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FEDERAL DEPGSI T | NSURANCE CORPORATI ON
12 CFR Part 327

RI'N 3064- AC31

Assessnent s
AGENCY: Federal Deposit Insurance Corporation (FDIC)

ACTI ON: Final rule.

SUMVARY: The Board of Directors of the FDIC (Board) is anending its
regul ati on governi ng assessnents to change the reporting date used to
determ ne the capital conponent of the assessnment risk classifications
assigned by the FDIC to insured depository institutions. This change
noves that date closer by one cal endar quarter to the sem annua
assessment period for which the capital conponent is assigned, and it
permts the FDIC to use nore up-to-date infornmation in determ ning
institutions' assessnent risk classifications. The new date coincides
with the date currently used to deternine the supervisory conponent of
t he assessnment risk classification.

To permit the use of nmore current capital information, the Board is
further anmendi ng the assessnents regulation to shorten from 30 days to
15 days the prior notice the FDIC sends to institutions advising them
of their assessnent risk classifications for the foll owi ng sem annua
assessment period. The Board is adopting the same reduction for the
i nvoi ce sent by the FDI C each quarter showi ng the amount of the
assessment paynment due for the next quarterly collection. At the other
end of the process, the Board is increasing from 30 days to 90 days the
time within which an institution may request review of its assessnent
ri sk classification.

Additionally, to reflect a shift of certain assessnent functions
within the FDIC, the Board is revising two of the references to FDI C
offices in the regulation. Also, as proposed, the anendnent corrects a
typographical error in the formof a msstated cross-reference to
anot her FDI C regul ati on.

Finally, in response to concerns raised by comments that the FD C
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recei ved on the proposal, the final rule is additionally anended to
increase from15 to 30 days the tine between announcenent of limted
changes in deposit insurance rates and the date of the assessnent
notice sent to insured institutions by the FD C

EFFECTI VE DATE: The final rule is effective April 1, 2000.
FOR FURTHER | NFORVATI ON CONTACT: James W Thornton, Seni or Banki ng
Anal yst, Division of Insurance, (202) 898-6707; or Claude A Rollin

Seni or Counsel, Legal Division, (202) 898-8741, Federal Deposit
I nsurance Corporation, Washington, D.C 20429.
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SUPPLEMENTARY | NFORVATI ON.
The Proposed Rul e

On September 8, 1999, the Board issued for public coment a
proposal to make several revisions to its assessments regulation. 64 FR
48719 (Septenber 8, 1999). The primary change proposed by the Board
i nvol ved the reporting date for data used in determ ning the capita
conponent of the assessnent risk classifications that the FDI C assigns
sem annually to FDIC-insured institutions. At present, the FDIC s ri sk-
based assessnments regul ation specifies that the capital component of
t he assessnment risk classification assigned to an institution for a
sem annual assessnent period will be determ ned on the basis of data
reported by the institution in its Consolidated Reports of Condition
and Incone, Thrift Financial Report, or Report of Assets and
Liabilities of U S. Branches and Agenci es of Forei gn Banks
(collectively, call report) for the quarter ending six nonths earlier
(12 CFR 327.4(a)(1)). The Board proposed to anmend the regul ati on by
basi ng capital -group deternmi nations on data reported by institutions in
their call reports for the period ending three nmonths before the
begi nni ng of the semi annual period to which that data woul d apply.

To allow use of the nore current capital data in assigning
assessment risk classifications, the Board al so proposed to shorten--
from30 days to 15 days--the tinme between the date institutions are
notified of their assessnment risk classifications for the upcom ng
assessment period and the date the assessnent is collected for the
first quarter of that upcom ng period. The sane reducti on was proposed,
for both the first and second quarters of each sem annual assessnent
period, in the time between the date of the quarterly assessnent
i nvoi ce and date the invoiced anpbunt is collected.

As the Board explained in its proposal, noving the capita
reporting date forward by 90 days would |l eave the FDIC as little as 15
to 30 days to receive the reported data, scan the reports, input the
information into the FDIC s system perform capital-group cal cul ations
for nore than 10,000 institutions, and prepare and mail the assessnent
notices. 64 FR 48720. Because that is not sufficient time for
conpleting this process, the alternatives are to | eave the capita
reporting date as it is or nmail the assessnment notices sonewhat |ater
As the Board noted, the proposal anticipated that reduction of the
notice period from30 to 15 days would not have a significantly adverse
i mpact on insured institutions, as institutions typically know (or can
anticipate with reasonable certainty) the assessment risk
classification they will be assigned for the next assessnent period.
Id.

Wth regard to the assessnent the FDIC coll ects on behalf of the
Fi nanci ng Corporation (FICO, institutions are also able, under norna
circunstances, to estimte with reasonabl e accuracy the assessnent
amount due for each upcom ng paynment date. However, the proposal noted
the FDIC s intent, in the event of significant devel opnents that could
cause material changes in the FICO assessnent rate, to provide notice
of the changes as early as possible through such neans as mailings to
insured institutions. Id.

Anot her timng change proposed by the Board was an increase in the
peri od during which an institution may seek review and revision of its
assessment risk classification. Under the existing regulation, an
institution may file a review request within 30 days after the date of
the FDIC notice informng the institution of its assessment risk
classification. The proposal would expand that period to 90 days.

The two remai ni ng changes proposed by the Board were office
redesignations to reflect the shift of certain assessment functions
within the FDIC, and correction of a typographical error in the form of
a msstated cross-reference.
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Comrent s Recei ved

The FDI C received nine comrent letters in response to the proposal
Three of the letters were fromdepository institutions, two fromstate
associ ati ons of bankers, three from national associations of bankers,
and one froma state banking regulator. In general, these comrenters
supported the proposal. However, one comenter--a state association of
bankers--neither supported nor opposed the proposal itself, but
expressed its views on the proposal's inmplications for agricultura
banks. This comment letter is not included in the discussion
i medi ately bel ow but rather is addressed separately, follow ng the
di scussi on bel ow.

The remai ni ng ei ght conmenters expressed unani nous support for the
use of nore current capital data. The seven comenters addressing the
proposed extension of the deadline for filing requests for review of
assessment risk classifications all supported that proposal. O the two
conmmenters specifically addressing either or both of the proposals to
correct the typographical error and to revise two of the references in
the regulation to FDI C offices, both supported those changes as wel |
Thus, the Board has deci ded to adopt each of these four anendnents as
proposed.

The renmai ning el enent of the proposal is reduction of the
assessment notice period from30 to 15 days. In the proposal, the Board
specifically requested comrent on any adverse inpact the shorter notice
peri od m ght have. Comrent was further requested on any alternative
neans of permitting the use of nore current capital data wi thout
shorteni ng the notice period.

The eight comrenters either generally supported or did not
separately address the proposed reduction. None of the comrenters
of fered an alternative to the reduction. Two of the conmenters
expressly recogni zed a necessary connecti on between the use of nore
current capital data and a reduction in the assessment notice period.

Si x comenters concl uded that the proposed reduction in the notice
peri od woul d not have a significant adverse inpact. However, two of the
ei ght expressed certain concerns. These two conmenters--both of which
are national associations of bankers--agreed that the proposed
reduction generally would not present a problem However, one noted
that a shorter notice period could potentially present problens if
assessment rates increase or becone nore conplex, or in the event of
vol atil e econom c conditions. The other comenter suggested that the
proposal be revised to require the FDIC to notify institutions of any
changes in the assessnent rate schedule at | east 30 days before the
assessment notice date, and that the FDIC be required to notify an
institution of any changes in its supervisory category no |later than 30
days prior to each assessnent collection date. This sane commrenter
further recomrended that the FDI C provide notice of any nateria
changes in the FI CO assessnent rate at | east 30 days before the
rel evant assessnent paynent date, including any advance notice of
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mat eri al changes in the rate expected for subsequent quarters.

The Board appreci ates the concerns expressed regarding the
shortened notice period. At the same tinme, the Board believes that--as
was suggested in the proposal and as nore than one comrenter expressly
recogni zed--a reduction in the notice period is necessary if nore
current capital data is to be used. The eight comenters addressing the
proposal unani nously supported the use of nore up-to-date capital data,
and only limted concerns were expressed by conmenters regarding the
reduced notice period. Accordingly, the Board has deci ded to adopt the
proposed notice reduction.

Wth regard to the concern that a 15-day notice period m ght not be
sufficient for institutions for which there is a change in the
supervisory category fromone sem annual assessment period to the next,
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the FDICis willing to consider what refinenents night be warranted and
feasible to address any significant problens. To this end, the FDIC
will nmonitor inplenmentation of the new notice schedule in June 2000 to
determ ne any adverse inpact. The results will be reviewed and
alternative neans of addressing any significant problens will be
consi der ed.

In response to the concern raised by one comrenter regarding
mat eri al changes in the FICO assessnment, the Board reiterates its
intention, as noted in the proposal, that in instances in which
significant devel opnents are likely to result in material changes in

FI CO assessment rates, the FDIC will provide notice as early as
possi bl e, through mailings to insured institutions or simlar neans. 64
FR 48720.

The remai ning i ssue raised by conmenters regardi ng the reduced
assessment notice period concerned notice of changes in the assessnent
rate schedul e. At present, the assessnents regul ati on requires that any
change in the assessnent rate schedul e be announced by the FDIC at
| east 15 days before the date the assessnent notice is to be provided
to institutions for the first quarter of each sem annual assessnent
peri od.\ 1\ Thus, for exanple, under the existing regulation, an
adjustrment for the assessnent period beginning July 1 would be
announced by no later than May 16, which is 15 days before the existing
assessment notice date of May 31.

\1\ 12 CFR 327.9(c)(4). This provision applies only to
adjustment (either increase or decrease) of the rate schedule up to
a maxi mum of five basis points. Any change that exceeds this |eve
woul d first be announced in the form of a proposal on which public
coment woul d be invited.

Because, in this exanple, the final rule noves the applicable
assessment notice date to June 15, the amendnment as proposed woul d have
had the effect of noving the deadline for the rate-change announcenent
to May 31. However, if the announcenent period were increased from 15
to 30 days prior to the assessnent notice date, that change, in
conjunction with the reduction of the assessment notice period to 15
days, would restore the announcenment deadline to May 16, which is the
exi sting date.

Under these circunstances, the Board believes a revision of the
exi sting announcenent date is warranted. This change woul d serve nerely
to continue the existing situation, by adapting the announcenent date
to acconmpdat e the new change in the assessnent notice date.
Accordingly, the Board is further anmending the assessnments regul ation
to require that any adjustnment in the assessnent rate schedul e under
this provision of the regulation be announced at |east 30 days before
the date the assessnent notice is to be provided to institutions for
the first quarter of each semi annual assessnment peri od.

As indicated above, one of the nine comment letters received by the
FDIC in response to the proposal neither supported nor opposed any
aspect of the proposal itself but expressed its views of the proposal's
implications for agricultural banks. As noted in the letter, the focus
of the comments "“is the need to address the adverse inpacts of
substantial increases in assessnments if well-nmanaged ag banks
experi ence significant capital reductions because of ag | oan | osses''
The commenter "~ does not challenge the concept that deposit assessnents
shoul d be founded on the npbst current available data'' but does note
that one of the effects of using nore current information is that the
assessments of a bank with declining capital is a nore rapid increase
in risk-based deposit insurance assessments. The comenter suggested
that the assessment process be reviewed to determ ne whet her additiona
revisions are necessary to reflect the Iikelihood that increased
deposit assessnents nay increase, rather than reduce, the risk that
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some banks will fail.

The commenter further suggested that the FDI C consider providing a
means by whi ch banks can benefit fromfunds paid as increased
assessnents in connection with [oan | osses from economic contraction
rather than from poor managenent practices.

In response, the Board notes that refinements to the risk-based
assessment system are continually under consideration and that these
conments will be reviewed and carefully considered in connection wth
t hat on-goi ng process.

The Final Rule

For the reasons stated above, the Board is adopting the anendments
as proposed, with one addition. That addition is the revision of
Sec. 327.9 to increase from 15 to 30 days the tinme by which an
announcenent of a linted adjustment to the assessment rate schedul e
nmust precede the date of the assessnment notice sent to FDI Cinsured
institutions prior to the beginning of a sem annual assessnent peri od.
The date changes nade by the final rule will be inplenented with
t he assessnent period beginning July 1, 2000. The follow ng chart
illustrates the new dates, as conpared to the existing dates, using
that initial assessnent period as an exanpl e.

Sem annual Assessnent Period Beg

Deadl i ne for
Controlling announci ng
call report limted rate
dat e change
Ad DAt eS. . .t 12-31-1999 5-16- 2000
New Dat @S. . .ot 3-31- 2000 5-16- 2000
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Regul atory Flexibility Act

The Board hereby certifies that the final rule will not have a
significant econonic inpact on a substantial number of snall entities
within the neaning of the Regulatory Flexibility Act (5 U. S.C. 601 et
seq.). No new or increased reporting, recordkeeping, or other
conpliance requirenments are inposed by the rule. O the amendnents
adopted by the Board, only one--lengthening the tinme for filing
requests for review of assessnment risk classifications--addresses
actions to be initiated by insured institutions. The renmining
anmendnments address actions to be undertaken by the FDIC. The amendnents
addressing actions to be initiated by institutions relax an existing
time restriction, and it is expected that any inmpact on insured
institutions, of whatever size, will be favorable rather than adverse.

Assessnment of |nmpact of Federal Regulation on Fanmilies

The FDI C has determined that this anendment will not affect famly
wel | -being within the nmeaning of section 654 of the Treasury Depart nment
Appropriations Act, 1999, enacted as part of the Omibus Consoli dated
and Emergency Suppl enental Appropriations Act, 1999 (Pub. L. 105-277,
112 Stat. 2681).
Li st of Subjects in 12 CFR Part 327

Assessnents, Bank deposit insurance, Banks, banking, Reporting and
recordkeepi ng requirenents, Savings associ ati ons.
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For the reasons stated in the preanble, 12 CFR part 327 is anended
as foll ows:

PART 327- - ASSESSMENTS

1. The authority citation for part 327 continues to read as
fol | ows:

Authority: 12 U S.C 1441, 1441b, 1813, 1815, 1817-1819; Pub. L.
104- 208, 110 Stat. 3009-479 (12 U.S.C. 1812).

Sec. 327.3 [Amended]

2. Section 327.3 is anended by renoving the phrase " 30 days'' and
adding in its place the phrase " 15 days'' in paragraphs (c)(1) and
(d) (1), respectively.

3. Section 327.4 is anended by renoving the citation
©7309.5(c)(8)"'" in paragraph (e) and adding in its place the citation
©7309.5(9g)(8)'', and revising paragraphs (a)(1) introductory text and
(d) to read as foll ows:

Sec. 327.4 Annual assessnent rate.

(a)***

(1) Capital factors. Institutions will be assigned to one of the
followi ng three capital groups on the basis of data reported in the
institution's Consolidated Reports of Condition and |Income, Report of
Assets and Liabilities of U S. Branches and Agenci es of Foreign Banks,
or Thrift Financial Report dated as of March 31 for the assessnent
peri od beginning the following July and as of Septenber 30 for the
assessment period beginning the follow ng January 1.

* x * *x *

(d) Requests for review. An institution may subnmit a witten
request for review of its assessment risk classification. Any such
request must be submitted within 90 days of the date of the assessnent
risk classification notice provided by the Corporation pursuant to
paragraph (a) of this section. The request shall be submtted to the
Corporation's Director of the Division of Insurance in Washi ngton
D.C., and shall include docunentation sufficient to support the
recl assification sought by the institution. If additional information
is requested by the Corporation, such information shall be provided by
the institution within 21 days of the date of the request for
additional information. Any institution submtting a tinely request for
reviewwill receive witten notice fromthe Corporation regarding the
outconme of its request. Upon conpletion of a review, the Director of
the Division of Insurance (or designee) or the Director of the Division
of Supervision (or designee), as appropriate, shall pronptly notify the
institution in witing of his or her determ nation of whether
reclassification is warranted. Notice of the procedures applicable to
reviews will be included with the assessnment risk classification notice
to be provided pursuant to paragraph (a) of this section.

Sec. 327.9 [Amended]

4. Section 327.9 is anmended by renoving the phrase 15 days'' and
adding in its place the phrase " 30 days'' in paragraph (c)(4).

By order of the Board of Directors.

Dat ed at Washington, DC, this 6th day of Decenber, 1999.
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Federal Deposit |nsurance Corporation.
James D. LaPierre,

Deputy Executive Secretary.

[ FR Doc. 99-32587 Filed 12-15-99; 8:45 anj
Bl LLI NG CODE 6714-01-P
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