Supporting Statement for
the Consolidated Reports of Condition and Income
(FFIEC 031 and 041; OMB No. 7100-0036)

Summary

The Board of Governors of the Federal Reserve System (Board) requests approval from the
Office of Management and Budget (OMB) to revise the Federal Financial Institutions Examination
Council (FFIEC) Consolidated Reports of Condition and Income (Call Reports) (FFIEC 031and 041;
OMB No. 7100-0036). These data are required of state member banks and are filed on a quarterly
basis. The revisions to the Call Reports that are the subject of this request have been approved by
the FFIEC. The Federal Deposit Insurance Corporation (FDIC) and the Office of the Comptroller of
the Currency (OCC) have also submitted a similar request for OMB review in order to request this
information from banks under their supervision.

The Federal Reserve requires information collected on the Call Reports to fulfill its statutory
obligation to supervise state member banks. State member banks are required to file both detailed
schedules of assets, liabilities, and capital accounts in the form of a condition report and summary
statement as well as detailed schedules of operating income and expense, sources and disposition of
income, and changes in equity capital. The current annual burden for the Call Reports is estimated
to be 184,345 hours; the proposed revisions are estimated to increase the annual burden to 186,976
hours.

The Board, FDIC, and OCC (agencies) propose to implement several changes to the Call
Report requirements on a phased-in basis during 2009 to better support their surveillance and
supervision of individual banks and enhance their monitoring of the industry’s condition and
performance. The proposed revisions reflect a thorough and careful review of the agencies’ data
needs in a variety of areas as banks encounter the most turbulent environment in more than a decade.
Thus, the revisions include new items that focus on areas in which the banking industry is facing
heightened risk as a result of market turmoil and illiquidity and weakening economic and credit
conditions. Where possible, the agencies have sought to establish reporting thresholds for proposed
new items. Other proposed new items will be relevant to only a small percentage of banks.

The revisions that would take effect as of March 31, 2009, include:

e The addition of new items in response to a revised accounting standard that will provide
information on held-for-investment loans and leases acquired in business combinations;

e Revisions to several Call Report schedules in response to accounting changes applicable to
noncontrolling (minority) interests in consolidated subsidiaries;

e Clarifications of the definition of the term *“loan secured by real estate”;

e The addition of a new item to be reported annually on the bank’s fiscal year-end date;

e Exemptions from reporting certain existing Call Report items for banks with less than $1 billion
in total assets;

e Instructional guidance on quantifying misstatements in the Call Report; and

e The elimination of confidential treatment for data collected on fiduciary income, expenses, and
losses.



The proposed Call Report revisions to be implemented as of June 30, 2009, include new or

revised items for:

Real estate construction and development loans outstanding with capitalized interest and the
amount of such interest included in income for the quarter (for banks with construction and
development loan concentrations);

Holdings of collateralized debt obligations and other structured financial products by type of
product and underlying collateral;

Holdings of commercial mortgage-backed securities;

Unused commitments with an original maturity of one year or less to asset-backed commercial
paper conduits;

Fair value measurements by level for asset and liability categories reported at fair value on a
recurring basis (for banks that have $500 million or more in total assets, apply a fair value
option, or are required to complete the Call Report trading schedule);

Pledged loans and pledged trading assets;

Collateral held against over-the-counter (OTC) derivative exposures by type of collateral and
type of counterparty as well as the current credit exposure on OTC derivatives by type of
counterparty (for banks with $10 billion or more in total assets);

Remaining maturities of unsecured other borrowings and subordinated notes and debentures;

Investments in real estate ventures;

Held-to-maturity and available-for-sale securities in domestic offices (for banks that have both
domestic and foreign offices);

Credit derivatives by credit quality and remaining maturity; and

Whether the bank is a trustee or custodian for certain types of accounts or provides certain
services in connection with orders for securities transactions regardless of whether the bank
exercises trust powers, which will take the form of yes/no questions.

The proposed Call Report revisions that would take effect December 31, 2009, apply only to

Schedule RC-T, Fiduciary and Related Services. These revisions include:

Breaking out foundations and endowments as well as investment advisory agency accounts as
separate types of fiduciary accounts in the schedule’s sections for reporting fiduciary and related
assets and income;

Adding items for Individual Retirement Accounts and similar accounts included in fiduciary and
related assets;

Expanding the breakdown of managed assets by type of asset to cover all types of fiduciary
accounts;

Adding new asset types in the breakdown of managed assets by type of asset;

Revising the manner in which discretionary investments in common trust funds and collective
investment funds are reported in the breakdown of managed assets by type of asset;

Adding items for the market value of discretionary investments in proprietary mutual funds and
the number of managed accounts holding such investments; and

Adding items for the number and principal amount outstanding of debt issues in substantive
default for which the institution serves as indenture trustee.



Background and Justification

Banks that are members of the Federal Reserve System are required by law to file reports of
condition with the Federal Reserve System. Section 9(6) of the Federal Reserve Act (12 U.S.C. 324)
states:

... banks ... shall be required to make reports of condition and of the payment of dividends to the
Federal Reserve bank of which they become a member. Not less than three of such reports shall
be made annually on call of the Federal Reserve bank on dates to be fixed by the Board of
Governors of the Federal Reserve System.... Such reports of condition shall be in such form and
shall contain such information as the Board of Governors of the Federal Reserve System may
require and shall be published by the reporting banks in such manner and in accordance with
such regulations as the said Board may prescribe.

In discharging this statutory responsibility, the Board of Governors, acting in concert with
the other federal banking supervisory agencies since 1979 through the FFIEC, requires banks to
submit on the quarterly Reports of Condition and Income such financial data as are needed by the
Federal Reserve System to: (1) supervise and regulate banks through monitoring of their financial
condition, ensuring the continued safety of the public’s monies and the overall soundness of the
nation’s financial structure, and (2) contribute information needed for background for the proper
discharge of the Board’s monetary policy responsibilities. The use of the data is not limited to the
federal government, but extends to state and local governments, the banking industry, securities
analysts, and the academic community.

Description of Information Collection

The Call Reports collect basic financial data from commercial banks in the form of a balance
sheet, income statement, and supporting schedules. The Report of Condition contains supporting
schedules that provide detail on assets, liabilities, and capital accounts. The Report of Income
contains supporting schedules that provide detail on income and expenses.

Within the Call Report information collection system as a whole, there are two reporting
forms that apply to different categories of banks: (1) all banks that have domestic and foreign
offices (FFIEC 031), and (2) banks with domestic offices only (FFIEC 041). Prior to March 2001,
there were four categories of banks and four reporting forms. The FFIEC 031 was filed by banks
with domestic and foreign offices and the FFIEC 032, 033, and 034 were filed by banks with
domestic offices only and were filed according to the asset size of the bank.

There is no other reporting form or series of reporting forms that collect from all commercial
and savings banks the information gathered through the Reports of Condition and Income taken as a
whole. There are other information collection systems that tend to duplicate certain parts of the Call
Reports; however, the information they provide would be of limited value as a replacement for the
Call Reports. For example, the Federal Reserve collects various data in connection with its
measurement of monetary aggregates, of bank credit, and of flow of funds. Reporting banks supply
the Federal Reserve with detailed information relating to such balance sheet accounts as balances
due from depository institutions, loans, and deposit liabilities. The Federal Reserve also collects



financial data from bank holding companies on a regular basis. Such data are presented for the
holding company on a consolidated basis, including its banking and nonbanking subsidiaries, and on
a parent company only basis.

However, Federal Reserve reporting forms from banks are frequently obtained on a sample
basis rather than from all insured banks. Moreover, these reporting forms are often prepared as of
dates other than the last business day of each quarter, which would seriously limit their
comparability. Institutions below a certain size are exempt entirely from some Federal Reserve
reporting requirements. Data collected from bank holding companies on a consolidated basis reflect
an aggregate amount for all subsidiaries within the organization, including banking and nonbanking
subsidiaries, so that the actual dollar amounts applicable to any bank subsidiary are not determinable
from the holding company reporting forms. Hence, these reporting forms could not be a viable
replacement for even a significant portion of the Call Reports since the Federal Reserve, initsrole as
supervisor of insured state member banks, would be lacking the data necessary to assess the
financial condition of individual insured banks to determine whether there had been any
deterioration in their condition.

Beginning March 1998, all banks were required to transmit their Call Report data
electronically. Banks do not have to submit hard copy Call Reports to any federal bank supervisory
agency unless specifically requested to do so.

Proposed Revisions

March 2009

A. Loans and Leases Acquired in Business Combinations

Banks must apply Statement of Financial Accounting Standards No. 141 (Revised), Business
Combinations (FAS 141(R)), which was issued in December 2007, prospectively to business
combinations for which the acquisition date is on or after the beginning of their first annual reporting
period beginning on or after December 15, 2008. Thus, for banks with calendar year fiscal years,
FAS 141(R) will apply to business combinations with acquisition dates on or after January 1, 2009.
Under FAS 141(R), all business combinations are to be accounted for by applying the acquisition
method.

Under current generally accepted accounting principles, loans to be held for investment that
are acquired in a business combination accounted for using the purchase method generally are
recorded at “present values of amounts to be received determined at appropriate current interest
rates, less allowances” for loan and lease losses (ALLL).! Thus, in practice, an acquired bank’s
ALLL generally is carried over to the acquiring bank’s (consolidated) balance sheet. In contrast,
under FAS 141(R), a bank acquiring loans to be held for investment in a business combination
accounted for using the acquisition method must record these loans at fair value. The fair value of

1 See Statement of Financial Accounting Standards No. 141, Business Combinations (FAS 141), paragraph 57(b).
This accounting treatment does not apply to those acquired loans within the scope of American Institute of Certified
Public Accountants Statement of Position 03-3, Accounting for Certain Loans or Debt Securities Acquired in a
Transfer (SOP 03-3).



these loans incorporates assumptions regarding credit risk. Asaresult, FAS 141(R) does not permit
an acquiring bank to carry over the acquired bank’s ALLL. This same prohibition on carrying over
the ALLL would apply in those situations when a bank must apply push down accounting, which is
the establishment of a new accounting basis for a bank in its separate financial statements and its
Call Report as a result of the bank becoming substantially wholly owned via a purchase transaction
or a series of purchase transactions.

Because of this significant change in the accounting for acquired loans, paragraph 68(h) of
FAS 141(R) requires the following disclosures about the loans (not subject to SOP 03-3) and leases
that were acquired in each business combination that occurred during the reporting period:
e The fair value of the loans and leases;
e The gross contractual amounts receivable; and
e The best estimate at the acquisition date of the contractual cash flows not expected to be
collected.

These disclosures are intended to assist users of financial statements in understanding the
credit quality and collectibility of the acquired loans and leases at the time of their acquisition.
Accordingly, and in recognition of this significant change in accounting practice for business
combinations, the agencies are proposing to add new items to the Call Report that would encompass
the three acquisition date disclosures required by FAS 141(R) cited above for the following
categories of acquired held-for-investment loans (not subject to SOP 03-3) and leases:

. Loans secured by real estate;

. Commercial and industrial loans;

. Loans to individuals for household, family, and other personal expenditures; and
. All other loans and all leases.

These new items would be completed by banks that have engaged in business combinations
that must be accounted for in accordance with FAS 141(R) or that have been involved in push down
accounting transactions to which the measurement principles in FAS 141(R) apply, i.e., in general,
transactions for which the acquisition date is on or after January 1, 2009. A bank that has completed
one or more business combinations or has applied push down accounting during the current calendar
year would report these acquisition date data (as aggregate totals if multiple business combinations
have occurred) in each Call Report submission after the acquisition date during that year.

B. Noncontrolling Interests in Consolidated Financial Statements

In December 2007, the FASB issued Statement No. 160, Noncontrolling Interests in
Consolidated Financial Statements (FAS 160). FAS 160 requires a bank to clearly present in its
consolidated financial statements the equity ownership interest in and the financial statement results
of its subsidiaries that are attributable to the noncontrolling ownership interests in these subsidiaries.
FAS 160 defines a noncontrolling interest, also called a minority interest, as the portion of equity in
a bank’s subsidiary not attributable, directly or indirectly, to the parent bank. Under FAS 160, the
ownership interests in subsidiaries held by the noncontrolling interests must be clearly identified,
labeled, and presented in the consolidated balance sheet within equity capital, but separate from the
parent bank’s equity capital. FAS 160 also requires that the amount of consolidated net income
attributable to the bank and to the noncontrolling interests in the bank’s subsidiaries be clearly



identified and presented on the face of the consolidated income statement. In this regard, the
consolidated income statement will reflect the amount of the bank’s consolidated net income, with
separate line items then indicating the portions of the consolidated net income attributable to the
noncontrolling interests and to the parent bank.

The agencies are proposing to make several changes to conform the Call Report to the
presentation requirements of FAS 160. The agencies propose to amend Schedule RC, Balance
Sheet, by replacing item 22, “Minority interest in consolidated subsidiaries,” which is currently
reported outside the Equity Capital section, with a new item 27.b in the Equity Capital section for
“Noncontrolling (minority) interests in consolidated subsidiaries.” The agencies also propose to
renumber and rename Schedule RC, items 26 through 29 in the following manner:

e Item 26.a, “Retained earnings;”

e [tem 26.b, “Accumulated other comprehensive income;”

e [tem 26.c, “Other equity capital components;”

e |tem 27.a, “Total bank equity capital (sum of items 23 through 26.c);”

e Item 27.b, “Noncontrolling (minority) interests in consolidated subsidiaries;”
e |tem 28, “Total equity capital (sum of items 27.a and 27.b);” and

e [tem 29, “Total liabilities and equity capital (sum of items 21 and 28).”

The agencies also propose to adjust certain captions in Schedule RC-R, Regulatory Capital,
to reflect these changes to the Equity Capital section of the Call Report balance sheet and to conform
to FAS 160. Schedule RC-R, item 1, “Total equity capital (from Schedule RC, item 28),” will be
renamed “Total bank equity capital (from Schedule RC, item 27.a).” Schedule RC-R, item 6,
“Qualifying minority interest in consolidated subsidiaries,” will be renamed to *“Qualifying
noncontrolling (minority) interest in consolidated subsidiaries.”

Further, the agencies propose to amend Schedule RI, Income Statement, and Schedule RI-A,
Changes in Equity Capital, to add or revise items to conform to FAS 160. In Schedule RI, new items
12, “Net income (loss) attributable to bank and noncontrolling (minority) interests (sum of items 10
and 11),” and 13, “Less: Net income (loss) attributable to noncontrolling (minority) interests,” will
be added to identify the entity’s consolidated net income and segregate net income attributable to
noncontrolling interests. Current Schedule RI, item 12, “Net income (loss) (sum of items 10 and
11),” will be renumbered as item 14 and renamed “Net income (loss) attributable to bank (item 12
minus item 13).” The instructions to Schedule RI, item 7.d, “Other noninterest expense,” will be
amended to remove net income (or loss) attributable to noncontrolling (minority) interests from the
current list of components of “Other noninterest expense.”

Schedule RI-A will be retitled Changes in Bank Equity Capital. In Schedule RI-A, the
following changes will be made:

e Current item 1, “Total equity capital most recently reported for the December 31, 20xx,
[previous calendar year-end] Reports of Condition and Income (i.e., after adjustments from
amended Reports of Income),” will be renamed “Total bank equity capital most recently reported
for the December 31, 20xx, Reports of Condition and Income (i.e., after adjustments from
amended Reports of Income);”

e Current item 4, “Net income (loss) (must equal Schedule RI, item 12),” will be renamed “Net
income (loss) attributable to bank (must equal Schedule RI, item 14);” and



e Current item 12, “Total equity capital end of current period (sum of items 3 through 11) (must
equal Schedule RC, item 28),” will be renamed “Total bank equity capital end of current period
(sum of items 3 through 11) (must equal Schedule RC, item 27.a).”

The instructions to Schedule RI-A, item 5, “Sale, conversion, acquisition, or retirement of capital
stock, net,” will be amended to state that increases and decreases in bank equity capital resulting
from changes in a bank’s ownership interest in a subsidiary while it retains its controlling financial
interest in the subsidiary should be reported in item 5.

C. Clarification of the Definition of Loan Secured by Real Estate

The agencies have found that the definition of a “loan secured by real estate” in the Glossary
section of the Call Report instructions has been interpreted differently by Call Report preparers and
users. This has led to inconsistent reporting of loans collateralized by real estate in the loan schedule
(Schedule RC-C) and other schedules of the Call Report that collect loan data. As a result, the
agencies are proposing to clarify the definition by explaining that the estimated value of the real
estate collateral must be greater than 50 percent of the principal amount of the loan at origination in
order for the loan to be considered secured by real estate. Banks should apply this clarified
definition prospectively and they need not reevaluate and, if appropriate, recategorize loans that they
currently report as loans secured by real estate into other loan categories on the Call Report loan
schedule.

The revised definition of a “loan secured by real estate” would read as follows:

For purposes of these reports, a loan secured by real estate is a loan secured wholly
or substantially by a lien or liens on real property for which the lien or liens are central to the
extension of the credit — that is, the borrower would not have been extended credit in the
same amount or on terms as favorable without the lien or liens on real property. To be
considered wholly or substantially secured by a lien or liens on real property, the estimated
value of the real estate collateral (after deducting any more senior liens) must be greater than
50 percent of the principal amount of the loan at origination. A loan satisfying the criteria
above, except a loan to a state or political subdivisions in the U.S., is to be reported as a loan
secured by real estate in the Reports of Condition and Income, (1) regardless of whether the
loan is secured by a first or a junior lien; (2) regardless of the department within the bank or
bank subsidiary that made the loan; (3) regardless of how the loan is categorized in the
bank’s records; (4) and regardless of the purpose of the financing. Only in a transaction
where a lien or liens on real property (with an estimated collateral value greater than 50
percent of the loan’s principal amount at origination) have been taken as collateral solely
through an abundance of caution and where the loan terms as a consequence have not been
made more favorable than they would have been in the absence of the lien or liens, would
the loan not be considered a loan secured by real estate for purposes of the Reports of
Condition and Income. In addition, when a loan is partially secured by a lien or liens on real
property, but the estimated value of the real estate collateral (after deducting any more senior
liens) is 50 percent or less of the principal amount of the loan at origination, the loan should
not be categorized as a loan secured by real estate. Instead, the loan should be reported in
one of the other loan categories used in these reports based on the purpose of the loan.



D. Fiscal Year-End Date

Although most banks have a calendar year fiscal year, many banks do not. The agencies
currently do not have a systematic means for identifying the fiscal year-end dates of banks. In contrast,
savings associations report their fiscal year-ends to the Office of Thrift Supervision in the Thrift
Financial Report.

New accounting standards typically take effect for fiscal years beginning on or after a date
specified in the standard and banks are expected to adopt new standards for Call Report purposes in
accordance with their effective date. Thus, individual banks must adopt new standards in different
quarterly Call Reports based on their fiscal year-end dates. In addition, the applicability of certain
regulations is based on a bank’s fiscal year. For example, the annual audit and reporting requirements
of Part 363 of the FDIC’s regulations apply to insured institutions with $500 million or more in total
assets as of the beginning of their fiscal year. As another example, banks do not have to start
complying with Regulation R — Exceptions for Banks from the Definition of Broker in the Securities
Exchange Act of 1934 (12 CFR part 218), which the Board and the Securities and Exchange
Commission (SEC) jointly adopted in September 2007, and the “broker” exceptions in section 3(a)(4)
of the Securities Exchange Act of 1934 until the first day of their fiscal year commencing after
September 30, 2008.

To facilitate the agencies’ ability to determine when individual banks should be implementing
accounting standards and regulations and to assess their compliance, the agencies are proposing to add
a Memorandum item to the Call Report balance sheet in which banks would report their fiscal year-end
date. This item would be collected annually as of each March 31.

E. Exemptions from Reporting for Certain Existing Call Report Iltems

The agencies have identified certain Call Report items for which the reported data are of lesser
usefulness for banks with less than $1 billion in total assets. Accordingly, the agencies are proposing
to exempt such banks from completing the following Call Report items effective March 31, 20009:

e Schedule RI, Memorandum item 2, “Income from the sale and servicing of mutual funds and
annuities (in domestic offices);”

. Schedléle RC-B, Memorandum items 5.a through 5.f, “Asset-backed securities,” on the FFIEC 031
report;

e Schedule RC-L, item 2.a, “Amount of financial standby letters of credit conveyed to others;” and

e Schedule RC-L, item 3.a, “Amount of performance standby letters of credit conveyed to others.”

Tn

. Quantifying Misstatements in the Call Report

The General Instructions section of the Call Report instructions discusses the filing of amended
Call Reports. In this regard, the instructions state that

When dealing with the recognition and measurement of events and transactions in the Call
Report, amended reports may be required if a bank’s primary federal bank supervisory

2 On the FFIEC 041 report, banks with less than $1 billion in assets are currently exempt from completing these
Memorandum items.



authority determines that the reports as previously submitted contain errors that are material for
the reporting bank. Materiality is a qualitative characteristic of accounting information which
is defined in Financial Accounting Standards Board (FASB) Concepts Statement No. 2 as “the
magnitude of an omission or misstatement of accounting information that, in the light of
surrounding circumstances, makes it probable that the judgment of a reasonable person relying
on the information would have been changed or influenced by the omission or misstatement.”

FASB Statement No. 154, Accounting Changes and Error Corrections (FAS 154), provides
guidance for reporting the correction of an error or misstatement in previously issued financial
statements. An error or misstatement can result from mathematical mistakes, mistakes in the
application of generally accepted accounting principles, or oversight or misuse of facts that existed
at the time the financial statements were prepared, and includes a change from an accounting
principle that is not generally accepted to one that is generally accepted. The Glossary entry for
“Accounting Changes” in the Call Report instructions includes a section on “Corrections of
Accounting Errors” that provides guidance on reporting such corrections that is consistent with FAS
154. However, neither FAS 154 nor the Glossary entry for “Accounting Changes” specifies the
appropriate method to quantify an error or misstatement for purposes of evaluating materiality.

In September 2006, the SEC staff noted in Staff Accounting Bulletin No. 108, Considering
the Effects of Prior Year Misstatements when Quantifying Misstatements in Current Year Financial
Statements (SAB 108),? that

in describing the concept of materiality, FASB Concepts Statement No. 2, Qualitative
Characteristics of Accounting Information, indicates that materiality determinations are
based on whether “it is probable that the judgment of a reasonable person relying upon the
report would have been changed or influenced by the inclusion or correction of the item”
(emphasis added). The staff believes registrants must quantify the impact of correcting all
misstatements, including both the carryover and reversing effects of prior year
misstatements, on the current year financial statements.

SAB 108 describes two approaches, generally referred to as “rollover” and “iron curtain,”
that have been commonly used to accumulate and quantify misstatements. The rollover approach
“quantifies a misstatement based on the amount of the error originating in the current year income
statement,” which “ignores the “carryover effects’ of prior year misstatements.” In contrast, the
“iron curtain approach quantifies a misstatement based on the effects of correcting the misstatement
existing in the balance sheet at the end of the current year, irrespective of the misstatement’s year(s)
of origination.” Because each of these approaches has its weaknesses, SAB 108 advises that the
impact of correcting all misstatements on current year financial statements should be accomplished
by quantifying an error under both the rollover and iron curtain approaches and by evaluating the
error measured under each approach. When either approach results in a misstatement that is
material, after considering all relevant quantitative and qualitative factors, an adjustment to the
financial statements would be required. Guidance on the consideration of all relevant factors when
assessing the materiality of misstatements is provided in the SEC’s Staff Accounting Bulletin No.

3 SAB 108 can be accessed at http://www.sec.gov/interps/account/sab108.pdf. SAB 108 has been codified as Topic
1.N. in the SEC’s Codification of Staff Accounting Bulletins.



99, Materiality (SAB 99).4 SAB 108 observes that when the correction of an error in the current
year would materially misstate the current year’s financial statements because the correction
includes the effect of the prior year misstatements, the prior year financial statements should be
corrected.

The agencies have advised banks that, for Call Report purposes, a bank that is a public
company or a subsidiary of a public company should apply the guidance from SAB 108 and SAB 99
when quantifying the impact of correcting misstatements, including both the carryover and reversing
effects of prior year misstatements, on their current year Call Reports.® The agencies believe that the
guidance in SAB 108 and SAB 99 represents sound accounting practices that all banks, including
those that are not public companies, should follow for purposes of quantifying misstatements and
considering all relevant factors when assessing the materiality of misstatements in their Call Reports.
Accordingly, the agencies are proposing to incorporate the guidance in these two Staff Accounting
Bulletins into the section of the “Accounting Changes” Glossary entry on error corrections, thereby
establishing a single approach for quantifying misstatements in the Call Report that would be
applicable to all banks. The Glossary entry would explain that the impact of correcting all
misstatements on current year Call Reports should be accomplished by quantifying an error under
both the rollover and iron curtain approaches and by evaluating the error measured under each
approach. When either approach results in a misstatement that is material, after considering all
relevant quantitative and qualitative factors, appropriate adjustments to Call Reports would be
required.

G. Eliminating Confidential Treatment for Fiduciary Income, Expense, and Loss Data

An important public policy issue for the agencies has been how to use market discipline to
complement supervisory resources. Market discipline relies on market participants having sufficient
appropriate information about the financial condition and risks of banks. The Call Report, in
particular, is widely used by securities analysts, rating agencies, and large institutional investors as
sources of bank-specific data. Disclosure that increases transparency should lead to more accurate
market assessments of individual banks’ performance and risks. This, in turn, should result in more
effective market discipline on banks.

Despite this emphasis on market discipline, the FFIEC and the agencies currently accord
confidential treatment to the information that certain institutions report in Call Report Schedule RC-
T, Fiduciary and Related Services, on fiduciary and related services income, expenses, and losses
(items 12 through 18, items 19.a through 23, and Memorandum item 4). Approximately 400
institutions that exercise fiduciary powers and have either total fiduciary assets greater than $250
million or gross fiduciary and related services income greater than 10 percent of revenue report their
fiduciary and related services income quarterly and expenses and losses annually as of year-end.
Around 200 institutions that exercise fiduciary powers, have total fiduciary assets greater than

4 SAB 99 can be accessed at http://www.sec.gov/interps/account/sab99.htm. SAB 99 has been codified as Topic
1.M. in the SEC’s Codification of Staff Accounting Bulletins.

5 For example, see the Call Report Supplemental Instructions for June 2007 at
http://www.ffiec.gov/PDF/FFIEC_forms/FFIEC031_041 suppinst 200706.pdf .

10



$100 million but less than or equal to $250 million, and do not meet the fiduciary income test
mentioned above report their fiduciary and related services income, expenses, and losses annually as
of year-end. An additional 1,000 institutions that exercise fiduciary powers, have total fiduciary
assets of $100 million or less, and do not meet the fiduciary income test mentioned above are exempt
from reporting their fiduciary and related services income, expenses, and losses.

Data on fiduciary and related services income, expenses, and losses (except for gross
fiduciary and related services income, which is also reported in each institution’s Call Report
income statement) are the only financial information currently collected on the Call Report that is
treated as confidential on an individual institution basis. Nevertheless, the agencies publish
aggregate data derived from these confidential items. The agencies have accorded confidential
treatment to the fiduciary services income data for individual institutions since it began to be
collected in 1997 in a separate report, the Annual Report of Trust Assets (FFIEC 001). Confidential
treatment was retained when the reporting of trust data was incorporated into the Call Report and the
separate trust report was eliminated in 2001. However, the agencies do not preclude institutions
from publicly disclosing the fiduciary and related services income, expense, and loss data that the
agencies treat as confidential.

The agencies originally applied this confidential treatment to the fiduciary and related
services income, expense, and loss information because these data generally pertain to only a portion
of a reporting institution’s total operations and not to the institution as a whole. However, the
agencies make publicly available on an individual bank basis the Call Report data they collect on
income and expenses from foreign offices from banks with such offices where foreign activities
exceed certain levels even though these data pertain to only a portion of these banks’ total
operations.

In addition, under the Uniform Interagency Trust Rating System, the agencies assign a rating
to the earnings of an institution’s fiduciary activities at those institutions with fiduciary assets of
more than $100 million, which are also the institutions that report their fiduciary and related services
income, expenses, and losses in Call Report Schedule RC-T. The agencies’ evaluation of an
institution’s trust earnings considers such factors as the profitability of fiduciary activities in relation
to the size and scope of those activities and the institution’s overall business, taking this into account
by functions and product lines. Although the agencies’ ratings for individual institutions are not
publicly available, the reason for rating the trust earnings of institutions with more than $100 million
in fiduciary assets — its effect on the financial condition of the institution — means that fiduciary and
related services income, expense, and loss information for these institutions is also relevant to
market participants and others in the public as they seek to evaluate the financial condition and
performance of individual institutions. Increasing the transparency of institutions’ fiduciary
activities by making individual institutions’ fiduciary income, expense, and loss data available to the
public should improve the market’s ability to assess these institutions’ performance and risks and
thereby enhance market discipline. Accordingly, the agencies are proposing to eliminate the
confidential treatment for the data on fiduciary and related services income, expenses, and losses
that are reported in Schedule RC-T beginning with the amounts reported as of March 31, 2009.
Fiduciary and related services income, expense, and loss data reported in Schedule RC-T for report
dates prior to March 31, 2009, would remain confidential.
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June 2009

A. Construction and Development Loans with Interest Reserves

In December 2006, the agencies issued final guidance on commercial real estate (CRE)
loans, including construction, land development, and other land (C&D) loans, entitled
Concentrations in Commercial Real Estate Lending, Sound Risk Management Practices (CRE
Guidance).® This guidance was developed to reinforce sound risk management practices for
institutions with high and increasing concentrations of commercial real estate loans on their balance
sheets. It provides a framework for assessing CRE concentrations; risk management, including
board and management oversight, portfolio management, management information systems, market
analysis and stress testing, underwriting and credit risk review; and supervisory oversight, including
CRE concentration management and an assessment of capital adequacy.

In issuing the CRE Guidance, the agencies noted that CRE concentrations had been rising
over the past several years and had reached levels that could create safety and soundness concerns in
the event of a significant economic downturn. As a consequence, the CRE Guidance explains that,
as part of their ongoing supervisory monitoring processes, the agencies would use certain criteria to
identify institutions that are potentially exposed to significant CRE concentration risk. Thus, the
CRE Guidance states in part that an institution whose total reported construction, land development,
and other land loans is approaching or exceeds 100 percent or more of the institution’s total risk-
based capital may be identified for further supervisory analysis of the level and nature of its CRE
concentration risk. As of March 31, 2008, approximately 28 percent of all banks held C&D loans in
excess of 100 percent of their total risk-based capital.

A practice that is common in C&D lending is the establishment of an interest reserve as part
of the original underwriting of a C&D loan. The interest reserve account allows the lender to
periodically advance loan funds to pay interest charges on the outstanding balance of the loan. The
interest is capitalized and added to the loan balance. Frequently, C&D loan budgets will include an
interest reserve to carry the project from origination to completion and may cover the project’s
anticipated sell-out or lease-up period. Although potentially beneficial to the lender and the
borrower, the use of interest reserves carries certain risks. Of particular concern is the possibility
that an interest reserve could disguise problems with a borrower’s willingness and ability to repay
the debt consistent with the terms and conditions of the loan agreement. For example, a C&D loan
for a project on which construction ceases before it has been completed or is not completed in a
timely manner may appear to be performing if the continued capitalization of interest through the
use of an interest reserve keeps the troubled loan current. This practice can erode collateral
protection and mask loans that should otherwise be reported as delinquent or in nonaccrual status.

Since the CRE Guidance was issued, market conditions have weakened, most notably in the
C&D sector. As this weakening has occurred, the agencies’ examiners are encountering C&D loans
on projects that are troubled, but where interest has been capitalized inappropriately, resulting in
overstated income and understated volumes of past due and nonaccrual C&D loans. Therefore, to
assist the agencies in monitoring C&D lending activities at those banks with a concentration of such

6 71 FR 74580, December 12, 2006.
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loans, i.e., C&D loans (in domestic offices) that exceeded 100 percent of total risk-based capital as
of the previous calendar year-end, the agencies are proposing to add two new Call Report items.
First, banks with such a concentration would report the amount of C&D loans (in domestic offices)
included in the Call Report loan schedule (Schedule RC-C) on which the use of interest reserves is
provided for in the loan agreement. Second, these banks would report the amount of capitalized
interest included in the interest and fee income on loans during the quarter. These data, together
with information that banks currently report on the amount of past due and nonaccrual C&D loans,
will assist in identifying banks with C&D loan concentrations that may be engaging in questionable
interest capitalization practices for supervisory follow-up.

B. Structured Financial Products Carried in Securities and Trading Portfolios

Structured financial products such as collateralized debt obligations (CDOs) have become
increasingly more complex and the volume of these financial products has increased substantially in
recent years. Structured financial products generally convert a large pool of assets and other
exposures (such as derivatives and third-party guarantees) into tradable capital market debt
instruments. Some of the more complex financial product structures mix asset classes in an attempt
to create investment products that diversify risk.

In recent years, increasingly complex structured financial products have become more widely
held as investments and trading assets, allowing investors and traders to acquire positions in a pool
of assets with varying risks and rewards depending on the underlying collateral or reference assets.
Synthetic structured financial products use credit derivatives and a reference pool of assets, which
has led to the creation of hybrid products, which are a combination of cash and synthetic structured
financial products. Further, complex products known as CDOs “squared,” which are CDOs backed
primarily by the tranches of other CDOs, have contributed to the opacity and inability of investors to
understand the performance of these highly complex products.

Some holders of structured financial products have sustained financial losses due to defaults
and losses on the underlying assets and other exposures. In addition, reduced market liquidity has
contributed to significant fair value declines and lack of price transparency for other structured
financial products. These recent market events have demonstrated the need for the agencies to
collect more comprehensive information on investment products with significant market, credit,
liquidity, and valuation risks in order to identify and monitor banks with exposures to these products
and to track such exposures for the industry as a whole.

Currently, banks separately report their holdings of regular mortgage-backed securities
(MBS) (such as mortgage-backed pass-through securities, collateralized mortgage obligations, and
real estate mortgage investment conduits) in the Call Report securities schedule (Schedule RC-B) or
trading schedule (Schedule RC-D), as appropriate. All banks separately report their holdings of
held-to-maturity and available-for-sale asset-backed securities (ABS) in the securities schedule.
Those banks with large trading portfolios separately report their held-for-trading ABS in the trading
schedule. Banks’ holdings of all other debt securities not issued by governmental entities in the U.S.
are reported as “Other debt securities” in either the securities or trading schedule, as appropriate.
However, the more complex structured financial products discussed above are not separately
reported in Schedules RC-B and RC-D, but are currently reported in other line items within these
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two schedules.

Therefore, the agencies propose to separately collect certain structured financial product data
in both the securities and trading schedules of the Call Report. First, the agencies would add line
items to collect information on certain structured financial products by type of structure (cash,
synthetic, and hybrid). Each of these three new line items would cover CDOs, collateralized loan
obligations (CLOs), collateralized bond obligations (CBOs), CDOs squared and cubed, and similar
structured financial products.” These new line items would be added to the body of the securities
schedule and the trading schedule. In Schedule RC-B, the amortized cost and fair value of these
three types of structures will be reported using the current four-column format that distinguishes
between held-to-maturity and available-for-sale securities. In Schedule RC-D, the fair value of these
three types of structures would be reported. Since the new items on structured financial products
would include CDOs, the agencies will delete existing Memorandum items 5.a and 5.b from the
trading schedule (Schedule RC-D).

Second, the agencies would collect information on these complex structured financial
products by the predominant type of collateral supporting the structures in new memorandum items
in both Schedule RC-B and Schedule RC-D. The collateral supporting these products has distinct
risk characteristics and the new information will provide the agencies with greater insight into the
risks associated with the various collateralized structured financial products. The structured
financial products would be reported according to the following types of collateral:

. Trust preferred securities issued by financial institutions;

. Trust preferred securities issued by real estate investment trusts;

. Corporate and similar loans;8

o 1-4 family residential MBS issued or guaranteed by U.S. government-sponsored enterprises
(GSEs);

. 1-4 family residential MBS not issued or guaranteed by GSEs;

. Diversified (mixed) pools of structured financial products such as CDOs squared and cubed
(also known as “pools of pools”); and

o Other collateral.

In Schedule RC-B, amortized cost and fair value would be reported by the predominant type
of collateral supporting the structure based on whether the products are classified as held-to-maturity
or available-for-sale. In Schedule RC-D, the fair value of these products would be reported by
predominant type of collateral supporting the structure.

C. Holdings of Commercial Mortgage-Backed Securities

At present, all banks report information on their holdings of held-to-maturity and available-
for-sale MBS in Schedule RC-B, Securities, without distinguishing between residential and
commercial MBS. Banks with average trading assets of $2 million or more in any of the four
preceding calendar quarters provide information on MBS held for trading in Schedule RC-D, but

7 These new line items would not include mortgage-backed and asset-backed commercial paper, which would
continue to be reported as MBS and ABS, respectively, in Schedules RC-B and RC-D.

8 Securities backed by commercial and industrial loans that are commonly regarded as ABS rather than CLOs in the
marketplace would continue to be reported as ABS in Schedules RC-B and RC-D.
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only those with average trading assets of $1 billion or more disclose the amount of their residential
and commercial MBS.

Differences in residential mortgages and commercial mortgages carry through to MBS
backed by these two types of mortgages. In contrast to residential mortgage loans, commercial
mortgage loans are normally nonrecourse, which means that if the borrower defaults, the creditor
cannot seize any other assets of the borrower. As a consequence, the ability of the underlying
commercial real estate to produce income and the value of the property are key factors when
assessing the credit risk of commercial MBS. In addition, the prepayment risk of commercial MBS
is lower than on residential MBS because commercial mortgages normally place restrictions on
prepayment that typically are not present on residential mortgages. Furthermore, the residential real
estate market often performs differently than the commercial real estate market.

Given the differences between residential and commercial MBS, the agencies are proposing
to revise the reporting of MBS in Schedule RC-B, Securities, and Schedule RC-D, Trading Assets
and Liabilities, in order to separately identify and track bank holdings of commercial MBS. In
Schedule RC-B, items 4.a, “Pass-through securities,” and 4.b, “Other mortgage-backed securities,”
would be revised to cover only residential MBS. New items 4.c.(1) and (2) would be added for
“Commercial pass-through securities” and “Other commercial mortgage-backed securities.”
Similarly, in Schedule RC-D, items 4.a through 4.c would cover only residential MBS and a new
item 4.d would collect data on “Commercial mortgage-backed securities.” These new and revised
items would replace Memorandum items 4.a, “Residential mortgage-backed securities,” and 4.b,
“Commercial mortgage-backed securities,” in Schedule RC-D, which are currently completed only
by banks with average trading assets of $1 billion or more in any of the four preceding calendar
quarters.

D. Unused Eligible Liquidity Facilities for Asset-Backed Commercial Paper (ABCP) Conduits with
an Original Maturity of One Year or Less

Under the agencies’ risk-based capital guidelines, banks are required to hold capital against
the unused portions of eligible liquidity facilities that provide support to ABCP programs. The
capital guidelines apply different risk-based capital requirements to eligible liquidity facilities based
on the original maturity of the facilities. Banks are currently required to hold less capital against
eligible liquidity facilities with original maturities of one year or less than against liquidity facilities
with original maturities in excess of one year. However, because of the current structure of
Schedule RC-R, Regulatory Capital, the instructions for the schedule direct banks to report the credit
equivalent amount of both types of eligible liquidity facilities in item 53, “Unused commitments
with an original maturity exceeding one year.” The reporting of both types of eligible liquidity
facilities in a single item has been accomplished by having banks adjust the credit equivalent amount
of eligible liquidity facilities with original maturities of one year or less to produce the effect of the
lower capital charge applicable to such liquidity facilities. This approach does not promote
transparency with respect to the actual credit equivalent amount of eligible liquidity facilities with
original maturities of one year or less and does not allow for verification of the accuracy of the credit
converting and risk weighting of these exposures.

To address these concerns, the agencies propose to renumber Schedule RC-R, item 53 as
item 53.a and add a new item 53.b, “Unused commitments with an original maturity of one year or
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less to asset-backed commercial paper conduits,” to Schedule RC-R. The credit conversion factor
applied to amounts reported in item 53.b, column A, would be 10 percent.

E. Fair Value Measurements

Effective for the March 31, 2007, report date, the banking agencies began collecting
information on certain assets and liabilities measured at fair value on Call Report Schedule RC-Q,
Financial Assets and Liabilities Measured at Fair Value. Currently, this schedule is completed by
banks with a significant level of trading activity or that use a fair value option. The information
collected on Schedule RC-Q is intended to be consistent with the fair value disclosures and other
requirements in FASB Statement No. 157, Fair Value Measurements (FAS 157).

Based on the banking agencies’ ongoing review of industry reporting and disclosure
practices since the inception of this standard, and the reporting of items at fair value on Schedule
RC, Balance Sheet, the agencies are proposing to expand the data collected on Schedule RC-Q in
two material respects.

First, to improve the consistency of data collected on Schedule RC-Q with the FAS 157
disclosure requirements and industry disclosure practices, the agencies are proposing to expand the
detail of the collected data. The agencies are proposing to expand the detail on Schedule RC-Q to
collect fair value information on all assets and liabilities reported at fair value on a recurring basis in
a manner consistent with the asset and liability breakdowns on Schedule RC. Thus, the agencies are
proposing to add items to collect fair value information on:

e Available-for-sale securities;

e Federal funds sold and securities purchased under agreements to resell;

e Federal funds purchased and securities sold under agreements to repurchase;
e Other borrowed money; and

e Subordinated notes and debentures.

The agencies also are proposing to modify the existing collection of loan and lease data and
trading asset and liability data to collect data separately for:
e Loans and leases held for sale;

e Loans and leases held for investment;
e Trading derivative assets;

e Other trading assets;

e Trading derivative liabilities; and

e Other trading liabilities.

The agencies would also add totals to capture total assets and total liabilities for items
reported on the schedule. In addition, the agencies are proposing to modify the existing items for
“other financial assets and servicing assets” and “other financial liabilities and servicing liabilities”
to collect information on “other assets” and “other liabilities” reported at fair value on a recurring
basis, including nontrading derivatives.

Components of “other assets” and “other liabilities” would be separately reported if they are

greater than $25,000 and exceed 25 percent of the total fair value of “other assets” and “other
liabilities,” respectively. In conjunction with this change, the existing reporting for loan
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commitments accounted for under a fair value option would be revised to include these instruments,
based on whether their fair values are positive or negative, in the items for “other assets” and *“other
liabilities” reported at fair value on a recurring basis, with separate disclosure of these commitments
if significant.

Second, the agencies are proposing to modify the reporting criteria for Schedule RC-Q. The
current instructions require all banks that have adopted FAS 157 and (1) have elected to account for
financial instruments or servicing assets and liabilities at fair value under a fair value option or (2)
are required to complete Schedule RC-D, Trading Assets and Liabilities, to complete Schedule RC-
Q. The agencies are proposing to maintain this reporting requirement for banks that use a fair value
option or that have significant trading activity. Inaddition, the agencies are proposing to extend the
requirement to complete Schedule RC-Q to all banks that reported $500 million or more in total
assets at the beginning of their fiscal year, regardless of whether they have elected to apply a fair
value option to financial or servicing assets and liabilities. Thus, Schedule RC-Q would be
completed by all banks that are required to obtain an independent annual financial statement audit
pursuant to Part 363 of the FDIC’s regulations and are therefore required to include the FAS 157 fair
value disclosures in their financial statements.

The banking agencies have determined that the proposed information is necessary to more
accurately assess the impact of fair value accounting and fair value measurements for safety and
soundness purposes. The collection of the information on Schedule RC-Q, as proposed, will
facilitate and enhance the banking agencies’ ability to monitor the extent of fair value accounting in
banks’ Reports of Condition, including the elective use of fair value accounting and the nature of the
inputs used in the valuation process, pursuant to the disclosure requirements of FAS 157. The
information collected on Schedule RC-Q is consistent with the disclosures required by FAS 157 and
consistent with industry practice for reporting fair value measurements and should, therefore, not
impose significant incremental burden on banks.

F. Pledged Loans in Loan and Trading Portfolios and Pledged Trading Securities

Banks have been pledging loans for many years and the volume of these pledges has grown
considerably in recent years. Pledging of bank loans is the act of setting aside certain loans to secure
or collateralize bank transactions with the bank continuing to own the loans unless the bank defaults
on the transaction. Pledging is used for securing public deposits, repurchase agreements, and other
bank borrowings. Pledging affects a bank’s liquidity and other asset and liability management
programs.

Today there are a number of alternative funding structures used by banks that require banks
to pledge loans. Some of these funding structures include pledging on-balance sheet loans to finance
and support securitization structures held by the bank that do not meet sales treatment, pledging
loans to secure borrowings from a Federal Home Loan Bank, and packaging of on-balance sheet
loans to collateralize bonds sold by banks. Currently, the Call Report does not provide information
on the volume of pledged loans. Therefore, the banking agencies propose to collect the total amount
of held-for-sale and held-for-investment loans and leases reported in Schedule RC-C, Loans and
Lease Financing Receivables, that are pledged and the total amount of pledged loans that are carried
in the trading portfolio and reported in Schedule RC-D, Trading Assets and Liabilities.
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In addition, although the agencies have long collected data on total amount of held-to-
maturity and available-for-sale securities reported in Schedule RC-B, Securities, that are pledged,
banks have not been required to report the amount of securities carried in the trading portfolio that
are pledged. Therefore, for reasons similar to those for collecting data on pledged loans, the
agencies are proposing to add an item to Schedule RC-D to capture the amount of pledged trading
securities.

G. Collateral for OTC Derivative Exposures and Distribution of Credit Exposures

The growth in banks’ OTC derivatives and the related counterparty credit exposures has been
significant in recent years. For some major dealer banks, the counterparty credit risk from OTC
derivatives rivals or exceeds their commercial and industrial loans outstanding. Despite the
magnitude of these derivative exposures, there is virtually no information on OTC derivative
counterparty credit exposures and associated risk mitigation in the Call Report.

Given the size of OTC derivative counterparty credit exposures, and the important risk
mitigation provided by collateral held to offset or mitigate such exposures, information on the
distribution of each would assist the agencies in their oversight and supervision of banks engaging in
OTC derivative activities. Therefore, the agencies propose to collect data in Schedule RC-L,
Derivatives and Off-Balance Sheet Items, that will provide a breakdown of the fair value of
collateral posted for OTC derivative exposures by type of collateral and type of derivative
counterparty and a separate breakdown of the current credit exposure on OTC derivatives by type of
counterparty. This information would give the agencies important insights into the extent to which
collateral is used as part of the credit risk management practices associated with derivative credit
exposures to different types of counterparties and changes over time in the nature and extent of the
collateral protection.

Since a majority of OTC derivative transactions are conducted in larger banks, only banks
with total assets of $10 billion or more would be required to report the proposed new data. These
banks would report, using a matrix, the collateral’s fair value allocated by type of counterparty and
type of collateral as well as the current credit exposure associated with each type of counterparty.
The proposed types of collateral for which the fair value would be reported are (a) cash — U.S.
dollar; (b) cash — Other currencies; (c) U.S. Treasury securities; (d) U.S. Government agency and
U.S. Government-sponsored agency debt securities; (e) corporate bonds; (f) equity securities; and
(g) all other collateral.? The fair value of the collateral would be reported according to the following
types of counterparties: (a) banks and securities firms; (b) monoline financial guarantors; (c) hedge
funds; (d) sovereign governments; and (e) corporations and all other counterparties. The current
credit exposure (after considering the effect of master netting agreements with OTC derivative
counterparties) would also be reported for these five types of counterparties. The total current credit
exposure from OTC derivative exposures that would be reported for these counterparties in Schedule
RC-L would not necessarily equal the current credit exposure in the Call Report’s regulatory capital
schedule (Schedule RC-R) because the amount reported in Schedule RC-R excludes derivatives not
covered by the risk-based capital standards.

9 All other collateral would include, but not be limited to, mortgage-backed securities, asset-backed securities, and
structured financial products.
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H. Maturity Distributions of Unsecured Other Borrowings and Subordinated Debt

As part of the Omnibus Budget Reconciliation Act of 1993, Congress enacted depositor
preference legislation that elevated the claims of depositors in domestic offices (and in insured
branches in Puerto Rico and U.S. territories and possessions) over the claims of general unsecured
creditors in a bank failure. When a bank fails, the claims of general unsecured creditors provide a
cushion that lowers the cost of the failure to the Deposit Insurance Fund (DIF) administered by the
FDIC. The greater the amount of general unsecured creditor claims, the greater the cushion and the
lower the cost of the failure to the DIF.

The FDIC is considering proposing an adjustment to the risk-based assessment system so that
insured depository institutions with greater amounts of general unsecured long-term liabilities will
be rewarded with a lower assessment rate. Currently, the Call Reports lacks information regarding
the remaining maturities of unsecured “other borrowings” and subordinated notes and debentures.
Therefore, the agencies are proposing to collect this information in the Call Report so that the FDIC
would be able to implement such an adjustment. More specifically, banks would report separate
maturity distributions for “other borrowings” (as defined for Schedule RC-M, item 5.b) that are
unsecured and for subordinated notes and debentures (as defined for Schedule RC, item 19) in
Schedule RC-O, Other Data for Deposit Insurance and FICO Assessments. The maturity
distributions would include remaining maturities of one year or less, over one year through three
years, over three years through five years, and over five years.

I. Investments in Real Estate VVentures

At present, a bank with investments in real estate ventures reports real estate (other than bank
premises) owned or controlled by the bank and its consolidated subsidiaries that is held for
investment purposes as a component of “Other real estate owned” in Schedule RC-M, item 3.a. Ifa
bank has investments in real estate ventures in the form of investments in subsidiaries that have not
been consolidated; associated companies; and corporate joint ventures, unincorporated joint
ventures, general partnerships, and limited partnerships over which the bank exercises significant
influence that are engaged in the holding of real estate for investment purposes, these investments
are reported as a component of “Investments in unconsolidated subsidiaries and associated
companies” in Schedule RC-M, item 4.a. To better distinguish a bank’s investments in real estate
ventures from these other categories of assets, particularly because “Other real estate owned” also
includes real estate acquired either through foreclosure or in any other manner for debts previously
contracted, which presents different supervisory considerations than real estate investments, the
agencies are proposing to add a new asset category to the Call Report balance sheet (Schedule RC)
for investments in real estate ventures. This new balance sheet category would include those
investments in real estate ventures that are currently reported as part of “Other real estate owned”
and “Investments in unconsolidated subsidiaries and associated companies.” By making this
change, the agencies would be able to eliminate item 3.a and items 4.a through 4.c from
Schedule RC-M.

J. Revisions to Schedule RC-H for Securities Held in Domestic Offices
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Information reported by banks with foreign offices on Schedule RC-H, Selected Balance
Sheet Items for Domestic Offices, on the FFIEC 031 report form is fundamental for public policy
purposes in the measurement and analysis of the domestic (U.S.) banking system. The agencies
have used estimates of certain domestic office measures to facilitate these public policy efforts.
However, the agencies have determined that enhanced information on available-for-sale and held-to-
maturity securities in domestic offices is necessary to accomplish these public policy efforts.

At present, banks with foreign offices report the combined amortized (historical) cost of
available-for-sale and held-to-maturity securities by type of security in items 10 through 17 of
Schedule RC-H. The agencies propose to replace this combined reporting with two columns to
collect information separately on the fair value of available-for-sale securities and the amortized cost
of held-to-maturity securities held in the domestic offices of banks with foreign offices.

After the transition to this Schedule RC-H revision, this proposed change should not result in
significant additional ongoing reporting burden because banks are required to designate securities as
either available-for-sale, held-to-maturity, or held for trading per FASB Statement No. 115,
Accounting for Certain Investments in Debt and Equity Securities, and to report the fair value and
amortized cost of all available-for-sale and held-to-maturity securities by type of security in Call
Report Schedule RC-B, Securities.

K. Enhanced Information on Credit Derivatives

Effective for the March 2006 Call Report, the agencies revised the information collected on
credit derivatives in Schedules RC-L, Derivatives and Off-Balance Sheet Items, and RC-R,
Regulatory Capital, to gain a better understanding of the nature and trends of banks’ credit derivative
activities. Since that time, the volume of credit derivative activity in the banking industry, as
measured by the notional amount of these contracts, has increased steadily, rising to an aggregate
notional amount of $16.4 trillion as of March 31, 2008. The Call Report data indicate that the credit
derivative activity in the industry is highly concentrated in banks with total assets in excess of $10
billion. For these banks, credit derivatives function as a risk mitigation tool for credit exposures in
their operations as well as a financial product that is sold to third parties for risk management and
other purposes.

The agencies’ safety and soundness efforts continue to place emphasis on the role of credit
derivatives in bank risk management practices. In addition, the agencies’ monitoring of credit
derivative activities at certain banks has identified differences in interpretation as to how credit
derivatives are treated under the agencies’ risk-based capital standards. To further the agencies’
safety and soundness efforts concerning credit derivatives and to improve transparency in the
treatment of credit derivatives for regulatory capital purposes, the agencies propose to revise the
information pertaining to credit derivatives that is collected on Schedules RC-L, RC-N (Past Due
and Nonaccrual Loans, Leases, and Other Assets), and RC-R.

In Schedule RC-L, item 7, “Credit derivatives,” the agencies propose to change the caption
of column A from “Guarantor” to “Sold Protection” and the caption of column B from “Beneficiary”
to “Purchased Protection” to eliminate confusion surrounding the meaning of “Guarantor” and
“Beneficiary” that commonly occurs between the users and preparers of these data. The agencies
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also propose to add a new item 7.c to Schedule RC-L to collect information on the notional amount
of credit derivatives by regulatory capital treatment. For credit derivatives that are subject to the
agencies’ market risk capital standards, the agencies propose to collect the notional amount of sold
protection and the amount of purchased protection. For all other credit derivatives, the agencies
propose to collect the notional amount of sold protection, the notional amount of purchased
protection that is recognized as a guarantee under the risk-based capital guidelines, and the notional
amount of purchased protection that is not recognized as a guarantee under the risk-based capital
standards.

The agencies also propose to add a new item 7.d to Schedule RC-L to collect information on
the notional amount of credit derivatives by credit rating and remaining maturity. The item would
collect the notional amount of sold protection broken down by credit ratings of investment grade and
subinvestment grade for the underlying reference asset and by remaining maturities of one year or
less, over one year through five years, and over five years. The same information would be
collected for purchased protection.

In Schedule RC-N, the agencies propose to change the scope of Memorandum item 6, “Past
due interest rate, foreign exchange rate, and other commodity and equity contracts,” to include credit
derivatives. The fair value of credit derivatives where the bank has purchased protection increased
significantly to over $500 billion at March 31, 2008, as compared to a negative $10 billion at March
31, 2007. Thus, the performance of credit derivative counterparties has increased in importance.
The expanded scope of Memorandum item 6 on Schedule RC-N would include the fair value of
credit derivatives carried as assets that are past due 30 through 89 days and past due 90 days or
more.

In Schedule RC-R, the agencies propose to change the scope of the information collected in
Memorandum items 2.g.(1) and (2) on the notional principal amounts of “Credit derivative
contracts” that are subject to risk-based capital requirements to include only (a) the notional
principal amount of purchased protection that is defined as a covered position under the market risk
capital guidelines and (b) the notional principal amount of purchased protection that is not a covered
position under the market risk capital guidelines and is not recognized as a guarantee for risk-based
capital purposes. The scope of Memorandum item 1, “Current credit exposure across all derivative
contracts covered by the risk-based capital standards,” would be similarly revised to include the
current credit exposure arising from credit derivative contracts that represent (a) purchased
protection that is defined as a covered position under the market risk capital guidelines and (b)
purchased protection that is not a covered position under the market risk capital guidelines and is not
recognized as a guarantee for risk-based capital purposes.

L. Questions Concerning Certain Trust, Custodial, Safekeeping, and Other Services

Under certain circumstances, banks can serve as trustee or custodian for Individual
Retirement Accounts (IRAs), Health Savings Accounts (HSAs), and other similar accounts without
obtaining trust powers. Banks may also provide custody, safekeeping, or other services involving
the acceptance of orders for the sale or purchase of securities regardless of whether they have trust
powers. Under the Board’s and the SEC’s recently adopted Regulation R — Exceptions for Banks
from the Definition of Broker in the Securities Exchange Act of 1934 (12 CFR part 218), a bank will
only be able to effect securities transactions for customers if the bank meets one of the exceptions
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from the broker definition in section 3(a)(4) of the Securities Exchange Act of 1934. Under the trust
and fiduciary exception, the securities transactions must be effected in a trust department or other
department of a bank that is regularly examined for compliance with fiduciary standards.

Accordingly, the agencies must be able to identify banks that serve as trustee or custodian for
IRAs, HSAs, and other similar accounts or provide custody, safekeeping, or other services involving
the acceptance of securities sale or purchase orders. Depending on whether such banks exercise
trust powers, these activities will need to be examined during trust examinations or other
examinations, as appropriate, in order to ensure that the activities are conducted in a satisfactory
manner and in compliance with the requirements for the exception from the broker definition.
Therefore, the agencies are proposing to add two yes/no questions to Schedule RC-M, one of which
would ask each bank whether it acts as trustee or custodian for IRAs, HSAs, and other similar
accounts and the other of which would ask whether the bank provides custody, safekeeping, or other
services involving the acceptance of securities sale and purchase orders.
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December 2009

Schedule RC-T, Fiduciary and Related Services, was added to the Call Report effective
December 31, 2001, replacing two separate reports, the Annual Report of Trust Assets (FFIEC 001)
and the Annual Report of International Fiduciary Activities (FFIEC 006). Schedule RC-T collects
data on:

e Fiduciary and related assets by type of fiduciary account, with the amount of assets and number
of accounts reported separately for managed and non-managed accounts;

e Fiduciary and related services income by type of fiduciary account and expenses, including
fiduciary settlements, surcharges, and other losses by type of fiduciary account;

e Managed assets held in personal trust and agency accounts by type of asset;

e Corporate trust and agency accounts; and

e The number of collective investment funds and common trust funds and the market value of fund
assets by type of fund.

FDIC-insured banks that exercise fiduciary powers and have fiduciary assets or accounts and
uninsured limited-purpose national trust banks (trust institutions) must complete specified sections
of Schedule RC-T either quarterly or annually (as of December 31) depending on the amount of their
total fiduciary assets as of the preceding calendar year-end and their gross fiduciary and related
services income for the preceding calendar year. Approximately 400 trust institutions with total
fiduciary assets greater than $250 million or with gross fiduciary and related services income greater
than 10 percent of net interest income plus noninterest income report their fiduciary and related
assets and their fiduciary and related services income quarterly and the remaining data items on
Schedule RC-T annually. Around 200 trust institutions with total fiduciary assets greater than $100
million but less than or equal to $250 million that do not meet the fiduciary income test mentioned
above complete all of Schedule RC-T annually. About 1,000 trust institutions with total fiduciary
assets of $100 million or less that do not meet the fiduciary income test mentioned above must
complete all of Schedule RC-T annually except the sections on fiduciary income and losses from
which they are exempt.

Since its addition to the Call Report at year-end 2001, Schedule RC-T has not been revised.
During this time period, significant growth has occurred in both the assets in managed and non-
managed fiduciary accounts at trust institutions. For the five year period ending December 31, 2007,
managed assets increased from $3.3 trillion to $5.6 trillion while non-managed assets climbed from
$8.2 trillion to $17.7 trillion. Assets held in custody and safekeeping accounts grew from $21.4
trillion to $57.9 trillion over this same period. The number of corporate and municipal debt issues
for which trust institutions serve as trustee has also increased over the past five years, rising from
237 thousand to 339 thousand, and the total par value of these debt issues has increased from
$6.4 trillion to $15.7 trillion. The total market value of the assets held in collective investment
funds and common trust funds operated by trust institutions grew from $1.6 trillion at year-end 2002
to $3.0 trillion at year-end 2007.

The agencies have been monitoring the growth in fiduciary activities and trends in this area,
both from data collected in Schedule RC-T and through the examination process, and have
determined that certain data should be added to Schedule RC-T to enable the agencies to better
evaluate the trust activities of individual trust institutions and the industry as a whole. The agencies
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are proposing to implement the following revisions to Schedule RC-T as of December 31, 2009.

A. Institutional Foundations and Endowments

In both the Fiduciary and Related Assets section of Schedule RC-T and the Fiduciary and
Related Services Income section of the schedule, information on the assets, number of accounts, and
income from fiduciary accounts of institutional foundations and endowments is currently reported as
part of the total amounts reported for “Other fiduciary accounts.” Internal Revenue Service (IRS)
statistics for 2004, the most recent year for which data are available, indicated that foundations and
charitable trusts treated as foundations by the IRS held assets with a total book value of $451
billion.'® The agencies believe that trust institutions administer a substantial amount of these assets
and that foundations and endowments are a major type of fiduciary account being aggregated as a
component of “Other fiduciary accounts.” Given the volume of assets administered in accounts for
foundations and endowments, separate reporting in Schedule RC-T of data for such a significant
type of fiduciary account is warranted.

B. Investment Advisory Agency Accounts

Investment advisory agency accounts are accounts for which a trust institution provides
investment advice for a fee, but where the ultimate investment decision rests with the customer. At
present, the instructions for reporting in both the Fiduciary and Related Assets section of Schedule
RC-T and the Fiduciary and Related Services Income section of the schedule do not identify the type
of fiduciary account in which information on the assets, number of accounts, and income from
investment advisory agency accounts should be reported. As a result, there is diversity in how trust
institutions report this information in these two sections of Schedule RC-T.

Investment management agency accounts share a common characteristic with investment
advisory agency accounts in that both involve the provision of investment advice to a customer for
the purpose of determining which securities to buy, sell, or hold. However, the former is a type of
managed account while the latter is a type of non-managed account. In order to clarify where
investment advisory agency accounts should be reported in Schedule RC-T and include them with
the most appropriate type of fiduciary account given their characteristics, the agencies are proposing
that investment advisory agency accounts be reported with investment management agency accounts
in the Fiduciary and Related Assets and the Fiduciary and Related Services Income sections of
Schedule RC-T. The line item captions in these two sections for “Investment management agency
accounts” would be revised to read “Investment management and investment advisory agency
accounts.” In addition, given the non-managed nature of investment advisory agency accounts, the
currently blocked items for non-managed assets and number of non-managed accounts in the line for
investment management agency accounts in the Fiduciary and Related Assets section of Schedule
RC-T would be opened to enable trust institutions to report on these advisory accounts.

10 http://wwwv.irs.gov/taxstats/charitablestats/article/0,,id=96996,00.html.
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C. IRAs, HSAs, and Other Similar Accounts

IRAs, HSAs, and other similar accounts represent a large category of individual benefit and
other retirement-related accounts administered by trust institutions for which the agencies do not
collect specific data. At present, data for these accounts is included in the totals reported for “Other
employee benefit and other retirement-related accounts” and “Custody and safekeeping accounts” in
the Fiduciary and Related Assets section of Schedule RC-T (items 7.c and 13). As of year-end 2007,
assets held in IRAs were estimated to be $4.7 trillion.*!

Significant growth in IRAs administered by trust institutions is expected as retiring
individuals roll assets held in 401(k) plans over into IRAs. Significant growth in HSAs is also
anticipated as these accounts gain increased popularity with the public. IRAs, HSAs, and other
similar accounts for individuals have risk characteristics that differ from employee benefit plans that
are covered by the Employee Retirement Income Security Act. In particular, the risks of these
accounts for individuals tend to center on compliance with the relevant provisions of the Internal
Revenue Code and the potential penalties for violations thereof. To identify trust institutions
experiencing significant changes in the number and market value of assets of these types of accounts
for supervisory follow-up and to monitor both aggregate and individual trust institution growth
trends involving these accounts, the agencies are proposing to add a line item to the Fiduciary and
Related Assets section of Schedule RC-T for data on IRAs, HSAs, and other similar accounts
included in “Other employee benefit and other retirement-related accounts” and “Custody and
safekeeping accounts.”

D. Managed Assets Held in Fiduciary Accounts

Trust institutions currently report a breakdown of the market value of managed assets held in
personal trust and agency accounts by type of asset in Memorandum item 1 of Schedule RC-T. The
agencies do not collect a similar breakdown of the managed assets for other types of fiduciary
accounts. The exercise of investment discretion adds a significant element of risk to the
administration of managed fiduciary accounts. Therefore, it is essential that the agencies be able to
monitor trends, both on a trust industry-wide basis and an individual trust institution basis, in how
discretionary fiduciaries are investing the assets of managed accounts. The current scope of
managed assets reporting is inadequate for monitoring and measuring risk exposures and provides
inadequate information for examiners’ examination planning activities.

Despite the importance of such data, managed personal trust and agency accounts comprised
just 20 percent of the number of total managed accounts and the assets of managed personal trust
and agency accounts represented 18 percent of total managed assets as of December 31, 2007. By
comparison, as of the same date, investment management agency accounts comprise 66 percent of
the number of total managed accounts and the assets of investment management agency accounts
represented 36 percent of total managed assets, while the assets of employee benefit and other
retirement accounts comprised 41 percent of total managed assets.

In order to close the significant data gap in current reporting, the agencies are proposing to

11 http://www.icifactbook.org/fb_sec7.html.
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expand Memorandum item 1 of Schedule RC-T to collect a three-way breakdown of the market
value of all managed assets held in fiduciary accounts by type of asset. The market values for the
various asset types would be reported separately for three categories of managed fiduciary accounts:
(1) personal trust and agency and investment management agency accounts, (2) employee benefit
and other retirement accounts, and (3) all other accounts. The various types of fiduciary accounts
have been combined into these three categories since each category is subject to unique regulatory
and fiduciary standards. Data reported in this manner will assist in monitoring and measuring risk at
trust institutions and in pre-examination planning by examiners.

The agencies have also reviewed the types of assets for which trust institutions currently
provide a breakdown in Memorandum item 1. Inthis regard, discretionary investments in common
trust funds (CTFs) and collective investment funds (CIFs) are not separately reported in this
Memorandum item. Instead, trust institutions are required to allocate the underlying assets of each
CTF and CIF attributable to managed accounts to the individual line items for the various types of
assets reported in Memorandum item 1.

The agencies have found this method of reporting investments in CTFs and CIFs to be
misleading, confusing, and burdensome for trust institutions. It is misleading because an investment
ina CTF or CIF that invests in common stocks is very different in nature than a direct investment in
an individual common stock, but these investments are reported as if the institution were investing in
a specific asset, rather than in a fund. It is confusing and burdensome to reporting institutions that
often do not understand the allocation process currently required for reporting the value of the
underlying assets of the CTFs and CIFs.

This allocation process requires institutions to segregate the underlying assets of each CTF
and CIF by asset type, rather than following the more straightforward approach of reporting the total
value of managed accounts’ holdings of investments in CTFs and CIFs. Therefore, the agencies are
proposing to end the current method of reporting investments in CTFs and CIFs in Memorandum
item 1 by adding a separate line item for investments in CTFs and CIFs. This new asset type will
enable the agencies to collect data that actually reflects the investment choices of discretionary
fiduciaries, i.e., investing in a fund rather than an individual asset, while simplifying the reporting of
these investments by eliminating the requirement to report each type of asset held by a fund.

At present, the asset type for “common and preferred stocks” in Memorandum item 1
includes not only these stocks, but also all investments in mutual funds (other than money market
mutual funds, which are reported separately), private equity investments, and investments in
unregistered and hedge funds. Investments in mutual funds (other than money market mutual funds)
have long been reported with common and preferred stocks. However, over time, these investments
have gone from being a relatively minor investment option for managed fiduciary accounts to being
one of the most significant asset types for managed fiduciary accounts.

As a consequence, the agencies lack specific data on discretionary investments in mutual
funds (other than money market mutual funds) despite their distinctive differences from investments
in individual common stocks. Given these differences and the growth in mutual fund holdings in
managed fiduciary accounts, the agencies are proposing to add two new items to Memorandum item
1 to collect data on investments in equity mutual funds and in other (non-money market) mutual
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funds separately from common and preferred stocks.

Investments in hedge funds and private equity have grown rapidly since the implementation
of Schedule RC-T in 2001, with large institutional investors, e.g., large pension plans, increasing
their allocation to these types on investments in order to increase portfolio returns and pursue
absolute return strategies. As mentioned above, these types of investments are currently reported in
the “common and preferred stocks” asset type in Memorandum item 1. However, given their unique
characteristics and risks and the increasing role such investments are having in managed fiduciary
portfolios, the agencies believe there is a need to identify the volume of these investments to monitor
both aggregate trust industry exposure and trust institution-specific exposure. Therefore, the
agencies also propose to revise Memorandum item 1 to exclude investments in unregistered funds
and private equity from the subitem for investments in common and preferred stocks. Instead, each
type of investment will be reported as a separate component of “Total managed assets held in
fiduciary accounts,” with the subitems within Memorandum item 1 renumbered accordingly.

Finally, since their inception in 1994, mutual funds for which the reporting trust institution or
its subsidiary or affiliate is the sponsor or serves as an investment advisor (also referred to as
proprietary mutual funds) have posed a significant fiduciary risk when the institution makes
investments in such mutual funds for the fiduciary accounts it manages. In this situation, the
institution’s dual roles present a conflict of interest, which has given rise to litigation on a number of
occasions. Therefore, to supplement the proposed expanded information on mutual funds held in
managed fiduciary accounts, the agencies are proposing to add items to Memorandum item 1 for the
reporting of the market value of discretionary investments in proprietary mutual funds and the
number of managed accounts holding such investments. This information will assist the agencies in
measuring and monitoring the risk exposure of the trust industry and individual trust institutions
with respect to the conflicts of interest inherent in discretionary investments in proprietary mutual
funds.

E. Corporate Trust and Agency Accounts

Trust institutions currently report the number of corporate and municipal debt issues for
which the institution serves as trustee and the outstanding principal amount of these debt issues in
Memorandum item 2.a of Schedule RC-T. One of the major risks in the area of corporate trust
administration involves debt issues that are in substantive default. A substantive default occurs
when the issuer fails to make a required payment of interest or principal, defaults on a required
payment into a sinking fund, or is declared bankrupt or insolvent. However, issues would not be
considered in substantive default until such default has been declared by the trustee. Similarly,
issues would not be considered as being in substantive default during a cure period, provided the
bond indenture provides for a cure period. Private placement leases where the trustee is required to
delay or waive the declaration of an event of default, unless requested in writing to make such
declaration, would not be considered as being in substantive default, provided such written request
has not been made. Once a trustee’s duties with respect to an issue in substantive default have been
completed, the issue should no longer be considered as being in default.

The occurrence of a substantive default significantly raises the risk profile for an indenture
trustee of a defaulted issue. Insuch cases, every action or failure to act by the trustee is scrutinized
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intensely by the holders of the defaulted issue, which brings about a heightened risk of being sued.
In addition, the administrative demands in such a situation can result in the incurrence of significant
expenses and the distraction of managerial time and attention from other areas of the trust
department. Thus, to monitor and better understand the risk profile of trust institutions serving as an
indenture trustee for debt securities and changes therein, the agencies are proposing to require trust
institutions to report the number of such issues that are in substantive default and the principal
amount outstanding for these issues.

The agencies propose to clarify the instructions for Memorandum item 2 to indicate that
“amount outstanding” for debt instruments means the unpaid principal balance. For trust preferred
securities, the “amount outstanding” would be the redemption price. In addition, the agencies are
proposing to revise the instructions for reporting on corporate trust accounts to state that issues of
trust preferred stock for which the institution is trustee should be included in the amounts reported
for corporate and municipal trusteeships.

F. Instructional Clarifications

The instructions for reporting the managed and non-managed assets and number of managed
and non-managed accounts for defined contribution plans and defined benefit plans in items 5.a and
5.b of Schedule RC-T, respectively, would be revised to indicate that employee benefit accounts for
which the trust institution serves as a directed trustee should be reported as non-managed accounts.

The instructions for reporting on the number of and market value of assets held in collective
investment funds and common trust funds in Memorandum item 3 would be clarified by stating that
the number of funds should be reported, not the number of assets held by these funds, the number of
participants, or the number of accounts invested in the funds.

Time Schedule for Information Collection

The Call Reports are collected quarterly as of the end of the last calendar day of March, June,
September, and December. Less frequent collection of Call Reports would reduce the Federal
Reserve’s ability to identify on a timely basis those banks that are experiencing adverse changes in
their condition so that appropriate corrective measures can be implemented to restore their safety
and soundness. State member banks must submit the Call Reports to the appropriate Federal
Reserve Bank within thirty calendar days following the as-of date; a five-day extension is given to
banks with more than one foreign office.

Aggregate data are published in the Federal Reserve Bulletin and the Annual Statistical
Digest. Additionally, data are used in the Uniform Bank Performance Report (UBPR) and the
Annual Report of the FFIEC. Individual respondent data, excluding confidential information,
are available to the public from the National Technical Information Service in Springfield,
Virginia, upon request approximately twelve weeks after the report date. Data are also available
from the FFIEC Central Data Repository Public Data Distribution (CDR PDD) web site
(https://cdr.ffiec.gov/public/). Data for the current quarter are made available, when submitted by
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each bank, beginning approximately 15 calendar days after the report date. Updated or revised
data may replace data already posted at any time thereafter.

Legal Status

The Board’s Legal Division has determined that Section 9 of the Federal Reserve Act [12
U.S.C. 324] authorizes the Board to require these reports from all banks admitted to membership in
the Federal Reserve System. The Board’s Legal Division has also determined that the individual
respondent information contained in the trust schedule, RC-T are exempt from disclosure pursuant to
the Freedom of Information Act [5 U.S.C. 552(b)(4) and (8)] for periods prior to March 31, 2009.
Finally, Column A and Memorandum item 1 to Schedule RC-N, “Past Due and Nonaccrual Loans,
Leases, and Other Assets,” are exempt from disclosure pursuant to the Freedom of Information Act
[5 U.S.C. 552(b)(4) and (8)] for periods prior to March 31, 2001.

Consultation Outside the Agency

The agencies published the notice for comment in the Federal Register on September 23,
2008 (73 FR 54807) and collectively received seven public comment letters. The comment period
for this notice expired on November 24, 2008. The agencies modified the proposal in response to
several of these comment letters. On January 28, 2009, the Federal Reserve published a final notice
in the Federal Register (74 FR 5028) on the Call Reports.
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Estimate of Respondent Burden

The Federal Reserve estimates that the proposed revisions would increase the estimated
annual burden by 2,631 hours. This proposal would add several new data items to the Call Reports
and revise certain existing data items. The proposal as a whole would produce a net increase in
reporting burden for banks of all sizes of forty-five minutes per response. The Federal Reserve
estimates the total proposed annual reporting burden for state member banks to be 186,976 hours, as
shown below. This burden represents 4 percent of the total Federal Reserve paperwork burden.

Estimated Estimated
Number of Annual
average hours  annual burden
respondents frequency
per response hours
Current 877 4 52.55 184,345
Proposed 877 4 53.30 186,976
Change 2,631

The total cost to state member banks is estimated to be $11,106,374 annually.** This
estimate represents costs associated with recurring salary and employee benefits, and expenses
associated with software, data processing, and bank records that are not used internally for
management purposes but are necessary to complete the Call Reports.

With respect to the changes that are the subject of this submission, banks would incur a
capital and start-up cost component, but the amount would vary from bank to bank depending upon
its individual circumstances and the extent of its involvement, if any, with the particular type of
activity or product about which information would begin to be collected. An estimate of this cost
component cannot be determined at this time.

Sensitive Questions

This collection of information contains no questions of a sensitive nature, as defined by
OMB guidelines.

Estimate of Cost to the Federal Reserve System

Current costs to the Federal Reserve System for collecting and processing the Call Reports
are estimated to be $1,589,906 per year. This amount includes the routine annual costs of personnel,
printing, and computer processing, as well as internal software development costs for maintaining
and modifying existing operating systems used to edit and validate submitted data.

12 Total cost to the public was estimated using the following formula. Percent of staff time, multiplied
by annual burden hours, multiplied by hourly rate: 30% - Administrative or Junior Analyst @ $25,
50% - Managerial or Technical @ $55, 10% - Senior Management @ $100, and 10% - Legal Counsel
@ $144. Hourly rate estimates for each occupational group are averages using data from the Bureau of
Labor and Statistics, Occupational Employment and Wages, news release.
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