OVERVIEW:
THE RESOLUTION HANDBOOK AT A GLANCE

The Federd Deposit Insurance Corporation (FDIC) learned many |lessons about resolving failing financid
inditutions as it managed the crigs. The sheer number of failing indtitutions and their varied busnesses and
asset Szes afforded the FDIC awide range of resolution experiences. Findly, becausethe crisslasted a
relaively long time, the FDIC had to conduct resolutions at dl phases of various economic cycles.
Following isabrief outline of the materia presented in this handbook which isacompilation of thelessons
learned by the FDIC during those crisis years.

The Resolution Process

Inorder to minimize disruption to the local community, the resol ution process must be performed asquickly
and smoothly aspossible. The FDIC employed three basic resolution methods: purchase and assumption
(P&A) transactions, deposit payoffs, and open bank ass stance transactions.

Resolution Strategy

The FDIC sresolution activities begin with the receipt of the Failing Bank Letter. After aplanning team has
contacted the chief executive officer of the failing bank or thrift, the FDIC sendsin ateam of specidigtsto
complete an information package. Part of the information package is an assat vauation review. The
appropriate resolution structures are then chosen, and the FDIC conducts an on-gteandyssto prepareand
plan for the dosing.

Marketing a Failing Institution

Onceadl the possible resolution methods have been selected, the FDIC beginsto market thefailing bank or
thrift as widdly as possible to encourage competition among bidders. An information meeting is held to
discussthe details of thefailing inditution with the gpproved bidders. All bidders performing due diligence
are provided the same information, so no one bidder has an advantage.

Bid Submission

Bids are submitted in two parts the first amount is the premium for the franchise vaue of the faled
indtitution’s deposits, and the second amount isfor dl or part of the inditution’ s assets.

Least Cost Analysis

In 1991, to comply with legidation, the FDIC amended its failure resolution procedures to decrease the
costs to the deposit insurance funds. The new procedures require the FDIC to choose the resolution
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dternative that is least codly to the deposit insurance fund of dl possible methods for resolving the failed
inditution. Bids are forwarded to FDIC headquarters where the bids are reviewed and the least cost
determination is made.

Calculation of Cash Amount Due to Acquirer

The FDIC inits corporate capacity transfers cash to an acquiring or agent ingtitution in an amount equal to
theligbilities assumed, minusthe amount of assets purchased, and minusthe amount of the premium (if any).

FDIC Board of Directors Approval

The FDIC gtaff submits awritten recommendation to the FDIC Board of Directors requesting approval of
the resolution transaction. The FDIC Board of Directors may direct that the winning bid determination be
delegated to the gppropriate divison director. Once the FDIC Board of Directors has approved the
transaction, FDIC gtaff notifies the acquirer(s), al unsuccessful bidders, and their respective regulatory
agencies.

Closing the Institution

Thefind step in the resolution process occurs when theingtitution is closed and the assets and depositsare
passed to the acquirer. The chartering authority closes the ingtitution and appoints the FDIC asreceiver.

Resolution Time Line

The entire resolution process is generdly carried out in 90 to 100 days, not including the post-dlosng
settlement timeframes.

Purchase and Assumption Transactions

The most common resolution method for failing banks and thrifts is the P&A transaction. In a P&A

transaction, a hedlthy indtitution assumes certain liabilities of the falled inditution in exchange for certain
asets of thefailed inditution plus financid assistance from the FDIC in its corporate capacity. There have
been avariety of P& A transactions asthe basic agreement is conducive to change. Since each failed bank
Stuation isunique, the terms of the agreements should be flexible enough to obtain the highest value for the
recaivership. Variationsincludeloan purchase P& As, modified P& As, P& Aswith put options, P& Aswith
asset poals, and whole bank P& As. Two of the more specidized P& Asareloss sharing transactions and
bridge banks.

Loss sharing was designed to address the problems associated with marketing large banks with sizesble
commercid loan and commercid red estate portfolios by limiting thedownsiderisk of those portfoliostothe
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acquirers. In aloss sharing transaction, for a specified period of time, the FDIC absorbs a sgnificant
portion (typically 80 percent) of credit losses on shared loss assets, usuadly commercid loans and

commercid red estateloans, and acquiring indtitutionsassumetheremaining 20 percent of loss. Inturn, the
FDIC generdly receives 80 percent of the recovery on those shared | oss assets and the acquirer retains 20
percent. A bridge bank is a full-service national bank chartered by the Office of the Comptroller of the
Currency and controlled by the FDIC. 1t can be operated for two years, with three one- year extensgons. A
bridge bank providesthe FDIC timeto arrange apermanent transaction and is especidly useful in Stuations
where the failing bank islarge or unusualy complex.

Deposit Payoffs

A depost payoff isonly executed if the FDIC does not receive abid for aP& A transaction that meetsthe
least cost test. There are two types of deposit payoffs. Thefird typeisadraight deposit payoff, inwhich
the FDIC in its corporate capacity ensures that each depositor is paid the amount due, up to the insured
limit. Depositors may come to the failed bank premisesto collect their checks, or the FDIC may mail the
checks to the depositors. The second type is an insured deposit transfer, in which insured deposits and
secured ligbilities of afailed bank or thrift are transferred to a hedthy inditution, and service to insured
depositorsis uninterrupted.

Open Bank Assistance Transactions

The FDIC may provide open bank assistance to prevent an insured depoditory ingtitution from closing;
however, such proposas face significant policy, cost, and administrative obstacles when compared to
dternative types of transactions. As aresult, open bank assstance has not been used since 1992.
Other Resolution Alternatives

Net Worth Certificate Program

Net worth certificates were used to provide noncash assistance to troubled ingtitutions. The purposeof this
program was to buy time for banks, thrifts, and savings banks to correct temporary problems caused by
interest rate imbal ances.

Income Maintenance Agreements

Income maintenance agreements were used to adjust for the effect that deregulation of interest rates was

having on some of the larger savings banks. The FDIC used income maintenance agreementsto facilitate
mergers of troubled savings banks with hedthy indtitutions.
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Capital Forbearance Program and Loan Loss Amortization Program

The FDIC implemented these two programs to assst well-managed, economicaly sound indtitutions that
were suffering because of the agricultura or energy crises.

Resolution of Savings and Loan Associations Prior to FIRREA

Mergers were a common method of resolution for the Federa Savings and Loan Insurance Corporation
(FSLIC). Assgtancein mergersincluded yield maintenance, which guaranteed amarket rate of return on
nonperforming assets, capital 10ss coverage on certain assets, which reimbursed the acquirer for lossesthat
occurred when the assetswere sold; negative net worth payments, which madethe assetsand ligbilitiesof a
failed thrift balance for the acquirer; and indemnifications, which protected the acquirer for legal expenses.

Control of Management

In 1985, anew FSLIC program called the M anagement Consignment Program placed troubled thriftsunder
new management in an atempt to srengthen the financid postions of the indtitutions for future saes or
mergers.

The FDIC' s Role as Receiver

The federal satutory framework governing the resolution of failed depository ingtitutions promotes the
sound and effective operation of receiverships, with the god of reducing lossesto depositors and crediitors.
The FDIC plays a predominant role as principa adminisirator of the resolutions of insured ingtitutions.
Comparison with Bankruptcy Law

See specia receivership powers.

Why the FDIC Acts as Receiver

Prior to the creation of the FDIC, the Office of the Comptroller of the Currency supervised nationd bank
liquidations. Liquidations of state banks varied consderably from dtate to state, but most were handled
under the provisonsfor genera banking insolvencies. The U.S. Congress created the FDIC in an effort to

smplify the procedures; to diminate duplication of records; and to vest respongibility for liquidation in the
largest creditor, whose interest was to obtain the maximum possible recovery.
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How the FDIC Becomes a Receiver

The FDIC must be appointed as receiver for insured federa savings associations and national banks. For
date chartered and Federal Reserve member banks, the chartering authority hasthe option of appointing the
FDIC asreceiver, dthough rarely has another entity been gppointed. In certain instances, the FDIC may
gppoint itsdf as receiver for a depogtory ingditution. Courts have long recognized the dud and separate
functions of the FDIC in its corporate capacity as insurer and as receiver.

The FDIC' s Functions as Receiver

The FDIC is expected to maximize the return on the assets of the falled bank or thrift and to minimize any
lossto the insurance fund that may result from closing theindtitution. A receivership is designed to market
the indtitution’s assets, liquidate them, and distribute the proceedsto theingtitution’ screditors. The FDIC
asreceiver succeedsto therights, powers, and privilegesof theingtitution and itsstockholders, officers, and
directors. A receiver dso hasthe power to merge afailed ingtitution with another depository inditutionor to
form a new nationdly chartered indtitution, known as a bridge bank. The receiver is not subject to the
direction or supervison of any other regulatory authority.

The FDIC’s Closing Function

After failure, the firg task of the receiver isto take custody of the failed indtitution’s premises and dl its
records. The next step isto inform the public of theingtitution’sclosing. The FDIC closng saff worksto
bring the generd ledger in balance as of the closing date and, when thereisan assuming inditution, creates
two sets of books: one for the assuming ingitution and one for the receivership.

Resolution of Claims Against the Failed Institution
All damantsmugt file proof of their daimswith the receiver by aspecified deadline. Onceaclaim hasbeen
filed, the recaiver has 180 days to determine if the claim should be dlowed. If the cdlaim is dlowed, the

clamwill bepaid onapro ratabasswith other dlowed clamsof thesameclass. If theclamisdenied, the
clamant may file suit or continue pending litigation.
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Payment of Claims

The National Depositor Preference Amendment and related statutory provisions providethat clamsareto
be paid in the following order:

Adminidrative expenses of the recelver,

Deposit liability clams (the FDIC claim takes the position of the insured deposits),
Other generd or senior liabilities of the indtitution,

Subordinated obligations, and

Shareholder cdlams.

g~ owdNpE

Claimants are sometimes issued an advance dividend based on the projected recovery vaue of the failed
inditution’s assets.  Advance dividends usudly range between 50 cents and 80 cents on the dollar of
receivership dams.

Foecial Receivership Powers
The FDIC asreceiver has a number of special powers that have been granted by federd law.
A recelver may repudiate contracts of the depository ingtitution that it deems are burdensome.

The receiver is subgtituted as a party in litigation pending againg the bank or thrift. However, a
court must stay the litigation at the request of the receiver; this allows the receiver to evaluate the
factsto decide how to proceed. Thereceiver dso hastheright to removelitigation from state court
to federd court.

The receiver has the power to avoid certain fraudulent transfers made by an ingtitution’s obligors
within the period beginning five years before and ending five years after the receiver’ s gppointment
if there was an intent to hinder, delay, or defraud the ingtitution.

Federal statutes provide certain “ specia defenses’ to the FDIC initsrole asreceiver to dlow for
the efficient resolution of afailed inditution’s affairs. Both statutes and court decisions recognize
that, unless an agreement is properly documented in theingtitution’ srecords, it cannot be enforced
againg the recaiver, ether to make aclaim or to defend againgt aclam by thereceiver. TheU.S.
Congressaso provided the FDIC asrecelver with additional protection by prohibiting courtsfrom
issuing injunctionsor smilar equitablerdief to restrain thereceiver from completing itsresolution or
liquidation activities.
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Settlement with the Assuming Institution

A settlement date may be from 180 days to 360 days after the bank or thrift closing, depending on the
inditution'ssze.

Disposal of Assets and Termination of Receivership

In order to have fundsto disburse, the FDIC worksto digpose of theremaining assets of afailed indtitution
in atimey manner through avariety of methods. Receivership termination representsthe final process of
winding up the affairs of the failed indtitution.

Other Significant Issues

The FDIC discovered many sgnificant issuesthat arose whileit resolved failing ingtitutions during the bank
and thrift crigsthat began in 1980. Some of these issuesinclude the following:

Maintaining Public Confidence in the Banking System

One of the FDIC' s primary missonsisto mantain public confidenceinthe U.S. financid sysem. Whena
bank fails, the FDIC accomplishes this mission through prompt and efficient payment of insured deposits
and by minimizing the impact of an inditution’s faillure on the local economy.

Adequacy of Insurance Funds

|dedlly, adequate insurance funds should be available for resolving falling financid ingtitutions. When such
funds are not available, officids should focus on dternatives that minimize dday in resolutions.

Other Resolution Concerns

Failing financid indtitutions should be resolved as quickly as possibleto preservefranchisevaues. Biddes
due diligence should be monitored to ensure equitable trestment among dl bidders. A resolution process
that most closely resembles afree market will yidd the best economic resultsfor al involved. Resolution

structures that provide assistance over aperiod of time must be carefully crafted to provide gppropriate
incentives.

Receivership Issues

Assistance can be gained and goodwill can be created by sharing information with the local media about
how a resolution will be conducted. When planning for any closing, whether there isto be an acquiring
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indtitution or nat, it is important to make arrangements for direct depogits coming into the failing bank or
thrift and to coordinate with the on-line debit servicersconcerning ATM transactions. Arrangements must
be madeto take care of thefailed ingtitution’ s customers who have concerns about uninsured depositsand
loans retained by the recelver. Consideration must be given to ongoing business concerns and the
availability of other credit ources in the locd area.
The creation of policiesfor deding with borrowers of falled inditutionsis critical to maximizing recovery on
their loans.
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