by the appropriate
delegated authority. The case must be uploaded into FACTS to document the
approval. [CONTROL: SECONDARY REVIEW] Case writing guidelines
can be found in DRR Circular 7000.6, entitled Case Preparation.

2.) Follow Requirements as set forth in Case: Depending on the situation and
the authorized signer, cases may have different requirements that the Sales
Team must comply with. Examples are as follows:

*  Some cascs require the Sales Tcam members to travel on-site and
monitor a sale conducted by a Financial Advisor.

* Other cases, such as those granting the approval to use an FDIC
Guarantee (ex. Structured Sales), require that the Sales Team members
monitor the performance of the transaction, specifically the use of the
FDIC (Guarantcec.

3.) Monitor Sales Proceeds: The sales team is responsible for ensuring that all
sales proceeds are received by the FDIC. The sales team is also responsible for
ensuring that cash posting instructions are sent to BOS in order for cash to be
applied to specific assets. |[CONTROL: SEPARATION OF
RESPONSIBILITY] The sales team should also receive confirmation from
BOS that the wires were received and follow-up if there are any reconciliation
1$8UCS.

In the event that cash proceeds need 1o be allocated to multiple receiverships
(c.g. Structurcd Sales), the Sales Team is responsible for making surc that the
allocation method is properly documented. The allocation method should be
approved and signed off by the Assistant Director, Capital Markets.
[CONTROL: SECONDARY REVIEW]

4.) Monitor Contractors: When a contractor is engaged and the Sales Tcam
Member 1s named as the Oversight Manager (OM) or Technical Monitor (TM})
for the contract, the Sales Team is responsible for monitoring the contractor’s
performance. The Division of Administration’s Acquisition Services Branch
will notify staff members of their appointment as OM or TM for a contract and
will also ensure that the OM’s/TM’s are adequately trained. Even if the Sales
Team does not serve as an OM or TM, there are several aspects of the contract
that the person should monitor. They are as follows:

a.} If the contractor 18 hired to conduct sclling, then the Sales Team must
review and sign-off on reserve pricing set by the contractor. The Sales
Team Member also document instances when the Sales Team chooses to
accept a bid below reserve. [CONTROIL.: SECONDARY REVIEW)|

b.) The Sales Team must also ensure that any bidders solicited by the Sales
Team are “Qualified™ under FDIC guidelines. See #12 below.

¢.) The Sales Team must review any calculations performed by the contractor
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and ensure that they are accurate. For example, when the contractor is hired
to conduct selling, the Sales Team must reconcile calculations prepared by
the contractor to the wires remitted to the FDIC. [CONTROL.:
RECONCILING SALES PRICES TO INCOMING WIRES|

d.) Also, the Sales Team must monitor the terms of the contract in terms of
compensation and reviewing contractor invoices submitted to FDIC for
payment for rcasonablencss. The Sales Team should communicate any
issucs that would affcct pricing to the OM and TM who 1s responsible for
paying the invoices. [CONTROL: SECONDARY REVIEW]

5.) Ensure Bidders are “Qualified”: Thc Salcs Tcam is also rcsponsible for
ensuring that Bidders have an up-to-date PEC (Purchaser Eligibility
Certification) and Pre-Qualification Request Form filed with the FDIC. These
forms can be found on the FDIC website at
http://www.tdic.gov/buying/financial/qualification_process.html. Approved
PEC files arc maintained by DRR Special Programs Group.

*If a contractor is conducting sales, ensure that all bidders comply with the PEC
rcquircments.

6.) Monitor Transition Period Principal and Interest Payments: When a
Custodian other than FHLB NY is used for the sale, the Sales Team is
responsible for cnsuring that any principal and interest payments reccived by
the Custodian are forwarded to the FDIC. The Sales Team should also take
steps to ensure that the principal and interest payments are accurate and they
should coordinate with the Specialist responsible for tracking payments, where
applicablc. The Sales Tcam 1s also responsible for following-up with the
Custodian in the event of a discrepancy.

Responsibilities of the Capital Markets Manager:
For intcrnal control purposcs, a Capital Markets Manager acts as a sccondary reviewer
and approver in scveral circumstances as outlined below:

1.) Sign and approve Sales cases in FACTS with the appropriate delegated
authority. [CONTROL.: SECONDARY REVIEW].

2.) Review Reconciliations:

a.) Approves reconciliation of Capital Markets Inventory listing to FDIC
Custodian’s Safekeeping Statement, monthly when prepared by Specialist
responsible. [CONTROL: SECONDARY REVIEW]

b.) Approves weekly reconciliation of Capital Markets Inventory listing to 4C,
when prepared by the Specialist responsible. [CONTROL: SECONDARY
REVIEW]

3.) Approve In-House Auctions: When auctions are conducted in-house, the
Capital Markets Manager approves and signs off on several different aspects of

46




Page 47

the auction as follows: JCONTROL: SECONDARY REVIEW]

a.}) Approve Bidder List: Reviews bidder list to ensure sufficient coverage of
MWOB’s (Minority Women Ownced Busincsscs), and both large and
smaller investors.

b.) Approve Sales List: Approves list of assets and reserve prices prior to
auction.

¢.) Approve Sales Price: Post-auction rcvicws the sales prices and approves
and documents circumstances where Capital Markets chooscs to sell for
under-reserve.

4.) Review Capital Markets Receivership Manager Checklists: Rcview the
checklists and supporting documentation to cnsure that the tasks of managing a
recervership such as transferring securities and updating payment instructions
have been completed.

(Job Aid 2.7: Capital Markets Receivership Manager Checklist)

5.) Oversec year-cnd valuation process: Assign staff members to asset types for
the responsibility of valuing portfolios or oversceing FAs providing valuations,

Note: See external reference, FDIC Asset Valuation Reference (FAVR), for
additional detail regarding year-end valuations.
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2. SECURITIES JOB AIDS
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A. SECURITIES

2.1 Job Aid: Pre-Close & Closing Valuation Guidance

% Job Aid 1o be used by the “Capital Markets Valuation Team

Upon request, Capital Markcets provides a sccuritics portfolio valuation to assist in the marketing
of the troubled financial institution. Listed below are the steps for providing a sccuritics portfolio
valuation:

1.} Receive request for pricing.

2.) Create valuation spreadsheet (see Format below).

3.} Valuc using an approved pricing source. The approved pricing sources are determined by

Franchisec Marketing, Headquarters. Capital Markets uses RemotePlus (FTID) and then
Bloomberg as the source for securities not priced by Remote Plus. In rare exceptions,
depending on the types of securities involved, Capital Markets hires Financial Advisors
to perform the valuation. These decisions arc approved by cither the Capital Markets
Manager or Franchisc Marketing. Under certain circumstances RemotePlus and
Bloomberg may show pricing for securities that are calculated from discounted cash flow
models. These securities, private mortgage-backed or asset-backed securities (including
collateralized debt obligations) and other structured finance sccuritics, do not regularly
trade in the sccondary markets and the discounted cash flow model pricing levels on
RemotePlus and Bloomberg are not necessarily indicative of actual trading price levels.
For these securities Capital Markets reviews the securities using other resources like
Intex or Financial Advisors.

4.} For securities where a value 1s not available from RemotePlus and Bloomberg, the

securities are valued by the Capital Markets Valuation Team (see below for Valuation
Guidance).

5.} Return completed valuation to requestor by email. A Capital Markets Manager is always

copied on the returned valuation.

Standard Format for a Valuation Spreadsheet:

Use MS Excel

Include: CUSIPS, SECURITY DESCRIPTION, ORIGINAL FACE/PAR VALUE,
BANK’S BOOK VALUE (IF AVAILABLE)

Retrieve PRICE, PRICE DATE, FACTOR, FACTOR DATE, AGENCY RATING,
COUPON RATE, POOL NUMBER, COLLATERAL TYPE and any other information
that may be requested from RemotePlus (FTID), Bloomberg, or other data source
provider.
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e Calculate the Market Value for the securities.
s Note securities that have “Paid Off”"/"Matured”

e Using guidancc from Franchisc Markcting, Ilcadquarters, identify the sccuritics that will
likely “Pass” to the Acquiring Institution or be retained by the FDIC in the transaction
offered to franchise bidders. (The final decision is determined by Franchise Marketing
when writing the Purchase and Assumption Agreement and Proforma who carries out the
tnstructions in the Purchase and Assumption Agrecment. Typically, sccuritics without
investment-grade credit ratings (i.e. below BBB/Baa) or with Bloomberg or RemotePlus
pricing that is calculated from a model valuation are not passed to the Acquiring
Institution.

INTERNAL VALUATION GUIDANCE:
1.) Conduct Research to Identify the Sccurity.

2.) Obtain more information about Security by searching on Bloomberg, IDC, S&P’s
Cusip Bureau (e.g. CUSIP Query), SNL Financial, U.S. Securities and Exchange
Commission’s EDGAR (“Electronic Data Gathering, Analysis and Retrieval™)
system and the Internet about the security. Additional pricing resources include the
Municipal Securities Rulemaking Board’s Electronic Municipal Market Access
(“*EMMA"} site, Bondview, etc.

3.} Using information available, develop a valuation strategy:

a. Current Trade Data: For other securities, the Valuation Team may reach out to
various trading desks to obtain any current trade data. Judgment is used to
determine if, based on the sccurity type, the trades are representative of current
market value.

b. Modeled Pricing: For some sccuritics, modcled prices arc available through the
FDIC’s subscriptions with Bloomberg or IDC. If these modeled prices arc
available, the Valuation Team may evaluate the methodology, taking into account
current interest rate projections, projected loss and prepayment speed projections,
dclinquency and default loss assumptions, gencral economic environment,
projected cash flow yicld calculations and other considerations. Certain types of
structured finance securities may be more accurately priced through these models
than others. Ongoing knowledge of the relevant market and communication with
the market participants should help in determining accuracy of these pricing
maodels.

¢. Comparative Securitics (COMPS): If the Capital Markets Valuation Team
cannot find a current trade, or other reasonable pricing cstimate for a sccurity, it
may calculate the sccurity’s price by comparing it to other similar sccuritics
whose prices can be readily obtained (the COMPS). By comparing similar
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characteristics of the COMPS such as issuer type, asset type, issuer or asset’s
geographic location, coupon, collateral type, etc. the Valuation Team may be able
to calculate a comparable price for its sccurity. Relationships with national and
regional broker dealers, investors and other financial scrvices industry participants
is critical for the Valuation Team to have in order to access timely, candid and
detailed information regarding COMPS.

1. For example, for a bank trust preferred security (“TruPS”) the
Capital Markets Valuation Team could identify a bank or group of
banks with empirical market prices for securities that are
considered COMPS, The COMPS arc then used to determing a
relative value for the security in question. The Valuation Tcam
could consider factors such as public credit ratings and current
CANARY or CAMELS ratings. Once a relative credit risk is
cstablished between the COMPS and the security in question,
comparison of the terms and conditions of the securitics, coupons,
duration, call features, elc. are used to calculate a price compared
to the COMPS. A similar process can be used for equities and
other types of debt sccuritices.

4.) Document valuation methodology on the Capital Markets Sharepoint Site.

Documentation consists of computer screen shots, short write-ups, cash flow worksheets,
etc.
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A. SECURITIES
2.2 Job Aid: Pre-Closing Inventory Analysis & Preparing an SRP

This job aid provides a reference of the activities to be performed by Capital Markets Functional
Manager (CMFM) during the pre-closing phase for an institution in the resolution process. These
activitics rclate to the institution’s portfolio of sccuritics, syndicated loans, syndicated limited
partncrships, and Qualified Financial Contracts (QFCs). Many of the documents neceded may
have been obtained by Franchise Marketing and posted to the institution’s SharePoint site, on the
DRR Open Bank sites. If information is missing, the CMFM should work closely with the
FAMB tcam member(s) who arc currently on-site at that institution to obtain the nccessary
information.

*¥*£*Note that the relevance of information in the SRP is subjective. The CMFM will want to use
judgment and expericnec to determine the issucs to bring to the RIC’s and CM’s attention. If
there are no issues, the CMFM should specify that in the SRP.

Steps for Preparing the SRP:

1.) Receive Request: For cach closing, the CMFM will receive a request from the
Receiver-in-Charge (RIC) or the Closing Manager (CM) to prepare an SRP.

2.) Analyze Documentation for Securitics:

a.) Obtain a Copy of the most recent inventory by checking SharcPoint under:

DRR Open Bank Sites > “Bank Name” > Shared Documents > ASSETS —
SECURITIES

b.) Make surc the pre-closc inventory is priced by the Capital Markets Specialist
responsible for pricing. (Job Aid 2.2: Pre-Closing & Closing Valuation
Guidelines)

¢.) Review the bank’s Call Report and most recent 10Q/10K (http://edgar.sec.gov ) to
verify the scale and scope of sccuritics listed in the portfolio relative to the
disclosures in the call report.

d.) Review the bank’s most recent General Ledger by checking SharePoint under:
SharePoint Site — DRR Open Bank Sites > “Bank Name™ > FINANCIAL
STATEMENTS to verify the size and scope of the sccuritics listed in the portfolio
rclative to the GL.

e.) Depending on the assets, consider researching securities on Bloomberg for issues
such as calls, sinking fund payments, or incorrect cusips.

Possible Securities Issues to note in SRP:

* [If'there’s a significant amount of physicals, consider sending someone onsite.

¢ [Ifsecurities aren’t priced, then note that they should be retained. If there’s a
significant amount, considcr sending somconc onsite.

* (iven current sales strategics, note 1f there are any sceuritics that would be
difficult to liquidate.
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3.) Analyze Documentation for QFC’s:

a.)

The quickest way to determine if the bank has QFC’s is to check Sharepoint for a
Ictter from the financial institution. The letter can generally be found on
Sharcpoint Site — DRR Open Bank Sites > “*Bank Name” > Sharcd Documents >
ASSETS — SECURITIES > QF(C’S, although sometimes QFC information can be
found in the CONTRACTS & LEASES, CLAIMS, or OTHER LIABILITIES
folders.

b.) If the bank has QFC’s, obtain a copy of the most recent QFC Inventory by

checking SharePoint under: SharePoint Site — DRR Open Bank Sites > “Bank
Name” > Shared Documents > ASSETS — SECURITIES > QFC’S. Within the
QFC foldcr, identify Table Al, Table A2, trade confirmations, and applicable
legal agreements (Scc Scction E. Qualitied Financial Contracts (QFC’s) - Part
371). Review the agreements (e.g. ISDA master and/or other applicable
agreements), which govern the outstanding QFC transactions in Table Al.
Identify the address of the counterparty for the purposc of notification. As nceded,
consult Legal on interpretive matters.
Review the bank’s Call Report and most recent 10Q/10K (hitp://edgar.sec.gov ) to
verify the scale and scope of QFCs listed in the portfolio relative to the
disclosurcs in the call report or gencral ledger, Call Report line items that should
be reviewed include the following:
Repos — Schedule RC, line 3.b.
Reverse Repos — Schedule RC, line 14.b.
Derivatives:
Credit - Schedule RC-L, lines 7.a.1-4
Interest Rate - Schedule RC-L, line 13
Forex - Schedule RC-L, line 13
Equity - Schedule RC-L, linc 13
Commodity/Other - Schedule RC-L, line 13

d.) Review the bank’s most recent General Ledger by checking SharePoint under:

SharePoint Site — DRR Open Bank Sites > “Bank Name™ > Shared Documents >
FINANCIAL STATEMENTS to verify the size and scope of the QFC’s listed in
the portfolio relative to the GL.

e.) Obtain the QFC trade confirmations and compare these documents with the

transactions identified in Table Al to ensure completeness.

Possible QFC Issues to note in SRP:

* Delermine which securities are pledged as collateral for QFC’s, if any. This
helps FAMB decide if the securities should be passed to the acquirer or
excluded per the Purchase and Assumption Agrecement, since, under the law,
all collateral for QFCs must “*follow™ the QFCs.

* Determine who the counterparties are. This helps FAMB decide if securities
should be passed to the acquirer or not, as QFC’s must pass on a counterparty
(and all affiliates) basis.
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Analyze Documentation for Syndicated Loans and Syndicated Limited
Partncrships: If there are Syndicated Loans and Syndicated Limited Partnerships,
Capital Markets would be notificd by FAMB and may be asked to assist in an
advisory capacity during pre-closing or asked to be onsite during the closing. In this
instance, the CMFM should coordinate with the Sales Team.

Prepare SRP and submit to RIC/CM: Whilc the format for the SRP is up to the
CMFM’s discretion, at a minimum the SRP should include a summary of the
securities, their potential disposition strategies, the QFC’s, and mention any
significant issues that would impact the closing.
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A. SECURITIES
2.3 Job Aid: Closing Interview Guide

The purpose of this job aid 1s to assist the Capital Markets Functional Manager with asking
questions and obtaining information on-site. This job aid does not need to be completed in the
form of an intcrview, but can also be given to the financial institution cmploycecs as a guide for
the information that they will be asked to provide.

The point of contact for securities and QFCs may be different depending on the size and
complexity of the institution. The QFC point of contact 1s determined in advance when the
institution receives its QFC recordkeeping notice letter. Current information on sccurities 18
typically obtained from the closed institution's Chiet Financial Officer, Controller or Treasurer
and their staff. It is important to interview those responsible for the closed institution’s securities
and QFCs as soon as possiblc after closing, to cnsurc that all available information on these
asscts is captured.

Objectives:

1.) Identify all securities held by the failed institution at closing. Obtain a schedule of
sccuritics held at closing from the failed institution’s personnel. The following required
information must be included on the schedule or inventory of securities:

« CUSIP Number

« Namc and Description of Security
« Original Par or Face Amount

«  Current Par Amount (if available)

Other helpful information includes:

« Book Value at Closing Datc

+ Coupon Rate (1f applicable)

« Yield (if applicable)

«  Maturity Date (if applicablc)

« Number of Shares (if applicablc)

+ Pool Number (for Mortgage-Backed Securities)

« Series and Class (for Collateralized Mortgage Obligations)
« Indication whether sccurity is pledged or encumbered

« Namme of safckeeping agent (if applicablc)

2.) Determine whether there are any trades outstanding. If so, obtain copies of trade
confirmations, and counterparty contact information. Thesc trades arc QFCs. Review
Purchase & Assumption Agreement concerning treatment of QFCs.

3.) Obtain safekeeping reports, broker statements and relevant contact information from
the institution employees familiar with the institution’s securities. Check whether the
safekeeping reports and broker statements agree with the securities listing provided by the
institution, and confirm securities listing back to the general ledger. Research and resolve any
discrepancies.
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Determine the location of all physical securities held by the failed institution at closing.
Check the institution's safckeeping vault, collateral files and collateral vault, as well as
outside counsel and safckeeping agents that may held sccuritics for the institution. Try to
obtain all documentation for the issue, ex. certificates, ordinances, indentures, resolutions,
and a contact at the issuer and bond counsel.

Also, inquire if the company participates in any other securities that may fall under a
different General Ledger account such as Syndicated Loans or Syndicated Limited
Partnerships, VISA Stock, bank stock, or other.

Interview institution staff and the QFC point of contact to obtain information
concerning Master Agreements, hedging activity, the clearing and settlement process,
and key counterparty contacts:

Some specific QFC interview topics to cover:

a.) Determine if there are any new, modified or terminated QFC positions since the reporting
was last provided to FDIC,

b.) Obtain an updated Table Al and A2 report as of COB (on the date of bank closing),
request that the QFC POC nclude an update of MTM values for QFC positions and all
collateral.

¢.) Confirm or obtain any availablc ¢-mail, fax and phonc contact dctails for all
counterpartics {emphasis on fax and ¢-mail so FDIC can confirm immediate receipt
within our one business-day notification deadline).

d.) Obtain contact details for Safekeeping Agent and Custodian for all QFC collateral. Note
whether the collateral location is different versus any other securitics held.

e.) Have the contact provide any details on the MTM methodology and assumptions used in
valuing the QFC positions, this may prove helpful to understand the valuation methods of
the counterparty — or any gaps due to differences in MTM assumptions.

f.) If there are any cxotic QFC products, obtain specifics on the purpose of the product, how
the product is treated by the accounting team and copies of key documents provided to
customers {e.g. structured CD products) and counlerparties.

g.) For any exotic product, it is helpful to request from the QFC point of contact all of the
actual GL entrics used at the bank for a given product since this may benefit the pro
forma team iffwhen the product is terminated.
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A. SECURITIES

2.4 Job Aid: 4C Template Review Guidelines

The 4C Template is a standard MS Excel file that is prepared for every bank closing. The file is

populated with securities data and uploaded into 4C post-closing. The purpose of this job aid is
to provide guidclincs when preparing and reviewing the 4C template for formatting, prior to it

being uploaded into 4C by BIS.

The Management Site Code should be equal to 001-Washington

Asset Names should conform to guidelines including:
- If Agency securities, need to have Pool or Remic Numbers
- It Municipal securities, need to have CUSIP numbers
- Ensurc that no two asscts have the same name.

Check Asset Sub-Types; see Capital Markets Guidelines tab (in Template
Excel File) and Pricing worksheet to verify.

Check Sceurity Types; sce Capital Markets Guidelines tab (in Template Excel
File) and Pricing worksheet to verify.

Each FDIC Retained security should have a Marketing Strategy Code. The
code used should be cither:

- & FHLB or FRB Stock

- 9 —Pending Pooling and Review

All CUSIP numbers should be cither populated with the real CUSIP (no
dummy CUSIP), N/A (for things like physicals or CRA funds), or left blank
{should be used rarely, when they genuinely don’t know).

Original Facc Valuc or # of Sharcs or Units ficld should be populated.
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A. SECURITIES

2.5 Job Aid: Transferring Book-Entry Securities

The purpose of this job aid is to outline the steps involved when transterring book-entry
securities to the FDIC’s Custodian.

Identify the failed bank’s Custedian/Safckeceping Agent for FDIC Retained Sccuritics.

Request Safekeeping Statement from the failed bank’s Custodian and reconcile the
statcment to the 4C Template,

Ensure that all pledged securities are released and there are no other encumbrances that
would prevent transfer. If assistance is required getting pledges released, ask the
Spccialist responstble for transfers for guidance.

Request Delivery Instructions from the failed bank’s Custodian.

Draft an organized email with all of the information that you have gathered including the
following: (1) Safckeeping Statements, (2) Delivery Instructions, and (3) any pledge
related information. Send the email to the Specialist requesting a transfer.

Wait to rceeive Delivery Instructions from the Specialist who reconciles the safckecping
statcment to the transfer request and coordinates the delivery with DOF, Treasury
Manager.

After Delivery Instructions are reccived, send instructions to failed bank’s Custodian(s)
and ensure all paperwork is completed so that the bonds will be transferred on the

specified date. The necessary paperwork and procedures will differ for each Custodian.

Receive confirmation from DOF, Treasury Manager that sccuritics have been reccived.
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A. SECURITIES
2.6 Job Aid: Shipping Physical Securities

The purpose of this job aid is to provide an outline of the proper procedure when shipping
physical securities to FDIC Headquarters for safekeeping.

1. When a physical security is located, make arrangements to ship it to the Division of
Finance so that it can be stored n the Vault.
2. Using a delivery service (see notes below) with tracking number, such as UPS or FedEx,
ship only the physical sccuritics (do not send supporting documentation) to:
Federal Deposit Insurance Corporation
(b) (6) ................................................................................................. AllneJofin-E.-J aknsg-n;- :
3501 Fairfax Drive
Arlington, VA 22226-3500
(LSE ATTACHED COVER SHHEET)
Send email 4g- s | DOF-Treasury Manager) letting him know to expect
a shipment..Copyl hnd : on this email. This email should
include; (1) failed bank namc, (2) FIN no., and (3) Tist of sccuritics being shipped.
4. Send supporting documentation (Prospectus, Private Placement Memorandum, Official
Statements, Ordinances, Valuation files, etc.) in a separate shipment to:

Federal Deposit Insurance Corporation
(b) (6) ...................................................................................................... A ttnL;‘ndgﬂyCIoe’
550 17" Street, NW

Washington, DC 20429

5. Receive confirmation cmail from DOF, Treasury Manager that your shipment was
received. If more than one security is being shipped, reconcile inventory list 1o the
securities listed in the confirmation email.

Notes:

¢ [[you have any questions, please dircet them to Capital Markets representative.

* In order to ensure we maintain proper control of physical securities, please do not ship securities to

anywhere other than to the DOF-Treasury Manager without written permission from] e (b )(6)
®)6) ¥ —

*  Asa general rule, 1t 18 not necessary to use insurance when shipping physical securities since given
current sccurities transfer requircments; it is difficult for individuals to succeed in fraudulently
cndorsing sceuritics made out in the name of a bank or other corporation. There could be exeeptions
{ex. bearer bonds), so use your best judgment and consult a Capital Markets representative if vou are
concerned.

* If shipping physical securities and executed bond powers. general practice 15 to ship the securities and
bond powers in two separate packages.

+ [If sccuritics arc lost, notify a Capital Markets representative. Capital Markets will contact the
Transfer Agent, both to prevent the transter of the missing security and to request the issuance of a
new certificate, If an indemnity or surety bond is required in order to obtain a replacement security,
DRR’s Delegations require legal concurrenee.
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Federal Deposit Insurance Corporation

Ship Physical Certificales ONLY to:

Federal Deposit Insurance Corooratio
Attn: John E Johnson’ ................................. A ] ( b)(6)
3501 Fairfax Drive
Arlington, VA 22226-3500

Coversheet Mail all other documents to:

Federal Deposit | C ti
PHYSICAL SECURITIES e e TPV
SHIPMENT 550 17th St NW

Washington, DC 20429-0002
Date:

(b)(4).(b)

Receivership Fund Id: )

Bank Name:

Itemized Inventory:

Original Face
Cusip (I Value Or
Asset Name applicable} Number of
Shares
Shipped By: John Doe
Print Name:
Email Address:
Date: 1/15/2011
Received By:
Date: 1/15/2011
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A. SECURITIES

2.7 Job Aid: Capital Markets Receivership Manager Checklist

Receivership Name:
FUND ID:

Capital Markets Receivership Manager:

CMRM
Initials

Task

1.) By initialing this box, I verify that [ have oblained custody of all of the FDIC
Retained Securities in my Receivership. The following supporting documentation
arc attached;

* Book-Entry Sccuritics: Copics of third-party Safckeeping Statcments

* Physical Securities: Copies of physical certificates

* Not-Certiticated Securities: Other supporting documentation.

2.) By initialing here, I verify that I have submitted updated payment instructions for
all physical and not certificated securities in this portfolio. The supporting
documentation 1s attached.

Note: Detailed descriptions of the above tasks can be found in Section 1.4 Capital Markets
Receivership Manager Responsibilities.

Approved by:

Capital Markets Manager Date
(A copy of this completed form should be kept by the CMRM and the Capital Markets Manager)
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A. SECURITIES

2.8 Job Aid: Updating Payment Instructions for Securities

When the FDIC retains physical or not-certificated securities, it is necessary from the CMRM to
send a notification letter to the Paying Agent/ Trustee/ or Registrar requesting that future
payments be sent to the FIILB NY or to the lockbox. The instructions arc as follows:

For Receiverships by Wire:

Bank; Federal Home Loan Bank of New York

(b) (5) ...................................................................................................... R_Qu.‘[.i_ng...#.i ................................................... .
For Credit {o: FDIC Natjonal Liquidation Account
(b) (5) ...................................................................................................... Aceount-#- .

Other Bencficiary Information (OBI):
1. Fund Number
2. Assel ID (or CUSIP number)
3. Account Officer
4. Description, cx. Principal and Intcrest on Sceurity

For Subsidiaries by Wire:

Bank; Federal Home Loan Bank of New York

(b) (5) ................................ Routing #I __________ N
For Credit To: FDIT Nahional Subsidiary Account
(b) (5) ..................................................................................................... -A-Ccou-n-t---.}ﬂ .................................................... . |

Other Bencficiary Information (OBI):
5. Subsidiary Fund Numbecr
6. Assel ID (or CUSIP number)
7. Account Officer
8. Description, ex. Principal and Intcrest on Sceurity

For Receiverships by Check:

Federal Deposit Insurance Corporation

Request that Supporting Documentation be included.

For Subsidiaries by Check:

Dallas, TX 75313
Request that Supporting Documentation be included.
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For principal and interest payments received on any securities during the transition period
{between the bank’s closing date and when the securities are transferred to FDIC custody), or
for trailing payments on sccuritics sold to the Acquiring Institution, there arc two options
regarding payments.

a. Provide mstructions to the failed bank’s Custodian/Safekeeping Agent to either
wire the funds to FHLB NY or mail a check to the lockbox (see instructions
above).

b. Coordinate with the Scttlement Manager (Flowchart D. Example Bank Closing
Organizational Chart for Failed Bank) and ensure that an accounting entry 1s
made tfor the payments. Keep a copy of the SATF form for your records.

Best Practices Hint:
Consider calling the registrar/paying agent and explaining the situation and establish yourself as
the contact person before sending the letter.
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A. SECURITIES
2.9 Job Aid: Bloomberg Payment Tracking Model

% Job Aid 1o be used by the “Specialist responsible {for Bloomberg data™

The purpose of the Bloomberg payment tracking templates is to utilize Bloomberg API data
fced. By doing so all payment tracking calculations arc donc using Bloomberg data instcad of
calculating the figures by hand. This greatly reduces the time spent on payment tracking as well
as avoids math errors.

[How to usc the Bloomberg payment tracking tecmplate:

Priceable Securities - Securities on Bloomberg

1. Obtain list of retained securities from either:
- Capital markets inventory list
- Securities inventory spreadsheet from closed bank site
{Make sure you have 4C asset ID numbers)
2. Save the list on a flash drive for use on the Bloomberg terminal.
3. Identify the assel type of the security (MBS, municipal bond, agency, or corporate) then
open the respective Bloomberg template on the Bloomberg terminal.
-Sct aside non-priceable securitics since data is not on Bloomberg
-Always enable macros

4. Copy and paste into the Bloomberg model on the setup tab the following:
(Limit of 205 sccuritics per type)
-4C ID: Copy and paste into column A
(The 4C column allows for data entry in any form 4C 1D, CUSIP, or issuer
name. Data must be cntered in order to ¢reatc tabs)
-CUSIP: Copy and paste into column B
-Original amount: Copy and paste into column H
-Settlement date: Enter in YYYYMMDD format. The date will need to be
adjusted from the failure datc of the bank- MBS 1 month ahcad and first of the
month, corp/treasurics first of the month, muni date of failure into column I.
-Liquidation date: Copy and paste into column J. Leave blank if security has not
been liquidated yet
-In row 2 Columns F, G, I1: ¢nter bank name, fund 1D, and spccialist’s name

5. Click create 4C ID tabs. You will be prompted to save the spreadsheet. Save the
spreadsheet as Fund # bank name asset type payment tracking.
(10999 Anywherc Bank Municipals Payment Tracking)

6. Double check each tab to ensure the first payment date is cotrect. If not then adjust the
settlement date backwards, cell E2 in the tab, to obtain the proper first payment date.
-Corporatc bonds and trcasurics tecmplates require enter to be pressed in the
formula bar for ccll C5 in order for the Bloomberg function to retricve the data.
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7. Look over al data in each tab:

-Error message “invalid security” appears for 2 reasons: not a real cusip or the

wrong template was uscd

-Error message “#N/A N/A” appears becausc the MBS is paid off

>If a MBS is paid off no data will appear in the tab, pull up the PDD
screen for that CUSIP. Change the original balance to the amount owned
by the FDIC, found in ccll F2. Enter the principal and interest data
manually. Enter Date in column C, Intcrest in column E, and principal in
column F. In cell B4 delete the formula.

-Usnally only MBS will need manual entering of data. The other securities
typically display lcss dates then expected, ex: a munt displaying 3 semi-annual interest
payments when it matures 10 years from bank failure, due to call or maturity. Looking at
the DES, PDD, CSHF, or CFT screen will provide you the answer if a tab seems 1o be
missing data.

8. After double checking the tabs click the hard code 4C asset 1D tabs button on the sctup
input tab.
(If you don’t click the hard code 4C ID tabs button the data won't be viewable on
your laptop)

9. After hard coding save the file again.

10. From your laptop opcen the file and click the roll-up tab. Click hide unuscd rows button
then click the caleulate roll-up button. Click save to keep the calculations in the tab.
(Roll-up tab data is only viewable from your laptop. You won’t be able to see
roll-up calculation on the Bloomberg terminal.}

Notes:

Corporate template tracks trust preforred sceuritics

Treasurics template tracks agency bonds

I you arc gelling an error message ry pressing enter in the formula bar lor that ccll

The date in the roll-up tab represents the month as a whole

Column  in the roll-up tab summarizes all ol the sceurities payments. It will be accurate when a liquidation date 1s
entered, otherwise. the function sums 60 months mcluding projected payment data.
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Non-Priceable Securities — Securities not on Bloomberg

e Trust Preferred Sceuritics:
[f not priceable on Bloomberg contact Capital Markets Team Valuation Member
e Limited Partnerships:

Pass all information to the limited partnership team for research, analysis,
valuation, and distribution tracking

Contact: Capital Markets Valuation Team Member or the Capital Markets
Specialist assigned to the Syndicated Limited Partnerships product line.

» Bank Stock:

Contact the Capital Markets Spccialist assigned to the bank stock product line.
e Physical Municipal Bonds:

Calculate the interest by hand

Contact Capital Markets Specialist assigned to the municipal bonds product line.
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B. SYNDICATED LOANS
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3. SYNDICATED LOANS GUIDANCE
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B. SYNDICATED LOANS

3.1 Definition of a “Syndicated Loan”

“Syndicated Loans” are loans m ade, respectively, by two or m ore lenders contracting directly
with a borrower under the sam e credit agreem ent. Syndicated Loans are often confused with
loan “Participations.” However, Syndicated L oans differ from loan Participations in that the
lenders in syndication participate jointly in the origination and  lending process; as opposed to
one originator (comm only called the “lead bank™ ) sellin g to third parties (“pa  rticipants™)
undivided participation interest s in the lead bank’s lending comm itment and 1 oans to the
borrower. {Syndicate lenders m ay, however, acquire their interests in a credit facility through
assignment from one of the original lenders.) In a syndicated transaction, cach lender has a
direct legal rela tionship with the b orrower and receives its own prom issory note(s) from the
borrower (it the cred it agreement provides for b orrowings to be evidenced by notes), while in a
Participation rclationship the Icad bank is commonl y the only dircet lender to the borrower and,
thercfore, the sole payce for the entirc am  ount loaned. In the latter arrangem  ent, the rights of
those purchasing participations are routinely set forth in a “participation agreement,” which may
be titled — or provide for one or more other documents titled — “participation certificate. ” Under
syndication, typically onc or m orc lenders will also take on  the scparate role of agent  for the
credit facility and assum ¢ re sponsibility of adm inistering th ¢ loans for the other lenders.
Syndications may include administrative agents, collateral agents, or other syndicate agents.

A syndicated credit agreement often includes multiple credits or “tranches,” such as one or more
term loan facilities as well as a revolving credit facility. Each facility commonly entails a
commitment to lend (and if a revolving loan is repaid, to re-lend) on onc or more occasions prior
to a specified cxpiry date.  Also, a revolving credit facility will commonly include a sub-
commitiment of one or more lenders, designated as “issuing banks,” 1o issue letters of credit
(“LCs™) for the borrower’s account. Each syndicate lender is usually obligated to purchase a pro
rata Participation from the issuing bank in any draws undcr the LCs that arc not reimbursced by
the borrower or to make loans on a pro rata basis to reimburse the issuing bank for those draws.
Additionally, syndicated revolvers sometimes include a “swingline” sub-facilhity, allowing or
obligating the lender that is also the agent (“swingline lender™) to make certain loans exclusively,
but ebligating the other lenders to participate in those loans at the swingline lender’s option or
automatically upon the occurrence of an event of default.

The Guidance and Job Aids assume that Capital Markets personnel are able to identify or learn
of Syndicated Loans either at the pre-Closing or Closing phase of resolution. However, it should
be emphasized that often this may not be the case and, therefore, the reader should view the
disposition process for Syndicated Loans more as a continuum than as a serics of steps isolated
by the various phases of the resolution process and the related Guidance and Job Aids should
interpreted accordingly.
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B. SYNDICATED LOANS
3.2 Pre-Closing Guidance

Capital Markets is responsible for the disposition of all Syndicated Loans for the FDIC that are
acquired from failed financial institutions, with a focus on providing the best value to the
receivership. The guiding principle in disposing of Syndicated Loans is that, as a gencral matter,
an immediate sale or settlement of the loan should help avoid funding and repudiation issues, as
well as other asset management issues likely Lo arise or increase in number or complexity over
time, saving considerable legal and administrative expense.

Fundamental to this process, the Capital Mark cts Functional Manager assigned to the closing
team is responsible for help  ing the Syndicated Loans Sales Team to obtain all relevant

mnformation and docum ents regarding Syndicated Loans. The responsibilities with regard to
Syndicated Loans pre-closc arc outlined below:

Responsibilities of Svadicated Loans Sales Team Pre-Closing:

1.) Identify Syndicated Loans: The Syndicated Loans Sales Team is notified
by FAMB when Syndicated Loans arc found at financial institution. Tcam
Leaders or contractors identify and gather information about Syndicated
Loans by asking bank management questions, found on the “Information
Request List.,”

Franchisc Markceting should also have done a quick review of participations
that are identified to ensure that Syndicated Loans are not nmistakenly
included amongst participations.

If these questions or reviews confirm the existence of Syndicated Loans,
then Franchise and Asset Marketing will contact the Syndicated Loans
Sales Team notifying them that the upcoming closing will have Syndicated
Loans. If Syndicated Loans arc identified Pre-Closing, the prospective
Closing Manager for the bank (Sec Bank Closing Organizational Chart)
notifies the Manager, Capital Markets (or his designee) of the same,
whereupon (unless already done) the latter assigns a CMFM to the bank
(“Functional Manager™).

2.) Analyze Syndicated Loans: Once Syndicated Loans are found at a
financial institution, then the Team Leaders follow-up by asking questions
in DRR’s Information Request Form (“Request Form™), and by any other
data-collection means available, including reviewing loan information
downloads and/or loan files. It is likely, however, that bank management
may be the best resource for initially identifying Syndicated Loans, since
loan systems gencrally appear unrcliable in that regard. This information is
communicated to the Syndicated Loans Sales Team so that they can start
planning for the assel.

(Job Aid 4.1: FDIC Information Request Form for Syndicated Loans)
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If the bank has Syndicated Loans, the most critical information to be

obtaincd at this stage of the resolution process is:

o Does the bank act as Agent for any Syndicated Loan facilities?

¢ What are the nature of the facilities and the tranches of debt: (i)
revolving and/or (11) term?

e Are there any related unfunded commitment obligations?

Tecam Leaders or contractors attempt to address not only the critical
questions noted above, but, if possible, those listed in the Request Form
and in the priority noted on the Form.

3.) Upload Documentation on SharePoint: All information gathcred by
DRR employees and contractors regarding Syndicated Loans is uploaded
by them 1o FDIC’s dedicated SharePoint site for the bank.

4.) Inventory Documentation: The Syndicated Loans Sales Tecam will
inventory all documentation available related to the Syndicated Loans
owned by the financial institution and identify any missing information.
The documentation needed normally includes the underwriting, credit,
correspondence, note, collateral, and legal files. If documentation 1s
missing, the Syndicated Loans Sales Team should coordinate with the
Team Leader pre-close and the Capital Markets Functional Manager or
PCAM to obtain that documentation during closing weekend.

5.) Provide Commentary for SRP: Upon request of the Closing Manager for
the bank (See Bank Closing Organizational Chart), the CMFM consulis
with the Syndicated Loans Sales Team and provides appropriate
commentary rcgarding the Syndicated Loans for purposes of the Strategic
Resolution Plan (SRP) for the bank.

(See Job Aid: Pre-Closing Inventory Analysis & Preparing an SRP)

6.) Consult Legal: The Syndicated Loans Sales Team should have a
preliminary conversation with FDIC-Legal] regarding any agented deals or
unfunded commitment situations.

7.) Retain Financial Advisor: The Syndicated Loans Sales Team should
retain a financial advisor as soon as the Syndicated Loans have been
reasonably well identified, to perform due diligence and value the loans.
At this stage, the primary focus of the advisor 1s to work with Capital
Markets to obtain as much relevant due diligence information as possible.

' References to “FDIC-Legal™ in the provisions of this manual that cover syndicated loans are primarily to the
Special Issues Unit of FDIC-Legal {DC).
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8.) Provide Advisory Support: Franchise Marketing may consider marketing
Syndicated Loans as part of the franchise marketing process in which case
the SYNLP’s Sales Tcam may be asked to provide advisory support.
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B. SYNDICATED LOANS
3.3 Closing Guidance

During the Closing phase, the Syndicated Loans Sales Team should continue due diligence, with
the following disposition objective in mind: An immediate sale or settlement shortly after closing
is generally preferred. It helps avoid funding and repudiation  issues, as well — as other assct

management issues likely to arise or incr ~ ease in num ber or com plexity over tim e, saving
considerable legal and admimstrative expense.

When not traveling on-site, the Syndicated Loans Sales Tcam should coordinate with the Capital
Markets Functional Manager (CMF M), PCAM, Legal, Asset Marketing, or Proform a 1o ensure
that the following objectives are accomplished.

Responsibilities of Syndicated Loans Sales Team Closing:

1.) Continue Due Diligence: The Syndicated Loans Sales Team should continue
to conduct due dihigence on the Syndicated Loans, in consultation with the
bank’s PCAM or the CMFM on-site when additional information is needed.

2.) Consult with PCAM Regarding Servicing: The Syndicated Loans Sales
Team should consult with the bank’s PCAM who is responsible for the
servicing and management of the asset, until it is either sold, settled, or
permancnt scrvicing is arranged under a hold and manage strategy.

3.} Retain Financial Advisor: If they have not already done so, the Syndicated
Loans Sales Team retains a financial adviser (“FA”) for due diligence,
valuation, and loan disposition stratcgy.

4.} Engage FDIC Legal: FDIC-Legal is engaged early in the process, especially
in cases where:
* Failed bank is an agent of some type under the applicable credit agreement
-- presumption is for immediate resignation as agent, after consultation
with FDIC-Legal
* Loans have unfunded commitments that can be drawn down — determine
whether the applicable credit agreement should be repudiated

If the bank has an Agent role with respect to any Syndicated Loan, Capital
Markets generally recommends that the Receiver resign from the agency as soon
as possible in consultation with FDIC-Legal.

5.} Notify the Agent: After consulting legal, the Syndicated Loans Sales Team
should ensure the PCAM notifies the Agent for each Syndicated Loan that the
bank has failed and that the FDIC has been appointed Receiver,

6.) Ensure Syndicated Loans are Properly Recorded in 4C: Working in
conjunction with BIS, Asset Marketing staff members are responsible for
properly coding all Syndicated Loans in the 4C System by both “Pool Code”
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and “Sub-Type” on a imely basis. The Syndicated Loans Sales Team
periodically reviews the reports from 4C and notifies the applicable Asset
Marketing staff if there arc reconciling issucs.
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B. SYNDICATED LOANS
3.4 Post-Closing Guidance

Capital Markets is responsible for the disposition of all Syndicated Loans for the FDIC that are
acquired from failed financial institutions, with a focus on providing the best value to the
receivership. Generally, an immediate sale to syndicatc members, or scttlement with the
borrower, shortly after Closing is preferred. However, for those Syndicated Loans that are not
sold to one or more syndicale members or settled with the borrower afler soliciting offers, the
Syndicated Loans Sales Team and its financial advisor will develop an alternate disposition
strategy, such as sclling the assct through a competitive sale process, or determining that holding
a loan, rather than selling it, may provide the best value to the receivership.

When liquidating Syndicated Loans, the Syndicated Loans Sales Tcam has all of the
responsibilitics of a “Sales Team Leader/Member™ (Sce Scetion 1.4 Sceuritics Post-Closing
Guidance) plus additional responsibilities detailed below:

Responsibilities of Svndicated Loans Sales Team Post-Closing:

1.} Analyze Syndicated Loan with help of the FA: Syndicated Loans Sales
Team coordinates due diligence efforts with the FA, so that the FA may
complete its valuation of the loans. Generally, the FA should estimate both the
market value and the intrinsic value for each loan, based upon all relevant
factors. Thosc factors should include, without limitation, any obstacles to
syndicate sale or borrower settlement, as well as any obstacles to a sale outside
the syndicate, (“Obstacles™):

s size of credit;

* unfunded commitments;

e repudiation considerations (e.g., Is Receiver trealed as "Defaulted
Lender"? Aftect on voting rights? Subordination - and extent of
1t?);

* feedback from syndicate members;

* original AVR value;

» analysis of market value vs. intrinsic value, as estimated by the FA;

* any sharing provisions that might impact FDIC’s receipt of
sale/scttlement proceeds; and

* other legal or policy considerations: litigation/bankruptey ability to
assign assets without challenge (Can required consents (which often
includc agent and/or borrowcr consent) be obtained? 1s buyer an
"Eligible Assignee™?); any additional cost-benefit considerations;
and the FA’s sale recommendation.

* Potential bidders

2.} Consult with Legal Division: The Syndicated Loans Sales Team consults
with FDIC-Legal attorneys (and outside counsel, if any) to ensure that:
* Appropriate legal analysis is provided to Capital Markets and the FA
rcgarding the interpretation of the underlying credit documentation and
courses of action available to the Receiver and their potential
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consequences; and
* Appropriate legal documentation is provided for each Syndicated Loan
disposition transaction.

3.) Consider Repudiation: Syndicated Loan Sales Team consults, as appropriate,
with the FA and FDIC-Legal (DC), and with the PCAM (and/or FDIC
contractors) who scrvice and manage the Syndicated Loans, regarding the
cxercise of the Receiver’s repudiation rights and implications for loan
disposition. Syndicated Loan Sales Team makes recommendations to
managers with the appropriate delegated authority, regarding such issues, as
appropriatc,

4.} Coordinate Servicing and Management with DRR Field Personnel: The
Syndicated Loans will be serviced by DRR Field personnel (and/or FDIC
contractors), in consultation with Syndicated Loans Salcs Tcam, until cither
sold, scttled or permanent scrvicing 1s arranged under a hold and manage
strategy.

a.) If the receivership has an Agent role with respect to any Syndicated
Loan, Capital Markets generally recommends that the Receiver
resign from the agency as soon as possible in consultation with
FDIC-Legal

b.) Syndicated Loans Sales Team consults, as appropriate, with the FA and
FDIC-Legal (DC), and with DRR Ficld personncl (and/or FDIC
contractors) who scrvice and manage the Syndicated Loans, regarding
the exercise of the Receiver’s repudiation rights and implications for
loan disposition. Capital Markets makes recommendations regarding
such issucs, as appropriatc.

Capital Markets uses contractors 1o account for the loan funding made by the
failed bank and the distributions received by the bank by reconciling the
bank/scrvicer’s records to the records of the agent. These contractors also scrve as
the intermediary between Capital Markets and BOS to cnsurc that payments and
sales of Syndicated Loans are accounted for correctly.

5.} Ensure Syndicated Loans are Properly Recorded in 4C: Working in
conjunction with BIS, DRR Assct Marketing staff members are responsible for
properly coding all Syndicated Loans in the 4C System by both *“Pool Code”
and “Sub-Type™ on a timely basis. Capital Markets periodically reviews the
reports from 4C and notifics DRR Assct Marketing if there are reconciling
1SSUCS.

6.) Solicit Offers from Syndicate Members or Borrower: Generally, a sale to
members of the syndicate, or settlement with the borrower, shortly after
closing 1s preferred. Therefore, the Syndicated Loans Sales Team coordinates
with the PCAM and typically sends:

* a letter to each member of syndicate, soliciting offers to purchase
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the loan; and

* aletter to the borrower, soliciting a settlement offer (however,
FDIC will typically nced syndicate consent to avoid having to share
scttlement proceeds with other syndicate members).

7.} Evaluate all Offers: All offers (including unsolicited offers outside the
syndicatc) arc initially evaluated by the Syndicated Loans Sales Team.
a.) For offers that it recommends be accepted, Capital Markets preparcs a
case supporting the recommendation and including a supporting
memorandum from the FA. Acceptance of offers must be approved by
thec Manager, Capital Markets, and then, if additional, the appropriate
level of delegated authority. [CONTROL: SECONDARY REVIEW)]
Generally, the memorandum would include the following:
¢ identity of lender and each Agent under applicable credit facilities;
* gcneral description of credit facilitics, Syndicated Loans and their
status (performance/classification), any unfunded commitments and
outstanding letters of credit, and all collateral; and

* any Obstacles (as defined above) to the sale or settlement, as the
casc may be.

b.) If no offers are accepted, then the Syndicated Loans Sales Team and
the FA develop a disposition plan, which may necessitate a broader
markcting strategy. llowcver, bascd on the FAs valuation and/or
various Obstacles (as defined above), Capital Markets may determine
that the particular loan should remain held by the receiver, consistent
with DRR sales strategies and goals. In that event, DRR Field or its
contractors will continue to rctain scrvicing and management
responsibility for the loan. The Syndicated Loans Sales Team will
review the loan and its hold determination periodically with the
servicer and, generally, with the FA if possible, in order to assess
whether a new disposition stratcgy is appropriatc.

8.} Ensure Sale is Documented: The Syndicated Loan sale closing documents
should all be posted to the Capital Markets SharePoint Site. A tracking report
(chccklist) 1s maintained by the Syndicated Loans Sales Tcam to monitor the
documents.

The Syndicated Loans Sales Team also provides:

a.) its accounting contractor with a copy of the salc closing documents (so
that the contractor may make appropriate entrics in the 4C system and
otherwise regarding the sale and the asset(s) sold) and

b.) the servicer with a copy of the Assignment and Assumption Agreement
(or cquivalent documentation), together with cvidence of any required
conscnts, with respect to cach loan sold.

(Job Aid 4.2: Syndicated Loan Sales Documentation Checklist)
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4. SYNDICATED LOANS JOB AIDS
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B. SYNDICATED LOANS

4.1 Job Aid: FDIC Information Reguest Form for Svndicated Loans

Svyndicated Loan Information Requested2

The actions sct forth below should be undertaken for cach Syndicated Loan (“*SynLoan™) owned
by the subject institution (Institution) or as to which the Institution acts as an agent.

On a first priority basis:

(1)

(2)

(3)

4

(3)

(6)

Obtain name, position and contact information for each Institution officer or other
employee responsible for managing the SynLoan (SynLoan Manager).

Obtain names and contact information for the account officer of the agent bank and its
back-office personnel.

(a) Identify and locate all reporting systems with respect to cach SynLoan, and identify
by name, position and contact information cach Institution officer or other employce
responsible for operating such systems and interpreting SynLoan reports; (b) determine
(1) the scope and reliability of such systems and (ii) access to, and availability of, such
systems; and (c) obtain a print-out of the current loan history for cach SynLoan, as well
as a print-out of cach quarterly and annual report for the past year covering the
Institution’s SynLoans, including without limitation criticized/classified loan reports and
management reports.

Locate -- and, in the casc of cach promissory nete, verify as such -- the originals of all
documentation relating to the SynLoans, including underwriting, credit, correspondence,
note, collateral and legal files.

Obtain a copy of the following documents (however titled, and including, if possible, all
relevant schedules, exhibits and other atlachments), in order of priority: (a) credit
agreements, notes, and assignments to and from others, (b) bankruptcy filings, plans,
proofs of claim and orders, (¢) subordination agreements, intcr-creditor agreements,
amcndments, forbcarance agreements, and waivers relating to the forcgoing, and (d) Syn
Loan sales confirmations and sales agreements.

Interview or request SynLoan Manager for a bricf description of:
{a) the borrower, its current financial/bankruptcy status, any defaults or conditions
preventing borrowing under the SynLoan, and any other significant developments or

problems regarding the borrower or the SynLoan;

{b) any outstanding funding requests or demands, pending amendments, forbearance
agreements or waivers or other circumstances requiring prompt attention;

? Sce Background Information with respect to lerms appearing in bold.
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{c) any failure to fund or other breach by the Institution under the applicable credit
agreement;

{d) whether the Institution is considered by the agent to be a defaulted lender under
the credit agreement, and any agent communication in that regard {including any
indication of the conscquences of being a defaulted lender);

{e) any setoff by the Institution against the borrower or any other obligor;

() any rumorcd or anticipated pay-off or refinancing of any SynLoan;

{g) polentially interested investors in the SynLoan, and any attempts to sell the Syn
Loan; and

(h) any other financial intercsts of the Institution under or in connection with the Syn
Loan or the apphicable obligors, including other credit or deposit relationships.

Provide the credit’s CUSIP Number, if available.

On a second priority basis, based on a business and legal review of the information obtained

under items {3) throusgh (6) above:

(1)

Specify the following for all outstanding SynLoans (whether or not written off) and all
other outstanding intcrests and obligations of the Institution, by tranche:

{a) Institution’s rolc(s) as agent, lender, participant, issuing bank, swingline lender,
or otherwise; and whether the Institution was an original party to the credit agreement
or, instead, became a lender pursuant to an assignment.

{b) Typc of loan tranche (¢.g., term loan A or B, revolving eredit, cte.), the unpaid
principal balance (UPB) of the loan{s) madc, as well as the Institution’s percentage
share of, and the aggregate UPB for, such loans by all lenders.

{c) If the Institution dogs not hold a notc to ¢cvidence the tranche debt, is issuance of
the notc optional under the credit agreement? Was the Institution issucd a note?
Does the agent hold it?

{d) Amount and percentage share of the Institution’s participation, if any, in undrawn
amounts under outstanding letters of credit (LCs), as well as the aggregate undrawn
LC amount.

{c) Amount of any swingline sub-facility and aggregatc UPB of all outstanding

swingline loans, if any, as well as the amount and percentage share of any Institution
interest in such loans.
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{f) Amount and percentage share of the Institution’s commitment and available
commitment (after deducting the loans and the LC and swingline cxposurc above, to
the cxtent applicable and any other required deductions).

{g) Expiry dates of each commitment and each outstanding LC, and maturity dates of
cach loan,

{h) Applicable commitment, facility and other fees (1o the extent unpaid or accruing
under the facility).

(1) All penalties or other effects {c.g., forfeiture, subordination, intcrest charges, ctc.)
that may result under the SynLoan documents from any failure by the Institution to
fund.

(j) Confidentiality provisions under the SynLoan documentation that limit the
Institution’s ability to disclose information to prospective SynLoan purchasers.

{k) Requircments and restrictions (c.g., required assignment and assumption forms,
required consents, limitations on permitted or eligible assignees, ctc.) and fees on the
Institution’s transfer of outstanding rights and obligations under the facility and its
release from the same; and whether the Institution may transter each tranche
independently, regardless of whether it ultimately retains any other.

(1) General description of any collateral, guaranties or other credit support for the Syn
Loan or of any obligor equity held by the Institution.

{m) Any related proofs of claim or other filings or notices in bankruptcy proceedings.

Identify any other financial interests of the Institution under or in connection with such
SynLoan or the applicable obligors, including other credit or deposit relationships.

Is or was the Institution ever (a) an “insider” (as defined in Section 101(31) of the US
Bankruptcy Code) of the borrower or any obligor or (b) a member of any official or

unofticial creditors’ committee relating to the borrower or any other obligor.

Obtain a copy of materials used 1o market the loan (e.g. information memorandum / bank
book, lender presentation, letters to the bank group, etc.)

Obtain 4 copy of materials used to obtain internal credit approval (e.g. credit approval
memorandum, financial projection model and assumptions, etc.)

Is there a credit default swap or other derivatives contract in place at the Institution
related to the credit facility? If so, provide particulars and obtain a copy of such contract.
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Background Information

“Syndicated Loans” are loans made, respectively, by two or more lenders contracting directly
with a borrower under the same credit agreement. Syndicated Loans arc often confused with
loan “Participations.” However, Syndicated Loans differ from loan Participations in that the
lenders in a syndication participate jointly in the origination and lending process; as opposed o
one originator (commonly called the “lead bank”) selling to third parties (“participants™)
undivided participation interests in the lcad bank’s lending commitment and loans to the
borrower. {Syndicate lenders may, however, acquire their interests in a credit facility through
assignment from one of the original lenders.) In a syndicated transaction, each lender has a
direct legal relationship with the borrower and receives its own promissory note(s) from the
borrower (if the credit agreement provides for borrowings to be cvidenced by notes), while in a
Participation relationship the lead bank is commonly the only direct lender to the borrower and,
therefore, the sole payee for the entire amount loaned. In the latter arrangement, the rights of
those purchasing participations are routinely set forth in a “participation agreement,” which may
be titled — or provide for one or more other documents titled — “participation certificate. ”
Under a syndication, typically one or more lenders will also take on the separate role of agent for
the credit facility and assume responsibility of admimstering the loans for the other lenders.
Syndications may include administrative agents, collateral agents, or other syndicate agents.

A syndicated credit agreement often includes multiple credits or “tranches,” such as onc or
morc term loan facilitics as well as a revolving credit facility. Each facility commonly entails a
commitiment 1o lend (and if a revolving loan is repaid, to re-lend) on one or more occasions prior
to a specified expiry date. Also, a revolving credit facility will commonly include a sub-
commitment of one or morc lenders, designated as “issuing banks,” to issuc Ictters of credit
(“LCs”) for the borrower’s account. Each syndicate lender is usually obligated to purchase a pro
rata participation from the 1ssuing bank in any draws under the LCs that are not reimbursed by
the borrower or to make loans on a pro rata basis to reimburse the issuing bank for those draws.
Additionally, syndicatcd revolvers sometimes include a “swingline” sub-facility, allowing or
obligating the lender that 1s also the agent (“swingline lender”) to make certain loans
exclusively, but obligating the other lenders to participate in those loans at the swingline lender’s
option or automatically upon the occurrence of an event of default.
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4.2 Job Aid: Syndicated Loan Sales Documentation Checklist

SYNDICATED LOAN SALES
PORTFOLIO

CLOSING DOCUMENTS

Executed Executed

Purchaser Executed Executed Executed Purchase Case

Eligibility | Qualification Bid LSTA Trade | Assignment Price Approved Closing
Borrower Certification Request Package | Cenfirmation | Agreement Letter in FACTS Date
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C.SYNDICATED LIMITED
PARTNERSHIPS
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5. SYNDICATED LIMITED
PARTNERSHIPS GUIDANCE
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C. SYNDICATED LIMITED PARTNERSHIPS
5.1 Definition of “Syndicated Limited Partnerships”

Syndicated Lim ited Partnerships is an asset category created by  Capital Markets to include
interests in the form of shares or lim  ited part nership interests in funds that are organized as
partnerships or lim ited liab ility co mpanies with partnership election for tax purposes. These
funds invest in CRA el igible investm ents such as Low Incom e Housing Tax Credits, Si  all
Business Adm inistration Loans, Sm  all Busi nesses Investm ent Com panies, Econom ic
Development Real Estate Projects, New Market Tax Credits, and othe r types of projects that arc
eligible for CRA credit. The par tnerships are organized and m anaged by a m anaging partner
who offers shares or lim ited pa rtnership inter ests to inv estors. The limiited partn ers typica lly
obtain cash flow and federal and state tax cred its as well as CRA credit. Banks are them  ost
common investors in these Lim ited Partnerships. Depending on the type of fund, the banks can
achieve a return on their investment in the form of cash flow and/or tax credits.

86



Page 87

C. SYNDICATED LIMITED PARTNERSHIPS
3.2 Pre-Closing Guidance

Capital Markets is responsible for the m anagement and the disposition of all Syndicated Limited
Partnerships for the FDIC that are acquired from failed financial institutions. Syndicated Limited
Partnerships arc a special asset category which has its own Sales Team . The Syndicated Limited
Partnerships Sales Team is responsible for th e adm inistration and m anagement of Syndicated
Limited Parinerships during the Pre-Closing, Closing, and Post-Closing phases.

Syndicated Lim ited Partnerships are usually identified on the fina  ncial institution’s securitics
inventory or 1n o ther as sets; th erefore, th e Syn dicated Lim1ted Partn erships Sa les Team will
become aware of Syndicated Lim  ited Partners hips in a num ber of ways. Often, the Capital
Markcts Functional Manager (CMF M) will have comce across the asscts when con  ducting the
pre-closing inventory analysis for securities. Ot her times, Syndicated Limited Partnership assets
will be assigned to Subsidia ries or Assel Mana gement Closing teams and those ind ividuals will
reach out to the Syndicated Lim ited Partnerships Sales Team for adm inistration and liquidation
of the asscts.

Responsibilities of the Syndicated Limited Partnerships Sales Team Pre-Closing:

1.} Obtain Inventory of Syndicated Limited Partnerships: When notified that
Syndicated Limited Partnerships are part of the inventory of a failed bank, the
Sales Team will obtain a listing of all Limited Partnerships, if any, from the
securities inventory listing or from the other assets listing in the Pro-forma
jackets or the institutions share-point site.

2.) Obtain Syndicated Limited Partnerships Documentation: The Syndicated
Limited Partnerships Sales Team will inventory all documentation available
related to the Limited Partnerships owned by the financial institution in
preparation for closing and identify any missing information. The
documentation needed normally includes the Private Placement or Offering
Memorandum, the Operating or Parinership Agreement, the Subscription
Agreement, Capital Contribution Notes, Security Agreements, Benefit
schedules, prior year K-17s and information about the managing partner.

3.} Identify Contact at Financial Institution: Lastly, the Syndicated Limited
Partnerships Sales Team will obtain a key contact at the financial institution
rcsponsible for Limited Partnerships. Since thesc investments are normally
acquired for CRA purposes, this will usually be personnel in the CRA
investment group of the financial institution.
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C. SYNDICATED LIMITED PARTNERSHIPS
3.3 Closing Guidance

The Syndicated Limited Partnerships Sales Team will work with the Capital Markets Functional
Manager (CMFM) assigned to the closing team or the on-site closing asset managers to obtain all
relevant documents related to the financial institutions Limited Partnership investments.

Responsibilities of the Syndicated Limited Partnerships Sales Team Closing:

1.} Obtain Contact at Financial Institution: Obtain a key contact at the financial
institution to interview about the financial institutions investments in Limited
Partnerships.

2.) Interview Financial Institution Personncl: Interview the financial
institution’s personnel about the Syndicated Limited Partnership activities in
order to inventory all Syndicated Limited Partnerships. Although, this
procedure was done in pre-closing from the financial institution’s documents,
due to the nature of the investment, other Syndicated Limited Partnership
investments may be discovered.

3.) Obtain Syndicated Limited Partnerships Documentation: During the
closing phase, the Syndicated Limited Partnerships Sales Team should contact
the CMFM onsite and ask them to obtain any missing relevant documentation
related to the financial institution’s investments in Syndicated Limited
Partnerships. These documents normally include the Private Placement or
Offering Memorandum, the Operating or Partnership Agreement, the
Subscription Agreement, Capital Contribution Notes, Security Agreements,
Benefit schedules, prior year K-1s and information about the managing
partner. Have all hard documentation shipped to the Capital Markets group for
inventory.

(Job Aid 2.7: Shipping Physical Sccuritics)
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C. SYNDICATED LIMITED PARTNERSHIPS
3.4 Post-Closing Guidance

When liquidating Syndicated Lim ited Partnerships, the Syndicated Lim ited Partnerships Sales
Team has all of the resp onsibilities of a Securities “Sales Team Leader/Mem ber” (See Section
[.4 Sccuritics Post-Closing Guidance)  plus the following guidance should be followed in the
management and disposal of the Limited Partnership interests:

Responsibilities of the Syndicated Limited Partnerships Sales Team Post-

Closing:

1.) Contact the Managing Partner: Contact the Managing Partner to inform
them of the bank’s Recervership, establish an FDIC point-of-contact, and
provide them with updated payment instructions. Inventory the documentation
on the Limited Partnership shares obtained during the pre-closing and closing
phases of the financial institution closing. Also, the Sales Team should contact
the managing partner of the fund for any missing documentation. The
managing partner will normally have these documents in pdf. files and will
rcadily send them to the FDIC. In addition, request an updated remaining
benefits schedule from the managing partner.

2.} Determine Type of Investment: Review the documentation and remaining
benefits schedule to determine the type of limited partnership investment (c.g.
tax credits, SBIC fund, CRA fund, etc.} and the holding and market value of
the remaining benefits. The Limited Partnership benefits may just be in the
form of tax credits and operating losses or may be cash flowing. If a financial
advisor 1s engaged, send all documents and remaining benefit schedules to the
financial advisor for valuation and market value. Discuss the ability to sell the
Limited Parinership shares with the financial advisor.

3.) Review Capital Contributions: If there arc any required capital contributions,
contact the managing partner to discuss alternatives to making the capital
contribution.

a.) If a capital contribution can be justitied submit a FACTS case, citing
appropriatc delegation, for the capital contribution. [CONTROL:
SECONDARY REVIEW]| Coordinate with Claims if the managing
partner has submitted a claim for the Capital Contribution. As a general
guidance principle, Capital Markets should work with the Managing
Partners of the funds to avoid any further capital contributions unless the
benefit of making the capital contribution can be clearly supported by a
sale at a market price that materially exceeds the required capital
contribution. Capital Markets can discuss a number of alternatives with the
Managing Partner including:

* Adjusting the capital account.
* Obtaining a buyer that will assume the future capital contributions.
* Declaying the capital contributi on until the Syndicated Lim ited
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Partnership interest 1s sold.

b.) In the cvent that the managing partner of the fund 1s unwilling to coopcrate
with Capital Markets, the m anaging partner should be referred to Claim s.
In cases wh ere the m anaging partner decides to pur sue litigation, Capital
Markets should refer the managing partner to FDIC Legal.

¢.) Claims — The m anaging partner of th ¢ fund has the right to pursue its
capital contribution with Claim s. Cap ital Markets m ust also coo rdinate
with Claims any negotiation of the capital contributions to ensure that both
departments arc awarc of a claim  from a managing partner for the capital
contribution and its resolution.

4.} Monitor Cash Flows: The Syndicated Limited Partnerships Sales Team will
takc responsibility for monitoring all payments received for Limited
Partnership assets including Sales Proceeds and periodic dividend payments, if
applicable. The supporting documentation for the cash flows should be
obtained from the Managing Partner. The Syndicated Limited Partnerships
Sales Tcam will coordinate with BOS to ensure that the Payments were
actually reccived by the FDIC and will provide documentation for applying the
payments Lo the assets. [CONTROL: SEGREGATION OF DUTIES]

5.) Liguidate the Security Through a Negotiated or Auction Sale  — Capital
Markets can decide to scll the Lim ited Partnership interest through an auction
sale or a negotiated sale. The followi ng guidance should be followed 1n order
to determine what type of sale to pursue.

Generally, a negotiated sale 1s used wh en the type of LI mited Partnership
interest 18 not highly marketable, was designed for specific investors and there
1s an existing Lim ited Partner in the fund that has a high degree of interest in
buying thc FDIC’s Li mited Partncrship sharcs. In these cascs the sale can be
accomplished through a sale and assignm cnt agreement. Negotiated sales arc
also used when the remaining b enefits are lim ited and therefore the m arket
value does not justify the costs of an auction. Ne gotiated sales prices must be
supportced by analysis to determ inc the holding value and the m arket valuc of
the shares. In addition, the negetiated price should take into account the costs
and time of pursuing an auction sale.

Auction sales arc used  when the m  arket value of the Lim  ited Partnership
interests arc cnough to justify the costs of an auction, there is a large universe of
potential buyers and a negotiated sale can not be concluded. Auction sales will
involve much more doc umentation includ ing the review of the documents by
outside counscl for adhcrence to sceuritics laws and issuing a sccuritics opinion.
In addition, a bid package will n ced to be developed by FDIC legal which will
normally include a b id f orm, bidding instruc tions, bid te rms, due diligence
materials, f orm of the sale and assi  gnment agreem ent, a description of the
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shares and the terms of the sale. Due to the amount of legal documentation and
involvement, auctioned sales are more  tim € consum ing and expensive and
therefore arc norm ally used when a negotiated buyer can not be identified and
the deal 15 large cnough to justify the expenses.

Engaging a Financial Advisor — Capital Markets may use a financial advisor for
valuation and distribution. The fi  nancial advisor can be  hired through the
appropriate Receivership Basic Orderi ng Agreem ents (“RBOA™) and a Task
Order. Currently the ap propriate RBOA 1s the RBOA f or Financial Advisory
services. Capital Markets will work with FDIC Contracting to manage and issue
the Task Order to the firms awarded the RBOA,

a.) Negotiated Sales — Dctcrm in¢ an appropriatc market valuc of the Lim ited
Partnership interest. If a financial advisor is engaged, obtain an appraisal
from the financial advisor with supporting schedules. Work with the
purchaser on a negotiated basis to obt  ain a bid. Once a bids letter is
obtained from  a buycr, preparc a FACTS casc. [CONTROL.:
SECONDARY RE VIEW] Once the FACTS casc is approved contact
Legal to work with th e buyer and the m  anaging partner to finalize the
transfer agreements.

b.) Auction Sales — If an auction salc is to be used, work with Legal to develop
a Bid Package. The bid package will cons st of the 1te ms listed in the
section Post Closing Guidance — Lim  ited Partnerships. Once the auction
packagce is f inalized submita FA CTS casc p rior to dis tributing the Bid
Package to potential in vestors. [CONTROL: SECONDARY REVIEW |
FDIC legal will run the closing do cuments. Once all sign ature pages are
signed and distributed, verify that cash proceeds have been received. Send
posting instructions to BOS in Dallas to apply the funds to the proper asscts
and the p roper receiv ership. Ina ddition, pro vide th e C apital Ma rkets
Manager responsible for the securities inventory reporting with the relevant
information on the sale. This inform ation would include the nam e of the
Limited Partnership interests, the  reccivership fund number, the sales
proceeds and any o ther inform ation required for the Capital Markets
securities inventory reports.
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6. SYNDICATED LIMITED
PARTNERSHIPS JOB AIDS
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C. SYNDICATED LIMITED PARTNERSHIPS
6.1 Job Aid: TBD
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D. QUALIFIED FINANCIAL
CONTRACTS - RESOLUTION
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7. QUALIFIED FINANCIAL CONTRACTS
— RESOLUTION GUIDANCE
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D. OUALIFIED FINANCIAL CONTRACTS
7.1 Definition of “Oualified Financial Contract’s” (QFC’s)

QFCs are certain financial contracts that have been defined n the Federal Deposit Insurance Act
(FDI Act) and receive special treatment by the FDIC in the event of the failure of an insured
depository institution (institution). The FDI Act identifics QFCs using the statutory definition of
five specific financial contracts. This statutory list of QFCs consists of securities contracts,
commodity contracts, forward contracts, repurchase agreements, and swap agreements.
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D. QUALIFIED FINANCIAL CONTRACTS
7.2 Pre-Closing Guidance

Capital Markets is responsible for facilitating the resolution of QFC’s in the closing process. The
Capital Markets Functional Manager for a closing 1s responsible for confirming that the FDIC
has reccived adequate QFC reporting from the ‘troubled institution’ and/or the cxaminers to
enable advance planning for QFC resolution, and is also responsible for coordinating with the
closing team in advance of the closing.

Responsibilities of the Capital Markets Functional Manager Pre-Closing:
1.) Review the QFC Advance Planning Report to confirm any Part 371
reporting received to date.

In advance of closing, QFC-related documents arc uploaded to the SharcPoint site,
under either of the following two subfolders:

* Assets Securities / QFC’s, or

* QFC’s

The files within the folder will include, if available:
1. Table Al & A2 (Details on mndividual derivative positions —Al and
aggregate exposures segmented by counterparty —A2)
2. Master Agreements between the institution and its counterpartics
{these agreements typically include key counterparty notice
recipient information), and
3. Trade confirmations for each derivative position.

If there are credit derivatives, obtamn copies of contracts {including the
confirmations for each trade) and ask the Legal Division Closing Team for a
determination whether the contracts arc QFCs.

2.) Obtain copies of QFC Contracts: Obtain signed copies of qualified financial

contracts and review to determine:

« Type of QFC

« Terms of QFC

« Function or purpose performed by the QFC, particularly whether the QFC
hedges risks associated with assets and liabilities in the institution’s
portfolio.

«  Whether contracts arc collateralized and if so, the collateral that sccurcs the
contracts

«  Whether contracts are subject to other agreements, such as Master
Agreements, or clearinghouse agreements or rules

« ldentitics of counterpartics to the contracts

« Contact information, specifically where should notices be sent

Copics of the contracts should include the confirmations for cach trade.

If copics of agrecements arc not available, coordinate with (1) the QFC 371
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Recordkeeping Team or (2) Franchise Marketing to contact someone onsite at the
institution.

Best-Practice Hint: By preparing an excel hist of counterparty notice recipients in
advance of closing, you can 1) update the list once on-site to include any changes
to the notice recipients (in the cvent of updated fax, address, ¢-mail), 2) track
issuance and confirmed receipt.

If the financial institution has significant QFC positions, information should be
gathered from the QFC Recordkeeping Repository or, failing that, the onsite
examination staff, using the listing provided in the Interview Guide.

3.} Identify Key Institution Personnel: Identify key institution personnel with
operational responsibility for trading, risk management and implementation of
QFC opcrations.

4.) Make Information Available to Legal Division: Ensure all relevant
information concerning the QFCs has been circulated, or made available via
access to SharcPoint, to all Capital Markets personncel assigned to the
rcsolution and to the Legal Division Closing Team. All actions taken with
respect to the QFCs must be coordinated with the Legal Division Closing
Team.

5.) Prepare the SRP: The Capital Markets Functional Manager is respensible for
preparing the Capital Markets / QFC section of the Strategic Resolution Plan.
This should include a quantification of QFC exposure.

{Job Aad 2.1: Pre-Closing Inventlory Analvsis & Preparing an SRP)

6.) Identify Counterparties: Sort QFCs by counterparty {and include as a
separate sub-group all QFCs of the counterparty’s Aftiliates who are also
counterparties of the institution). Decisions concerning the disposition of
QFCs must be made by counterparty (and all Affiliates), not on individual
contracts; that is, all contracts with a specific counterparty (and all Affiliates)
must be retained by the Receiver, transferred to one financial institution, or
repudiated.

Segmentation by individual counterparty 1s typically available through the Table
A2 reporting due from the institution prior to closing. If the institution report on
SharcPoint 1s dated prior to the closing date, you will nced to request a *Close of
Business’ QFC Report (Including Table Al & A2 updated as of the closing) to be
prepared by the institution’s QFC point of contact.
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7.} Value the QFC: Make a preliminary determination whether the aggregate
position of the institution with each counterparty (and its Affiliates) is in-the-
mongy or out-of-the-moncy, and/or 1s fully collateralized, as well as the cffect
of any proposcd action on any hedges currently in place (if necessary or
appropriate o retain hedges). Share the results with the Legal Division
Closing Team, to develop a strategy for addressing QFCs at closing. Resources
for completing this determination includc:

«  QFC 371 Recordkeeping Team

+ Financial advisor (1f one is under contract to FDIC for the resolution).
Capital Markets may wish to retain a financial adviser to review and value
QFCs when the institution has a large QFC portfolio or potentially
complex QFCs or under other scenarios where QFCs arc difficult to
understand or value in a timely manner.

8.) Schedule Interview for Closing Night with Key Institution Personnel:
When traveling onsite, in advance of closing, be sure to have a closing-night
interview time confirmed by the Closing team with the institution’s QFC point
of contact (preferably early in the evening, as there may be several deliverables
duc closing night).

9.) Determine if QFC’s will be sold or Retained by the FDIC: Make contact
with Legal or Franchise Marketing to obtain details on whether QFC’s will be
rctained by the Recciver or transferred to the Acquiring Institution and to
cnsurc QFC collateral remains with the QFC’s. This information is typically
available in the days just prior 1o closing. If needed, Capital Markets may be
asked to act in an advisory capacity in order to assist Franchise Marketing in
making this dccision.

Note: Decisions concerning the disposition of QF Cs must be made by
counterparty (and its Affiliates), not by individual contracts; that is, all contracts
with a specific counterparty (and its Affiliates) must be retained by the Receiver,
transferred to one financial institution, or repudiated.
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D. QUALIFIED FINANCIAL CONTRACTS

7.3 Closing Guidance

At closing, the Capital Markets Functional Manager is responsible for obtaining the most up-to-date
mventory of QFC’s and their details (confirmations, points of contact, Table Al & A2, etc),
interviewing the QFC point of contact with the bank, providing timely notification to QFC
counterparties of any transfer of their QFCs, reporting out to the closing team and managing the
QFC portfolio through the closing process.

**%1f QFC’s arc identified pre-closing, Capital Markets always sends a staff member to work on-
sile at the closing. The exception is when there are only a couple of QFC’s and they are passing to
the Acquiring Institution. In this instance, QFC’s are accounted for by Proforma in coordination

with Lcgal.

Responsibilities of Capital Markets Functional Managers at Closing:

Information Gathering
Disposition of OFC’y

Information Gathering:

1.) Interview Institution Staff on Closing Night: Interview institution staft to
obtain information concerning Master Agreements, the identity of the
counterparty’s Affiliatcs who arc also QFC counterpartics of the institution,
hedging activity, the clearing and settlement process, and key counterparty
contacts. Listed below are some suggested interview topics or information
requests:

a.) Request an Updated Table A1 & A2: Compare this updated version
against prior reporting to confirm whether there have been any additions,
terminations or modifications of any derivatives since the pre-closing
report was submitted to the FDIC.

b.) Obtain Signed Copies of QFC Documentation: If available, obtain
signed copies of any qualified financial contracts (QFCs) (including
confirmations) cxecuted by the institution and not alrcady maintained by
Capital Markets. Review to determine:

Type of QFC

Terms of QFC

Function or purpesc performed by the QFC, particularly whether the
QFC hedges risks associated with assets and liabilities in the
institution’s portfolio.

Whether contracts are collateralized and if so, the collateral that secures
the contracts; be sure to obtain a copy of any safckeeping locations and
Custodian details for all QFC collateral

Whether contracts are subject to other agreements, such as Master
Agreements, or clcaringhousc agreements or rules

Identitics of counterpartics to the contracts
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« Contact information, specifically where should notices be sent
Copics of the contracts should include the confirmations for cach trade.

¢.} Obtain Contact Information for Counterparties: Confirm or provide
any available c-mail, fax and phonc contact details for all counterpartics
{emphasis on fax and e-mail, so FDIC can confirm immediate receipt
within our one business-day notification deadline).

d.) Obtain Contact Information for Custodians/Safekeeping Agent,

¢.}) Obtain Copics of MTM Methodology: Any details on MTM
mcthodology and assumptions used in valuing the QFC positions. This
information is not required but may be uscful in valuating the QFC
internally.

f.) Obtain Documentation for Exotic QFC’s: If there arc any cxotic QFC
products (subjcctive), specifics on purpose, how the product is captured
through accounting team and copies of key documents with customers and
counterparties.

Disposition of QF(C’s:

1.) Review Purchase & Assumption Agreement regarding the disposition of
the QFCs: The decision to retain or sell QFC’s is determined by Franchise
Markcting (and indircctly the Acquiring Institution) and 1s written into the
Purchasc and Assumption Agreement. The decision is based on factors such as
the aggregate position of the institution with each counterparty (and its
Aftiliates), what the collateral position is, how the proposed action affects any
hedges currently 1n place and whether the terms of the contracts are
burdensome to the Receiver. Consult with the Legal Division Closing Team,
to decide whether all QFCs for a specific counterparty (and 1ts Aftiliates) will
be:

« Sold to the acquiring institution,
+ Retained by the FDIC as Receiver, or
« Transferred to another financial institution (eXx. Bridge Bank).

Once the decision is made that the security will not be sold to the Acquiring
Institution, then Capital Markets must decide if the QFC will be:

« Rcpudiated,

« Closed out by mutual scttlement, or

+ Left in place and managed by the FDIC.

Note 1: Decisions to retain or transfer QFCs for a specific counterparty (and its
Affiliates) must be made by 5:00PM, Eastern Time, on the business day next
Jollowing appointment of the Receiver. Note that a decision to retain a QFC may
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lead the counterparty to terminate that QF C (if it has a right to do so under the
contract). If Capital Markets believes that such a response is likely, it may want
to repudiate the contract prior to termination in order to fix any damages that
may be claimed against the Receiver to actual, direct compensatory damages as
of the date of repudiation.

2.} Obtain approval for actions concerning the QFCs:

Prior to traveling on-site to a closing, the Capital Markets Functional Manager
should discuss stratcgy with the Assistant Director, Capital Markets and obtain
authority to exccute the transaction, as requircd under the delegation of authority.
|[CONTROL: SECONDARY REVIEW] Once on-site, if the facts are changed,
then the Capital Markets Functional Manager should consult with the Assistant
Dircctor, Capital Markets by cmail to obtain authority. If the amount of the QFC is
particularly large/sensitive the Assistant Director, Capital Markets may refer the
issue to the Depuly Direclor, Franchise and Asset Marketing for concurrence. The
Capital Markets Functional Manager should also obtain Legal Division
concurrenee if the delegated authority requested requires legal concurrence.,

3.) Coordinate with Legal to prepare and send notices to each counterparty
regarding the Receivership’s transfer of QFCs: The Legal Team is
responsible for sending notices to the counterparties (see Legal Policies and
Procedures Manual) but Capital Markets should coordinate with legal and offer
assistance to cnsurc this task is completed.

« Ifthe QFCs are transferred to another institution, notice is due to the
aftected counterparties by 5:00 p.m., Eastern Time, on the next business
day after closing.

« The required notice to the counterpartics should be delivered in writing by
¢-mail or facsimile transmission. However, the required notice can, 1if
necessary, be delivered by phone call by 5:00 p.m., Eastern Time, on the
next business day after closing, but should be promptly followed up in
writing with a formal notice.

« For purposcs of this item 3, the term “business day”™ mcans any day other
than any Saturday, Sunday or any day on which either the New York Stock
Exchange or the Federal Reserve Bank of New York is closed.

Note: As a precaution, it is best for FDIC to give the required notice of QFC
transfer by e-mail or facsimile transmission -- and to follow up with a phone call
-- no later than noon, Eastern Time, on the next business day after closing.

4.) Determine if Systems onsite Support QFC’s: Consult institu tion staf f to
determine whether any proprietary sy stems are us ed {0 communicate with
counterparties, settle trades or excha nge funds (such as SWIFT or Bloomberg
Financial Scrvices). If  so, these system s should not be shut down or the
contract repudiated until disposition of the QFCs has been completed.
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5.} Obtain Legal Documents when transferring to a Bridge or other FDIC
controlled depository institution: If the QFCs are transferred to a bridge bank
or depository institution, ensure all legal documents necessary to accomplish
the transfer are cxceuted. Forward copies of the signed documents to the
Capital Markets, Headquarters.

6.) Prepare Repudiation Letters: If the Receiver retains the QFCs, prepare
repudiation letters for those contracts that will be repudiated.
« Obtain the appropriate form letter from the Legal Division Closing Team,
and have the letter signed by the Receiver-in-Charge or other delegated
authority.

« Enclosc a claim form with the lctter.

« Send the netice to the counterparty by certified mail return receipt
requested.

« Repudiations must be documented with a Case in FACTS and they must be
approved by the appropriate delegated authority,

7.) Obtain Signed PAYV, if necessary: If implementing an approved action
involves a transfer or exchange of funds, obtamn wire instructions or a Payment
Authorization Voucher (PAV) form from the Financial Manager and have it
signed by somcone with the appropriate level of delegated authority.
[CONTROL: SECONDARY REVIEW]|
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8. QUALIFIED FINANCIAL CONTRACTS
— RESOLUTION JOB AIDS
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D. Oualified Financial Contracts - Resolution
8.1 Job Aid: TRD
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E. QUALIFIED FINANCIAL
CONTRACTS - PART 371
RECORDKEEPING RULE
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9. QUALIFIED FINANCIAL CONTRACTS
— PART 371 -GUIDANCE
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E. QUALIFIED FINANCIAL CONTRACTS (OFC’S}) — PART 371
9.1 Interpretation of Rule 371

Capital Markets is responsible for the implementation of the Part 371 Recordkeeping Rule (“the
Rule™} with staff assigned to implement the notification and reporting process, in consultation
with RMS. The Rule establishes recordkeeping requirements with respect to qualified financial
contracts and applies to insured depository institutions that are in a troubled condition. All
activities related to the Rule are pre-closing activities, the reports and records received are used
to help the FDIC prepare for closing and post-closing activities.

Since the regulation has some specific details, the guidance for pre-closing implementation 1s
also specific:

An insured depository institution shall comply with the Rule within 60 days after written
notification by the institution’s appropriate Federal banking agency or the FDIC that it is in a
troubled condition under § 371.2(f). The FDIC may, at its discretion, grant one or more
cxtenstons of time for reporting undcer the Rule. No single cxtension shall be for a period of more
than 30 days. An insured depository institution may request an cxtension of time by submitting a
written request to the FDIC at least 15 days prior Lo the deadline for its reporting under the Rule.
The written request for an extension must contain a statement of the reasons why the institution
cannot comply by the required reporting deadline.

Troubled condition: means any insured depository nstitution that:

(1) llas a composite rating, as determined by its appropriatc Federal banking agency in its most
recent report of examination, of 3 (only for insured depository institutions with total
consolidated assets of ten billion dollars or greater), 4, or 5 under the Umiform Financial
Institution Rating System, or in the case of an insured branch of a foreign bank, an equivalent
rating;

(2) Is subject to a proceeding initiated by the FDIC for termination or suspension of deposit
insurance;

(3) Is subject to a ceasc-and-desist order or written agreement 1ssucd by the appropriate Federal
banking agency, as defined in 12 U.S.C. 1813(q), that requires action to improve the financial
condition of the insured depository institution or is subject to a proceeding initiated by the
appropriatc Federal banking agency which contemplates the issuance of an order that requires
action to improve the financial condition of the insured depository institution, unless
otherwise informed in writing by the appropriate Federal banking agency;

(4) Is informed in writing by the insurced depository institution’s appropriate Federal banking
agency that it is in troubled condition for purposcs of 12 U.S.C. 18311 on the basis of the
mstitution’s most recent report of condition or report of examination, or other information
available to the institution’s appropriate Federal banking agency; or
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(5) Is determined by the appropnate Federal banking agency or the FDIC in consultation with the
appropriate Federal banking agency to be experiencing a significant deterioration of capital or
significant funding difficultics or liquidity stress, notwithstanding the composite rating of the
institution by its appropriate Federal banking agency in its most recent report of cxamination.

Three Business-day Responses: The Rule provides that not later than three business days after
the institution’s receipt of the written notification from the FDIC under section 371.1(c) of The
Rule, if the institution decs have QFC’s, the institution must provide the FDIC with (1) A
directory of QFC files on site or electronic share drive and description of the records which
includes the number, type, counterparties and dollar amount of QFC’s segregated by type of
QFC and (i1) a point of contact at the institution and their contact information, should the FDIC
have follow-up questions concerning this information.

It the institution Does Not Have QFCs they must provide A letter stating that they [the CEO or
CFO] have rcad and understand the QFC rule and have determined that they do not have any
QFC’s. Further the bank will notify the FDIC if they do ever enter into any QFC’s and will
report according to the rule.

60-Day Responses: If the institution docs have QFC’s , they m ust comply within 6 0 days af ter
they rec cive written no tification from their app ropriate Fed cral bank ing agency or the FDIC.
Including:

i) A complete Table A-1 (Position-level data), A-2 (Counter-party data) and

11) Scction B (Data files, contract in formation, countcrparty contact information,

master agreements and confirmations)
The FDIC may, at its discretion, grant one or more extensions of time for compliance with this
requirement. No single extension may be for a period of more than 30 days. Such institutions
may request an extension of time by submitting a written request to the FDIC at least 15 days
prior to the deadline for its compliance with the requirements of The Rule.
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E. QUALIFIED FINANCIAL CONTRACTS (OFC’S} — PART 371

9.2 Pre-Closing Guidance

Capital Markets is responsible for the implementation of the Part 371 Recordkeeping Rule (“the
Rule™} with staff assigned to implement the notification and reporting process, in consultation
with RMS. The Rule establishes recordkeeping requirements with respect to qualified financial
contracts and applies to insured depository institutions that are in a troubled condition. All
activities related to the Rule are pre-closing activities, the reports and records received are used
to help the FDIC prepare for closing and post-closing activities.

The Capital Markets staff members who are responsible for Rule 371 are referred to as the “QFC
371 Recordkeeping Team.”

QFC Recordkeeping Pre-Resolution Phasing Process:

The QFC Recordkeeping Rule is broken down into three phases: Identification,
Reporting and Pre-Resolution Analysis; to reiterate all three phases occur pre-
closing.

Identification Phase

In the Identification Phase the prospective recipients of notices under the Rule
are identified and prioritized. During the Identification Phase queries of Vision,
RIS/SDI and the DRR resolution timetable are used to ensure coverage as
resolution dates approach. The query criteria used arc specific to cach system, and
combined.

The filtering criteria used for th -~ lsystem-of record are as._
follows: 1) all banks with a compositc CAMELS rating of 3 AND Asscts
of $10 billion or more, and 2) all banks with a composite CAMELS rating
ot4or5.

The filtering criterion used for ‘Call Report” RIS/SDI data is based on the
results noted above, and filters all banks that report QFC exposure on their
quarterly call reports  including repos, interest rate derivatives, foreign
exchange, etc.

The filtering criterion used for the final system of record, the DRR
Timeline, 18 the proposed resolution dates for financial institutions. The
QFC team prioritizes notice recipients so that institutions that are higher on
the resolution priority timetable receive the notice first — the goal is to
receive all QFC recordkeeping responses prior to resolution.

To determine notice priority for troubled banks that fall into the resolution
timetable that are not part of the first two filters {e.g., better rated banks
that are migrating quickly to resolution or those banks that are subject to a
call upon any cross-guaranties in favor of the FDIC), Capital Markets
consults with individual RMS case managers
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(Job Aid 10.1: DSC Case Manager E-Mail Template)
(Job Aid 10.2; Letter template for ‘troubled bank’ notice recipients)
(Job Aid 10.3: DSC Case Manager FAQ Guide)

Reporting Phase

In thec Reporting Phase a tracking databasc and rcsponsc repository 1s uscd to
track and aggregate bank submissions. This phasc involves iterative follow-up
with QFC contacts at the troubled banks to bring responses in hine with the
reporting requirements of The Rule — specifically, the proper reporting of Table
Al & A2, along with countcrparty contact information for noticcs following a
failure. Additional tools include the databasc administration job aid, Table Al &
A2 excel templates for smaller banks (not mandatory), and the response tracking
report.

(Job Aid 10.4: QFC Databasc Administration}
(Job Aid 10.5: Excel Template Table Al & Table A2)
(Job Aid 10.6: Response Tracking Report)

Pre-Resolution Analysis Phase

Prior to, and including, the Pre-Resolution Analysis Phase, for each upcoming
resolution with QFC’s, we rcfer to the Table Al and Table A2 recordkecping
responscs received from cach bank and then segment the QFC book to plan for
resolution. If the segmentation identifies a particularly large or complex derivative
portfolio, a Financial Adviser is retained for review, as needed. In addition, the
rccordkeeping responscs arc uploaded to DRR Open Banks SharcPoint sitc and
updated as the closing approaches. The QFC tcam assists the DRR workgroup in
the analysis of a given bank’s QFC book to facilitate transfer, repudiation,
retention or unwind. If necessary, Capital Markets works closely with FDIC Legal
and an appointed Financial Adviscr for the pre-resolution analysis of the QFC’s.
Given the variability of QFC portfolios across reporting banks there is no specific
job aid applicable for pre-resolution analysis; 1n this phase review of a failing
bank’s QFC submissions (both Table A1&A2) along with master agreements and
tradc confirmations is conducted to cstimate potential costs to unwind positions.

(Job Aid 10.5: Excel Template Table Al & Table A2)
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10. QUALIFIED FINANCIAL
CONTRACTS - PART 371 - JOB AIDS
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The definition of “troubled condition™ for the purposes of the QFC Recordkeeping Rule is
included in the Rule, and differs from the definition used for other purposes. The deadlines
associated with the Rule are triggered by receipt of written notification from the FDIC that the
ingtitution is in a troubled condition.

(b)(8)

The DRR QFC team handles all technical and interpretive matters, and will work with you to
develop sirategies if problems arise. It's important that all interpretive questions are directed to
the DRR QFC team so that we can be assured that the FDIC is providing banks with guidance
that is both correct and consistent. If needed by the region, the DRR QFC team is available to
assist in preparing summary reports regarding the region’s banks’ compliance with the Rule.

The DRR QFC team has compiled and manages a QFC Q&A Guide.

Although the Rule contemplates deadline extensions, at this time there have been no delegations
of authority granted - any request from a bank for a deadline extension requires approval by the
FOIC Board of Directors. In the rare cases where you anticipate that an institution may not meet
the 60-day deadline for compliance, please contact the BDRR QFC team as early as practical so
that we can assist.

Information Needs for the QFC Database:

In addition to copying the QFC team on the nctification letter, we need to have the e-mail address,
phene and fax number of the bank officer contacted.

Forward to the QFC team the initial responses which are due 3 business days after the netification
letter is received by the bank.

Although we should be copied on responses by the bank, in case we have been omitted please
forward any responses when received.

Notify the QFC team of any extension request. Since the extension requests will require FDIC Board
of Directors approval the bank will also need 1o provide an update that details progress to date, the
bank’s work product at the time of the extension request and a reason detailing the need for the
extension requesi.

We will try to make the notification process easier for you. If you have any questions regarding the
notification or the attachments please do not hesitaie ic contact me by e-mail or “tel. or

w

(tel. ).

Thank you for your assistance,

*Ingert information for applicable DRI/Capital Markets contacts.
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E. QUALIFIED FINANCIAL CONTRACTS (OFC’S} — PART 371

10.4 Job Aid: OFC Database Administration Guide

Overview This job aid breaks out the steps necessary to administer the QFC databasc
and generate reports used for implementing The Rule. Some steps involve

database queries that identify troubled banks, other steps involve report

gencration.
Relational Part 371 QFC Recordkeeping Rule — Policy and Guidance for
Guidance Implementation of Recordkeeping Rule
Howio.... Administer the databases and reports under The Rule.
Step Action
1 Sclect the priority and timing of institutions 1o be notificd {(*OQFC Recordkeeping
Administration  Timing Prioritization  Job Aid ).
2 Update the DRR QFC Recordkeeping Application for institutions that are 1o be
sent nolification letters (" QFC Recordkeeping Administration  Prepare For
Notification  Joh Aid’).
3 Record and track notification and response letters (" QFC Recordkeeping
Administraiion — Record Notification and Response Letters — Job Aid’).
4 Request, record and track 60-day deliverables received from institutions (*QFC
Recordkeeping Administration — Record 60-Dav Deliverables — Job Aid’).
3 Report the efforts of institutions to satisfy the requirements {*QFC
Recordkeeping Administration — Reporting — Job Aid’).

***There are additional, more detailed QFC Job Aids mentioned on this schedule which arc not

mcluded in the PPM Manual. These Job Aids can be found on the Capital Markets SharePoint

Site under QFC’s.
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E. QUALIFIED FINANCIAL CONTRACTS (OFC’S} — PART 371

10.5 Job Aid: Excel Template Table A & Table A2

Table Al - Position-Level Data

Order | Field Name Field Type | Field Description

1a Position 1D Text Unique position identifier.

1b Position ID CUSIP Text CUSIP, if available.

2 Portfolio Location Text Portfolic location identifier (10 identify
the headquarters or branch where the
position s booked).

3 Position Type Text Type of position {including the general
nature of the reference asset or
interest rate).

4 Position Purpose Text Purposc of the position {¢.g. trading,
hedging mortgage servicing, hedging
certificates of deposit). If the purpose
is hedging, include the general category
of the itemi{s) hedged.

o) Termination Date Date Termination date {date the position
terminates or is expected to terminate,
expire, mature, or when final
porformance i1s regquired).

& Next Call, Put or Cancellation Date Date Next call, put, or cancellation date.

7 Next Payment Date Date Next payment date.

8 Current Market Value Currency | Current market value of the position
{as of the date of the file).

9 Counterparty ID Text Unique counterparty identifier.

10 Position Amount Currency Notional or principal amount of the
position (this is the notional amount,
where applicable).

11 Documentation Status Text Documentation status of the position
(e.g. affirmed, confirmed or ncither
affirmed nor confirmed)
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Table A2 - Counteryparty-Level Data

Order

Field Name

Field Type

Field Description

1

Counterparty ID

Text

Unique counterparty identifier.

2

Market Value - All Positions

Currency

Current market value of all positions,
as aggregated and, to the extent
permitted under each applicable
agreement, netted (as of the date of
the file). If one or more positions
canndgt be netted against others, they
should be maintained as separate
entries.

Market Value - All Institution Collateral

Currency

Current market value of all collateral, if
any, that the institution has posted
against all positions with each
counterparty.

Institution Collateral Type

Text

Type of ¢ollateral, if any, that the
institution has posted against all
positicns with each counterparty.

Market Value - All Counterparty Collateral

Currency

Current market value of all collateral, if
any, that the counterparty has posted
against all positions.

Counterparty Collateral Type

Text

The type of collateral, if any, that the
counterparty has posted against all
positions.

Institution Collateral - Net

Currency

Institution's collateral excess or
deficiency with respect to all of the
institution's positions. as determined
under cach applicable agrecment
including thresholds and haircuts
where applicable, If all positions are
not secured by the same collateral,
separate entries should be maintained
for cach position or set of positions
secured by the same collateral.

Counterparty Collateral - Net

Currency

Counterparty's collateral excess or
deficicney with respect to all of the
institution's positions with each
counterparty, as determined under
each applicable agreement including
thresholds and haircuts where
applicable.

Institution Collateral - Net {(Market Value)

Currency

Institution’s collateral excess or
deficiency with respect to all of the
positions, bascd on the aggregate
market value of the positions (after
netting to the extent permitted under
each applicable agreement) and the
aggregate market value of all collateral
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FDIC 12 CFR Part 371 - Table A1

Table Al - Open Position-Level Data

1a ib 2 3 4 5 6 7 8 9 10 11
Next Call /
Put / Next Current
Position Position ID Portfolio Position Position Termination Cancellation Payment Market Counter Position Documentat
ID CuUsIP Location Type Purpose Date Date Date Value partyID Amount ion Status

FDIC 12 CFR Part 371 - Table A2

Table A2 - Counterparty-Level Data

1a 1b 2 3 4 5 6 7 8 9 10 11
Next Call /
Position Put / Next Current Document
Position [0} Portfolio Position Position Terminatio Cancellation Payment Market Counter Position ation
ID cusip Location Type Purpose n Date Date Date Value party ID  Amount Status
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introduction
Introduction The Bridge Bank Manual was developed to address the overali resolution

palicies and general procedures related to the establishment and operation
of a temporary open mstituiton untii the FDIC can effect a permancent
resolution.

A. Definition of a Bridge Bank and Conservatorship

Bridge Bank In the Competitive Equality Banking Act of 1987, Congress expanded the
FDIC’s power to resolve bank faiiures by granting bridge bank anthority
in Seciton 12{n} of the Federal Deposit insurance Act {FDI Act), 12
U.S.C. § 182i(n). The bridge bank statute was subsequently amended by
the Housing and Economic Recovery Act of 2008 to extend fo savings
institutions. Thus, the EDIC, in 1ts corporate capacity, may establish a
bridge bank when any insured institution fails 4nd there is inadequate time
to market the franchise or for other circumstances. As the term implies, a
bridge bank usually provides a temporary solution that gives the FDIC
flexibility and time to evaluate a bank’s sitnation, stabilize the institution,
determine the appropriai type of resoiution to offer, and market the
franchise. A bridge bank’s charter 18 for two years with the possibility of
three one-year extenstons.,

It should be noted that a recetvership is established at failure and coexists
with a bridge bank. Generally, those assets with substantially impaired
values and some liabilities remain with the receivership along with
uninsured deposits, and the receivership s operated independently of the
bridge bank. A bridge bank has the authority fo return certain assets (o the
receivership and vice versa. While the receivership is independent of the
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Conservatorship

bridge bank, many activities are intertwined and a close relationship must
be maintained between the two. The bridge bank is generally cleared of
impaired assets and Habilities in order to enhance the intrinsic value of the
bridge bank franchise.

12 U.S.C. § IB21{c) 1) of the Federal Deposit Insurance Act allows the
FDIC to be appointed as conservator of an institution. A
conservatorship is simiilar to a bridge bank. The conservatorship is
operated on an interim basis under direct FDIC supervision, 1t is
generally limited to situations where more time is needed o permit the
least costly resolution. Conservatorships were prirnatily used by the
Resolution Trust Corporation, from 1989 to 1995, and then rarely by
the FDIC thereafter. With the powers provided by the Housing and
Economic Recovery Act of 2008, ii is anticipated that mstead of
conservatorship, the FDIC will market Federal savings associations as
bnidge banks.

NOTE: Due to the simnilaritics between a bridged new national bank, a
Federal savings association, and a conservaiorship, the term bridge
bank wiil be used to describe ali.
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Chapter 2
Table of Contents
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A. Decision to Create a Bridge Bank

Why use a Bridge The decision to create a bridge bank must be based primarily on the

Bank scenario that will result in the least costly resolution to the Depasit
Insurance Fusd.
A bridge bank structure should be considered for:

» Institutions with attractive franchises where it is believed a
bridge bank wiil enhance value. .

»  Large complex institutions {¢.g. multi-bank holding companies)
when littie advance notice of their failure is available,

o Iastitnilons where falure would present a systenyic risk concera,

e Instituiions where additional marketing is warranted.

The various factors to be considered in the cost analysis are detailed
in the next section. At a minimum, FDIC staff should consider the
following advantages and disadvantages of a bridge bank structuse
before making a recommendation to the FDIC Board.

Advantages:

1. Allows the failed institution’s franchise 1o operate under
FDIC contre! untii the FDIC can assess the institution’s
condition and prepare it for sale.

2. Allows prospective acquirers more time to assess the
institution in 2 more stable environment in order to make a
reasonable offer,

3. Provides FDIC the flexibility for considering
alternative forms of resolution.

4. Allows retention of tbe franchise value and lessens the
disruption to the local community.
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Revised: May, 2011



Esiablishment of a Bridge Bank Chapter 2

Disadvantages:

i.  FDICiavelvement in the operation of the instifotion may
generate negative publicity.

2. The actual cost of operating the institufion may be greater,
perhaps substantially greater, than originally estimated,

3. FDIC involvement may cause substantial shrinkage of the
deposit base and reduce the institution’s franchise value,
However, the alternative would likely be an immediate sale or
payout in which any potential franchise value couid be severely
eried or completely lost.

4. Potenual acquirers ny not have the option of acquiring the
failing instifution’s uninsured deposits.

B. Cost Analysis

With the exception of a systemic risk scenario, a bridge bank may not
be tnitiated uniess the FIXMC 1s confident that it will resolt in the east
costly resolution of the institution. This determination is based en a
comparative financial analysis of the advantages and disadvantages of
the various resolution structures and must be made before the bridge
bank is chariered, The bridge bank analysis inciudes the cost of
operating a bridge bank for what could be an extended period of time;
and, shows the key areas where a bridge bank can reduce costs. This
analysis will provide direction for the future bridge bank beard and
management. When the bridge bank is sold, the FDIC will select the
transaction that maximizes the return to the Deposit Insurance Fund.,

To determine the probable cost of a bridge bank, staff must, among
other factors, consider:

. The premium expected from the sale of the franchise after a
bridge hank bas been establishbed versus an immediate sate, -
This calcuiation is usually based on the failed institution’s core
deposits, which consist of demand and savings accounts and time
deposits. Consideration must be given to the negative effect a
shrinking deposit base could have on the premium paid for
deposits. Staff should consider the institution’s franchise value, if
any, and premiums from previous sales transactions, sales of
branches, current market conditions, and any other marketing data

_ that may be available when estimating a premiom.

. The estimated market vaine and relative attractiveness of the
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Esiablishment of a Bridge Bank

failed institution’s assets. - If time is available, an Asset
Valuation Review {AVR) would provide the most accurate value,
However, if the AVR canaot be prepared, the Research Modei
should be used to determine the estimated market value of the
fatied institution’s non-loan assets; and, the Appregated Asset
Valuation Review process should be used to determine the value of
the loans. An adjustment to the market value may be necessary to
account for the assets sold with the franchise rather than being
Liquidated. The reason for the adjusiment should be included in the
Board case.

The estimated cost of operating the bridge bank. - The estimate
should be based upon the failed institution’s adjusted operating
resuits. Staff shounld review and analyze the failed instirution’s
operating statements for at least the previous year and determine
what income and expense itemns wiil he incurred 1in the bridge hank
that would not be incurred in a receivership. In addition, other
expenses that will be incurred during the bridge bank peried should
be accounted for in the estimated cost of operating the bridge bank
inciudig FDIC-incurred expenses.

The treatment of uninsured depositors, - Uninsured deposits do
not usually pass o the bridge bank but stay with the receivership.
In some situations, such as a systemic risk failure, the umnsured
deposits might be passed to the bridge bank. At final resolution,
all deposits in the bridge bank will be marketed.

The amount of uninsured deposits. - Claims staff will

attenipt to determine the uninsured estimate.

‘The secured and preferred liabilities. - Staff will attempt to
provide a current secured and preferred liabilities schedule before
the bndge bank is established.

The premium expected if the institution can he sold at the time
of failure without a bridge bank structure, - This calcuiation is
based on the faiied institution’s core deposits, branch network, and
the amount of time available for marketing the institution. Staff
should consider the institution’s franchise value, if any, and
cursent market conditions when estimating a premium. .

C. The FDIC Board Case

i. The Board Case recommending and substantiating a bridge bank
should include:
A cost analysis showing that the estimated cost of operation is
the Jeast costly of all possible aliernatives of resolving the
failing or failed institntions(s}. Include an analysis of the
Bridge Bank Manual Page 2.3
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assumptions used in the least cost analysis.

b. Treatment of the uninsured depositors upon establishment of the

bridge bank.

Treatment of the uninsured depositors upon disposition of the

bridge bank.

d. Recommendation that the Director of DRR is delegated the
authority o establish the hridge bank and appoint board members
to operale the bridge bank.

e.  Recommendation for a CEQ, a line of credit from the FDIC
(if applicable}, and any indemnifications.

o

f.  Recommendation for other re-delegations of authority.
2. Details of assets, asset types, and liabifities to be retained in the

Receivership.
h. Estimated timetable and strategy Tor resolution.
1. lssues concerning the hank’s holding company or affiliates.

3

Attach the Board Case Resolution {prepated hy the Legal Division).

3. Astach a copy of the proposed contract between the hridge bank and
the CEQ, i#f the CEOQ is not an FDIC employee. Contact the Legal
Division and the Division of Administration for the most recent
version of an applicable contract.

4. Have the Legal Division prepare a Purchase and Assumption
Agreement between the Receiver, the Corporation, and the bridge
bank.

6. Obtainr a charter [rom the appropriate chariering authority Jor a

bridge bank.

The FDIC Board has bread authority to establish a hridge bank and to
make decisions regarding its resofution. Usually, the FDIC Board wili
delegate to the Director of DRR, or designee. the authority o appoint and
remove, as necessary, bridge bank board members to manage the
mstitution; but, wili retain the authority to cffect the resclution of the
institution and the sale of ali or substantially all of its assets. Usually, the
Director of DRR, or designee, will be delegated the authority to provide
guidance to the institution and to approve the selection of a CEO who
will be given sufficient authority {o serve the banking needs of the focal
commsnity, operate (e institution conservatively, and take prudent steps
{0 preserve iis franchise vaiue,

The bridge bank’s hoatd of directors 1s composed of a CEG and senior
EDIC personnel. The board will be respensibie for reviewing and
approving the husiness pian and other management reports prepared by
senior management of the bridge bank. The CEO will consuit with the
board concerning strategy, policies, and other significant issues,
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.Bridge Bank Management

A. Directors’ Role in a Bridge Bank

The bridge bank board of directors plays an essential role in the
continuing operation of the failed institution m which FDIC has been
appoinied receiver and a bridge bank has been created. As a newly
chartered national bank or Federal savings associauon, the board is
responsible for overseeing the managenient of the institution’s assets and
liabilities that have becn passed from the receiver to the bridge bank.
This bridee bank board differs from other financial institution boards in
that the beard acts as a conduit between a failed institution while aiso
mainfaining the franchise value of the bridge bank fo be sold.

B. Selection of Directors

In the resoiution portion of the FDIC’ s Board case, the Director of DRR
1s usually granted delegated authorsty 1o appoint memhess of the bridge
barntk board. The bridge bank board must be comprised of at [east five
directors, but no more than ten. The opiimal construction is between
five and seven members. It is recommended that the directors come
from inside the FDIC; and, might include a Regional Director, Division
of Risk Management Supervision (DRMS). The directors should be
farniliar with industry-wide bank and lending operations and controls in
a tightly regulated environment. The individual experience level should
be reviewed based on the complexities of the iastitution they will
OVErsee.
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Advisory directors may supplement the active board of directors.
These individuais provide information and advice, but do not have a
vote on the board. The advisory directors may be composed of
FDIC personnel, and on rare occasions, management personnei of
the faited institation, along with outside professionals. Guidelines
addressing the selection of the board of directors are outlined below.,

In the resolution of the fai

ling bank e  (Once the interim board of directors

board case, permission is granted is appointed, the board is able to
for DRR Senior Management to manape and administer the affairs
appomnt an iaterim board of of the bridge bank.
directors, consisting of DRR staff
members and others inside the
FDIC

2. As soon as practicable, DRR, The composition of the board will

under delegated authority, appoints
& new board of five {o seven, but
no mere than ten, directors.
Typically, the board will be
composed of FDIC personnel
along with the newly appointed
CEO.

depend upon the size of the
instimtion. The selection of the
directors will depend upon the size
and conplexity of the institution.

C. Agenda — Board of Directors’ Meetings

Immediately following the appomtment of a bridge bank board of
directors {the “board™}, it will be necessary fo establish procedures o be
followed for all board meetings. The new board should quickly put in
place a standard agenda, which can be modified as needed to fit the
specific needs of the bridge bank. The board should mieet at least once
weekly and be availahie for emergency or ad hoc meetings, especially in
the carly days of the bridge bank. At 2 minimum the board should (1}
establish a formal agenda for its meetings, (2) appoint a recording
secretary, and {3} ensure that prior board meefing minutes are reviewed at
each successive meeting helore going on to new business.

1t is imperative that board minutes be recorded and maintamed dunng
the life of the bridge bank, just as it is for an open insured deposiory
institution. Some degree of momentum and direction will be lost by not
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having organized board meetings, compiete with a formal agenda. and
an active recosding secretary to record and archive the minutes as a
historical record for successive board meetings.

The agenda for the first board meeting of a new bridge bank should
inciude:

»  Discussiosn of the bridge bank’s Strategic Business Plan
{the road map} and timeline

o Critique from the Examiner In Charge (EIC) review of the last
examination with the Bridge Bank Team (BBT} personnel

¢ Review of proposed policies and procedures

¢ Recommendation and issuance of Delegations of Authorify

»  Discussion of operations and leading issues

» Review of financial reports as dictated by the operations of the
bridge bank

e  Review and recommendations for personnel and staffing

»  DBrief discussion of fargest probiem loans and assets™

e Lessons Learned appiicable to this bridge bank

*It 15 not essential that problem loans be discussed at the first board
meeting; however, it may be advisable depending on the severity and
extent of potential foan losses and legal ramitications.

Once the bridge bank is operating, it 18 suggested that the agenda be
modified for successive meetings under the following general guidelines:

e Review and approval of prior board niceting minutes

e Analvsis of implementation of new operating and lending policies

»  Review of prior week’s operating and financial results

» Anin-depth review of problen: loans and assets by the post
ciosing Manager

o Discussion of new business

»  Miscellaneous

D. Selection of a CEOQ

In the resolution portion of the failing bank’s beard case, authouity is
usuaily delepated to the Director of DRR to select a Chief Executive
Officer (CEO} of the bridge bank. The search process for an individual
to serve as the CEO should be coordinated with The Division of Risk
Management Supervision {DRMS}. DRMS Regional Managers are good
sources for providing potential candidates for the CEOQ position. it is
recommended that a nominating eomniittee be estabiished to conduct the
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search and mterview process of these candidates. The criteria for the
CEQO should inchide, but not be limited o, technical competence,
experience in the banking iadustry, communication skills, and investment
knowledge. Prior o recommendation of a CEQ, the commitiee must
evaluate compensation for the individeal. Comipensation should be
comparabie (o an institution of similar size and complexity, as wel as the
expertise and experience of the individual.

The following guidciines are used to select the CEQ.

1. DRR management obiains a list of e DRR staff should consult with
potential candidates from DRMS. DRMS ta obtain the most recent
mformation regarding the status and
availability of candidates.

2. A preliminary review of the ¢ Candidates should have experience

résumés is performed by DRR. M managing financsal institutions
similar in size to the bridge bank.
Candidates should also possess
farmiliarity with the bridge bank’s
primary business lines.

3. Background checks on the selected The background check should inchude:
candidate are conducted, using s A broad background check to
resources of the FDIC and other capture any civil and ceiminal
Federal agencies. referrals or indiciments of which the

FDIC is aware and any enforcement
actions brought by the FDDIC.

e A DRMS Washington and Regional
file search. If the prospective
candidate has worked for an FIMC-
msured insgifution, DRMS will
perform a review of that
nstifution’s examination reports
and/or coordinate with other
regulatory agencies to request a
stmilar review of their files.

e A National Credit Union
Administration (NCUA) file search,
{f the candidate has worked for a
credit union, the NCUA should
provide a review of those personnel
records.

¢ A Professional Liabikities/Claims
database search in coordination with
the Legal Division’s Professional
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ks

Liabiliftes and Claims section.

4. Determisne the amount of
compensation to offer the
candidate.

Compensation should be based
vpon the size of the bridge bank and
the complexity of its operations. In
addition to a salary, the candidate
may be reimbursed for reasonabic
fiving and fravel expenses since
most CEOs will need to relocate
{emporarily,

Benefits should be discussed with
the candidate.

5. DRR statf may recommend the
instollation of the selected
candidate as CEOQ of the bridge
bank,

All relevant background checks
shouid be completed by this time,

6. Following approval of the CEO by
PRR Management, the bridge bank
board of directors appoints the new
CEQ: and the new CEQ
iminediately assumes the duties of
the office.

The CEO is approved at the first
bridge bank board of disectors
mecting mimediately alter the
bank's failure.
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A. Review of Bridge Bank Policies

Review of ail

DRR personnel should immediately interview failed bank personnel
Loan Producis ' '

for an understanding of the [ailed nstitution’s loan products, and {o
determine the feasibility of continuing with those Ioan programs.
Discussions with the EIC of the last exam are encouraged in arder to
ensure that probiem loan programs have heen clearly identified and
either modified or discontinued compietely.

Changes to the foan programs may be necessary to hring the
lending practices infe compliance with current bank regulatory
euidelines: and, to enhance the value of the bridge bank while it
15 bemsg marketed. Consideration should be given to focusing
foan programs to service the institution’s local community and {o
hanor existing commitments that would not create further losses.

Betegations of  After a thorough review of the lending and operations departments,

Authority for and upon recommendation of the FDIC staff, it may be necessary for

Bank Personne] At . ; .
the board to reduoce, or completely revoke, the lending authority of
certain officers of the bank. It 1s further advisable to re-evaluate any
personnel who have been identified as having coniributed to the
failure of the institution. Thix infermation wogld normally be
availahle through the primary reguiatory agency, the EIC of the most
recent exam. and DRMS exaniiness assigned {o the case. DRR
Investigations should also be consnited. As mentioned above, it is
recomimended that the Failed institution’s primary reguiator
{pariicilarly the EIC) and DRMS examiners meet with the BBT,
CEOQO, and board as soon as practical after resolution to discuss what
issues eoniributed fo faihure, ongoing areas of concern, and any
significant violations of lending policy that need to be corrected.
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In the normai course of events bread delegations of authority are
granted by the FDIC Board of Directors to the Director of DRR who
in furn re-defegates much of his authority (o the newly formed board.
The board, in fuen, re-delegates nmch of its authority to the CEO.
Separate delegations of authority are also re-delegated by the
Director of DRR to the Recesver in Charge (RIC) who manages the
receivership apart from the bridge bank.

The receivership and bridge bank are legally separate entitics with
different roles and objectives. While many activities will overiap,
different policies and guidelines are to be followed for each entity.

It is ymportant to remember that wpon termination of the bridge hank.
a receivership will be created and any remaining assets or liabilities
will be transferred to that receivership, along with any premiums on
the sale of the bridge bank. Pursuant to the purchase and assumption
agreement from the first receivership to the bridge bank, any assets
and liabilities remaining in the second receivership are transferred to
the initial receivership. The purpose of the bridge bank receivership
1$ f0 ensure that any Hahilities ansing duning the operation of the
bridge bank stay in the second seceivership and are not transfersed to
any acquirer. Refer to the Bridge Bank Resolution Chart, Appendix
A to this manual.

Generally, someone outside the FDIC should be hired as CEO to run
the bridge bank. An outside CEQ offers credibifity within the
commumity served by the bridge bank; and, helps maintain it as a
viabie enlity. When given sufficient authority to act, an outside CEO
will help the bridge bank serve the banking needs of the local
comimunity, operate in a conservative manner, and take prudent sieps
to preserve 1ts franchise value, ft1s the BBT and board’s
responsibility to create a road map for the bank to follow. The CEO
has the responsibility of implementing board policy, and managing
the bank under their direction. The toad map must clearly spell out
imanagement assignments and responsibifities, identify core business
lines, and analyze existing markets, deposit and loan products, It will
also outline delegations of authority, detail how the bridge bank is to
be operated, initially identify assets to be sold or returned to the
receivership, and determine activities in which the bridge bank niay
engage. Establishment of clear delegations of authority is critical for
the successiul management and marketing of the bridge bank. It also
serves to clarify legal boundaries between the receivership and the
bridge bank.

Open lines of communication must be maintained between
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Palicies and
Procedures

recetvership and bndge bank personnel. It should be re-emphasized
that the bridge bank was established for the purpose of preserving the
franchise value of the institution, so that its sale will minimize losses
to the Deposit Insurance Fund. As a resulf of the costs associated
with establishing a bridge bank, cantion must be exercised in
managing the operation until it 13 soid. As overseers, FDIC siaff must
carefully review applicable asset management and disposition
policies, and avoid those that may be counter-productive to the
operation of an open mstitution. Unduly harsh restrictions on the
bridge bank’s board and management may have an unintended effect
on the value of the franchise, and undermine the successful sale of the
institution. DRR oversight personnel must remain cognizant of the
inherent differences in hquidating failed institution assets versus
managing and operating an open institution.

The failed institution’s existing policies, procedures, and practices
should serve as the foundation for the bridge bank’s operations and
may be modified as needed, or as is practical, to refiect an improved
condition.

The primary objective of a bridge bank operation 15 to naximize value
and to minimize the cost of holding the institution. DRR staft shouid
review existing institution policy to determine what policies and
procedures worked well 1 the past, as well as those that did not, and
make appropriate recommendations. [nstitutional lending policies
that do not directly conflict with FDIC palicy, and are in compliance
with reguiatory guidelines, may be continued. For example, if the
baunk’s underwriting guidelines and loan programs were profitable and
in compliance with applicable banking and consumer protection laws,
there is no reason these programs cannot be maintained unless there
are tegally compelling reasons not to continue them. Usnacceptable
tending and operations pelicies shouid be discontinued. In the event
there are no clear lending and operations guidelines, new ones shouid
be adoptad by the bridge bank board. In addition to those policies
already in place, new policies, procedures, and delegations of
authority must be established by the bridge bank board which wiil
remain in effect dunng the short life of the bndge bank.

Bridge bank policies should include procedures for documenting
business decisions and these procedures shouid be distributed to
bridge bank management and FDIC personnel working with the
bank. Newly established policies and other applicable FDIC policies
and procedures will provide operational guidance to bridge bank
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management in exercising prudence in the managenient of assets,
mitigating risk, reducing and/or climinating any existing liabilities
not feft with the receivership, and in determining the disposition of
contracts and leases. Exceptions to general FDIC policy may come
up and should be handied on a case-by-case basis.

For Example: DRR asset sale policies normaliy require that loan
and ORE portfolios are marketed to the largest possible audience (the
open market) with the intended effect of maximizing tefurns but with
limited representations and warranties te limit post sale risk. A failed
institution, on the other hand, may have had a much more limited
audience Tor its loan sales that were profitabie with broad
representations and warranties and generated premiums. Upon
analysis, with advice from the Legal Division, if may be advisabie to
continue the failed institution’s sales policies in lieu of DRR asset
sales policies because the vields are apt to be higher and, therefore,
the franchise value may be greater. [t may also be advisable o use a
cotnbination of DRR and institutional sales guidelincs, One of the
major goals of the bridge bank is to become profitabie, if it has not
been, or to reduce losses i order to maximize revenues. An
institution having hoth attractive loan and deposit products, and an
efficient and well-managed “back room™ operation, will be more
attractive to potential acquirers than one that does not. Any potential
for profitability will enhance the bridge bank’s market value.

in general, the following FDIC policies should be considered in
formulating bridge bank policies so long as they do not interfere with
or detract from the operation of the ongoing nstitution. In as much
as the bridge baak and the receivership are two distinet Jegal entities,
some of the policies may not apply to both eniities. The following
list 13 not all inclusive, but serves as a starting point for managing and
marketing a bridge bank:

& Asset Reselution Manual

) DRR Directives, as they might apply o an open institution
{i.e. bridge bank or conservatorship).

. DOF Business Events Documentation Guide |

® Envirenmental Guidelines Manual

. RAB 2603-2 Bridge Bank/Closed Institution
Conservatorship Accounting.

¢ FFO Accounting Muannal

o Resolution Manual
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DRAR Directives  DRR directives are available through the internai FDIC web site.
Bridge bank management must be aware of directives that apply to
their operation. Many DRR directives deal with the hquidation of
failed instifution assets rather than the operation of an open instifution.
When it is unciear whether specific directives should be foliowed,
FDIC management and Legal Division staff should be consulted for
guidance. Also, the bridge bank may want to adopt certain policies
contained within these directives for use i their operation.
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A. Missioh Statement

The role of the bridge bank’s CEO and board is o facilitate the
obiectives of the FDIC’s bridge bank prograns by accomplishing the
following:

»  Establish management control and oversight of the institution
foliowing FDIC approved guidehnes and delegations of
authority,

¢ Promote confidence of customers and emplovees and
maintain customer service.

¢  Evaluate the instifution’s condition, identify losses, and
recommend the most viable alternatives for cost effective
resolution.

e  Approve a Strategic Business Plan that establishes goals and
objectives for the management of the mstitvtion up untii final
resolution.

¢  Ensure that the institution 15 operated in a sate and sound manner by:
—  Minimizing operating losses
—  Limiting growth

Eliminating any specuiative activities
- Termiinating any waste, frand, and insider abuse

e Take all necessary aciions to provide for the smooth transition of

assets and operations once final resolution occuss.

B. Operating Goals and Policies

The primary goals of the bridge bank are to stabilize the operations of the
financial institution; sterm and/or eliminate losses; develop operating plans
and strategies consistent with a cost-effective approaclh to managing the
institution’s problems; and, limit the prowth of the institution. With the
exception of implementing those policy changes requiring immediate
attention, other changes in existing policies should not be impiemented
untii the FDIC’s BBT, in coordination with the CEQ, has compieted a
review of the mstitution’s operating policies and prepared a written
Sirategic Business Plan that identifies those areas in need of change.
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C. Operational Issues

With the establishment of a bridge bank there are a number of issues that
must be addressed pertaining to the operation of both the bridge bank and
receivership. The primary areas discussed in this chapter are as Tollows:

Stafling
Communications
Strategic Business Plan
Policy Requirements
Accouniing issues
Reporting Requirements

D. Staffing

The issue of staffing will he an timmediate concern to everyene affected by
the closing. Beyond the identification and assignment of FDIC personnel
on the closing team, there will be other areas requining immediate atiention
as follows:

Bank Personnel

FDIC Personnei

- Bridge Bank Team (BBT)

-~ Receivership Team (RT)

Establishment of a board of directors for the bridge bank
Consuitants

Bridge Bank Manual
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Bank Personne!

As In gvery financial institution fatlure, the existing emplovee staff
has an Irnmediate and, in most cases, a justified concern pertaiming to
the continuation of health benefiis, life insurance, salary, severance
benetits, job security, and other associated issues, To encourage
posilive emplioyee relations at intervention and maintain them duaring
the management of the bridge bank, informiation on these matiers
niust be commiunicated in a timely, consistent, and responsive
mMannar.

It is very importang to be realistic and tmthful in staterenis made
concerning the future of the istitution and 1ts employecs, To ensuse
clear and consistent communications, information shouid be
presenfed in the following formats:

» Speech - A general employee information speech shouid be
prepared by the Receiver In Charge/Closing Manager
(RIC/CM3, This speech is intended for oral delivery at ali
office locations after the primary regulator appoints the FDIC
as Receiver.

» Benefits - Benefits should prepare a clear and consistent
message to employees regarding the status of their
retirement/pension, health insurance, and other related benefit
pian and employment agreements.

in a bridge bank envirenment, we most ensure that all traditional
bank products and services are performed in an orderly and
efficient manner. Therefore, the retention of bank personnel
becomes an important issue, Immediately following the failure, 1t
will be mostly business as usual uniil the BBT has been organized
and provided tiime to perform a review of the current bank
peiicy/procedures (hat pertain to the products and services the
institution provided.

FDiC Personnel

The identificotion and assignnient of key FDIC personnel to the
respective Bridge Bank arnd Receivership Teams is another 1mportant
factor. To the exient possible, it might prove advantageous to select
perscanel from the closing team to perform specitic duties for either the
BBT or RT.
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Board aof
Directars

Consuftants

Anocther important staffing issue 18 the 1dentification and selection of the
board members for the new bridge bank. See Chapter 3 for guidance on
selection of the board members, Untid the board 15 1 place it will be
business as usual from an operational perspective for the bridge bank. It
will be the responsibility of the BBT to make recominendations to the
board in order that new policy and/or procedures can be implernented.

Another area of staffinp that might be encountered is whether the
institution utiiizes consultants to perform criticat bank functions. If
consultants are used, then it will be necessary for the BBT to deterimine
the nature of those functions and how long the service wiil be required.

E. Communications

An extremely important part of any financial institution failure is to
estabiish effective lines of communication between ali related parties
during the early stages of the closing. It should be anticipated that
members from the closing team will also be assigned important duties for
either the “receivership’ or “bridge bank,” or both. Throughout the
existence of the bridge bank it will be necessary to establish and maintain
muitiple lines of communication on several frongs, for exanmple:

e Between BBT, CEQ. anxd the Board of Directors
e [Between FDIC and Bank Personnel
e Internal/External Communication Systems Capabilities
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Bridge Bank
Team, CEO, and
the Board of
Directors

Between FDIC
and Bank
Personnel

Internal/External
Communicalion
Systems
Capabilities

Immediately following the closing funciion, the BBT will be assembled
and assigned the responsibility of performing a complete review of ail
the business products, services, policies, and procedures the instifution
has in place. The information will be gathered and recommendations
wiil be made to the board regarding appropriate changes. It then
becomes the hoard’s responsibility to act on the recommendations;
thus, providing direction to the BBT. The first few weeks after the
ciosing will be a critical time for the BBT and the board. During that
time, they will be making decisions that will have a lasting tmpact on
the bridge bank throughout its existence. 1t 1s suggested that for the
first thirty (30} days after the closing, there will be a need o hoid
frequent meetings, possibly on a weekly basis. After all reviews have
been completed and recommendations acted gpon, the need to hold
frequent board meetings witl be reduced; but there still will be a need
to held board meetings throughout the existence of the bndge bank.

The success of the lransition fron: a faried msttution (o a bridge bank
will be enhanced witb a positive and beneficial dialog between the
FDIC staft and bank personnel. It is important that RT and BBT
personnel have a clear understanding of who is responsible for
completing specific duties, maintaining the separation of the
receivership and the bridge bank, and vaderstanding the flow of work.
It 18 also necessary to advise bank personnel when changes are niade
and how it will impact their current responsibilities. It must be
undcierstood that vatil the board implements new policies and/or
procedures that the bank staff shouid perform their duties as they have
in the past.

Depending on the compiexity of services offered and number of
locations that existed, a very extensive and iniricate network may be
required. It is very important that BBT and RT personnel have a sound
understanding of the capabilities of the network and associated
system(s) and how bank personnel utilize them. fn this environment, it
is important that the fines of comniunication are not interrupted untii
they are no longer needed. If systems are removed, then BBT
personnel must provide other means to establish effective lines of
communication and then advise affected hank personnel.
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F. Strategic Business Plan

Esiabiish Goals
and Objectives

A Strategic Business Plan (the “Plan”) should be developed to
estabiish goals and objectives while the tridge bank is in operation.
The Pian should be developed by the BBT, in coordination with the
CEO, and shouid provide the board of directors the assessmient of and
recommendations for the mstitution. The EIC, or designee, can be a
beneficial resource in developing the Plan, The Plan should consider:

Were any fornial actions implemented, i.e., Cease & Desist
Orders, Memo of Understanding, atc.?

Were any recommendations made that were not implemented?
What is the quality of the policies and procedures that age in
place?.

Are there any personnel issues that need o be addressed?
Are there any loan and/or deposif products or services that
shouid be discontinued?

Are there any affiliates or related companies?

Were the maost recent external audit recommendations, if any,
implemenied?

The BBT should consider specific actions addressing the Tollowing
areas when preparing the Pian:

Description, Evaluation, and Recommendations - A
narrative description and evaluation of the institution and
recommended specific actions for future operations.
Operational Issues - A detailed strategy to implement the
goals and objectives of the BBT.

Integrated Marketing Plan - Strategies for marketing and
dispasing of assets consistent with the Asset Marketing’s
marketing plan.

Strategic Operating Budget - An operating budget that
reflects the zoals and objectives established in the Plan.
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Description, The Pian should provide a narrative descripiion of the institution,

Evaluation, and an evaluation of its operations, and a seres of recommendations

Recommendations  for general operating strategies. The following elements may be
discussed:

» The last examination report.

» A description of the branch network.

¢ A description of the problems identified during the
examination.

» A bricf description of ali subsidiaries.

e A description of the institution’s loan servicing, data processing
systems, and software. Identify which functions are performed
in-house and by outside servicers.

* A description of any known material operational
deficiencies and weaknesses found in the books and
records, internal controls, EDP systems, efc.

»  An identification of time sensitive issues that must be
addressed within a certain fime period. For example, this may
include the repudiation of collateralized mostgage obligations
and possibly open loan funding commitments or correction of
adiustable rate mortgages.

» An identification of the recommended goals and
objectives to be pursued for the institution.
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Operational issues  The Plan provides a detailed strategy to accomplish the goals and
objectives of the BBT’s recommendations. The Plan shouid outline
the assumpiions for operafions during the existence of the bridge
bank.

While developing the Plan, the BBT must consider actions that
reduce gperating 1osses and exposure to interess rate tisk. The Plan
must address the Tollowing operational issues:

¢ A staffing analysis that includes a current organizational chart
indicating the names and titles of oftficers, depariment heads,
and supervisors with applicable salary and bonus information.

¢ A reduction of brokered deposits, FHLB advances, and other
borrowings., The Plan should specificaily address the funding
sources used and identify when each of tbe referenced liabiiities
will be eliminated.

» Liquidity maintenance {funding sources).

e Management and reduction of contingent liabiiities {legal
ctaims, letiers of credit, lines of credit, etc.).

» Contract admumnistration which would melode a bisting of
contracts, leases, maintenance agreements, or inswrance policies
that have more than a negligible impact on expenses.

» Description of current or pending hitigation.

Integrated The Pian should describe strategies fof marketing and disposing of

Marketing Plan assefs in a manner that expedites sales, and prepares the bridge bank
for eventual sale and/or resofution. The interaction between the RT
and BBET throughout implementation of the Plan will ensure timely
asset disposition. The Plan should address each of the following
areas:

» Disposition strategies for cach asset type.
e Steps required to prepare the assets for sale.
o Timeline with project completion dates.

» Personnel assigned {o complete the tasks.
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Strategic Operating
Budget

Under the Delegations of Authority, granted by the board, the CEQ
has authonty to expend funds through an approved budget. The BBT,
in coordination with the CEO, shouid prepare a budget for the
anftcipated length of time the bridge bank will be in existence. The
budget should include a projected balance sheet, income and expense
statements, cash flow statement, and a listing of assumptions used for
preparation. These assumptions should correlate to the goals and
recommiendations set forth in the Plan. The BBT should compute the
following ratios:

» Real Estate Owned as a percent of assets

e Non-performing loans as a percent of total loans
e Non-earning assets as a percent of earning assets
o Cost of funds (including borrowings} .

»  Operating ioss as a percent of assets

This informasion will be used o frack irends in the institution. Factors
that may lead {o distorted ratios must be footnoted.

G. Policy Requirements

The presentation of the Plan to the board hy the BBT begins the
process whereby new policies and procedures can be implementad
with the board’s approval. To the extent possibie, the current
pelicies and procedures of the failed institution should be
maintained. This measure will help ensure a smooth fransition to the
bridge bank environment.

Should it be necessary to change, modily, and/or develop new policies
and procedures guidelines, then recommended changes should be
identified in the Pian. The BBT should consider the impact of the
recommended policy and/or procedural changes to affected personnel.

in conjunction with the approval of the Plan, the CEOQ and BBT
should be developing specific operating objectives. These objectives
will identify tasks 10 be completed, projected completion dates, and
assigned FIIC personnel responsibie for completing the tasks.
Prioritization ot these objectives is dependent on the condition of the
ins{iution’s operations,
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Ongoing assessiments should be made for these areas:

Loss Determination - Realistic market values and asset
disposition alternatives should be developed for all loan and
non-loan assets, Assets that are specilically excluded from any
marketing efforts should be wansferred to the Receivership for
disposition.

Deposit Review - in determining the deposit strategy,
consideration needs to be given to funding needs, asset
restructusing goals, and avordance of excessive rate
competition. The amount of funds not insured is also required
because it is essential in assessing the value of competing bids
and the cost of resohution.

Insider Relationships and Abusive Transactions - All insider
transactions, inciuding ioan comimitnients, must be carefully
reviewed. Any guestionable or abusive arrangements should be
terminated as soon as legally possibie. Insider compensation,
benefits, service contracts, and “parachute”™ arrangements
should be reviewed, adjusted, or terminated, as appropriate, to
avoid an appearance of impropriety.

Downsizing — A major consideration for the bridge bank s the
proper management and orderly downsizing or disposition of
assets. Listed below are areas that should continually be
reviewed: .

- Reduction of non-performing assets - Atternpts should
be made to reach acceptabie work out agreements.

- Branch Consolidation - The closing of unprofitable or
redundant branches i1s advisable, if the bridge bank is
expected to operate for a longer period of time. The
Community Reinvestrnent Act and area demographics
must be considered in developing such plans. Repulatory
requirements regarding notification or approval should be
ascertained prior to any action.

- Securities Portfolio - Special attention should be given to
identification of securities that pose significant interest rate
or credit risk. Reducing such risks should be made part of
the operational pians for iquidity and funding.
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Asset Management - The post-closing Manager’s {ean: are
members of both the RT and BBT. As such, the team must he
cognizang of the different requirements for each entity. The post-
ciosing Manager’s team will assume management responstbility
for:

~ The assets retained by the FDIC Receivership.

The asset management services for the assets retamed by the
bridge hank in cooperation with the bridge bank’s CEO and
managenient,

- Developing, in concert with the bridge hank’s
employees/otiicers, a plan of execution including; goals,
timelines, stratification of book values, asset counts, and staff
assigninents for the priority areas identified by DRR.

— In the event that the bridge bank was formerly a banker’s
bank, procedures must be developed, in concen with the
FDIC Financial Masnager, for the handling of the daily cash
managemeni and/or Federal funding activities of both the
upstream and downstream correspondent banking chients.

Subsidiaries - Many larger institutions (and even some smaller
ones} have subsidiaries which are fegally scparate and distinct
from: the parent. Subsidianes must be treated differently from
other types of assets hecause of their corporate struciure. A
thorough evaluation of the subsidiary assets, and real and
contingent liabilities must be undertaken at the earliest possible
date. Assuming the bridge bank is the sole owner of the
subsidhary, it is generally advisable to require the resignation or
terminate the existing officers and directors of the subsidiary. A
new subsidiary board must be 1nstalled by bridge bank
management — under the auspices of DRR —in a special
shareholders’ meeting. The new subsidiary board will then
appoint new officers tor the subsidiary. A decision must then be
made whether to hold, sell, merge, dissolve, abandon, or
bankrupt the subsidiary. Failure to respect the corporate
formialities of a subsidiary could make the assets of the parent
bridge bank available to the subsidiary’s creditors. Subsidiary
Management, Accounting and the Legal Division should be
consuited in every aspect of the decision making process
surrounding a subsidiary. I the failed institution was
providing financing to the subsidiary, bridge bank management
will need to assess whether this funding shonkd continue,
keeping in mind that a decigion to discontinue funding will
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likely have a negative impact on the profitability and value of
the subsidiary. Day to day management of the subsidiary is the
responsibility of the officers of the subsidiary, under the
oversight of the subsidiary board. Any decision regarding
replacement of the subsidiary board, or the sale, merger,
abandonment, or bankrupicy of the subsidiary rests with the
bridge bank, as sole shareholder of the subsidiary.

Lending - All outstanding lending commitnients should be
reviewed with a hias toward cancellation anless business and
legal considerations strongly indicate otherwise.

Funding - The bridge bank is an operating institution and wili
have daily funding needs. The failed hank’s cash flow
projections will need to be analyzed and modified to include
estimated deposit outtflows. A rolling forecast will need to he
updated. daily to provide adequate notice to the FDIC
{performed by Acconnting Management — see Chapter 0,
“Corporate Funding™). The scurces of funds in place at the time
of closing of the failed bank wiil need to be reviewed to
determine whether these sources are the most cost efTective.
Whenever possible, this area shionld be reviewed with a goal of
cutting costs. The ability (o achieve cost reductions will depend
largely on the ability to downsize. The payment of interest at or
above local market rates on core deposits is {0 be avoided, .

Personnel - The bridge bank will assume or reject any
empioyment, severance, consuiting, ot other compensation
contracts within the ime constraints of the Purchase and
Assumption Agreement. Any of these contracts not assumed
by the bridge bank will be terminaied by the receivership.

Cost Containment - Operating expenses should be
controlied by identilying expenses that are no longes
NECessary.

Consulting Agreements - A review of all agreements with
firms consulting on vanous matters shouid be completed to
determine whether these agreements are still necessary. I the
conltract{s}) are to be repudiated, the BBT should request such
action be taken by the Receivership.

Contracting - It is Iikely that certain functions will be
perfermed by contractors while the bridge bank is in existence.
Contracis engaged within the confines of an existing contract
can be handled through the process of bridge bank operations.
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The bridge bank is usuaily authorized fo continue utilizing the
procurement practices of the failed bank for a period up (0 six
months after 1ts formation to fulfill operating requirements.
However, contracts that originate solely because of FDIC
infervention must be handied through FDIC's contracting
process. ks important that the CEO he provided the ability to
enter info contractual agreements through appropriate
delegations of authority. To the extent possibie, service
contracts should be in comphiance with existing FDIC contract
policies and procedures.

Internai Audit - Consideration shouid be given to using the
internal audit staff to the fuliest extent possibie. This staff may
provide a wealth of knowledge to the CEO and BBT regarding
strengths and weaknesses within the organization. .

Miscellaneous Asset/Liability/Operational Issues — The
disposition of certain asset types can be handled equally
well by a bridge bank or receivership. Certain Ioan
products that become increasingly difficult o0 manage or
dispose of and/or less valuable may be passed to the
receivership.

The BBT, when necessary, should seek the advice of the Legal Division before
continuing, terminating. or repudiating any operational contract or agreement. Further,
any issue, relationship, or contract involiving a hoiding company or affiliate should be
brought to the attention of the RIC, Asset Manager, CEO, and Legal Division.
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Bridge Bank Accounting

A. Accounting Issues

As 1 any financial institution failure, it will be necessary to perforin a
compiete review of the institution’s general ledger with the affected
processing systems {1.¢, foan, deposit, savings, certiftcate of deposst,
etcy. Fromian accounting perspective, the following steps must be
completed:

e Proforma

o Secparation between Bridge Bank and Receivership
+ Corporate Funding

e Termination of Bridge Bank

Proforma The proforma team confirms all general ledger accounts of the closed
mstitution to create a consolidated statement of condition for the failed
bank as of bank failure date. All accounting information is based on
book values and 15 adjusted {or unprocessed work, out-of-balance
conditions, reversal of estimated losses and, accrouals and deferrals as
necessary.
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Separation Once proforma has confirmed the failed bank’s assets and

between Bridge  [iabilities, the ownership of the assets and labilities will be split

E:::igfe]ihip based on the Purchase and Assumption agreement executed
between the receivership and the bridge bank. The hridge bank will
serve as lhe asswning institution. Proforma will produce Proforma
Financial Statements for the Receiver in Charge and the bridge
bank executive managenient. [t is iniportant for the BBT and RT to
work closely 1 reviewing the Proforma Statement of Condition o
ensure that the accounts are properly segregated. Coordination with
BET, RT, and Proforma Manager through the Proforma process
should also help reduce potential probiems in the institution’s final
resolution, Additionally. to avoid potential accounting and
reporting problems, all elfected parties should meet before the
bridge bank is formed.

After atl balance sheet accounts have been successfully split between
the receivership and the bridge bank. each entity will account and
report separately. The receivership will be accounted for under
FDIC’s general ledger, while the bridge bank will maintain its
accounting records on the failed bank’s core banking platform. It
shouid be noted that although the entities account for the transactions
separately. they share the same tax id number. The IRS views the
bridge bank as a marketing vehicle {a bifurcation of the original
receivership) and not a separate legal entity. During the marketing of
the bridge bank, there may be tiines whesn it 1 necessary to transfet
certain assets and/or Hiabilities from the bridge bank to the
receivership {or vice versa). When this occurs, it is essential that the
BBT and RT members closely coordinate with Accounting to
properly account and fund the {ransaction.

Corporate The Liability Accounting Unit (LAU) may require funding from FDIC

Funding Corporate. To ensure adequaie Jiguidity exists while the bridge bank is
in existence, Accounting Management will provide a rolling cash
forecast to LAU. LAU wili communicate ali requests for corporate
advances to Accounting Management. Accounting Management wili
provide LAU a daily cash report showing the cash in flows and out
flows. Accounting Management will be responsible for accounting
for the cash flows hetween the Deposit Insurance Fund, the bridge
bank, and the receivership.
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Termination of When the bridge bank is terminated, Accounting Management will

the Bridge Bank complete a second Proforma documenting what was sold from the
bridge bank fo the assuming institution and whar assets and liabilities
are being transferred back to the original receivership established
when the bank failed. The original inception entries of the
receivership will not be modified. Assects and liabilities going back to
the receivership will be treated similar to put backs.
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Bridge Bank Reports

A. Reporting Requirements

Throughout the existence of a bridge bank, it will be necessary o
generate a variety of reports. Since the bridge bank is an open financial
institution, the reporting requirements are mose extensive than they are
for a receivership. Listed below are the various categories for which
reports will be generated:

e FDIC Reposting Requirements:
- Closing Reports
— Financial Statemenis
— Inferim Servicing Reports
-~ Asset Marketing Reports
- Funding Reports

s Siandard Bank Reports

» Board of Direcior Reports
s  Special Request Reports

e« Repuiatory Reports

Bridge Bank Manuai Page 7-1
Revised: May, 2011



Bridge Bank Reporis Chapter 7

B. FDIC Reporting Requirements

Ciosing Reports

Financiai
Statements:
Baiance Sheet,
Income
Statement, and

The closing team will perform a complete review of all asset and
linbility services/producis the institution has historically provided to
its customer base, and produce a standard set of Closing Reporis.
Financial Statements, Interim Servicing, and Asset Marketing
Reporis play an important rofe for the recetvership and bridge bank
during the linal resolution process. Should it be necessary to borrow
funds from FDIC in its Corporate capacity, then Funding Reports
will be required. Listed below is a brief explanation of how these
reports are used and by whom.

The Proforma Statements provide the ownership split of assets and
labilities between the recetvership and bridge bank based on the
executed Purchase and Assumption Agreement. Interim Servicing
will work with Business Information Systems to segregate assets and
Habidities of the feceivership i a separate braach on each of the
atfected bank processing systems. Once this has been accomplished,
then it will be possible to provide a complete set of Standard Bank
Reports for each entity.

Periodic standard financial statements for the bridge bank will be
prepared for use by both the BBT and the board of directors (i.e.
Balance Sheet, Income Staterment, and Cash Flow Reporis).

Cash Flow

Reports

interim Whereas the bridge bank is an open and ongoing financial institution,

Servicing all eollections will be accounted for within the bridge bank. Loans

Reports owned by the receivership will be intenim serviced by the bridge
bank and collections will be remitied on a regular basis to the
receivership in compliance with established policies and procedures.
All non-loan assets retained by the receivership will be converted to
FDIC asset servicing systems.
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Bridge Bank Reports

Asset Marketing nfuketing reports will be necessary to facilitate the sale of assets

Reports

regardless of the holder (bridge bank or receivership}. Traditionally,
all assets and liabilities tdentified for sale will be assigned to the
bndge bank; therefore, it may not be necessary to generate marketing
reports for the recetvership unless assets are retained by or
transferred to the receivership,

Funding Reparts Usuaily, at the time the FDIC Board Case is being prepared fo

recommend a bridge bank siructure, an operating line of credit is also
recommended. Any increases in the maximum authorized amouni
must be approved by the FDIC Board. The FDIC Board, by
resolution, delegates to the Director of DRR {or designee) authority to
execute a Loan Agreement, a Note, other related documents and
amendments, waivers, or medifications io them, approve ot
disapprove requests of the bridge bank for advances of funds, demand
repayment of the funds and, any other actions deemed necessary.

The BBT and DRR Washington should closely monitor the advances
to the bridge bank to ensure that the aggregate principal does not
gxceed the amount approved by the FDIC Board. Accounting
Management is responsible for developing adequate reports to
reconcile and monitor cash flow between FDIC Corporate and the
bridge bank. it becomes evidest that an iricrease in the authonzed
amount is necessary, DRR must prepare an FDIC Board Case
recommending that the lige of credit be increased. As primary
regulator of the hridge bank, the OCC must be kept infernmed of any
increase in the total principal amount of the operating funds. The
correspondence for notifying the OCC will be prepared by the Legal
Division in Washington, D.C..

C. Standard Bank Reporis

It is important that these reports are produced and disseminated from
the time of bank failure. If it becomes necessary fo modify, delete, or
develop acw reposts, the process should be outlined 11 the Steategic
Business Plan. After the segregation of the recetvership und bridpe
bank assets/liabilities have been compieted, two sets of reports will be
senerated,
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D. Board of Director Reports

With the establishment of a new board of directors for the bridge bank, it
will be necessary to generate reports for their review. To the extent
possible, it is recommended that the new board use the same reporis that
were produced for the failed institution’s board. If it becomes necessary
to modify, delete, or develop new reports, this should also be outlined in
the Strategic Business Plan. |t will not be necessary to produce these
reports for the Receivership.

When cogporate funding 15 required to ensure adeguate hquidity, 1t is
the respensibility of Acconnting to provide a monthly status report o
the board.

E. Special Request Reports

As in every financial institution there will be a need to create and
disseminate specilic ad-hoc reports for the bridge bank and receivership.
These requests Tor mformation may be made by the FDIC, the bridge
bank’s board of directors, its CEG, the BBT, or the RT. Each request tor
ad hoc reports should be handled expeditiously.

F. Regulatory Reporting

With the approval of a de-novo bank by the applicable Charfering
Agency, it will be necessary for the BBT to ensuore alf reporting
requirernents are met, which inciudes the filing of quarterly Reports of
Condition and Income. In addition, since the bridge bank will be
providing basically the same services as the fasled bank, 1t will need to
have in place the banking services that the Federal Reserve Bank was
providing fo the failed bank. The Federal Reserve Bank will request
that the bridge bank execute a letter stating that it assumes and wiil be
bound by the operaung letters and service contracts existing between the
Federal Reserve Bank and the failed bank.
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Marketing the Bridge Bank

A. Preparing the Bridge Bank for Sale

As part of the FDIC s Strategic Resolution Plan for the bridge bank, 2
tentative time Iine should be developed to include preparation of the

Information Package (1P} and AVR

by Franchise Marketing. Included

m the time iine s the marketing period, conducted on a secure web
site, the due diligence period, the bid due date, and the date of the

FDIC Board meeting to approve the

ultimnate sale of the institution. A

defermination wiil have been made whether to hold the bridge bank
short term (for less than nine months) or long term (for more than nine
months). 1t is generally advisable to hold a bridge bank short term
although other circumstances, such as a down market, niay warrant
holding it longer. In any eveni, the majority of bridge banks will be
held short term and sold as quickly as possible,

One of the primary goals of the brid

oe bank is to restore stability,

clean up probiem assets, and improve the balance sheet in order to
add value to the institution. The least cost requirement does not
apply when a bridge bank is sold; however, the bridge bank should be
resolved in a manner that will minimize losses and maximize
recovenss 1o the Deposit Insurance Fund {DIF). Consequently, the
bridge bank should be managed with the ultimate sale of the
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Assets

Deposiis

Branches

mstitution in mind. Franchise Marketing wili gather the necessary
information to prepare the IP and AVR, solicit bidder interest,
arrange for due diligence, and receive and analyze bids. The eatire
process is handled by the DRR Franchise and Asset Marketing
Branch.

Of major importance for management is to identify, evaluate, and work
out froubled assets i the hope of passing as many assets as possibie at
resolution. At the same fime if will be necessary to inventory and
perhaps re-package performing loans and other assets to maxinize
returns. It may be advisahie, however, to package and sell assets as the
failed mstitution has done, especially if past sales have been profitable
and successful. Some effort should be made to package loans so they
can be sold at a premium over book value. For exampie, if the
instiution is a majos originator of single family residential loans, it
may be more profitable {o continue seiling to an established group of
investors. DRR Asset Marketing and Washington Capital Markets will
be directly involved in decisions surounding loan sale infiatives.

And, finadly, after a thorough review of the bridge bank assets has heen
compieted, 1t may be necessary to move some assets (o the receivership
for either legal or business reasons.

As part of the emphasis on improving the bridge bank’s balance sheet
and asset-Hability mix, core deposits shouid be maintained at existing
levels but not at the risk of offering ahove market interest rates.
Brokers, out-of-area, and high rate deposit producis should be aliowed
to run off which wiil help reduce the bridge bank’s interest payables.
Interest payable is a balance sheet item that is usually the greatest
single expense for a depository institution. Advertising for new
deposits should, Tor the most part. be discontinned.

1f the bridge bank is to be operated for a long period of time, an
analysis of the branch network may make it feasible to spin off single
branches or branch nesworks for sale to other institutions. Such moves
shouid be undertfaken only after a thorough evatuation of the franchise
to determine whether branches shouid be held, sold, or consodidated for
reasons of profitability or redundancy. If the decision is made to sell or
ciose a branch, it should be timed so as not o confuse buyers ot in any
way impede the sale of the bridge bank.
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Subsidiaries

Back Office
Qperations

Current and
Contingent
Liabiiities

While Franchise Marketing will typically attempt to pass the bridge
bank subsidiary(ies} to the purchaser of the deposit franchise, it may be
necessary to move some subsidiarv{ies) to the receivership for either
legal or business reasons. if a subsidiary appears to have value as a
going concern, it should be managed in a manner intended to maintain
or enhance this value. Other subsidiary(ies) should be managed in
accordance with established subsidiary management policies and
procedures.

Back office operations constitute the most critical atea requiring
immed:iate attention. All books, records, and EDP systems must be
reviewed and analyzed, and any problems corrected hefore the
instiution is sold. The EDP system, in pariicular, plays a signilicant
role in the resolution process since it is the single most important
operating system. Likewise, administrative expenses and averhead
must be closely analyzed, and cuis implemented if deemed
appropriaie. Concurrenily, if retention of qualified and essential EDP
ot ather personnel i a prablem, bonuses and ather tncentives should
be explored. The CEO may even hire EDP consultants, if necessary,
to assist in the review, the analysis and possibly even the operation of
the EDP system.

All current and contingent iiabilities should be thoroughly assessed
and problems, or issues, seitled before the institution’s resoiution.
Particular attention should be paid o letters of credit, unfunded ican
comuitments, environmestal problems, employment agreements,
securitizations, and trust departments. it may be necessary to move
some habilities of the bridge bank to the receivership for legal or
business reasons. As witb unatiractive assets that prove difficult to
work out, some liabilities - real or potential - may have to he moved
out of the bridge bank in preparation for a sale. A “clean” institution
is more valuabie to the FDIC and, therefore, easier to market.
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B. Structuring the Bridge Bank Sale

Four major considerations will determine the sales structure and
marketing strategy to be followed by Franchise and Asset Marketing,
they are: {1} minimize loss and maximize recovery to the DIF, (2) the
size of the institution, (3} the institution’s asset-liahility mix, and (4)
the loan poel structures,

Once the sales and marketing strategy has been determined, there are
four pnimary opticis {o achieve a sale under current bridge bank
statutes for “open” institutions: (1) stock sale, {2} merger or
consahidaiion, (3) purchase and assumption directly {rom the bridge
bank, or {4) closing the bridge bank and entering into & purchase and
assumpiton agreement from the FDIC as receiver. Variations in
marketing strategy can be developed, il necessary, for the bridge bank
sale. Additional detzils can be foumd in the Eesofution Manual.

C. Marketing the Bridge Bank

The overall goal of marketing the institution is to ammve at a strategy
that encourages competition among potential acquirers and results in
the resolution that nminimizes loss and maximizes recovery to the
DIF.

The marketing process consists of

s Developing a Marketing Strategy

e Preparing the Bid List

s Preparing the iP and AYR

o Creating a secure Web site

= Planning and Conducting Due Diligence
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D. Post Strategic Resolution Plan

Termination of
Bridge Bank

Public Notification
and Timetiabie for
Sale of Bridge
Bank

The bridge bank will ferminate upen the eartier of one of the
following events: (a) merges or consolidation with an approved
depository mstitution; (h} at the election of the FDIC, the sale of a
majority of the capital stock of the bridge bank; (¢} sale of 80% of
the capiial stock of the bridge hank; (d} assumption of Habilities
and sale of assets (the purchase and assumption agreement}); (e)
expiration of the statutory period altowed for bridge banks; or, (f}
dissolution by the FDIC Board of Directors. If the FDIC is
successful in marketing the bridge bank, the fransaction wiil
generally fake the form of a purchase and assumption agreement
with an approved FDIC-insured institution. The actual process of
resoiving a bridge hank, from taking bids through closing, 1s
essentially the sanwe as for any failing institution except as noted
helow.

There are cestain statutory provisions that require public
notificaiion when a bridge bank 1s terminated. Unlike a “nonmal”
failing bank resolution, confidentialify at this stage 1s unnecessary
since the FDIC has assumed ownership of the failed institution in
the form of the bridge bask. In the normal course of events, the
FDIC Board will issue a press release detailing the termination
and sale of the bridge bank.

The procedures and time periods prescribed by the Bank Merger Act
{administered by the regulatory agencies or Federal Reserve Board
depending on the nature of the acquiring institution} and of the Bank
Helding Company Act {administered hy the Federal Reserve Board)
niust he observed after the FDIC Board selects the winning bidder,
All of this process is detailed more tully within each agency’s
published procedures. It should be emphasized that hoth the FDIC
and the acquiring institution must comply with the time lines and
any other requirements set out by the appiicable regulator.
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Repudiation of
Coniracis

After the bndge bank is chartered, the Asset Management Contract
Repudiation Unit and FDIC Legal Division will make a compiete
review of the failed insutution’s coniracts and leases. While the
bridge bank is active, those contracts determined o be unnecessary,
overly burdensonie, contrary to the FDIC’s mitssion, or not cost
effective should be referred for further handling and possible
repudiation. Bridge bank management and its board will not
repudiate any contract. The contracts and ieases will be furned over
to the receivership staff pursuant to the Purchase and Assumption
Agreement for repudiation, usually after the bridge bank has been
terminated. This procedure is particuiarly important when EDP
software and hardware systems, equipment confracts, and property
leases are involved.

Premature repudiation of contracts and leases could have an adverse
impact on the successful sale and marketing of the bridge bank, or
lead to legal ramifications that could have been avoided with proper
handitng,

Premature repudiation is also likely to interrupt the ongoing
operations, and impede the sale, of the bridge bank. 1t 1s imperative
that the Asset Management Contract Repudiation Unit, the bridge
bank managemens team, and the Legal Division commusnicate
clearly with each other and cooperate {ully in the disposition of the
failed institution’s contracts and leases.
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Bridge Bank Resolution Chart

Bridge Bank Resolution

Closed by Chartering Authority
Assets and fiabilifies pass fo the Receiver

FDIC, as
Insurer
{Corporate
Capacity)

Acquiring
institution
purchases
assets and
assumes al
depaosits from
Bridge Bank

Receiver passes most assels and
insured deposits 1o Bridge Bank

Closed by Chartering Authority

Unsoid
assels and
Habilities
passio
Receiver

Remaining
asseis and
iabilities
pass io

initial
Receivership
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