


Mission
The Federal Deposit Insurance Corporation (FDIC) is an independent agency created by the Congress
to maintain stability and public confidence in the nation’s financial system by:

B insuring deposits,

B cxamining and supervising financial institutions for safety and soundness and consumer
protection, and

B managing receiverships.

Vision

The FDIC is a recognized leader in promoting sound public policies, addressing risks in the nation’s
financial system, and carrying out its insurance, supervisory, consumer protection, and receivership
management responsibilities.

Values
The FDIC and its employees have a tradition of distinguished public service. Six core values guide us in
accomplishing our mission:

1. INTEGRITY
We adhere to the highest ethical and professional standards.

2. COMPETENCE
We are a highly skilled, dedicated, and diverse workforce that is empowered to achieve
outstanding results.

3. TEAMWORK
We communicate and collaborate effectively with one another and with other regulatory agencies.

4. EFFECTIVENESS
We respond quickly and successfully to risks in insured depository institutions and the
financial system.

5. ACCOUNTABILITY
We are accountable to each other and to our stakeholders to operate in a financially responsible
and operationally effective manner.

6. FAIRNESS
We respect individual viewpoints and treat one another and our stakeholders with impartiality,

dignity, and trust.
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Federal Deposit Insurance Corporation

550 17th Street NW, Washington, DC 20429 Office of the Chairman

March 31, 2011
Dear Sir,

In accordance with:
B the provisions of section 17(a) of the Federal Deposit Insurance Act,

the Chief Financial Officers Act of 1990, Public Law 101-576,

| |

B the Government Performance and Results Act of 1993,

m the provisions of Section 5 (as amended) of the Inspector General Act of 1978, and
||

the Reports Consolidation Act of 2000,

The Federal Deposit Insurance Corporation (FDIC) is pleased to submit its 2010 Annual Report (also
referred to as the Performance and Accountability Report), which includes the audited financial statements
of the Deposit Insurance Fund (DIF) and the Federal Savings and Loan Insurance Corporation

Resolution Fund.

In accordance with the Reports Consolidation Act of 2000, the FDIC completed an assessment of the
reliability of the performance data contained in this report. No material inadequacies were found, and

the data are considered to be complete and reliable.

Based on internal management evaluations, and in conjunction with the results of independent financial
statement audits, the FDIC can provide reasonable assurance that the objectives of Section 2 (internal
controls) and Section 4 (financial management systems) of the Federal Managers’ Financial Integrity
Act of 1982 have been achieved, and that the FDIC has no material weaknesses. Additionally, the U.S.
Government Accountability Office did not identify any significant deficiencies in the FDIC’s internal

controls for 2010. We are committed to maintaining effective internal controls corporate-wide in 2011.

Sincerely,

ot < Bae

Sheila C. Bair

Chairman

The President of the United States
The President of the United States Senate
The Speaker of the United States House of Representatives
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INSURING DEPOSITS.
EXAMINING INSTITUTIONS.
MANAGING RECEIVERSHIPS.
EDUCATING CONSUMERS.

In its unique role as deposit insurer of banks and savings associations, and in cooperation with the
other state and federal regulatory agencies, the FDIC promotes the safety and soundness of the U.S.
financial system and the insured depository institutions by identifying, monitoring, and addressing
risks to the Deposit Insurance Fund (DIF).

The FDIC promotes public understanding and the development of sound public policy by providing
timely and accurate financial and economic information and analyses. It minimizes disruptive effects
from the failure of financial institutions. It assures fairness in the sale of financial products and the
provision of financial services.

The FDIC’s long and continuing tradition of excellence in public service is supported and sustained
by a highly skilled and diverse workforce that continuously monitors and responds rapidly and
successfully to changes in the financial environment.

At the FDIC, we are working together to be the best.

DEPOSIT INSURANCE LIMIT
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ALLIANCE FOR ECONOMIC
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DEPOSIT INSURANCE COVERAGE
INQUIRIES ANSWERED

8 1 5 0 FDIC FULLTIME- 8 INTERNATIONAL VISITS TO THE FDIC WITH OVER
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) EMPLOYEES 5 80 VISITORS REPRESENTING 6 O COUNTRIES



MESSAGE FROM
THE CHAIRMAN

uring 2010, the FDIC met the

challenge of protecting a record $6.2

trillion of insured deposits in over
half a billion accounts held by approximately
7,700 FDIC-insured institutions. Our guarantee
has protected depositors since 1933, with none
ever losing so much as a penny of insured
funds. The FDIC’s mission remains one of the
most important and compelling across all of
government, especially as we continue working
through the fallout from the recent financial
crisis. Our mission—promoting and maintaining
the public’s confidence in our nation’s financial
system by protecting insured depositors—
motivates each of us on a daily basis to engage
meaningfully in our work for the betterment of

the American public.

Our commitment to the FDIC’s mission and the
pride and ownership displayed by our employees,
resulted in our being recognized as the third best
place to work among large federal agencies in the
Partnership for Public Service’s 2010 Best Places ro
Work in the Federal Government. These rankings
are the most comprehensive and authoritative
rating and analysis of federal employee
satisfaction. The rankings reflect the sentiments
of more than 263,000 federal employees who
completed the survey, and were driven by
responses to questions about whether employees
would recommend their agency as a good place

to work, how satisfied they are with their jobs,
and how satisfied they are with their agency on an

overall basis.

Daniel Rosenbaum/The New York Times/Redux




The year 2010 was a year of transition in
dealing with the aftermath of the financial
crisis that began in 2008 and of major change
in the financial regulatory system. The FDIC
continued to focus on cleaning up failed banks,
strengthening bank supervision, ensuring the
financial capacity of the Deposit Insurance
Fund (DIF), and beginning the huge task of
implementing regulatory reforms passed by the
Congress that are intended to prevent another

financial meltdown.

During 2010, 157 banks failed, up from 140

the previous year and the highest number since
1992. However, fewer banks failed than we had
projected, and failures likely peaked in 2010,
although the number of problem institutions—
those with the two lowest supervisory ratings—
rose to 884, which was the highest year-end total
since 1992. Historically, the vast majority of

problem institutions do not fail.

While we expect 2010 to have been the peak
year for problem and failed institutions, as the
economy recovers, substantial residual workload
remains from the failures that occurred in prior
years. Accordingly, we have been adding to our
operational resources. The FDIC workforce grew
to 8,150 full-time equivalent positions at year-
end 2010, up from 6,557 at year-end 2009, and
is authorized to increase by another 13 percent
during 2011 as we move some contracting work
in-house to achieve cost savings. In recognition
of anticipated lower projected bank failure
resolution costs, the FDIC Board approved a 2011
Corporate Operating Budget of $3.9 billion, a
slight decrease from 2010.

Reforming the

Regulatory Structure

Congress passed and President Obama signed the
Dodd-Frank Wall Street Reform and Consumer
Protection Act (Dodd-Frank Act) in late July. The

new law includes far-reaching changes to restore

market discipline, internalize the costs of risk-
taking, and make our regulatory process more
attuned to systemic risks. It greatly expands the
FDIC’s regulatory responsibilities. It also made
permanent the $250,000 standard maximum
deposit insurance limit that had been raised

temporarily from $100,000 during the crisis.

One of the objectives of the Dodd-Frank Act

is to restore market discipline by repudiating

the doctrine that certain large, complex,
interconnected financial institutions are simply
too big to fail; hence, the law gave the FDIC the
power to resolve these institutions when they
get into trouble. The new law also created the
Financial Stability Oversight Council (FSOC)—
of which the FDIC was made one of the 10
voting members—to identify and respond to
the threat of systemic risks, such as the housing
bubble that triggered the recent financial crisis.
The new law also created an independent

consumer watchdog, the Consumer Financial
Protection Bureau (CFPB).

In carrying out our many new responsibilities,
we were authorized to write 44 rulemakings,
some of which are discretionary, including 18
independent and 26 joint rulemakings. We
were also granted new or enhanced enforcement
authorities. In addition, we are subject to

new reporting requirements and are required

to undertake numerous studies and other
actions. Implementation will require extensive
coordination among the regulatory agencies and
will fundamentally change the way we regulate
larger complex financial institutions. Work began

on a number of these rules in 2010.

The most significant rulemakings include

implementation of:
B the new resolution plan requirement;

B the new capital floor requirement;



B the new orderly liquidation authority;

B the change to the deposit insurance

assessment base;

B the so-called Volcker Rule that imposes

trading restrictions on financial institutions;

B source of strength requirements for bank and

thrift holding companies; and

m  credic risk retention requirements for

securitizations.

Reorganization of the
Supervision Function

In addition to issuing rulemakings, we reorganized
our banking supervisory function to help

carry out our new responsibilities under the
Dodd-Frank Act. We created the new Office of
Complex Financial Institutions to focus on the
FDIC’s expanded responsibilities to implement

a comprehensive risk analysis and assessment
program for the largest, systemically important
financial institutions. This office will perform
continuous review and oversight of bank holding
companies with more than $100 billion in assets
as well as nonbank financial companies designated
as systemically important by the new FSOC and
will be responsible for establishing relationships
and agreements with the relevant foreign
jurisdictions involved in the supervision of these
large firms. The new office will also be responsible
for ensuring that the resolution plans developed

by these firms are credible.

We also split our Division of Supervision and
Consumer Protection into two separate divisions:
the Division of Risk Management Supervision
and the Division of Depositor and Consumer
Protection. The new consumer division will
allocate our resources more effectively while
maintaining the cooperation and information
sharing between consumer protection and safety

and soundness examiners that are critical to an

integrated supervisory approach. It will also
complement, and work closely with, the
new CFPB.

Keeping the DIF Strong
as Banks Recover

The Dodd-Frank Act requires that the DIF reserve
ratio reach 1.35 percent by September 30, 2020.
It also removed the upper limit on the designated
reserve ratio (DRR) and therefore, on the size

of the fund. The law also changed the insurance
premium assessment base from domestic deposits

to assets minus tangible equity.

In carrying out these changes, the FDIC Board
proposed a comprehensive, long-term plan for
fund management based on the new law and

an FDIC historical analysis of DIF losses. This
analysis demonstrates that to maintain a positive
fund balance and steady, predictable assessment
rates, the reserve ratio must be at least 2 percent
before a period of large fund losses and average
assessment rates over time must be approximately
8.5 basis points of domestic deposits to achieve

this ratio.

Protecting Depositors and
Resolving Failed Institutions

As the number of failed institutions rose during
the year, the FDIC continued using strategies
instituted in 2009 to protect the depositors

and customers of these institutions at the least
possible cost to the DIF. The FDIC continued
aggressively marketing failing institutions leading
to the sale of the vast majority of these failed
entities to healthier acquirers. These strategies
helped to preserve banking relationships in
many communities and provided depositors
and customers with uninterrupted access to
essential banking services. To this end, analysis
is performed on every failing institution to
identify branches located in low- and moderate-

income areas to minimize the effect that any




proposed resolution transaction may have on these
customers. Moreover, the FDIC’s use of loss-share
agreements, where failed bank assets are passed

to the acquirer—thus remaining in the private
sector—with the FDIC sharing in any potential
losses on the assets, is expected to save the FDIC

$39.0 billion over the cost of liquidation.

Balanced Supervision under
Adverse Conditions

As supervisor for approximately 4,700 community
banks, the FDIC saw its workload rise in 2010
with the increase in the number of FDIC-
supervised problem institutions. The FDIC
responded to these challenges by prioritizing
examination activities, increasing staffing levels,
and making greater use of off-site monitoring

and on-site visitations between examinations.

We actively communicated with bankers through
a variety of outreach activities, including a
Community Bank Advisory Committee, now

in its second year. This Advisory Committee
provides real-time advice and guidance on a broad
range of small community bank issues, as well as
local conditions in communities throughout the
country. We have also worked closely with other
bank regulatory agencies to issue a number of
Financial Institution Letters on risk management
and compliance issues, including the Secure and
Fair Enforcement for Mortgage Licensing Act of
2008. Striking a balanced approach to bank
supervision during a period of adversity for the
industry remains essential to ensuring that credit is

made available to finance the economic recovery.

Preventing Unnecessary
Foreclosures

Once again, the FDIC was at the forefront of
efforts to stem the sharp rise in home foreclosures
caused by unaffordable mortgages and high
unemployment. In addition to advocating wider
adoption of streamlined and sustainable loan

modifications, we required failed-bank acquirers

under loss-share agreements to modify qualifying
at-risk mortgages by cutting interest rates and, in
some cases, deferring principal. The FDIC also
worked to expand the availability of principal
write-downs as the erosion of homeowner equity
may increase the likelihood of delinquencies and,

in the case of loss-share agreements, losses to
the DIE

Reviving Mortgage
Securitization

Mortgage securitization and the “originate to
distribute” model of mortgage lending played
leading roles in the buildup to the financial crisis.
After the crisis, private securitization virtually
shut down as investors lost confidence in market
practices that were insufficiently transparent and
ineffective in aligning their interests with those
of originators and underwriters. After seeking
and reviewing public comment, the FDIC Board
approved new standards for its existing “safe
harbor” protections for securitizations by banks
that are later placed into receivership. These rules
are designed to foster better risk management

by strengthening underwriting, providing better
disclosure, and requiring issuers to retain a
financial interest in the securities while supporting
profitable and sustainable securitizations by
insured banks and thrifts. The goal is to improve
industry standards in these areas in order to avoid
future losses to the DIF and to support a revival of

mortgage securitization on a sounder footing.

Protecting Consumers

and Expanding Access to
Banking Services

The FDIC has traditionally played a leading role
in shielding consumers from predatory practices
and promoting access to mainstream financial
services for all segments of the population.

We accomplish this through a special website
(www.economicinclusion.gov), our Advisory

Committee on Economic Inclusion, our Alliance



for Economic Inclusion, our Money Smart

financial literacy program, and our National

Survey of Unbanked and Underbanked Households.

A new initiative under way to improve access

to mainstream banking services for low-income
families is the Model Safe Accounts Pilot program
approved by the FDIC Board in August. This
program is designed to evaluate the feasibility of
insured depository institutions offering basic, “no
frills” transactional and savings accounts. The
accounts will be FDIC-insured, have low rates and
fees, and be subject to consumer protection laws,

regulations, and guidance.

We are also committed to ensuring that banks
monitor their overdraft programs to protect
consumers from excessive fees as well as protect
their own reputations as stewards of customer
trust. In late November, we issued final guidance
on how to reduce problems and avoid hefty fees
associated with automatic overdraft programs.

A 2008 FDIC study found that some people
were chronically using overdraft programs as a
way to obtain short-term—and very expensive—
loans. While many community banks already
prudently manage their overdraft programs, some
banks operate automated programs that lead to
inappropriate use of these high-cost, short-term
credit products. The new guidelines provide
consumers with better information about the cost
of automatic overdraft programs and require banks
to intervene when customers use the backstop too

frequently.

Basel Commiitee on
Banking Supervision:
Capital and Liquidity

To meet the challenges of the future and to
protect insured depositors, the FDIC actively
participated in the Basel Committee’s efforts to

raise global capital standards and institute new

liquidity requirements. In December 2010, the
Basel Committee released Basel I1I: A global
regulatory framework for more resilient banks and
banking systems, which increases the quality of
capital, introduces a Tier 1 common equity ratio,
requires banks to hold capital conservation and
countercyclical buffers, increases the minimum
Tier 1 capital ratio from 4 to 6 percent, and
increases risk weights for certain bank exposures
such as counterparty credit risk. The Basel
Committee also agreed for the first time to
institute an international leverage ratio and

new quantitative liquidity thresholds, including
both a short-term threshold and a longer-term
structural metric. These capital standards and
liquidity requirements will improve the ability of
internationally active banks to meet funding needs

and lend during periods of stress.

The FDIC: An Enduring Symbol
of Confidence

The year 2010 was another very busy and
challenging year for the FDIC, and hopefully
the peak year for bank failures. These are
unprecedented times for our economy and the
FDIC, but we are prepared to meet the demands
of our times and committed to carrying out our
mission of maintaining confidence and stability
in the American financial system. I am especially
grateful for the hard-working, dedicated, can-do
men and women of the FDIC for all they have
done to respond to the demands of the crisis and
help put the nation’s financial system back on the

road to recovery.

Sincerely,

Mot < B

Sheila C. Bair




MESSAGE FROM THE CHIEF
FinaNcIAL OFFICER

am pleased

to present

the Federal
Deposit Insurance
Corporation’s (FDIC)
2010 Annual Report
(also referred to as
the Performance and
Accountability Report).

The report covers
financial and program performance information,
and summarizes our successes for the year. The
EDIC takes pride in providing timely, reliable, and

meaningful information to its many stakeholders.

For the nineteenth consecutive year, the U.S.
Government Accountability Office (GAO) issued
unqualified audit opinions for the two funds
administered by the Corporation: the Deposit
Insurance Fund (DIF) and the Federal Savings and
Loan Insurance Corporation (FSLIC) Resolution
Fund (FRF). These unqualified audit opinions
validate our efforts to ensure that the financial
statements of the funds for which we are stewards
are fairly presented. I applaud the hard work and
dedication of the FDIC staff.

At the conclusion of 2010 and moving forward
into 2011, the DIF balance remains negative. The
DIF’s 2010 financial statements reflect the effect
of a difficult banking environment, in which 157
banks failed. This total exceeds all bank failures
between 1993 and 2008, and is the highest annual

number since 1992, when 179 failures occurred.

Financial Results for 2010

For 2010, the DIF’s comprehensive income was
$13.5 billion compared to a comprehensive loss
of $38.1 billion during 2009. This year-over-

year change of $51.6 billion was primarily due

to a $58.6 billion decline in the provision for
insurance losses, partially offset by a $4.1 billion
decrease in assessments earned (largely actributable

to the 2009 special assessment).

The provision for insurance losses was negative
$848 million for 2010, compared to positive
$57.7 billion for 2009. The 2009 provision
reflected the significant losses estimated to be
incurred by the DIF from the 2009 and future
failures. In contrast, the 2010 negative provision
is primarily impacted by a reduction in the
contingent loss reserve due to the improvement

in the financial condition of institutions that were
previously identified to fail and adjustments to the

estimated losses for banks that have failed.

The DIF’s total liquidity declined by $19.9
billion, or 30 percent, to $46.2 billion during
2010. The decrease was primarily the result

of disbursing $28.8 billion to fund 157 bank
failures during 2010, although it should be noted
that 130 of these failures were resolved as cash-
conserving loss-share transactions (in which the
acquirers purchased substantially all of the failed
institutions’ assets and the FDIC and the acquirers
entered into loss-share agreements) requiring
lower initial resolution funding. Moreover, during
2010, the DIF received $13.6 billion in dividends
and other payments from its receiverships, which

helped to mitigate the DIF liquidity’s decline.



In accordance with the requirements of the
Federal Managers’ Financial Integrity Act of 1982,
the FDIC’s management conducted its annual
assessment and concluded that the system of
internal controls, taken as a whole, complies with
internal control standards prescribed by GAO

and provides reasonable assurance that the related
objectives are being met. In 2009, GAO identified
a material weakness in internal controls related

to estimating losses to the DIF from resolution
transactions involving loss-share agreements, in
addition to a significant deficiency existing over
information systems. The FDIC worked hard
during 2010, implementing control improvements
and comprehensive control enhancements to
address these issues. I am proud to report that

these are not repeat findings for 2010.

Our performance in 2010 gives us confidence
that we can meet the challenges of an ever-
changing banking industry. In 2011, we will
continue to focus on effective cost management,
and maintaining a strong enterprise-wide risk
management and internal control program. These
include identifying and addressing risks to the
insurance fund; implementing the Dodd-Frank
Wall Street Reform and Consumer Protection Act;
and providing Congress, other regulatory agencies,
insured depository institutions, and the public
with critical and timely information and analyses
on the financial condition of both the banking

industry and the FDIC-managed funds.

Sincerely,

Vi Oy

Steven O. App




FDIC Senior Leaders
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DopD-FrRANK WALL STREET
REFORM AND CONSUMER
PROTECTION ACT

nacted on July 21, 2010, the Dodd-

Frank Wall Street Reform and Consumer

Protection Act (“the Dodd-Frank Act”
or “the Act”) provides the most comprehensive
legislative reform of the U.S. financial sector
since the 1930s. Aimed at addressing the causes
of the financial crisis of the last few years, the
Act, among other things, provides for a more
comprehensive, macro perspective for identifying
and taking action in response to emerging risks
in financial sectors and closing regulatory gaps;
heightened prudential supervision of systemically
important nonbank financial companies and large,
interconnected bank holding companies; orderly
liquidation of systemically important nonbank
financial companies and bank holding companies;
elimination of open assistance to preserve a
failing insured depository institution; improved
consumer financial protections and mortgage
lending practices; and enhanced transparency
and supervision of over-the-counter derivatives,
swaps, and securities activities; and other investor
protections. The Act significantly impacts the
FDIC in its roles as supervisor, receiver, and
deposit insurer, as well as making changes to the

FDIC’s corporate structure.

Supervision

The Dodd-Frank Act creates a new risk oversight
umbrella group, the Financial Stability Oversight
Council (FSOC). In an effort to mitigate potential
systemic risks, the FSOC is empowered to
designate certain nonbank financial companies

for supervision by the Board of Governors of

the Federal Reserve System (Federal Reserve)

and to make recommendations for heightened
prudential supervision of those nonbank financial
companies and bank holding companies with total
consolidated assets of $50 billion or more. The
FSOC also may designate systemically important
financial market utdilities or payment, clearing

or settlement activities. The FDIC is one of ten

voting members of the FSOC.

The FSOC’s recommendations may include,

for example, leverage limits, risk-based capital
requirements, liquidity requirements, and
concentration limits. The Federal Reserve will

be responsible for implementing heightened
prudential standards and supervising such firms.
These firms also may be subject to orderly
liquidation under Title II of the Act, in which

the FDIC will act as receiver to resolve the firm
through a process similar to that used to resolve
failed insured depository institutions. The Act
requires the FDIC and the Federal Reserve to issue
joint regulations implementing the requirement
that these systemically important financial
companies develop plans for their rapid and
orderly resolution in the event of material financial
distress or failure. It also gives the FDIC backup
examination authority over these systemically

important financial companies.

The Dodd-Frank Act abolishes the Office
of Thrift Supervision (OTS) and transfers
responsibility for thrift supervision to the Office
of the Comptroller of the Currency (OCC) and




the FDIC, as of the statutory “transfer date” (i.c.,
July 21, 2011). The FDIC will be responsible for
the supervision of state chartered thrifts, while the
OCC will supervise federal thrifts. The Federal
Reserve will supervise thrift holding companies

and their non-depository institution subsidiaries.

The Dodd-Frank Act also creates a new Consumer
Financial Protection Bureau (CFPB) within the
Federal Reserve System. The CFPB will have
exclusive rulemaking authority for specified federal
consumer protection laws and will also have
examination and primary enforcement authority
for many nonbank financial service providers and
insured depository institutions (IDIs) and credit
unions with total assets of over $10 billion (and
any affiliated IDIs). With regard to IDIs over $10
billion otherwise in its jurisdiction, the FDIC
will have backup enforcement authority for laws
over which the CFPB has primary authority. The
FDIC retains its current authority and programs
under the Community Reinvestment Act and
other consumer related laws not specified for

all IDIs within its jurisdiction. It also retains all
examination and enforcement authorities over
IDIs with total assets of $10 billion or less within
its jurisdiction. Examination coordination and
information sharing with the new CFPB

is required.

Receivership
As noted, the FDIC may be appointed as receiver

for a failed systemically significant nonbank
financial company or large, interconnected

bank holding company. The orderly liquidation
authority is similar to the resolution authority for
IDIs under the Federal Deposit Insurance Act.
However, no monies from the DIF may be used in

connection with an orderly liquidation under Tide
IT of the Act. Those resolutions will be funded

initially by borrowing against the assets of the
failed financial company, with the borrowings to
be repaid from asset sales and, if necessary, from
“clawbacks” of certain additional payments and
from additional risk-based assessments against
large financial companies. The Act expressly
prohibits the use of taxpayer funds to prevent the
liquidation of any financial company under Title
11, and taxpayers shall bear no losses from the

exercise of any authority under Title II.

Deposit Insurance
The Dodd-Frank Act permanently increases

the standard maximum deposit insurance
amount to $250,000, and made the increase
retroactive to January 1, 2008. The Act also
provides temporary unlimited deposit insurance
coverage for noninterest-bearing transaction
accounts for two years from December 31, 2010,
through December 31, 2012. During this time,
all noninterest-bearing transaction accounts

are fully insured, regardless of the balance in

the account and the ownership capacity of the
funds. This coverage is available to all depositors,
including consumers, businesses, and government
entities. The unlimited coverage is separate

from, and in addition to, the standard insurance

coverage provided for a depositor’s other accounts
held at an FDIC-insured bank.

The Act directs the FDIC to amend its regulations
to define “assessment base” as average consolidated
total assets minus average tangible equity. For
custodial banks and banker’s banks, the FDIC
may subtract an additional amount as necessary to
ensure that the assessment appropriately reflects

the risk posed by such institutions.

The Act eliminates the maximum limitation
on the designated reserve ratio (DRR) and

raises the minimum DRR from 1.15 percent to



1.35 percent of estimated insured deposits. It
requires the FDIC to take such steps as may be
necessary for the reserve ratio of the DIF to reach
1.35 percent of estimated insured deposits by
September 30, 2020. The FDIC must offset the
effect on IDIs with total consolidated assets of
less than $10 billion of this one-time requirement
to reach 1.35 percent by that date rather than
1.15 percent by the end of 2016. The Act also
eliminates the payment of dividends from the DIF
when the reserve ratio is between 1.35 percent
and 1.50 percent and provides the FDIC sole
discretion to limit or suspend dividends when the

reserve ratio exceeds 1.50 percent.

FDIC Corporate Structure

The Dodd-Frank Act places the Director of the
CFPB on the FDIC Board in lieu of the Director
of the OTS. In addition, the Act requires the
FDIC to establish by January 21, 2011, an Office
of Minority and Women Inclusion (OMWT)

to develop standards for equal employment
opportunity and the racial, ethnic, and gender
diversity of the agency’s workforce and senior
management; increase participation of minority-
and women-owned businesses in agency programs
and contracts; and assess the diversity policies and
practices of entities regulated by the agency. The
OMWT is also to advise the agency on the impact
of policies and regulations on minority- and
women-owned businesses. The FDIC transferred
the responsibilities of the Office of Diversity and
Economic Opportunity to OMWI, effective
January 21, 2011.

Other Financial
Regulatory Reforms

The Act also makes a number of other

reforms, including:

B Requiring that minimum leverage and
risk-based capital requirements for IDIs,
depository institution holding companies and
nonbank financial companies supervised by
the Federal Reserve can be no lower than the
generally applicable requirements in effect on
July 21, 2010 (the “Collins Amendment”);

B Prohibiting bank holding companies and
their affiliates from engaging in proprictary
trading or sponsoring or investing in a hedge
fund or private equity fund (the so-called
“Volcker Rule”);

B Requiring greater transparency and regulation
of over-the-counter derivatives, asset-
backed securities (including risk retention
requirements), hedge funds, mortgage brokers

and payday lenders;

B Requiring the financial regulators to
prohibit incentive compensation at financial
institutions that encourages excessive

risk taking;

B Providing new rules for transparency and
accountability for credit rating agencies and
requiring regulators to eliminate regulatory

reliance on credit ratings; and

B Establishing a Federal Insurance Office to,
among other things, participate in the FSOC

and monitor issues in the insurance industry.




MANAGEMENT'S DISCUSSION

The Year in Review

The year 2010 was relatively challenging for

the FDIC. In addition to the normal course of
business, the Corporation continued to resolve
failed insured depository institutions (IDIs),
increasing resources as needed. The FDIC also
started initial steps in the implementation of the
Dodd-Frank Act, continued its work on high-
profile policy issues, and published numerous
Notices of Proposed Rulemaking (NPRs)
throughout the year, seeking comment from the
public. The Corporation also continued to focus
on a strong supervisory program. The FDIC made
enhancements to several versions of the Money
Smart education curriculum. The FDIC also
sponsored and co-sponsored major conferences
and participated in local and global outreach
initiatives.

Highlighted in this section are the Corporation’s
2010 accomplishments in each of its three
major business lines—Insurance, Supervision
and Consumer Protection, and Receivership
Management—as well as its program

support areas.

AND ANALYSIS

Insurance

The FDIC insures bank and savings association
deposits. As insurer, the FDIC must continually
evaluate and effectively manage how changes

in the economy, the financial markets, and the
banking system affect the adequacy and the
viability of the Deposit Insurance Fund (DIF).

State of the Deposit Insurance Fund

During 2009 and 2010, losses to the DIF were
high. As of December 31, 2010, both the fund
balance and the reserve ratio were negative after
reserving for probable losses for anticipated bank
failures. For the year, assessment revenue and
lower-than-anticipated bank failures resulted

in an increase in the reserve ratio to negative

0.12 percent as of December 31, 2010, up from
negative 0.39 percent at the beginning of the year.

Long-Term Comprehensive Fund
Management Plan

As a result of the Dodd-Frank Act revisions,
the FDIC developed a comprehensive, long-
term management plan for the DIF designed to




reduce the pro-cyclicality in the existing system
and achieve moderate, steady assessment rates
throughout economic and credit cycles while

also maintaining a positive fund balance even
during a banking crisis, by setting an appropriate
target fund size and a strategy for assessment rates
and dividends. The FDIC set out the plan in a
proposed rulemaking adopted in October 2010.
The plan was finalized in rulemakings adopted in
December 2010 and February 2011.

New Restoration Plan

Pursuant to the comprehensive plan, in October
2010, the FDIC adopted a new Restoration

Plan to ensure that the reserve ratio reaches 1.35
percent by September 30, 2020. Because of
lower expected losses over the next five years than
previously anticipated, and the additional time
provided by the Dodd-Frank Act to meet the
minimum (albeit higher) required reserve ratio,
the new Restoration Plan elected to forego the
uniform 3 basis point increase in assessment rates
scheduled to go into effect on January 1, 2011.

Setting the Designated Reserve Ratio

Using historical fund loss and simulated income
data from 1950 to the present, the FDIC
undertook an analysis to determine how high the
reserve ratio would have had to have been before
the onset of the two crises that occurred since the
late 1980s to have maintained both a positive fund
balance and stable assessment rates throughout
the period. The analysis concluded that a
moderate, long-term average industry assessment
rate, combined with an appropriate dividend

or assessment rate reduction policy, would have
been sufficient to have prevented the fund from
becoming negative during the crises, though the
fund reserve ratio would have had to exceed 2.0
percent before the onset of the crises.

Therefore, pursuant to provisions in the Federal
Deposit Insurance Act that require the FDIC
Board to set the DRR for the DIF annually, the
FDIC Board proposed in October 2010 to set
the 2011 Designated Reserve Ratio (DRR) at
2.0 percent of estimated insured deposits. The
Board approved a final rule adopting this DRR
on December 14, 2010. The FDIC views the

2.0 percent DRR as a long-term goal and the
minimum level needed to withstand future crises
of the magnitude of past crises. However, the
FDIC’s analysis shows that a reserve ratio higher
than 2.0 percent would increase the chance that
the fund will remain positive during a future
economic and banking downturn similar to or
more severe than past crises. Thus, the 2.0 percent
DRR should not be viewed as a cap on the fund.

Long-Term Assessment Rate Schedules and
Dividend Policies

Once the reserve ratio reaches 1.15 percent,

the FDIC believes that assessment rates can be
reduced to a moderate level. Therefore, pursuant
to its statutory authority to set assessments, in
October 2010, the FDIC Board proposed a lower
assessment rate schedule to take effect when

the fund reserve ratio exceeds 1.15 percent. To
increase the probability that the fund reserve
ratio will reach a level sufficient to withstand a
future crisis, the FDIC also proposed suspending
dividends permanently when the fund reserve
ratio exceeds 1.5 percent. In lieu of dividends,
the FDIC Board proposed to adopt progressively
lower assessment rate schedules when the reserve
ratio exceeds 2.0 percent and 2.5 percent.

These lower assessment rate schedules will serve
much the same function as dividends, but will
provide more stable and predictable effective
assessment rates. The FDIC finalized these long-
term assessment rate and dividend changes in
February 2011 in concert with the changes to the
assessment base and large-bank pricing system

described below.

Change in the Deposit Insurance
Assessment Base

Change in the Assessment Base
The Dodd-Frank Act requires the FDIC to amend

its regulations to define the assessment base as
average consolidated total assets minus average
tangible equity, rather than total domestic deposits
(which, with minor adjustments, it has been since
1935). The Act allows the FDIC to modify the
assessment base for banker’s banks and custodial

banks. In November 2010, the FDIC approved



a proposed rulemaking that would implement
these changes to the assessment base. The FDIC
finalized this rulemaking in February 2011.

The Dodd-Frank Act also requires that, for at
least five years, the FDIC must make available
to the public the reserve ratio and the DRR
using both estimated insured deposits and the
new assessment base. As of December 31, 2010,
the FDIC estimates that the reserve ratio would
have been negative 0.06 percent using the new
assessment base (as opposed to negative 0.12
percent using estimated insured deposits) and
that the 2.0 percent DRR using estimated insured
deposits would have been 1.0 percent using the
new assessment base.

Conforming Changes to Risk-Based Premium
Rate Adjustments

The changes to the assessment base necessitated
changes to existing risk-based assessment rate
adjustments. The current assessment rate schedule
incorporates adjustments for types of funding that
either pose heightened risk to the DIF or that help
to offset risk to the DIE Because the magnitude of
these adjustments and the cap on the adjustments
have been calibrated to a domestic deposit assess-
ment base, the rule changing the assessment base
also recalibrates the unsecured debt and brokered
deposit adjustments. Since secured liabilities

will be included in the assessment base, the rule
eliminates the secured liability adjustment.

The assessment rate of an institution would also
increase if it holds unsecured debt issued by other
IDIs. The issuance of unsecured debt by an IDI

lessens the potential loss to the DIF in the event of
the institution’s failure; however, when the debt is
held by other IDIs, the overall risk in the system is
not reduced.

Conforming Changes to Assessment Rates

The new assessment base under the Dodd-Frank
Act will be larger than the current assessment
base. Applying the current rate schedule to

the new assessment base would result in larger
total assessments than are currently collected.
Accordingly, the rule changing the assessment
base also established new rates to take effect in
the second quarter of 2011 that will result in
collecting approximately the same amount of
assessment revenue under the new base as under
the current rate schedule using the existing
(domestic deposit) base. These schedules also
incorporate the changes from the proposed large
bank pricing rule that was finalized in February
2011 along with the change in the assessment
base. The initial base rates for all institutions will
range from 5 to 35 basis points.

The initial base assessment rates, range of possible
rate adjustments, and minimum and maximum
total base rates are shown in the table below.

Changes to the assessment base, assessment

rate adjustments, and assessment rates will take
effect April 1, 2011. As explained above, the rate
schedules will decrease when the reserve ratio
reaches 1.15, 2.0, and 2.5 percent.

Proposed Initial and Total Base Assessment Rates'

Risk Risk Risk Risk Large and Highly
(ategory | Category Il Category Il Category IV | Complex Institutions
Initial base assessment rate 5-9 14 23 35 5-35
Unsecured debt adjustment? (4.5)-0 (5)-0 (5)-0 (5)-0 (5)-0
Brokered deposit adjustment | ...... 0-10 0-10 0-10 0-10
Total Base Assessment Rate 2.5-9 9-24 18-33 30-45 2.5-45

! Total base assessment rates do not include the proposed depository institution debt adjustment.

? The unsecured debt adjustment cannot exceed the lesser of 5 basis points or 50 percent of an IDI’s initial base assessment rate; thus,
for example, an IDI with an initial base assessment rate of 5 basis points would have a maximum unsecured debt adjustment of 2.5
basis points and could not have a total base assessment rate lower than 2.5 basis points.




Changes to the Large Bank Assessment System

The FDIC continued its efforts to reduce the
pro-cyclicality of the deposit insurance assessment
system by issuing a proposed rule in November
2010, that was finalized in February 2011, and
revises the assessment system applicable to large
IDIs to better reflect risk at the time a large
institution assumes the risk, to better differentiate
large institutions during periods of good economic
conditions, and to better take into account

the losses that the FDIC may incur if such an
institution fails.

The rule eliminates risk categories for large
institutions. As required by the Dodd-Frank Act,
under the rule, the FDIC will no longer use long-
term debt issuer ratings to calculate assessment
rates for large institutions. The rule combines
CAMELS' ratings and financial measures into two
scorecards—one for most large institutions and
another for the remaining very large institutions
that are structurally and operationally complex or
that pose unique challenges and risks in case of
failure (highly complex institutions). In general, a
highly complex institution is an institution (other
than a credit card bank) with more than $50
billion in total assets that is controlled by a parent
or intermediate parent company with more than
$500 billion in total assets, or a processing bank
or trust company with at least $10 billion in

total assets.

Both scorecards use quantitative measures that
are readily available and useful in predicting an
institution’s long-term performance to produce
two scores—a performance score and a loss
severity score—that will be combined and
converted to an initial assessment rate. The
performance score measures an institution’s
financial performance and its ability to withstand
stress. The loss severity score quantifies the relative
magnitude of potential losses to the FDIC in the
event of the institution’s failure. The rule will take
effect in the second quarter of 2011.

Temporary Liquidity Guarantee Program

On October 14, 2008, the FDIC announced
and implemented the Temporary Liquidity
Guarantee Program (TLGP). The TLGP consists
of two components: (1) the Debt Guarantee
Program (DGP)—an FDIC guarantee of certain
newly issued senior unsecured debt; and (2)

the Transaction Account Guarantee Program
(TAGP)—an FDIC guarantee in full of

noninterest-bearing transaction accounts.

Under the DGP, the FDIC initially guaranteed

in full, through maturity or June 30, 2012,
whichever came first, the senior unsecured debt
issued by a participating entity between October
14, 2008, and June 30, 2009, although in 2009
the issuance period was extended through October
31, 2009. The FDIC’s guarantee on each debt
instrument also was extended in 2009 to the
earlier of the stated maturity date of the debt or
December 31, 2012.

The FDIC charged a fee based on the amount
and term of the debt issued. Fees ranged from 50
basis points on an annualized basis for debt with
a maturity of 180 days or less, increasing to 75
basis points on an annualized basis for debt with a
maturity of 181 to 364 days and 100 basis points
on an annualized basis for debt with maturities
of 365 days or greater. In conjunction with the
program extension in 2009, the FDIC assessed
an additional surcharge on debt with a maturity
of one year or greater issued after April 1, 2009.
Unlike the other TLGP fees, which were reserved
for possible TLGP losses and not generally
available for DIF purposes, the surcharge was
deposited into the DIF and used by the FDIC
when calculating the reserve ratio of the Fund.
The surcharge varied depending on the type of
institution issuing the debt, with IDIs paying the
lower fees.

The TAGP initially guaranteed in full all domestic
noninterest-bearing transaction deposits held at
participating banks and thrifts through December
31, 2009. This deadline was extended twice

! The CAMELS composite rating represents the adequacy of Capital, the quality of Assets, the capability of Management,
the quality and level of Earnings, the adequacy of Liquidity, and the Sensitivity to market risk, and ranges from “1”

(strongest) to “5” (weakest).



Dollars in Billions

and expired on December 31, 2010. The
guarantee also covered negotiable order of
withdrawal (NOW) accounts at participating
institutions—provided the institution initially
committed to maintain interest rates on the
accounts of no more than 0.50 percent (later
reduced to 0.25 percent) for the duration of

the program—and Interest on Lawyers Trust
Accounts (IOLTAs) and functional equivalents.
Participating institutions were initially assessed a
10 basis point surcharge on the portion of covered
accounts that were not otherwise insured. The fees
for the TAGP were increased at the first extension
to either 15 basis points, 20 basis points, or 25
basis points, depending on the institution’s deposit
insurance assessment category.

Program Statistics

Institutions were initially required to elect whether
to participate in one or both of the programs.
More than half of the over 14,000 eligible entities
elected to opt in to the DGE while over 7,100
banks and thrifts, or 86 percent of FDIC-insured

institutions, initially opted in to the TAGP. Most
of the institutions that opted out of the DGP
had less than $1 billion in assets and issued no
appreciable amount of senior unsecured debt.

Opver the course of the DGP’s existence, 121
entities issued TLGP debt. At its peak, the
DGP guaranteed almost $350 billion of debt
outstanding (see chart below). As of December
31, 2010, the total amount of remaining FDIC-
guaranteed debt outstanding was $267 billion.

The FDIC collected $10.4 billion in fees and
surcharges under the DGP. As of December 31,
2010, the FDIC paid $8 million on seven claims
that were filed when four participating entities
(all holding companies) defaulted on debt issued
under the DGP. Further claims on notes issued by
one entity are expected, since some of the notes
issued by this entity have not yet matured. Losses
through the end of the DGP guarantee period in
2012 are expected to be limited.

OUTSTANDING TLGP DEBT BY MONTH
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Under the TAGP, the FDIC guaranteed an average
of $114 billion of deposits during the fourth
quarter of 2010. As of December 31, 2010, the
last day of the program, over 5,100 FDIC-insured
institutions reported having guaranteed deposits.
As of December 31, 2010, the FDIC has collected
$1.1 billion in fees under the TAGP? Cumulative
estimated TAGP losses on failures as of December
31, 2010, totaled $2.3 billion.

Overall, TLGP fees are expected to exceed the
losses from the program. Remaining TLGP fees
will be added to the DIF balance at the conclusion
of the program. If fees are insufficient to cover the
costs of the program, the difference will be made
up through a systemic risk special assessment.

Transaction Account Guarantee
Program Phase-Out

The TAGP was designed to eliminate potentially
disruptive shifts in deposit funding and thus
preserve bank lending capacity. The program
proved effective. However, because bank failures
continued to grow during 2009 and 2010, the
FDIC remained concerned that terminating the
TAGP too quickly could reverse the progress made
in restoring financial markets to more normal
conditions. To help transition institutions out of
the TAGD, therefore, the FDIC Board, on August
26, 2009, approved a final rule that extended

the TAGP for an additional six months, through
June 30, 2010, with higher assessment fees for
institutions participating in the extension period.
The final rule also provided an opportunity for
participating entities to opt out of the TAGP
extension. Over 6,400 institutions (or 93 percent
of institutions participating at year-end) elected to
continue in the TAGP.

In June 2010, the FDIC remained concerned that,
because of the lingering effects of the financial
crisis and recession, terminating the TAGP too
quickly could lead to liquidity problems for a
number of community banks. The Board therefore
approved a final rule authorizing another six-
month extension, until December 31, 2010, of

the TAGP. The FDIC did not increase assessment
fees with the second extension, but the final rule
reduced the permissible interest rate for the NOW
accounts covered by the guarantee to no higher
than 0.25 percent in order to better align the
program with prevailing market rates. The FDIC
provided institutions still participating in the
TAGP in the second quarter of 2010 with a one-
time opportunity to opt out of the second TAGP
extension, effective July 1, 2010. Almost 6,000
institutions (or 93 percent of those institutions
that were participating at the time) remained in
the TAGP. The final rule authorizing the second
extension also gave the FDIC Board the authority
to further extend the TAGDP, without further
rulemaking, should economic conditions warrant
an additional extension, for a period of time not
to extend beyond December 31, 2011. However,
the passage of the Dodd-Frank Act eliminated the
need for such an extension of the TAGP.

Temporary Unlimited Coverage for
Noninterest-Bearing Transaction Accounts

under the Dodd-Frank Act
The Dodd-Frank Act provides temporary

unlimited deposit insurance coverage for
noninterest-bearing transaction accounts from
December 31, 2010 through December 31, 2012,
regardless of the balance in the account and the
ownership capacity of the funds. The unlimited
coverage is available to all depositors, including
consumers, businesses, and government entities.
The coverage is separate from, and in addition
to, the standard insurance coverage provided for
a depositor’s other accounts held at an FDIC-
insured bank.

A noninterest-bearing transaction account is a
deposit account where:

®m  Interest is neither accrued nor paid;

m  Depositors are permitted to make transfers
and withdrawals; and

B The bank does not reserve the right to require
advance notice of an intended withdrawal.

2 This figure reflects fees assessed through September 30, 2010, and collected as of December 30, 2010.



The Act’s temporary unlimited coverage also
includes trust accounts established by an attorney
or law firm on behalf of clients, commonly known
as IOLTAs, or functionally equivalent accounts.

Money market deposit accounts (MMDAs) and
NOW accounts are not eligible for this temporary
unlimited insurance coverage, regardless of the
interest rate, even if no interest is paid.

Complex Financial Institution Program

The FDIC’s Complex Financial Institution

(CFI) Program addresses the unique challenges
associated with the supervision, insurance,

and potential resolution of large and complex
insured institutions. The FDIC's ability to
analyze and respond to risks in these institutions
is of particular importance, as they make up a
significant share of the banking industry’s assets.
The Program provides for a consistent approach
to large-bank supervision nationwide, allows

for the analysis of financial institution risks

on an individual and comparative basis, and
enables a quick response to risks identified at
large institutions. The Program’s objectives are
achieved through extensive cooperation with the
FDIC’s regional offices, other FDIC divisions and
offices, and the other bank and thrift regulators.
Given the heightened risk levels stemming

from continued adverse economic and market
conditions, the FDIC has expanded its presence at
the nation’s largest and most complex institutions
through additional and enhanced on-site and off-
site monitoring.

The Program expanded coverage at large and
complex institutions from eight to ten in 2010
and increased its on-site presence, as designated
by the FDIC Board, to assess risk, monitor
liquidity, and participate in targeted reviews with
the primary federal regulators. In July 2010, the
FDIC entered into an interagency memorandum
of understanding (MOU) which allows FDIC
examiners to conduct special examinations of
certain institutions covered by the MOU. The
MOU should enhance the FDIC’s access to those
institutions and encourage ongoing effective
communication among the federal regulators.

The Large Insured Depository Institution (LIDI)
Program remains the primary instrument for
off-site monitoring of IDIs with $10 billion or
more in total assets, or under this threshold at
regional discretion. The LIDI Program provides a
comprehensive process to standardize data capture
and reporting through nationwide quantitative
and qualitative risk analysis of large and complex
institutions. As of June 30, 2010, the LIDI
Program encompassed 110 institutions with

total assets of $10.3 trillion. The LIDI Program
was refined again in 2010 to better quantify risk
to the insurance fund in all large banks. This

was accomplished, in collaboration with other
divisions and offices, through a revision to the
LIDI Scorecard, which better aligns with and
supports the FDIC’s large-bank deposit insurance
pricing responsibilities. The LIDI Scorecard is
designed to weigh key risk areas and provide a risk
ranking and measurement system that compares
IDIs on the basis of both the probability of failure
and exposure to loss at failure. The comprehensive
LIDI Program is essential to effective large bank
supervision by capturing information on the risks
and utilizing that information to best deploy
resources to high-risk areas, determine the need
for supervisory action, and support insurance
assessments and resolution planning.

Office of Complex Financial Institutions

The Office of Complex Financial Institutions
(OCFI) was created in 2010 to focus on the
expanded responsibilities of the FDIC by the
Dodd-Frank Act for the assessment of risk in

the largest, systemically important financial
institutions. The OCFI is responsible for oversight
and monitoring of large, systemically important
financial institutions (SIFIs). Specifically, through
both on-site and off-site monitoring, OCFI

will develop an in-depth understanding of the
operations and risk profiles of all IDIs and bank
holding companies with assets over $100 billion
and other companies designated as systemically
important by the Financial Stability Oversight
Council (FSOC).

Additionally, in conjunction with the Federal
Reserve, OCFI will develop regulations governing
the preparation, approval, and monitoring of




resolution and recovery plans developed by SIFIs
commonly referred to as “living wills.” OCFI will
be responsible for developing detailed resolutions
plans and strategies for assigned institutions.
OCFI will also identify and manage international
and cross-border issues that might complicate the
resolution process, and, accordingly, will build
and maintain relationships with key international

stakeholders.

In 2010, OCFI focused on creating and staffing
senior management positions. Work also began
on developing resolution strategies for specific
SIFIs and more broadly scoping a process,
strategies, and data needs for ongoing risk
assessment at SIFIs.

Center for Financial Research

The Center for Financial Research (CFR) was
founded by the Corporation in 2004 to encourage
and support innovative research on topics
important to the FDIC’s role as deposit insurer
and bank supervisor. During 2010, the CFR co-
sponsored three major conferences.

The 20™ Annual Derivatives Securities and Risk
Management Conference, which the FDIC
co-sponsored with Cornell University’s Johnson
Graduate School of Management and the
University of Houston’s Bauer College of Business,
was held in April 2010 at the Seidman Center.
The two-day conference attracted over 100
researchers from around the world. Conference
presentations focused on issues such as credit risk
measurement, equity option pricing, commodity
market speculation, and risk management.

In October 2010, the FDIC and the Federal
Reserve hosted a two-day symposium on
mortgages and the future of housing finance.

Over 300 experts from the public, private, and
academic sectors participated in discussions of
mortgage finance, foreclosures, loan modifications,
and securitizations. Federal Reserve Chairman Ben
Bernanke and FDIC Chairman Sheila Bair spoke
at the symposium regarding the need for reform

to restore stability to the housing finance system
and to aggressively examine the incentives of the

U.S. system of mortgage finance to ensure that the
problems that contributed to the financial crisis
are addressed.

The CFR and the Journal for Financial Services
Research (JESR) hosted the 10" Annual Bank
Research Conference: Finance and Sustainable
Growth in October. The two-day conference
included the presentation of 17 papers and

was attended by over 100 participants. Experts
discussed a range of topics, including the global
financial crisis, credit derivatives and the default
risk of large complex financial institutions, and
bank capital adequacy.

International Outreach

The past year has been defined by broad
international efforts to respond effectively to the
causes of the global financial crisis. One of the
important lessons of the crisis is that effective
systems of deposit insurance are important not
only for the protection of individual depositors
but also for overall financial stability. Inadequate
systems of deposit insurance place individual
depositors at risk and can have a significant
negative impact on public confidence in the
financial system as a whole. The FDIC has
provided leadership and support to international
standard-setting organizations and international
financial institutions, and has established bilateral
agreements with other bank supervisory and
deposit insurance governmental organizations,
resulting in significant advancements in
promoting sound financial systems.

In 2009, the International Association of Deposit
Insurers (IADI) and the Basel Committee on
Banking Supervision (BCBS) jointly published
Core Principles for Effective Deposit Insurance
Systems (Core Principles). The Core Principles were
later adopted by the Financial Stability Board
(FSB), which added them to its Compendium of
Standards. Under the FDIC’s leadership, IADI,
BCBS, the International Monetary Fund (IMF),
the European Forum of Deposit Insurers (EFDI),
the World Bank, and the European Commission
collaborated in developing a methodology for
assessing compliance with the Core Principles.
The methodology was submitted for approval



by the executive governing boards of IADI,
EFDI, and BCBS and presented to the FSB in
December 2010. Together, the Core Principles
and the methodology will be considered for
inclusion among the FSB’s 12 Key Standards

for Sound Financial Systems. Once adopted,

the Core Principles methodology is expected

to be used to assess deposit insurance systems

by the IMF in its Financial Sector Assessment
Program, and by the FSB in its peer review of
deposit insurance systems, which is scheduled for
2011. The leadership of IADI under Martin J.
Gruenberg, the Vice Chairman of the FDIC, has
been instrumental in advancing the establishment
of the Core Principles as the standards for deposit
insurance. Vice Chairman Gruenberg was re-
elected to serve as President of IADI and Chair
of the Executive Council in November 2010.
During his tenure as President, the membership
of IADI has grown from 48 to 62 deposit
insurance members, including new members from
Germany, Italy, Poland, Belgium, Switzerland,
Australia, and Paraguay.

The FDIC is integrally involved with the FSB’s
Cross Border Crisis Management Working
Group (CBCM). The group has been tasked with
evaluating options and making recommendations
on how to address issues related with the too-big-
to-fail issue. In particular, the CBCM has been
focused on recovery and resolution (R&R) for
SIFIs. FSB member countries have been working
on preparing R&R plans for SIFIs domiciled in
their jurisdictions. The FDIC has been involved
in R&R planning for the top five U.S. firms and
has participated in Crisis Management Group
meetings hosted by foreign regulators. The
FDIC has also provided input and leadership

to the CBCM’s development of technical work
streams related to obstacles encountered in a
SIFI resolution. These work streams are focused
on booking practices, intragroup guarantees,
payments and settlement systems and legal
entities/management information systems.

Since January 2009, international regulators have
been meeting periodically to exchange views and
share information on developments related to
central counterparties (CCPs) for over-the-counter

(OTC) credit derivatives. Based on the success of
this cooperation, the OTC Derivatives Regulators’
Forum was formed to provide regulators with a
means to cooperate, exchange views, and share
information related to OTC derivatives, CCPs,
and trade repositories. FDIC staff has an active
role in the OTC Derivatives Regulators” Forum
and the OTC Derivative Supervisors’ Group.
Work streams of particular interest include
collateral safekeeping practices, dispute resolution,
and the build out of the central clearing platforms.
Additionally, staff is completing a data access/user
agreement MOU to assure ready access to data in
trade repositories.

Throughout 2010, the FDIC participated in
Governors and Heads of Supervision and BCBS
meetings and contributed to the work streams,
task forces, and the Policy Development Group
that developed and refined regulatory forms to
address a new definition of capital, treatment of
counterparty credit risk, an international leverage
ratio, capital conservation and countercyclical
buffers, liquidity requirements, and surcharges
on SIFIs. The BCBS published the final capital
and liquidity reforms in December 2010,

along with the results of the comprehensive
quantitative impact study and an assessment of
the macroeconomic impact of the transition to
stronger capital and liquidity requirements. In
addition to these capital and liquidity reforms,
the FDIC also participated in BCBS initiatives
related to surveillance standards, remuneration,
supervisory colleges, operational risk, accounting
issues for consistency, and corporate governance.

The FDIC finalized a resolution and crisis
management MOU with the China Banking
Regulatory Commission (CBRC) in 2010. The
FDIC is currently in the process of negotiating

a similar MOU with the Swiss Financial Market
Supervisory Authority (FINMA). The MOU
with FINMA is expected to be finalized by the
end of 2011. The FDIC has reached out to other
strategic countries including India, and has been
met with enthusiasm by Indian officials. In 2011,
the FDIC will review its resolution MOU with
the Bank of England to determine what, if any,




changes need to be made in light of regulatory
developments both in the U.S. and the United
Kingdom.

The 2010 Strategic and Economic Dialogue
(S&ED) was held in Beijing, China, in May and
was the second such event held under President
Obama’s administration. President Barack Obama
and Chinese President Hu Jintao agreed to the
S&ED in April 2009 to deepen and promote
mutually beneficial cooperation between the U.S.
and China in key economic and strategic areas.
Chairman Bair and staff participated in this year’s
S&ED and also met with leaders of the People’s
Bank of China and the CBRC in side meetings to
further strengthen the FDIC’s relationship with
these bank regulatory agencies. During the
meeting with the CBRC, CBRC Chairman Liu
and Chairman Bair signed an MOU enhancing
cooperation in times of financial instability and in
cases of cross-border resolution.

Chairman Bair and staff visited New Delhi and
Mumbai, India, in June to meet with senior
representatives of public and private sector
organizations, including the Ministry of Finance,
the Reserve Bank of India (RBI), the Deposit
Insurance and Credit Guarantee Corporation,
and the National Bank for Agriculture and Rural
Development to discuss financial inclusion efforts
in the U.S. and India and to explore possible areas
of future cooperation between the two countries.
Chairman Bair was the keynote speaker at an
event hosted by the RBI, which was attended

by senior RBI officials, bankers, and financial
industry representatives. The Chairman’s speech
addressed U.S. financial regulatory reform, the
importance of promoting financial inclusion and
education, and the efforts made by both the U.S.
and India to reach their unbanked population.
Chairman Bair also announced plans to translate
the FDIC’s Money Smart program into Hindi for

use in India.

The FDIC continued to provide technical
assistance through training, consultations, and
briefings to foreign bank supervisors, deposit
insurance authorities, and other governmental

officials.

m  The FDIC, on behalf of IADI, provided the
content and technical subject matter expertise
in the development of four tutorials released
through the Financial Stability Institute’s FSI
Connect: Premiums and Fund Management,
Deposit Insurance — Reimbursing Depositors
— Parts [ and II, and Liquidation of Failed
Bank Assets. FDIC hosted two IADI executive
training seminars: Resolution of Problem
Banks (April) and Claims Management:
Reimbursement to Insured Depositors
(July). Over 125 deposit insurance and
bank regulatory officials from more than 35
countries attended the training programs. The
FDIC developed the IADI Capacity Building
Program website for organizations to use
for identifying available technical expertise
resources from IADI members. The website
was released in the fall of 2010.

m  The FDIC hosted 87 visits with 580 visitors
from approximately 60 countries in 2010.
In July, Chairman Bair met with members
of the European Parliament’s Committee on
Economic and Monetary Affairs to discuss
U.S. financial regulatory reform and the
FDIC’s new authorities, SIFIs, and Basel 11
reform. FDIC staff met with representatives
of Chinese authorities and banks on multiple
occasions throughout the year. Topics of
these meetings included discussions about
the health of the U.S. banking industry,
financial reform, FDIC supervision of banks,
the bank resolution process, and the FDIC’s
management of the distressed assets of failed
banks. The FDIC hosted a multi-day study
tour for the Board of Directors of the Nigeria
Deposit Insurance Corporation (NDIC) in
October. NDIC guests also traveled to the
New York Regional Office to learn about
the role of the regional offices and their
relationship with headquarters. The FDIC
hosted secondees, one from each of the
following organizations during 2010: the
Korea Deposit Insurance Corporation, the
Financial Services Commission in Korea, and
the Savings Deposit Insurance Fund of Turkey.



B June marked the three-year anniversary of the
secondment program agreed upon between the
Financial Services Volunteer Corps (FSVC)
and the FDIC to place one or more FDIC
employees full-time in FSVC’s Washington,
DC, office. Between September 2009 and
August 2010, FSVC hosted four secondees
who participated in 20 projects that took place
in Albania, Algeria, Egypt, Jordan, Malawi,
and Morocco. Additionally, the secondees
provided services for their counterparts in
Albania, Egypt, Libya, and Malawi from
Washington, DC, and completed a project
for the Central Bank of Iraq in Jordan. The
secondees worked directly with eight overseas
regulatory counterparts and trained almost
440 individuals. In these efforts, they spent
over 1,850 hours providing direct technical
assistance.

®m  The FDIC continues to support the work and
mission of the Association of Supervisors of
Banks of the Americas (ASBA). In furtherance
of the FDIC’s commitment to ASBA
leadership and strategic development, in July
2010, FDIC staff participated in ASBA’s
board of directors and technical committee
meetings. To facilitate ASBA’s research and
guidance initiatives, a senior bank examiner
will participate in ASBA’s Stress Testing
Working Group, and FDIC staff is responding
to ASBA’s review of the implementation of
International Financial Reporting Standards.
These research and guidance efforts are
intended to promote sound bank supervisory
practices among ASBA members.

Supervision and

Consumer Protection

Supervision and consumer protection are
cornerstones of the FDIC’s efforts to ensure the
stability of and public confidence in the nation’s
financial system. The FDIC’s supervision program

promotes the safety and soundness of FDIC-
supervised IDIs, protects consumers’ rights, and
promotes community investment initiatives.

Examination Program

The FDIC’s strong bank examination program

is the core of its supervisory program. As of
December 31, 2010, the Corporation was the
primary federal regulator for 4,386 FDIC-
insured, state-chartered institutions that were not
members of the Federal Reserve System (generally
referred to as “state non-member” institutions).
Through risk management (safety and soundness),
consumer compliance and Community
Reinvestment Act (CRA), and other specialty
examinations, the FDIC assesses an institution’s
operating condition, management practices and
policies, and compliance with applicable laws and
regulations. The FDIC also educates bankers and
consumers on matters of interest and addresses
consumer questions and concerns.

As of December 31, 2010, the Corporation
conducted 2,720 statutorily required

risk management (safety and soundness)
examinations, including a review of Bank
Secrecy Act compliance, and all required
follow-up examinations for FDIC-supervised
problem institutions within prescribed time
frames. The FDIC also conducted 1,780 CRA/
compliance examinations (914 joint CRA/
compliance examinations, 854 compliance-only
examinations,® and 12 CRA-only examinations)
and 3,276 specialty examinations. All CRA/
compliance examinations were also conducted
within the time frames established by FDIC
policy, including required follow-up examinations
of problem institutions. The following table
compares the number of examinations, by type,
conducted from 2008 through 2010.

% Compliance-only examinations are conducted for most institutions at or near the mid-point between joint compliance/
CRA examinations under the Community Reinvestment Act of 1977, as amended by the Gramm-Leach-Bliley Act
0f 1999. CRA examinations of financial institutions with aggregate assets of $250 million or less are subject to a CRA
examination no more than once every five years if they receive a CRA rating of “Outstanding” and no more than once
every four years if they receive a CRA rating of “Satisfactory” on their most recent examination.




FDIC Examinations 2008 - 2010

2010 2009 2008
Risk Management (Safety and Soundness):
State Non-member Banks 2,488 2,398 2,225
Savings Banks 225 203 186
Savings Associations 0 1 ]
National Banks 3 0 2
State Member Banks 4 2 2
Subtotal — Risk Management Examinations 2,720 2,604 2,416
CRA/Compliance Examinations:
Compliance/Community Reinvestment Act 914 1,435 1,509
Compliance-only 854 539 313
(RA-only 12 7 4
Subtotal — CRA/Compliance Examinations 1,780 1,981 1,826
Specialty Examinations:
Trust Departments 465 493 45]
Data Processing Facilities 2,811 2,780 2,571
Subtotal — Specialty Examinations 3,276 3,273 3,028
Total 7,776 7,858 7,270

Risk Management

As of December 31, 2010, there were 884 insured
institutions with total assets of $390.0 billion
designated as problem institutions for safety and
soundness purposes (defined as those institutions
having a composite CAMELS* rating of “4” or
“5”), compared to the 702 problem institutions
with total assets of $402.8 billion on December
31, 2009. This constituted a 26 percent increase
in the number of problem institutions and a 3
percent decrease in problem institution assets.

In 2010, 267 institutions with aggregate assets
of $157 billion were removed from the list

of problem financial institutions, while 449
institutions with aggregate assets of $198 billion

were added to the list. Westernbank Puerto Rico,
Mayaguez, Puerto Rico, which was the largest
failure in 2010, with $11.9 billion in assets, was
added to the problem institution list in 2008 and
resolved in 2010. The FDIC is the primary federal
regulator for 583 of the 884 problem institutions,
with total assets of $202.5 billion and $390.0
billion, respectively.

During 2010, the Corporation issued the
following formal and informal corrective actions
to address safety and soundness concerns:

300 Consent Orders and 424 Memoranda of
Understanding. Of these actions, 9 Consent

4 The CAMELS composite rating represents the adequacy of Capital, the quality of Assets, the capability of Management,
the quality and level of Earnings, the adequacy of Liquidity, and the Sensitivity to market risk, and ranges from “1”

(strongest) to “5” (weakest).



Orders and 16 Memoranda of Understanding
were issued based, in part, on apparent violations

of the Bank Secrecy Act.

The FDIC is required to conduct follow-up
examinations of all state non-member institutions
designated as problem institutions within 12
months of the last examination. As of December
31, 2010, all follow-up examinations for problem
institutions were performed on schedule.

Compliance

As of December 31, 2010, there were 54 insured
state non-member institutions with total assets

of $36.4 billion, rated “4” or “5” for consumer
compliance purposes. All follow-up examinations
for these institutions were performed on schedule.

During 2010, the Corporation issued the
following formal and informal corrective actions
to address compliance concerns: 23 Consent

Orders and 122 Memoranda of Understanding.

. - “"'3:’ {
Chairman Sheila C. Bair meets with Puerto Rico Financial Institutions Commissioner Alfredo Padilla, left, and Puerto Rico Governor
Luis Fortufio, center.

Bank Secrecy Act/Anti-Money Laundering

The FDIC pursued a number of Bank Secrecy Act
(BSA), Counter-Financing of Terrorism (CFT),
and Anti-Money Laundering (AML) initiatives

in 2010.

The FDIC conducted three training sessions in
2010 for 65 central bank representatives from
Afghanistan, Argentina, Ghana, Iraq, Jordan,
Kuwait, Mali, Mauritania, Morocco, Nigeria,
Pakistan, Paraguay, Qatar, Senegal, and Turkey.
The training focused on AML/CFT controls,
the AML examination process, customer due
diligence, suspicious activity monitoring, and
foreign correspondent banking. The sessions also
included presentations from the Federal Bureau
of Investigation (FBI) on combating terrorist
financing, and the Financial Crimes Enforcement
Network (FinCEN) on the role of financial
intelligence units in detecting and investigating
illegal activities.




This year, the inaugural Advanced International
AML/CEFT School was offered. The goal of this
course is to provide seasoned government staff
with an appropriate understanding of high-risk
areas and transactions, their potential effect on a
financial institution, and how to identify potential
red flags. Expert instructors were provided by
the United States Attorney’s Office, the Drug
Enforcement Administration, U.S. Immigration
and Customs Enforcement, the FBI, FinCEN,
and the FDIC’s Legal Division.

Additionally, the FDIC met with eight Namibian
and Zambian foreign officials and 14 European
representatives as a part of the U.S. Department of
State’s International Visitor Leadership Program to
discuss the FDIC’s AML Supervisory Program.

FFIEC BSA/AML Examination Manual

The FDIC participated in the revision and
issuance of the 2010 FFIEC BSA/AML
Examination Manual. The manual was released
by the Federal Financial Institutions Examination
Council (FFIEC) for publication and distribution
on April 29, 2010. It reflects the ongoing
commitment of the federal banking agencies

to provide current and consistent guidance on
risk-based policies, procedures, and processes

for banking organizations to comply with the
BSA and to safeguard operations from money
laundering and terrorist financing. The manual
was updated to further clarify supervisory
expectations and to incorporate regulatory
changes since the 2007 release. The revisions also
reflect feedback from the banking industry and
examination staff. The FDIC has also translated
the manual into Spanish.

Minority Depository Institution Activities

The preservation of Minority Depository
Institutions (MDIs) remains a high priority for the
FDIC. In 2010, the FDIC continued to seek ways
to improve communication and interaction with
MDIs and to respond to the concerns of minority
bankers. Many of the MDIs took advantage of

the technical assistance offered by the FDIC,

requesting technical assistance on a number of
bank supervision issues, including but not limited
to, the following:

B Troubled Asset Relief Program (TARP)
B Deposit insurance assessments

B DProper use of interest reserves

m Filing branch and merger applications

m  Complying with Part 365 — Real Estate
Lending Standards

B DPreparing Call Reports

B DPerforming due diligence for loan
participations

® Monitoring CRE concentrations

B Reducing adversely classified assets

m Identifying and monitoring reputation risk
B Maintaining adequate liquidity

m  Compliance issues

B  Community Reinvestment Act (CRA)

B DProcedures for filing regulatory appeals

m  Criteria for assigning CAMELS ratings

The FDIC continued to offer the benefit of
having an examiner or a member of regional office
management return to FDIC-supervised MDIs
from 90 to 120 days after examinations to assist
management in understanding and implementing
examination recommendations or to discuss other
issues of interest. Ten MDIs took advantage of this
initiative in 2010. Also, the FDIC regional offices
held outreach training efforts and educational
programs for MDls.

The FDIC hosted a series of Asset Purchaser,
Investor, and Minority Depository Institutions
Outreach seminars throughout the country, where
investors, and minority- and women-owned

firms received information on purchasing assets



from the FDIC and opportunities for investors

to invest in or establish an MDI. Seminars were
held in Atlanta, GA; New York, NY; Houston,
TX; Miami, FL; Los Angeles, CA; San Francisco,
CA; and Washington, DC. The seminars were well

received, with over 650 participants in attendance.

The FDIC held quarterly conference calls and
banker roundtables with MDIs in the geographic
regions. Topics of discussion for the quarterly calls
included both compliance and risk management
topics, and topics at the roundtables included

the economy, overall banking conditions, deposit
insurance assessments, accounting, and other bank
examination issues.

The FDIC partnered with the Federal Reserve’s
Partnership for Progress to provide technical
assistance and training to MDIs interested

in applying for the New Markets Tax Credit
(NMTC). The training consisted of a series

of webinars to educate MDIs about becoming
Community Development Entities, completing
NMTC applications, and best practices on
NMTC projects.

Capital and Liquidity Rulemaking
and Guidance

Credit Ratings ANPR

In August 2010, the FDIC, along with the

other federal banking agencies, published

an Advance Notice of Proposed Rulemaking
(ANPR) regarding alternatives to the use of credit
ratings in the risk-based capital rules for banking
organizations. The ANPR was issued in response
to section 939(A) of the Dodd-Frank Act, which
requires the agencies to review regulations that
(1) require an assessment of the creditworthiness
of a security or money market instrument,

and (2) contain references to or requirements
regarding credit ratings. In addition, the agencies
are required to remove such references and
requirements and substitute in their place uniform
standards of creditworthiness, where feasible.

Market Risk NPR

In December 2010, the FDIC Board of Directors
approved the publication of a joint Notice
of Proposed Rulemaking (NPR) designed to

enhance the market risk capital framework by
addressing default and credit risk migration,
innovations in trading book exposures, and other
deficiencies revealed during the recent financial
crisis. Enhancements to the framework include
requirements to compute capital for stressed value-
at-risk, and incremental default risk, standardized
capital requirements for certain securitization
positions, a capital floor for correlation trading
exposures, and increased transparency through
enhanced disclosures.

Advanced Approaches Floor NPR

In December 2010, the FDIC Board of Directors
approved a joint NPR to implement certain
requirements of Section 171 of the Dodd-

Frank Act. Section 171 requires, among other
things, that the agencies’ generally applicable
capital requirements serve as a floor for other
capital requirements the agencies may establish
and, specifically, as a permanent floor for the
advanced approaches risk-based capital rule. Final
rulemaking will be completed in 2011.

FAS 166 and 167 Final Rule

In January 2010, the agencies finalized the
amendment to the risk-based capital rules to
reflect the issuance of FAS 166 and 167, which
required certain off-balance-sheet assets to be
moved back onto a bank’s balance sheet. The
final rule provided an optional transition period
that allowed a bank to phase in over one year
the impact on risk-weighted assets of the change
in the U.S. generally accepted accounting rules.
The rule also eliminated the exclusion of certain
consolidated asset-backed commercial paper
programs from risk-weighted assets.

Interest Rate Risk

Economic conditions in 2010 presented
significant risk management challenges to
depository institutions. For a number of
institutions, increased loan losses and sharp
declines in the value of certain securities portfolios
placed downward pressure on capital and earnings.
In the prevailing interest rate environment, taking
advantage of a steeply upward sloping yield curve
by funding longer-term assets with shorter-term




liabilities may have provided short-term gains

to earnings helping offset losses, but could pose
risks to an institution’s capital and future earnings
should short-term interest rates rise. To reinforce
the federal banking agencies” existing guidance
—The Joint Agency Policy Statement on Interest
Rate Risk—and to remind institutions to not lose
focus on their management of interest rate risk,
the agencies issued new guidance on January 6,
2010—Advisory on Interest Rate Risk Management.
The guidance updated and clarified existing
supervisory guidance on the sound practices

for managing interest rate risk, noting that
institutions should assess the likely effects

of meaningful stress scenarios, including interest
rate shocks of at least 300 to 400 basis points

and that institutions are expected to conduct
independent reviews of their interest rate risk
models and management processes.

Liquidity Guidance

Recent turmoil in the financial markets
emphasized the importance of effective liquidity
risk management for the safety and soundness

of financial institutions. To emphasize the
importance of cash flow projections, diversified
funding sources, stress testing, a cushion of
liquid assets, and a formal, well-developed
contingency funding plan as primary tools for
measuring and managing liquidity risk, the
federal banking agencies issued new guidance on
March 22, 2010—Funding and Liquidity Risk
Management. This policy statement summarizes
the principles of sound liquidity risk management
issued in the past and, when appropriate,
supplements them with the “Principles for Sound
Liquidity Risk Management and Supervision”
issued by the BCBS in September 2008.

Other Guidance Issued
During 2010, the FDIC issued and participated

in the issuance of other guidance in several areas as

described below.

Bargain Purchases and Assisted Acquisitions
Market conditions in the banking industry,
including the significant number of FDIC-assisted
acquisitions of failed depository institutions, have

contributed to an increase in bargain purchase
transactions. A bargain purchase occurs when

the fair value of the net assets acquired in a
business combination exceeds the fair value of
any consideration transferred by the acquiring
institution. Bargain purchase gains are reported
in earnings and included in the computation

of regulatory capital under the agencies” capital
standards. To address the supervisory issues arising
from business combinations that result in bargain
purchase gains, the FDIC, along with the other
financial regulators, issued Interagency Supervisory
Guidance on Bargain Purchases and FDIC- and
NCUA-Assisted Acquisitions on June 7, 2010. The
guidance addresses the agencies’ concerns about
the quality and composition of capital when a
bargain purchase gain is expected to result from

a business combination and describes the capital
preservation and other conditions the agencies
may impose in their approval of acquisitions. The
guidance also discusses the agencies’ expectations
with respect to the appropriate application of
accounting standards to business combinations.

Examinations of Institutions with FDIC
Loss-Share Agreements

Beginning in 2009, the FDIC increasingly entered
into loss-share agreements with institutions
acquiring failed IDIs. Under such an agreement,
the FDIC and an acquiring institution share in the
losses on a specified pool of a failed institution’s
assets, which maximizes asset recoveries and
minimizes losses to the DIE In May 2010, the
FDIC issued guidance to its examination staff
on how examiners should take into account

the implications and benefits of loss-share in
their supervision of banks that have acquired
assets of failed institutions covered by loss-share
agreements. Examiners are expected to consider
the impact of these agreements when performing
asset reviews, assessing accounting entries,
assigning adverse classifications, and determining
CAMELS ratings and examination conclusions.
The FDIC has made this examination guidance
available to bankers, the other banking agencies,
and other parties to promote their understanding
of the FDIC’s approach to the examination of
banks with loss-share agreements. To provide



greater visibility to the effect of loss-share
agreements on the examination process, the
Summer 2010 issue of the FDIC’s Supervisory
Insights, published in June, included “FDIC
Loss-Sharing Agreements: A Primer”. This article
provides an overview of the loss-share process,
addresses the regulatory treatment of assets subject
to these agreements, and discusses the accounting
rules and capital implications for the acquisition

of failed bank assets.

Troubled Asset Relief Program’s Community
Development Capital Initiative

In 2010, the FDIC actively engaged with the
U.S. Department of the Treasury (Treasury) and
the other federal bank regulatory agencies in
considering applications to the Troubled Asset
Relief Program’s (TARP) Community Development
Capital Initiative (CDCI). The TARP CDCI
invested lower-cost capital in Community
Development Financial Institutions (CDFIs),
which are financial institutions that target at least
60 percent of their lending and other economic
development activities in areas underserved by
traditional financial services providers. In its

role as primary federal supervisor for state non-
member institutions, the FDIC reviewed 64
TARP CDCI applications and forwarded approval
recommendations to Treasury for 12 institutions
that met Treasury’s Program standards. Treasury
approved ten institutions for participation in

the Program.

The FDIC desired to reach a favorable
recommendation for all TARP CDCI applications
and worked closely with bank managements that
wete striving to achieve Treasury’s standards for
approval. CDFlIs can provide critically needed
loan and depository services to underserved
communities.

Meeting the Credit Needs of Creditworthy
Small Business Borrowers

In response to difficulties some small business
owners are experiencing in obtaining or renewing
credit to support their operations, the FDIC,
along with other financial regulators, issued
Interagency Statement on Meeting the Credit

Needs of Creditworthy Small Business Borrowers

on February 12, 2010. The statement builds

on principles of existing guidance and strives

to ensure that supervisory policies do not
inadvertently curtail the availability of credit to
sound small business borrowers. The statement
reiterates regulatory expectations for institutions
to effectively monitor and manage credit
concentrations but notes that institutions should
not automatically refuse credit to sound borrowers
because of their particular industry or
geographic location.

The statement also explains that examiners will
not criticize prudent underwriting practices, that
examiners will take a balanced approach when
assessing small business lending activities, and that
examiners will not adversely classify loans solely
due to declining collateral values, provided that a
borrower has the willingness and ability to repay
loans according to reasonable terms.

Correspondent Concentration Risks

On April 30, 2010, the FDIC, along with the
other financial regulators, issued guidance on
Correspondent Concentration Risks to outline the
agencies’ expectations for identifying, monitoring,
and managing correspondent concentration risks.
The guidance addresses the agencies” expectations
relative to performing due diligence on credit
exposures to, and funding transactions with,
other financial institutions. The guidance notes
that a financial institution’s relationship with a
correspondent may result in credit and funding
concentrations and acknowledges that, while some
correspondent concentrations meet legitimate
business needs, the concentrations represent

a lack of diversification management should
address when formulating strategic plans and risk
management policies and procedures.

Appraisal and Evaluation Guidelines

On December 2, 2010, the FDIC, along with

the other federal banking agencies, issued final
Interagency Appraisal and Evaluation Guidelines

to provide further clarification of the agencies’
appraisal regulations and supervisory guidance

to institutions and examiners about prudent
appraisal and evaluation programs. The guidelines
reflect changes in appraisal standards and




advancements in regulated institutions’ collateral
valuation methods and clarify longstanding
supervisory expectations for an institution’s
appraisal and evaluation program to conduct
real estate lending in a safe and sound manner.
Further, the guidelines promote consistency in
the application and enforcement of the agencies’
appraisal regulations and safe and sound
banking practices.

Incentive Compensation

On June 21, 2010, the FDIC joined the other
federal banking agencies in issuing interagency
Guidance on Sound Incentive Compensation Policies.
This guidance was issued to address incentive
compensation practices in the financial services
industry that contributed to the recent financial
crisis. The guidance uses a “principles-based”
approach and describes the agencies’ expectations
for banking organizations to maintain incentive
compensation practices consistent with safety-
and-soundness standards. One main goal of

the guidance is to align employee rewards with
longer-term organizational objectives, including
consideration of potential risks and risk outcomes.

Golden Parachute

As part of supervisory efforts to address executive
compensation in the financial services industry,
the FDIC issued Guidance on Golden Parachute
Applications on October 14, 2010, to clarify

the golden parachute application process

for troubled institutions, specify the type of
information necessary to satisfy the certification
requirements, and highlight factors considered by
supervisory staff when determining whether to
approve a golden parachute payment. A golden
parachute payment refers to amounts paid by
troubled entities to an institution-affiliated

party (IAP) that are contingent on the IADP’s
termination. Applications made on behalf of
senior management will be subject to heightened
scrutiny that will include an evaluation of the
individual’s performance and involvement in
corporate initiatives and policymaking. For
lower-level employees, a de minimis golden
parachute payment of up to $5,000 per individual

is permissible without a supervisory application
in most cases. The bank is required to maintain a
record of the individuals receiving the payments,
together with signed and dated certifications of
the amounts received.

Concerns with Energy Lending Programs

The FDIC, along with other financial regulators,
issued an alert on July 6, 2010, notifying financial
institutions about a Federal Housing Finance
Authority (FHFA) Statement Relative to Concerns
with Certain Energy Lending Programs. The
statement relates to FHFA and FDIC concerns
with certain energy retrofit lending programs

and indicates institutions should be aware of
such programs, as deficiencies within the
programs, such as weak underwriting and
consumer-protection standards, could affect an
institution’s residential mortgage lending activities
and its ability to sell loans to Fannie Mae and
Freddie Mac.

Secure and Fair Enforcement for Mortgage
Licensing Act of 2008

On July 28, 2010, the FDIC along with the other
federal banking agencies, published the final rule
implementing the requirements of the Secure
and Fair Enforcement for Mortgage Licensing
Act of 2008 (SAFE Act). The SAFE Act requires
residential mortgage loan originators who are
employees of national and state banks, savings
associations, Farm Credit System institutions,
credit unions, and certain of their subsidiaries
(agency-regulated institutions) to be registered
in the Nationwide Mortgage Licensing System
and Registry, an online database. The FIL
highlights the rule’s requirements for appropriate
policies, procedures, and management systems
to ensure compliance with the SAFE Act.

The SAFE Act is intended to improve the
accountability and tracking of residential mortgage
loan originators (MLOs), enhance consumer
protection, reduce fraud, and provide consumers
with easily accessible information regarding an
MLOQO’s professional background.



Municipal Advisor Rule

On October 1, 2010, the FDIC issued a FIL
announcing the Securities and Exchange
Commission’s (SEC) issuance of an interim final
temporary rule requiring all municipal advisors to
register with the SEC by October 1, 2010. The
FIL highlights definitions of municipal advisors
and municipal financial products, and notified
financial institutions that they should review their
dealings with municipal entities to determine

if such dealings will require registration as a
municipal advisor.

Regulatory Relief

During 2010, the FDIC issued 23 Financial
Institution Letters (FILs) that provided guidance
to help financial institutions and facilitate recovery
in areas damaged by severe storms, tornadoes,
flooding, and other natural disasters.

Consumer Protection and Compliance Rules
and Guidance

In March 2010, the FDIC approved and issued,
along with the other federal bank regulators,
updated Interagency Questions and Answers
Regarding Community Reinvestment. These Q&As
consolidate and supersede all previously published
versions of this guidance. A new Q&A provides
examples of how to demonstrate that community
development services meet the criteria of serving
low- and moderate-income areas and people. The
revised Q&As enable consideration of a pro rata
share of mixed income affordable housing projects
as community development projects.

In September 2010, the FDIC, along with the
other federal bank regulators, issued a final CRA
rule to implement a provision of the Higher
Education Opportunity Act. The rule provides for
consideration of low-cost higher education loans
to low-income borrowers as a positive factor when
assessing a financial institution’s record of meeting
community credit needs under the CRA. The

rule also incorporates a CRA statutory provision
that allows the agencies to consider a financial
institution’s capital investment, loan participation,
and other ventures with minority-owned financial

institutions, women-owned institutions, and low-
income credit unions as factors in assessing the
institution’s CRA record.

In December 2010, the agencies published

a final CRA rule that revises the definition

of “community development” in the CRA
regulations to provide favorable CRA
consideration for loans, investments, and
services by financial institutions that directly
support, enable or facilitate eligible projects
and activities in designated target areas of the
Neighborhood Stabilization Program (NSP)
approved by the Department of Housing and
Urban Development. The expanded definition
of “community development” in the CRA
regulations will help leverage NSP funds in areas
experiencing high foreclosure and vacancy rates

and neighborhood blight.

In May 2010, the FDIC issued guidance to assist
lenders in meeting their compliance obligations
under the National Flood Insurance Program
(NFIP) during periods when the statutory
authority of the Federal Emergency Management
Agency (FEMA) to issue flood insurance contracts
under the NFIP lapses. In December 2010, the
FDIC issued a notice to its supervised financial
institutions that FEMA announced that Preferred
Risk Policy eligibility will be extended two years
beginning January 1, 2011.

In August 2010, the FDIC, in cooperation

with the other FFIEC member agencies, issued
supervisory guidance on reverse mortgage
products. The guidance emphasizes the consumer
protection concerns raised by reverse mortgages
and the importance of financial institutions
mitigating the compliance and reputation risks
associated with these products.

In September 2010, the FDIC issued a
compliance guide for state non-member banks
wishing to use the model privacy form to comply
with disclosure requirements under the Gramm-

Leach-Bliley Act.

In November 2010, the FDIC issued final
supervisory guidance on overdraft payment
programs. The final guidance reaffirms existing




supervisory expectations described in the February
2005 Joint Guidance on Overdraft Protection
Programs, and provides specific guidance with
respect to automated overdraft payment programs.
In particular, the FDIC guidance states that
financial institution management should be
especially vigilant with respect to product overuse,
which may harm consumers.

Monitoring Emerging Risks

The FDIC relies heavily on on-site supervisory
activities to identify existing and emerging risks.
In addition to on-site supervisory activities,

the FDIC uses several established off-site
processes, including the Statistical CAMELS
Off-site Rating (SCOR) system and the Growth
Monitoring System (GMS), as well as more recent
comprehensive reviews (such as the Quarterly
Supervisory Risk Profile), to assess how identified
risks are likely to affect insured institutions’ risk
profiles and ratings. These ongoing analyses have
been augmented with numerous ad hoc reviews,
such as reviews of commercial real estate lending
trends, interest rate risk exposure, allowance

for loan and lease loss trends, and dividend
payments. Furthermore, the FDIC replaced its
former Underwriting Survey with a Credit and
Consumer Products/Services Survey. The new
survey extends beyond underwriting practices and
addresses new or evolving products, strategies,
and consumer compliance issues and is now
completed by examiners at the conclusion of
each risk management and consumer compliance
examination. Supervisory staff monitors and
analyzes this real-time examiner input and uses
the information to help determine the need

for changes in policy guidance or supervisory
strategies as appropriate.

Regulatory Reporting Revisions

The FDIC, jointly with the Office of the
Comptroller of the Currency and the Federal
Reserve Board, implemented revisions to the
Consolidated Reports of Condition and Income
(Call Reports) that took effect in March and
December 2010. The revisions responded to such
developments as the temporary increase in the
deposit insurance limit, changes in accounting

standards, and credit availability concerns. The
reporting changes that took effect on March

31, 2010, included new data on other than
temporary impairments of debt securities, loans
to non-depository financial institutions, and assets
acquired from failed institutions covered by FDIC
loss-share agreements; additional data on certain
time deposits and unused commitments; and a
change from annual to quarterly reporting for
small-business and small-farm lending data.

The agencies began to collect new data

pertaining to reverse mortgages annually

effective December 31, 2010.

As a result of a change in the basis for calculating
assessments for banks participating in the FDIC’s
TAGTP in the third quarter of 2010, the agencies
revised the Call Report items used to collect

data on TAGP-eligible accounts in September
2010. For the final two quarters of the TAGD,
participating banks were required to report the
total dollar amount and number of TAGP-eligible
accounts as average daily balances rather than
quarter-end balances.

With the enactment of temporary unlimited
insurance coverage for noninterest-bearing
transaction accounts by the Dodd-Frank Act
effective December 31, 2010, the agencies added
two new items to the Call Report as of that date
for the reporting of the quarter-end dollar amount
and number of noninterest-bearing transaction
accounts as defined in the Act. These new items
must be completed by all banks, not only those
that participated in the TAGP.

In September 2010, the agencies proposed several
revisions to the Call Report, primarily to assist
the agencies in gaining a better understanding

of banks’ credit and liquidity risk exposures. The
proposed revisions, which took effect on March
31, 2011, include additional data on troubled
debt restructurings, commercial mortgage-backed
securities, private sector deposits, loans and other
real estate covered by FDIC loss-share agreements,
bank-owned life insurance, and trust department
collective investment funds; new data on auto
loans, deposits obtained through deposit listing
services, and assets and liabilities of consolidated



variable interest entities and captive insurance
subsidiaries; and instructional revisions relating to
construction loans and repricing data.

Promoting Economic Inclusion

The FDIC undertook a number of initiatives in
2010 to promote financial access to IDIs for low-
and moderate-income communities.

Alliance for Economic Inclusion

The goal of the FDIC’s Alliance for Economic
Inclusion (AEI) initiative is to collaborate with
financial institutions; community organizations;
local, state, and federal agencies; and other
partners in select markets to launch broad-based
coalitions to bring unbanked and underserved
consumers into the financial mainstream.

The FDIC expanded its AEI efforts during 2010
to increase measurable results in the areas of

new bank accounts, small-dollar loan products,
remittance products, and the delivery of financial
education to more underserved consumers.
During 2010, over 152 banks and organizations
joined AEI nationwide, bringing the total number
of AEI members to 1,119. There were 45,776 new
bank accounts opened during 2010, bringing the
total number of bank accounts opened through
the AEI to 208,458. During 2010, approximately
56,556 consumers received financial education
through the AEI bringing the total number of
consumers educated to 199,392. Also, 48 banks
were in the process of offering or developing
small-dollar loans, 27 banks were offering
remittance products, and 26 banks were providing
innovative savings products through the AEI at
the end of 2010.

During 2010, the FDIC expanded its efforts

to address additional markets with high
concentrations of unbanked and underbanked
households and aligned its targeted efforts with
the results of its 2009 unbanked survey. Presently
in 14 markets, the FDIC began the initial
organization and planning for AEI initiatives in
two additional markets: Milwaukee, W1, and

St. Louis, MO. Additionally, the FDIC worked
closely during 2010 to provide technical assistance
and support to communities in Ohio and

northwestern Indiana interested in forming AEI
coalitions, and provided a loaned executive to lead
the Bank On California campaign.

The FDIC also worked closely during 2010 with
the National League of Cities to provide technical
assistance to facilitate the implementation of Bank
On campaigns in: Seattle, WA; Savannah, GA;
Houston and San Antonio, TX; Indianapolis, IN;
Aurora, IL; Gaithersburg, MD; and Jacksonville,
FL. The FDIC was also invited to serve as a
working committee member and advisor to
facilitate the launch of a Bank On Washington,
DC, campaign launched in April 2010.

Advancing Financial Education
The FDIC’s award-winning Money Smart

curriculum is available in seven languages, large-
print and Braille versions, as computer-based
instruction, and as podcast audio instruction.
Since its inception, over 2.4 million individuals
have participated in Money Smart classes and self-
paced computer-based instruction. Approximately
300,000 of these participants subsequently
established new banking relationships.

The FDIC significantly expanded its financial
education efforts during 2010 through a multi-
part strategy that included making available
timely, high-quality financial education
products, expanding delivery channels, and
sharing best practices.

In 2010, the FDIC released an enhanced version
of its instructor-led Money Smart financial
education curriculum for adults. The enhanced
curriculum incorporates changes in the law and
industry practices that have occurred since Money
Smart was last revised in 2006. For instance, the
curriculum reflects recent amendments to the
rules pertaining to credit cards as well as the new
overdraft opt-in rule. A new module, Financial
Recovery, provides an overview of the steps
consumers can take to rebuild their finances after a
financial setback. Similar enhancements were also

made to Money Smart for Young Adults.

The FDIC also released a Spanish language
version of the Money Smart Podcast Network, a
portable audio version of Money Smart suitable




for use with virtually all MP3 players. Showing
the appeal of a portable audio version, the MP3
English version received more than 522,000 hits
during more than 23,000 individual sessions
(individual visitors) during 2010, and the Spanish
version received nearly 1,000 hits between its
release on October 14, 2010, and year-end.

The FDIC’s delivery channels for financial
education were expanded, in particular, through
a historic partnership agreement signed on
November 15, 2010, with the National Credit
Union Administration and the U.S. Department
of Education, to promote financial education
and access for low- and moderate-income
students. The agreement will promote educators
and IDIs working together to help students
receive financial education and use mainstream

banking products.

Financial education best practices were shared
through four editions of Money Smart News,
which reached over 40,000 subscribers. Success
stories were shared on topics including reaching
households struggling to survive a job loss and
providing financial education to

college students.

As a member of the Financial Literacy and
Education Commission, the FDIC continued
to actively support the Commission’s efforts to
improve financial literacy in America. During
2010, the FDIC was significantly involved in
the work of the National Strategy Working
Group, which was charged with drafting a new
national strategy to promote financial literacy
and education. In addition, the FDIC chairs the
Commission’s Core Competencies Subcommittee,
which worked closely with the Department

of the Treasury and a group of experts in the
financial education field, including researchers
and practitioners, to help draft the various core
principles that individuals should know and the
basic concepts program providers should cover.

The FDIC also took a leadership role among
federal agencies to promote the 2010 America
Saves Week to encourage consumers to establish

a basic savings account or boost existing savings.
Chairman Bair authored the nationally distributed
Your Savings — Good for You, Your Family, and Your
Peace of Mind op-ed. In addition, a video featuring
Chairman Bair encouraging consumers to save
and participate in America Saves Week received
over 6,000 views on YouTube and was featured on
the homepage of America Saves. The FDIC also
provided technical assistance or other involvement
to at least 15 America Saves coalitions.

Leading Community Development

FDIC community affairs staff are located in

each of the FDIC’s regions and lead a range of
community development activities. In 2010,

the FDIC undertook over 200 community
development, technical assistance, financial
education, and outreach activities and events.
These activities were designed to promote
awareness of investment opportunities to financial
institutions, access to capital within communities,
knowledge-sharing among the public and private
sector, and wealth-building opportunities for
families. Staff also provided technical assistance
and training to financial institutions on
community development and other CRA-related
topics. Representatives throughout the financial
industry and their stakeholders collaborated
with the FDIC on a broad range of initiatives
structured to meet local and regional needs for
financial products and services, credit, asset-
building, affordable housing, small business and
micro-enterprise development, and financial
education.

During 2010, the FDIC launched a pilot initiative
to build awareness of the FDIC’s asset purchase
opportunities among nonprofit affordable
housing developers, NSP grantees, and local
municipalities. The pilot was designed to increase
their access and ability to successfully bid on

and acquire FDIC-owned real estate from failed
banks for redevelopment for affordable housing
and other community development purposes.

As a result, 30 properties were purchased from
the FDIC by NSP grantees and redeployed as
affordable housing in the southeast region.



Recognizing the importance of small business
growth and job creation as an essential
component in America’s economic recovery, the
FDIC continued its emphasis on facilitating
small-business development, expansion, and
recovery during 2010. The FDIC entered into

a strategic alliance with the U.S. Small Business
Administration (SBA) on September 8, 2010,

to facilitate the development and expansion, of
small businesses. As part of the agreement, the
FDIC and the SBA collaborated in co-sponsoring
small-business information, resource, and
capacity-building seminars in New York, NY;

Los Angeles, CA; Memphis, TN; Greensboro,
AL; Jackson, MS; New Orleans, LA; Tampa, FL;
Richmond, VA; and Raleigh, NC. The events
provided information and resources to over 1,500
small business owners, entrepreneurs, banking
professionals and others.

The FDIC continued its initiative to help
consumers and the banking industry avoid
unnecessary foreclosures and stop foreclosure
“rescue” scams that promise false hope to
consumers at risk of losing their homes.

The FDIC focused its foreclosure mitigation
efforts in three areas during 2010:

® Direct outreach to consumers with
information, education, counseling, and
referrals. During 2010, in collaboration
with NeighborWorks® America, the FDIC
sponsored four counselor-driven homeowner
outreach events in high-need markets to
provide face-to-face assistance for borrowers
at risk of foreclosure. More than 4,000
homeowners attended these events.

B Industry outreach and education
targeted to lenders, loan servicers, local
governmental agencies, housing counselors,
and first responders (faith-based
organizations, advocacy organizations,
social service organizations, etc.). During
2010, the FDIC hosted or co-hosted five
major loan modification scam outreach
events in collaboration with NeighborWorks®
America. These events were targeted to local
agencies and nonprofits that have the capacity

to educate stakeholders. These events resulted
in more than 40,000 pieces of FDIC-branded
outreach materials provided to partners for
distribution, and led to more than 200 scams
being reported to authorities.

B Support for capacity-building initiatives
to help expand the quantity and quality
of foreclosure counseling assistance that
is available within the industry. Working
closely with NeighborWorks® America and
other national and local counselors and
intermediaries, the FDIC worked to support
industry efforts to build the capacity of
housing counseling agencies. For example, the
FDIC facilitated two community stabilization
place trainings, which led to more than 69
homeownership professionals being trained
in best practices and strategies to promote
community recovery.

Gulf Coast Oil Spill Response

The FDIC strongly supported efforts to expedite
a recovery from the April 22, 2010, Deepwater
Horizon oil spill in the Gulf Coast region. At

the onset of this spill of national significance, the
FDIC recognized that some borrowers” cash flow
and repayment capacity would be unexpectedly
impaired, and that banks should consider assisting
borrowers that would be severely impacted.
Accordingly, on May 7, 2010, the FDIC issued
FIL 24-2010, Guidance for Financial Institutions
Working with Borrowers in the Gulf Coast Region
Affected by a “Spill of National Significance”. This
guidance encourages banks to work constructively
with borrowers experiencing difficulties beyond
their control because of damage caused by the
spill. It also encourages banks to extend repayment
terms, restructure existing loans, or ease terms

for new loans in a manner consistent with sound
banking practices. The guidance recognizes that
efforts to work with borrowers in communities
under stress can be consistent with safe and
sound banking practices as well as in the public
interest. The FDIC also joined the other banking
agencies in issuing a similar directive on July 14,
2010, titled Interagency Statement on Financial
Institutions Affected by the Deepwater Horizon

Oil Spill.




Through field offices in Florida, Alabama,
Mississippi, and Louisiana, and frequent
interaction with state regulators and bank

trade organizations, the FDIC worked hard

to understand the spill’s impact on banking,
commerce, and tourism. FDIC executives from
Washington and the Dallas and Atlanta regional
offices conducted outreach and communicated
with various constituencies to enhance knowledge
of the spill’s scope and effects. In addition, the
FDIC engaged in a concerted dialogue with trade
associations, community and business leaders,
and congressional staff from the Gulf Coast
region to gain an “on the ground” perspective on
the spill’s short- and long-term implications. The
FDIC will strive to maintain this dialogue with
bankers and community leaders to ensure its
supervisory approach prudently accommodates
recovery efforts.

Affordable Small-Dollar Loan Guidelines
and Pilot Program

The FDIC’s two-year Small-Dollar Loan Pilot
Program concluded in the fourth quarter of 2009,
with final data reported to the FDIC in mid-
May 2010. The pilot was a case study designed

to illustrate how banks can profitably offer
affordable small-dollar loans as an alternative to
high-cost credit products such as payday loans
and fee-based overdraft programs. At the end of
the pilot, 28 banks were participating with total
assets ranging from $28 million to $10 billion
and operations in 28 states. Over the course of the
pilot, participating banks originated more than
34,400 small-dollar loans with a principal balance
of $40.2 million.

The pilot demonstrated that banks can offer
alternatives to costly forms of emergency

credit, and resulted in a template of essential
product design and delivery elements for safe,
affordable, and feasible small-dollar loans that
can be replicated by other banks. (See www.fdic.
gov/smalldollarloans/ for the template). Going
forward, the FDIC is working with the banking
industry, consumer and community groups,
nonproﬁt organizations, other government
agencies, and others to research and pursue

strategies that could prove useful in expanding the
supply of small-dollar loans. Among other things,
these strategies include:

m Highlighting the facts about the pilot and
other successful small-dollar loan models.

B Studying creation of pools of nonprofit or
government funds to serve as “guarantees” for
small-dollar loans.

B  Encouraging broad-based partnerships among
banks, nonprofit, and community groups to
work together in designing and delivering
small-dollar loans.

B Studying the feasibility of safe and innovative
emerging small-dollar loan technologies and
business models.

B  Considering ways that regulators can
encourage banks to offer safe and affordable
small-dollar products, and that these products
can receive favorable CRA consideration.

Information Technology, Cyber Fraud, and
Financial Crimes

The FDIC sponsored a Combating Commercial
Payments Fraud Symposium in March 2010

that focused on the nature of this increasingly
sophisticated form of financial fraud and how the
industry and regulators can effectively respond.
Other major accomplishments during 2010 in
promoting information technology (IT) security
and combating cyber fraud and other financial
crimes included the following:

m  Dublished, in conjunction with the other
FFIEC agencies, a Retail Payment Systems
Handbook. The booklet discusses various
technologies and products used in payment
systems and the risk management techniques
that institutions should use.

®m Issued, in conjunction with the other FFIEC
agencies, an updated and expanded program
to review specialized software used by financial
institutions.



B DPublished, in conjunction with the other
FFIEC agencies, a white paper entitled “The
Detection and Deterrence of Mortgage Fraud
Against Financial Institutions”.

B Issued Guidance on Mitigating Risk Posed
by Information Stored on Photocopiers, Fax
Machines and Printers.

B Assisted financial institutions in identifying
and shutting down approximately 47
“phishing” websites. The term “phishing”—as
in fishing for confidential information—refers
to a scam that encompasses fraudulently
obtaining and using an individual’s personal or
financial information.

B Issued 130 Special Alerts to FDIC-supervised
institutions on reported cases of counterfeit or
fraudulent bank checks.

B Issued 3 Consumer Alerts pertaining to
e-mails and telephone calls fraudulently
claiming to be from the FDIC.

The FDIC conducts IT examinations at each
risk management examination to ensure that
institutions have implemented adequate risk
management practices for the confidendiality,
integrity, and availability of the institution’s
sensitive, material, and critical information
assets using the FFIEC Uniform Rating
System for Information Technology (URSIT).
The FDIC also participates in interagency
examinations of significant technology service
providers. In 2010, the FDIC conducted 2,121
IT examinations at financial institutions and
technology service providers. Further, as part
of its ongoing supervision process, the FDIC
monitors significant events, such as data breaches
and natural disasters, that may impact financial
institution operations or customers.

As an additional element of its leadership role in
promoting effective bank supervision practices,
the FDIC provides technical assistance, training,
and consultations to international governmental
banking regulators in the area of I'T examinations.
In 2010, the FDIC provided foreign technical
assistance training to the Central Bank of Iraq and

the Bank of Albania to train examiners and develop
examination policies for managing I'T and other
operational risks.

Consumer Complaints and Inquiries

The FDIC investigates consumer complaints
concerning FDIC-supervised institutions and
answers inquiries from the public about consumer
protection laws and banking practices. As of
December 31, 2010, the FDIC received 13,756
written complaints, of which 6,862 involved
complaints against state non-member institutions.
The FDIC responded to over 97 percent of these
complaints within time frames established by
corporate policy, and acknowledged 100 percent
of all consumer complaints and inquiries within
14 days. The FDIC also responded to 1,960
written inquiries, of which 388 involved state
non-member institutions. In addition, the FDIC
responded to 6,666 telephone calls from the
public and members of the banking community,
4,375 of which concerned state non-member
institutions.

Deposit Insurance Education

An important part of the FDIC’s deposit
insurance mission is ensuring that bankers and
consumers have access to accurate information
about the FDIC's rules for deposit insurance
coverage. The FDIC has an extensive deposit
insurance education program consisting of
seminars for bankers, electronic tools for
estimating deposit insurance coverage, and written
and electronic information targeted for both
bankers and consumers.

In 2010, the FDIC continued its efforts to
educate bankers and consumers about the rules
and requirements for FDIC insurance coverage.
The FDIC conducted a series of eight nationwide
telephone seminars for bankers on deposit
insurance coverage. These seminars reached an
estimated 60,000 bankers participating at over
16,000 bank locations throughout the country.
The FDIC also updated its deposit insurance
coverage publications and educational tools for
consumers and bankers, including brochures,
resource guides, videos, and the Electronic
Deposit Insurance Estimator (EDIE).




Deposit Insurance Coverage Inquiries

During 2010, the FDIC received and answered
approximately 143,000 telephone deposit
insurance-related inquiries from consumers

and bankers. Of these inquiries, 119,000 were
addressed by the FDIC Call Center and 24,000
were handled by deposit insurance coverage
subject matter experts. In addition to telephone
deposit insurance inquiries, the FDIC received
3,000 written deposit insurance coverage inquiries
from consumers and bankers. Of these inquiries,
99 percent received responses within two weeks, as
required by corporate policy.

Resolutions and Receiverships

The FDIC has the unique mission of protecting
depositors of insured banks and savings
associations. No depositor has ever experienced

a loss on the insured amount of his or her

deposit in an FDIC-insured institution due to

a failure. Once an institution is closed by its
chartering authority—the state for state-chartered
institutions, the OCC for national banks, and
the OTS for federal savings associations—and

the FDIC is appointed receiver, the FDIC is
responsible for resolving the failed bank or savings
association.

The FDIC employs a variety of business
practices to resolve a failed institution. These
business practices are typically associated with
either the resolution process or the receivership
process. Depending on the characteristics of the
institution, the FDIC may recommend several
of these practices to ensure the prompt and
smooth payment of deposit insurance to insured
depositors, to minimize the impact on the DIF,
and to speed dividend payments to creditors of the
failed institution.

The resolution process involves valuing a failing
institution, marketing it, soliciting and accepting
bids for the sale of the institution, determining
which bid is least costly to the insurance fund, and
working with the acquiring institution through
the closing process.

In order to minimize disruption to the local
community, the resolution process must be
performed quickly and as smoothly as possible.
There are three basic resolution methods: purchase
and assumption transactions, deposit payofTs,

and utilizing a Deposit Insurance National
Bank (DINB).

The purchase and assumption (P8A) transaction
is the most common resolution method used

for failing institutions. In a P&A transaction, a
healthy institution purchases certain assets and
assumes certain liabilities of the failed institution.
There are a variety of P&A transactions that

can be used. Since each failing bank situation is
different, P&A transactions provide flexibility

to structure deals that result in the highest value
for the failed institution. For each possible P&A
transaction, the acquirer may either acquire

all or only the insured portion of the deposits.
Loss sharing may be offered by the receiver in
connection with a P&A transaction. In a loss-
share transaction, the FDIC as receiver agrees to
share losses on certain loans with the acquirer.
The FDIC usually agrees to absorb a significant
portion (for example, 80 percent) of future losses
on assets that have been designated as “shared loss
assets” for a specific period of time (for example,
five to ten years). The economic rationale for
these transactions is that keeping shared loss
assets in the banking sector can produce a better
net recovery than would the FDIC’s immediate
liquidation of these assets.

Deposit payoffs are only executed if a bid for a
P&A transaction does not meet the least-cost test
or if no bids are received, in which case the FDIC,
in its corporate capacity as deposit insurer, makes
sure that the customers of the failed institution
receive the full amount of their insured deposits.

The Banking Act of 1933 authorized the FDIC to
establish a DINB to assume the insured deposits
of a failed bank. A DINB is a new national

bank with limited life and powers which allows
failed bank customers a brief period of time to
move their deposit account(s) to other insured

institutions. A DINB allows for a failed bank to



be liquidated in an orderly fashion, minimizing
disruption to local communities and
financial markets.

The receivership process involves performing

the closing functions at the failed institution,
liquidating any remaining failed institution assets,
and distributing any proceeds of the liquidation to
the FDIC and other creditors of the receivership.
In its role as receiver, the FDIC has used a wide
variety of strategies and tools to manage and sell
retained assets. These include, but are not limited
to: asset sale and/or management agreements,
structured transactions, and securitizations.

Financial Institution Failures

During 2010, the FDIC experienced a significant
increase in the number of institution failures, 157,
as compared to previous years. For the institutions
that failed, the FDIC successfully contacted

all known qualified and interested bidders to
market these institutions. The FDIC also made
insured funds available to all depositors within
one business day of the failure if it occurred on a
Friday and within two business days if the failure
occurred on any other day of the week. There were
no losses on insured deposits, and no appropriated
funds were required to pay insured deposits.

The following chart provides a comparison of
failure activity over the last three years.

Failure Activity 2008 - 2010
Dollars in Billions

2010 2009 2008
Total Institutions 157 140 25
Total Assets of
Failed Institutions' §92.1| S$169.7| S371.9
Total Deposits of
Failed Institutions' §79.5| S137.1| $234.3
Estimated Loss to the DIF §24.2 $37.1 $19.6

""Total Assets and Total Deposits data are based on the last Call
Report filed by the institution prior to failure.

Asset Management and Sales

As part of its resolution process, the FDIC makes
every effort to sell as many assets as possible to an
assuming institution. Assets that are retained by
the receivership are evaluated, and for 95 percent
of the failed institutions, at least 90 percent of the
book value of marketable assets are marketed for
sale within 90 days of an institution’s failure for
cash sales and 120 days for structured sales.

Structured sales for 2010 totaled $8.8 billion in
unpaid principal balances from commercial real
estate and residential loans acquired from various
receiverships. These transactions oftentimes
involved FDIC guaranteed purchase money

debt and equity in a limited liability company
shared between the respective receivership which
contributed the assets to the sale and the successful
purchaser. Cash sales of assets for the year totaled
$773 million in book value.

As a result of our marketing and collection efforts,
the book value of assets in inventory decreased by
$14.4 billion in 2010. The chart below shows the
beginning and ending balances of these assets by
asset type.

Assets in Inventory by Asset Type
Dollars in Millions

Assets in Assets in
Inventory Inventory
Asset Type 01/01/10 | 12/31/10
Securities $12,425 $12,820
Consumer Loans 475 56
Commercial Loans 4,423 3,369
Real Estate Mortgages 15,613 5,683
Other Assets/Judgments 4,096 2,103
Owned Assets 3,257 2,086
Net Investments in
Subsidiaries 1,066 881
Total $41,355 | $26,998




The FDIC makes extensive use of contractors

in managing and selling the assets of failed
institutions. In order to ensure that contractor
resources are effectively managed, a substantial
number of dedicated contract oversight and
management positions were added during 2010
and extensive training was conducted for new
employees before assigning them to contractor
oversight duties. All newly designated oversight
managers and technical monitors receive training
in advance of performing contract administration
responsibilities. Further, new reporting capabilities
were implemented to the procurement system.
The contracting department was reorganized, and
the ratio of task orders to oversight managers was
significantly reduced.

Receivership Management Activities

The FDIC, as receiver, manages failed banks and
their subsidiaries with the goal of expeditiously
winding up their affairs. The oversight and
prompt termination of receiverships help to
preserve value for the uninsured depositors

and other creditors by reducing overhead

and other holding costs. Once the assets of a
failed institution have been sold and the final
distribution of any proceeds is made, the FDIC
terminates the receivership estate. In 2010, the
number of receiverships under management
increased by 84 percent, due to the increase in
failure activity. The following chart shows overall
receivership activity for the FDIC in 2010.

Receivership Activity

Active Receiverships as of 01/01/10' 187
New Receiverships 157
Receiverships Inactivated 0
Aciive Receiverships as of 12/31/10' 344

'Includes eight FSLIC Resolution Fund receiverships.

Minority and Women Outreach

The FDIC relies on contractors to help meet

its mission to maintain stability and public
confidence in the U.S. financial system. In 2010,
the FDIC continued to host “Doing Business
with the FDIC” and “Representing the FDIC”

seminars. The FDIC conducted four seminars
nationwide and reached out to Minority and
Women Owned Businesses (MWOBs) and
Minority and Women Owned Law Firms
(MWOLFs) to inform them about the FDIC’s
procurement and legal opportunities. In addition,
FDIC staff served as panel members, exhibitors,
and active participants in numerous events
sponsored by trade and community organizations,
and provided valuable information to attendees
regarding the FDIC’s procurement process.

As a result of this additional outreach, the FDIC
has registered approximately 2,200 MWOBs in
an internal database. This database was used in
addition to the newly developed ARON Database
System (ARON) for generating source lists.
ARON was developed exclusively for the FDIC
in an effort to retrieve comprehensive lists of
competitive MWOBs for potential solicitations.
The system retrieves contractors’ information
directly from the Central Contractor Registration
(CCR) System. Firms that want to do business
with the government must be registered in the
CCR System.

In 2010, the FDIC awarded 2,573 contracts, of
which 522 contracts, or 20 percent, were awarded
to MWOBSs. The total value of contracts awarded
was $2.6 billion, of which $641 million, or 24
percent, was awarded to MWOBSs, compared to
32 percent for all of 2009. Lower award values in
areas where there was strong MWOB participation
in conjunction with increases in award dollars in
areas where there was no MWOB participation
resulted in an overall decrease in dollars awarded
to MWOBs in 2010. In addition, the FDIC paid
outside counsel $87 million for legal services,

of which $8 million, or 10 percent, was paid to
MWOLFs, compared to 3 percent for all of 2009.

As a result of the number of bank failures for
2010, the FDIC took a proactive effort to target
minority and women investors to create awareness,
promote synergy, and provide information
regarding purchasing failed bank assets and
acquiring and/or creating minority depository
institutions. As previously stated, the FDIC



developed and jointly sponsored eight Asset
Purchaser, Investor, and Minority Depository
Institution (AIM) seminars.

In 2011, the FDIC will continue to encourage and
foster diversity and the inclusion of minorities and
women in its asset sales program as it continues to
liquidate assets from failed financial institutions.
The FDIC will explore an investor match program
to connect large and small investors interested

in bidding on the FDIC’s structured sales. In
addition, the FDIC will conduct workshops to
provide technical assistance to small investors

and asset managers on how to participate in
structured sales.

Protecting Insured Depositors

With the increase in failure activity in 2010, the
FDIC’s focus on protecting insured depositors
of failed institutions was of critical importance.
Confidence in the banking system hinges on
deposit insurance, and no insured deposits went

unpaid in 2010.

The FDICs ability to attract healthy institutions
to assume deposits and purchase assets of failed
banks and savings associations at the time of
failure minimizes the disruption to customers and
allows assets to be returned to the private sector
immediately. Assets remaining after resolution are
liquidated by the FDIC in an orderly manner, and
the proceeds are used to pay creditors, including
depositors whose accounts exceeded the insurance
limit. During 2010, the FDIC paid dividends of
$5 million to depositors whose accounts exceeded
the insured limit(s).

Professional Liability and Financial
Crimes Recoveries

FDIC staff works to identify potential claims
against directors, officers, accountants, fidelity
bond carriers, appraisers, attorneys, and other
professionals who may have contributed to

the failure of an IDI. Once a claim is deemed
meritorious and cost effective to pursue, the
FDIC initiates legal action against the appropriate
parties. During the year, the FDIC recovered
approximately $78 million from these professional
liability claims/settlements. In addition, as part

of the sentencing process for those convicted of
criminal wrongdoing against institutions that
later failed, a court may order a defendant to pay
restitution or to forfeit funds or property to the
receivership. The FDIC, working in conjunction
with the U.S. Department of Justice, collected
$6 million in criminal restitutions and forfeitures
during the year. At the end of 2010, the FDIC’s
caseload was composed of 153 professional
liability lawsuits (up from 89 at year-end 2009)
and 2,750 open investigations (up from 1,878)
at year-end 2009. There also were 4,895 active
restitution and forfeiture orders (up from 3,379
at year-end 2009). This includes 247 FSLIC
Resolution Fund orders, i.e., orders inherited
from the Federal Savings and Loan Insurance
Corporation on August 10, 1989, and orders
inherited from the Resolution Trust Corporation
on January 1, 1996.

Effective Management of
Strategic Resources

The FDIC recognizes that it must effectively
manage its human, financial, and technological
resources in order to successfully carry out its
mission and meet the performance goals and
targets set forth in its annual performance plan.
The Corporation must align these strategic
resources with its mission and goals and
deploy them where they are most needed in
order to enhance its operational effectiveness,
and minimize potential financial risks to the
DIE. Major accomplishments in improving

the Corporation’s operational efficiency and
effectiveness during 2010 follow.

Human Capital Management

The FDIC’s human capital management programs
are designed to recruit, develop, reward, and retain
a highly skilled, cross-trained, diverse, and results-
oriented workforce. In 2010, the FDIC stepped
up workforce planning and development initiatives
that emphasized hiring individuals with the skill
sets needed to address the greatly increased number
of bank failures and problem institutions. The
Corporation also deployed a number of strategies
to more fully engage all employees in advancing
the FDIC’s mission.




Succession Management

In 2010, the Corporation significantly expanded its
education and training curriculum for employees
in the business lines, support functions, and for
leadership development. Additionally, classroom
learning and development opportunities were
supplemented and supported with the expansion
of e-learning, simulations, electronic performance
support systems, job aids, and tool kits that were
made available to new and tenured employees

to quickly facilitate work processes and overall
efficiencies. The FDIC is also engaged in a number
of knowledge management approaches as it moves
through the current financial crisis.

In 2010, the FDIC built on the transformed
leadership development curriculum launched in
2009 and continues to expand opportunities to all
employees, including new hires. This curriculum
takes a holistic approach, aligning leadership
development with critical corporate goals and
objectives, and promotes the desired corporate
culture. By developing employees across the span
of their careers, the Corporation builds a culture
of leadership and further promotes a leadership
succession strategy.

Additionally, the Corporation formalized its
Master of Business Administration (MBA)
program for Corporate Managers and Executive
Managers, in conjunction with a major university.
The evaluation results of the pilot MBA program
were overwhelmingly positive, and participants
provided explicit examples of direct application to
their jobs and improved strategic thinking. Five
candidates were selected for the 2010-2013 class.

Strategic Workforce Planning and Readiness

The FDIC utilized a number of employment
strategies in 2010 to meet the need for additional
human resources resulting from the increased
number of failed financial institutions and the
volume of additional examinations. Among
these strategies, the FDIC reemployed over 240
retired FDIC examiners, attorneys, resolutions
and receiverships specialists, and support
personnel; hired employees of failed institutions
in temporary and term positions; recruited
mid-career examiners who had developed their

skills in other organizations; recruited term loan
review specialists and compliance analysts from
the private sector; and redeployed current FDIC
employees with the requisite skills from other
parts of the Corporation.

As the number of failed financial institutions
continued to grow in 2010, the FDIC fully staffed
two temporary satellite offices on both the west
coast and the east coast to bring resources to

bear in areas especially hard hit. The West Coast
Temporary Satellite Office opened in Irvine, CA,
in spring 2009, and as of year-end 2010 had
nearly 500 employees. The East Coast Temporary
Satellite Office opened in Jacksonville, FL, in

fall 2009, and as of year-end 2010 had over 460
employees, most of whom were hired in 2010.

In January 2010, the FDIC Board authorized
opening a third satellite office in Schaumburg,

IL. During 2010, the Midwest Temporary
Satellite Office was established and now has over
300 employees on board. The Corporation also
increased resolutions and receiverships staff in the

Dallas Regional Office.

Almost all of the new employees in these new
offices were hired on a non-permanent basis to
handle the temporary increase in bank-closing
and asset management activities expected over
the next two to four years. To fully staff these
offices and meet other needs brought on by the
financial crisis, including increased examination
activities, the Corporation hired approximately
2,000 additional employees in 2010. The use of
term appointments will allow the FDIC staff to
return to an adjusted normal size once the crisis
is over without the disruptions that reductions in
permanent staff would cause.

The FDIC continued its efforts to build workforce
flexibility and readiness by increasing its entry-
level hiring into the Corporate Employee Program
(CEP). The CEP is a multi-year development
program designed to cross-train new employees

in the FDIC’s major business lines. In 2010, 148
new business line employees (883 hired since
program inception) entered this multi-discipline
program. The CEP continued to provide a
foundation across the full spectrum of the



Corporation’s business lines, allowing for greater
flexibility to respond to changes in the financial
services industry and in meeting the Corporation’s
human capital needs. As in years past, the program
continued to provide the FDIC flexibilities as
program participants were called upon to assist
with both bank examination and bank closing
activities based on the skills they obtained through
their program requirements and experiences.

As anticipated, participants are also successfully
earning their commissioned bank examiner
credentials, having completed their three to four
years of specialized training in field offices across
the country. The FDIC had 163 commissioned
participants by the end of 2010. These individuals
are well-prepared to lead examinations on behalf
of the Corporation.

Employee Engagement

The FDIC continually evaluates its human
capital programs and strategies to ensure that

the Corporation remains an employer of choice
and that all of its employees are fully engaged
and aligned with the Corporation’s mission. The
FDIC’s annual employee survey incorporates
and expands on the Federal Employee Viewpoint
Survey mandated by Congress. A corporate
Culture Change Initiative was instituted in 2008
to address issues resulting from the survey.

The Culture Change Initiative has continued

to gain momentum, and progtess is occurring
toward completion of goals identified in the
Culture Change Strategic Plan. The 2008 and
2009 employee survey results showed marked
improvement in the areas of opportunity, while
maintaining or improving on areas of strength.
In 2010, the Corporation was honored with an
award from the Partnership for Public Service as
third best large agency in the Best Places to Work
in the Federal Government rankings, based on the
results of the 2009 All-Employee Survey. Much
of this improvement is attributable to the Culture
Change Program.

A new Culture Change Initiative was launched in
September 2010 with an emphasis on individual
as well as corporate responsibility for culture
improvement. The Culture Change Council was

reconstituted with new members, focus groups
were conducted to determine where efforts should
be made, training was conducted, and a number
of other programs were begun as a result. Analysis
indicates a positive response to these events and

a willingness to continue to engage in the change
process. The question-and-answer mailbox and
quarterly all-employee teleconferences with the
Chairman continued so that employees could
provide input, make suggestions, and

ask questions.

Employee Learning and Development

The FDIC offers a range of learning and
development opportunities to meet the varied
needs of its employees. It uses innovative solutions
to prepare new and existing employees for the
challenges ahead. By streamlining existing courses,
promoting blended learning, and creating online,
just-in-time toolkits and job aids, new employees
can more quickly and thoroughly assume their
job functions and assist with examination and
resolution activities. In order to meet the 2010
learning needs of employees, the FDIC responded
with flexible course scheduling, additional
instructor-led and online courses, electronic
performance support systems, and greater access to
online resources via a newly redesigned

intranet website.

In support of business requirements, the
Corporation developed two new pre-
commissioning courses for compliance examiners,
a revised certificate program focused on the
receivership and resolution function, and online
toolkits for mid-career examiners. In addition to
technical training, the Corporation also continued
to focus on the development of all employees and
future leaders by launching additional leadership
development courses and electives. The FDIC’s
leadership development curriculum supports

the regulations issued by the Office of Personnel
Management in December 2009 on succession
planning and development for managers and
supervisors. Additionally in 2010, the capabilities
of the learning management system were
expanded to allow the Corporation to track its
employees’ certificates and continuing education
requirements.
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“All of us share the credit for improving the corporate culture,” said Chairman Sheila C. Bair, shown here displaying the FDIC’s Best
Places to Work award with (from left) Arleas Upton Kea, Benita Swann, Jesse Villarreal, Ira Kitmacher, and Brenda Hardnett.

To meet the challenges of a growing workforce
and provide additional flexibility in employee
learning and development, the Corporation
located training facilities within the temporary
satellite offices. The Corporation quickly assessed
the specific needs of employees in these locations
and delivered training on-site, thereby reducing
the need for and expense associated with employee
travel. The Corporation also undertook several
knowledge management initiatives, capturing
lessons learned from the current financial crisis so
that future generations of FDIC employees and
managers can benefit from the experience.

In 2010, the Corporation provided its employees
with 172 instructor-led courses and 1,950 online
courses to support various mission requirements.
There were 16,010 instances of completed
instructor-led courses and 32,850 instances of
completed online courses.

Information Technology Management

IT resources are among the most valuable assets
available to the FDIC in fulfilling its corporate
mission. In today’s rapidly changing business
environment, technology is frequently the

foundation for achieving many FDIC business
goals, especially those addressing efficiency and
effectiveness in an industry where timely and
accurate communication and data are paramount
for supervising institutions, resolving institution
failures, and monitoring associated risks in the
marketplace.

IT Support for Resolutions

During 2010, the FDIC provided prompt and
effective I'T support for all bank closings. This
was accomplished by ensuring that application
systems, technologies, and staff were available

to support the FDIC’s closing operations. In
particular, the FDIC modernized its automated
insured deposit claims process and increased the
FDIC’s capacity to process very large failed banks
and multiple failed banks’ information. The
application supporting this process was critical to
the FDIC’s successful closing operations during
2010. Additionally, the non-deposit claims
feature of this application increased efficiency of
the overall closing process. This new subsystem

introduced significant new technical capabilities to
the FDIC.



IT Support for Asset Marketing

The FDIC’s marketing of failed financial
institution assets is a critical resolution and
post-closing function to ensure the minimal

loss possible from the closed institution. As

the number of resolutions increased, so did IT
operations and support for asset management. To
ensure that the best possible application systems
were available to support this critical function, the
FDIC made a number of key enhancements to the
Corporation’s primary asset management system.
During 2010, significant improvements were
made in the stability, scalability, and performance
of this application, which enabled the Corporation
to keep pace with the large increase of assets
resulting from 157 bank closings. The enhanced
application now accommodates, with room for
expansion, thousands of online users and tens of
billions of dollars of assets for sale.

Strengthening the FDIC's Privacy Program
The FDIC has a well-established privacy program

that works to maintain privacy awareness and
promote transparency and public trust. Privacy,
the protection of sensitive information, including
personally identifiable information (PII), is
integral to accomplishing the mission of the
FDIC in both the banking industry and among
U.S. consumers. The privacy program is a critical
part of the Corporation’s business operations.
Education and awareness are key components of
the FDIC’s privacy program. During 2010, the
FDIC held its second Privacy Awareness Week
event to raise employee awareness about identity
theft and fraud prevention. In addition, the FDIC
conducted a corporate wide campaign called
“Sensitive Data: Handle with Care” to increase
employee and contractor awareness about their
responsibilities to safeguard sensitive data and
PII. More recently, the FDIC also implemented
a new “Think Privacy” awareness campaign that
includes privacy tips on each employee’s hardcopy
earnings and leave statements and the nationwide
distribution of lobby posters.

In response to the FDIC’s increased reliance

on third-party vendors that support bank post-
closing activities, the FDIC performed privacy
assessments of the five vendors that process
significant amounts of sensitive bank-customer
data during the loan sale and asset valuation
process subsequent to a bank closing. To
complete these assessments, the FDIC developed
and implemented a privacy risk assessment
questionnaire and tool in order to determine

the maturity of the vendors’ privacy program. In
addition, the FDIC performed Privacy Impact
Assessments, which collected information
regarding the adequacy of their processes for
handling and protecting the privacy and security
of sensitive bank-customer data.

The FDIC has seen a sharp increase in the volume
of needed information from failing institutions. To
ensure that this increased data requirement does
not increase its PII risk, the FDIC completed the
second of three in-depth assessments of the bank
closing process to identify and address risks to the
privacy and security of bank-customer PII. A key
outcome of this effort was the creation of a new
Privacy Compliance Officer (PCO) role for each
bank closing weekend. In this role, the PCO is
the designated official responsible for monitoring
privacy protection requirements during the bank
closing weekend. In addition, during 2010, the
FDIC improved the agency’s monitoring of the
enterprise network to identify at-risk privacy

data and prevent the loss of that information,
particularly social security numbers. The FDIC
was proactive in conducting unannounced
privacy walkthroughs of its headquarters offices
in order to check for unsecured sensitive data and
PII and to increase employee and management
awareness about protecting such data. Further,
the FDIC also conducts an annual review of the
Corporation’s digital library to identify, monitor,
reduce, and secure documents containing PII.




Deposit Insurance
Fund Performance

The FDIC administers the Deposit Insurance
Fund (DIF) and the FSLIC Resolution Fund
(FREF), which fulfills the obligations of the former
Federal Savings and Loan Insurance Corporation
(FSLIC) and the former Resolution Trust
Corporation (RTC). The following summarizes
the condition of the DIF. (See the accompanying
graphs on FDIC-Insured Deposits and Insurance
Fund Reserve Ratios on the following page.)

For 2010, the DIF’s comprehensive income was
$13.5 billion compared to a comprehensive loss
of $38.1 billion during 2009. This year-over-

year change of $51.6 billion was primarily due

to a $58.6 billion decline in the provision for
insurance losses, partially offset by a $4.1 billion
decrease in assessments earned (largely attributable
to the 2009 special assessment).

The provision for insurance losses was negative
$848 million for 2010, compared to positive
$57.7 billion for 2009. The 2009 provision

FINANCIAL
HiGHLIGHTS

reflected the significant losses estimated to be
incurred by the DIF from the 2009 and future
failures. In contrast, the 2010 negative provision
is primarily impacted by a reduction in the
contingent loss reserve due to the improvement

in the financial condition of institutions that were
previously identified to fail and adjustments to the
estimated losses for banks that have failed.

The DIF’s total liquidity declined by $19.9
billion, or 30 percent, to $46.2 billion during
2010. The decrease was primarily the result

of disbursing $28.8 billion to fund 157 bank
failures during 2010, although it should be noted
that 130 of these failures were resolved as cash-
conserving loss-share transactions (in which the
acquirers purchased substantially all of the failed
institutions’ assets and the FDIC and the acquirers
entered into loss-share agreements) requiring
lower initial resolution funding. Moreover, during
2010, the DIF received $13.6 billion in dividends
and other payments from its receiverships, which
helped to mitigate the DIF liquidity’s decline.




Dollars in Billions

Fund Balances as a Percent of Insured Deposits
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Deposit Insurance Fund Selected Statistics

For the years ended December 31

Dollars in Millions

| 20 | 2009 | 2008
Financial Results
Revenue $13,380 $24,706 $7,306
Operating Expenses 1,593 1,271 1,033
Insurance and Other Expenses (includes provision for loss) (1,518) 59,438 43,306
Net Income (Loss) 13,305 (36,003) (37,033)
Comprehensive Income (Loss) 13,510 (38,138) (35,137)
Fund Balance $(7,352) $(20,862) $17,276
Reserve Ratio 0.12) % (0.39) % 0.36 %
Selected Statistics
Total DIF-Member Institutions' 7,657 8,012 8,305
Problem Institutions 884 702 252
Total Assets of Problem Institutions $390,017 $402,782 $159,405
Institution Failures 157 140 25
Total Assets of Failed Institutions in Year? $92,085 $169,709 $371,945
Number of Active Failed Institution Receiverships 336 179 41

! Commercial banks and savings institutions. Does not include U.S. insured branches of foreign banks.

>Based upon the last Call Report filed by the institution prior to failure.

Corporate Operating Budget

The FDIC segregates its corporate operating
budget and expenses into two discrete
components: ongoing operations and receivership
funding. The receivership funding component
represents expenses resulting from financial
institution failures and is, therefore, largely driven
by external forces, while the ongoing operations
component accounts for all other operating
expenses and tends to be more controllable

and estimable. Corporate Operating expenses
totaled $3.4 billion in 2010, including $1.4
billion in ongoing operations and $2.0 billion

in receivership funding. This represented
approximately 96 percent of the approved budget
for ongoing operations and 80 percent of the
approved budget for receivership funding for

the year. (The numbers above in this paragraph
will not agree with the DIF and FRF financial
statements due to differences in how items

are classified.)

The Board of Directors approved a 2011
Corporate Operating Budget of approximately
$3.9 billion, consisting of $1.7 billion for
ongoing operations and $2.2 billion for
receivership funding. The level of approved
ongoing operations budget is approximately
$251 million (18 percent) higher than actual
2010 ongoing operations expenses, while the
approved receivership funding budget is roughly
$205 million (10 percent) higher than actual
2010 receivership funding expenses.

As in prior years, the 2011 budget was formulated
primarily on the basis of an analysis of projected
workload for each of the Corporation’s three
major business lines and its major program
support functions. The most significant factors
contributing to the proposed increase in the
ongoing operations component of the budget are
further staffing increases for the Corporation’s risk
management and consumer protection supervisory
programs in 2011; the implementation of a larger




permanent staffing platform in the Division of
Resolutions and Receiverships (DRR) to ensure
the Corporation’s future readiness to resolve
failed banks; and the addition of a number of
new positions to fulfill the Corporation’s new
responsibilities under the Dodd-Frank Act. In
addition, the 2011 receivership funding budget
allows for resources for contractor support as well
as non-permanent staffing for DRR, the Legal
Division, and other organizations should workload
in these areas require an immediate response.

Investment Spending

The FDIC instituted a separate Investment
Budget in 2003. It has a disciplined process for
reviewing proposed new investment projects and
managing the construction and implementation
of approved projects. All of the projects in the
current investment portfolio are major I'T system
initiatives. Proposed IT projects are carefully
reviewed to ensure that they are consistent with

the Corporation’s enterprise architecture. The
project approval and monitoring processes also
enable the FDIC to be aware of risks to the
major capital investment projects and facilitate
appropriate, timely intervention to address
these risks throughout the development
process. An investment portfolio performance
review is provided to the FDIC’s Board of
Directors quarterly.

The Corporation undertook significant capital
investments during the 2003-2010 period, the
largest of which was the expansion of its Virginia
Square office facility. Other projects involved

the development and implementation of major
IT systems. Investment spending totaled $266.4
million during this period, peaking at $108.2
million in 2004. Spending for investment projects
in 2010 totaled approximately $0.4 million.

In 2011, investment spending is estimated at

$7 million.

INVESTMENT SPENDING 2003 - 2010
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PERFORMANCE
REsurrs SUMMARY

Summary of 2010
Performance Results

by Program

The FDIC successfully achieved 30 of the 34
annual performance targets established in its 2010
Annual Performance Plan. Three targets were
deferred due to specific legislation in the Dodd-

J: e[ 7.V W\ 1T Insurance

Performance Results

B DPresented updated deposit insurance fund
projections to the FDIC Board twice, in
June and October 2010. No changes were
recommended for assessment rates in June.
In October, based on updated projections
and changes to the Restoration Plan target
required by the Dodd-Frank Act, staff
recommended that the Board forgo the three
basis point increase that was scheduled to
take effect on January 1, 2011.

Frank Act. One target will be met in 2011. There
were no instances in which 2010 performance
had a material adverse effect on the successful
achievement of the FDIC’s mission or its strategic
goals and objectives regarding its major program
responsibilities.

Additional key accomplishments are noted below.

m  In October, based on updated projections,
staff estimated that the reserve ratio will
become positive by year-end 2011 and will
reach 1.15 percent by the fourth quarter
0f 2018. The FDIC intends to pursue
rulemaking next year to implement the
Dodd-Frank Act requirement that the FDIC
offset the effect of requiring the reserve ratio
reach 1.35 percent by September 30, 2020
rather than 1.15 percent by year-end 2016
on smaller banks.




e ]V WAL Insurance (continued)

Performance Results

Completed reviews of the recent accuracy of  ®
the contingent loss reserves.

Researched and analyzed emerging risks

and trends in the banking sector, financial ]
markets, and the overall economy to identify
issues affecting the banking industry and the
deposit insurance fund.

Supported supervision activities related to
fair lending, enforcement actions, and the
unbanked and underbanked survey, and
supported efforts of the Advisory Committee
on Economic Inclusion (ComE-In).

Began a comprehensive study of the trends
and events that contributed to the recent
financial crisis.

Provided senior/executive management
policy research and analysis in support of
legislative efforts to reform financial industry
regulation, as well as support for testimonies
and speeches.

Published economic and banking

information and analyses, through the FDIC
Quarterly, FDIC Quarterly Banking Profile

(QBP), FDIC State Profiles, and the Center for -
Financial Research Working Papers.

Conducted over 40 outreach events for
bankers and community groups to discuss
risks affecting the financial services industry.

Answered 99 percent of written inquiries
from consumers and bankers about FDIC
deposit insurance coverage within 14 days.

Electronic Deposit Insurance Estimator
(EDIE) user sessions for 2010 totaled
442,557.

Expanded avenues for publicizing deposit
insurance rules and resources by:

¢ Enhancing EDIE to (1) incorporate new
functionality that allows users to calculate
coverage for irrevocable trust accounts
and government accounts and (2) provide
each FDIC-insured bank the opportunity
to integrate the EDIE application into
the bank’s website.

¢ Producing an updated version of the
FDIC Overview Video on Deposit
Insurance Coverage for consumers and
new bank employees.

¢ Updating the FDIC’s consumer and
banker brochures on deposit insurance
coverage.

These resources are available on the FDIC’s
website with the video also available on the
FDIC’s YouTube channel and downloadable

for multimedia applications.

Developed computer-based training for

all FDIC examiners on FDIC deposit
insurance coverage. The training provides an
opportunity for all examiners to strengthen
and enhance their knowledge of deposit
insurance and the risks associated with
insured institutions engaging in deposit
placement activities.



eI RVIUTEE Supervision and Consumer Protection

Performance Results

Conducted 2,813 Bank Secrecy Act
examinations, including required follow-up
examinations and visitations.

Conducted 2,121 IT examinations of
financial institutions and technology service
providers.

Worked with other federal banking
regulators and the Basel Committee on
Banking Supervision to develop proposals to

strengthen capital and liquidity requirements.

Published Final Rulemaking for the Secure
and Fair Enforcement for Mortgage
Licensing Act of 2008 and posted the final
guidance to the FDIC website to implement
provisions applicable to mortgage loan
originators employed by insured depositories.

Published the Supervisory Insights journal to
contribute to and promote sound principles
and best practices for bank supervision.

Among other releases, issued Financial
Institution Letters (FILs) providing
guidance on (1) meeting the needs of
creditworthy small business borrowers; (2)
identifying, monitoring, and managing
correspondent concentration risks; (3)
prudent appraisal and evaluation programs;
(4) incentive compensation practices; (5)
golden parachute payments; (6) deposit
collection and placement activities in FDIC-
supervised institutions; and (7) registering
as a municipal advisor under the Securities
and Exchange Commission’s new rule. In
addition, 23 disaster relief FILs were issued.

Issued industry notification of two
interagency releases regarding conducting
cross-border funds transfers and examination
procedures for compliance with the Unlawful
Internet Gambling Enforcement Act.

B Issued joint final Community Reinvestment

Act (CRA) rule change corresponding to
statutory requirements relating to student
loans and activities in cooperation with
minority- and women-owned financial
institutions and low-income credit unions. In
addition, issued final CRA rule that revised
the definition of “community development”
in the CRA regulations, to provide favorable
CRA consideration for loans, investments,
and services by financial institutions that
directly support, enable or facilitate eligible
projects and activities in designated target
areas of the Neighborhood Stabilization
Program (NSP) that are approved by

the Department of Housing and Urban
Development (HUD).

Announced annual adjustment to the asset
size thresholds used to define small bank,
small savings associations, intermediate
small bank and intermediate small savings
associations under the CRA regulations.

Updated interagency guidance on the CRA.
Jointly issued, with other Federal Financial
Institutions Examination Council member
agencies, supervisory guidance on reverse
mortgage products.

Issued final supervisory guidance on overdraft
payment programs, which reaffirms existing
supervisory expectations and provides specific
guidance with respect to automated overdraft
payment programs.

Issued guidance to assist lenders in meeting
their compliance obligations under the
National Flood Insurance Program (INFIP)
during periods when the statutory authority
of the Federal Emergency Management
Agency (FEMA) to issue flood insurance
contracts under the NFIP lapses; released
compliance guide for state non-member
banks wishing to use the model privacy form
to comply with disclosure requirements




under the Gramm-Leach-Bliley Act; issued
financial institutions notice on FEMA
announcement that Preferred Risk Policy
eligibility will be extended two years
beginning January 1, 2011.

Issued examination procedures corresponding
to amendments to Regulation CC

(Expedited Funds Availability); Regulation

Z (Truth in Lending) under the Credit

Card Accountability Responsibility and
Disclosure Act of 2009, the Higher
Education Opportunity Act of 2008, and

the Helping Families Save Their Homes Act

Jilelc LV G HY Supervision and Consumer Protection (continued)

Performance Results

0f 2009; Regulation DD (Truth in Savings);
Regulation E (Electronic Fund Transfers); the
Fair Credit Reporting Act (FCRA) Furnisher
Rule; and the FCRA Risk-Based Pricing
Rule.

Issued examination procedures for identifying
Unfair or Deceptive Acts or Practices that are
violations of Section 5 of the Federal Trade
Commission Act as well as for reviewing
third-party relationships and identifying

associated risks.

ilelcl LV G Receivership Management

Performance Results

m  Adopted a final rule requiring the largest B Optimized the effectiveness of oversight

IDIs to adopt mechanisms that would, in the
event of the institution’s failure, (1) provide
the FDIC with standard deposit account and
other customer information and (2) allow the
placement and release of holds on liability
accounts, including deposits.

Identified and implemented program
improvements to ensure efficient and
effective management of the contract
resources used to perform receivership
management functions. Implemented
enhanced reporting capabilities from the
Automated Procurement System.

managers and technical monitors by
restructuring work assignments, providing
enhanced technical support, and improving
supervision.

Terminated at least 75 percent of new
receiverships that are not subject to loss-share
agreements, structured sales, or other legal
impediments within three years of the date of
failure.

Made final decisions for 82 percent of all
investigated claim areas that were within 18
months of the institution’s failure date.



2010 Budgef and A.ct.ual expendiFures for the' year totaled $3.4
Expenditures by Program billion. Excluding $157 million, or 5 percent,

for Corporate General and Administrative

(Exc|ud|ng Investments) expenditures, actual expenditures were allocated

The FDIC budget for 20 10006IEd to programs as follows: $274 million, or 8
$4.0 billion. Excluding $198 million, or percent, to the Insurance program; $787
ShBercent, for Corporate CEIRET] million, or 23 percent, to the Supervision and

. L nsumer Pr ion program; and $2.2
Administrative expenditures, budget amounts ol r Tgcctich poer i

billion, or 64 percent, to the Receivership

were allocated to corporate programs as follows:
Management program.

$205 million, or 5 percent, to the Insurance
program; $927 million, or 23 percent, to the
Supervision and Consumer Protection
program; and $2.7 billion, or 67 percent, to
the Receivership Management program.
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Performance Results by Program and Strategic Goal

2010 Insurance Program Results
Strategic Goal: Insured depositors are protected from loss without recourse to taxpayer funding.

Annual

#  Performance Goal Indicator Target Results

1 |Respond promptly | Number of business days Depositors have access to insured funds | Achieved.
to all financial after institution failure that within one business day if the failure | See pg. 43.
institution closings | depositors have access to occurs on a Friday.

d related i i d funds either through . .
and refated emetglng | insured TUAS elther throug Depositors have access to insured funds | Achieved.
issues. transfer of deposits to the . ) . .
. . within two business days if the failure | See po. 43
successor insured depository pPg:
.. k occurs on any other day of the week.
institution or depositor payout.
Insured depositor losses There are no depositor losses on Achieved.
resulting from a financial insured deposits. See pg. 43.
institution failure. . . .
e No appropriated funds are required to | Achieved.
pay insured depositors. See pg. 43.

2 | Disseminate data and | Scope and timeliness of Disseminate results of research and Achieved.

analyses on issues information dissemination on | analyses in a timely manner through S 56

. . . . P .. €€ pg. J0.
and risks affecting identified or potential issues regular publications, ad hoc reports,
the financial services |and risks. and other means.
industry to bankers, ) .
B Undertake industry outreach Achieved.
SO, B tivities to inform bankers and other
public, and other SR e See pg. 56.
stakeholders stakeholders about current trends,

’ concerns, and other available FDIC
resources.

3 | Set assessment Update projections and Provide updated fund projections to Achieved.
rates to restore the | recommend changes for the FDIC Board of Directors by June | ge pes. 18, 55.
insurance fund assessments, as necessary. 30, 2010, and December 31, 2010.

tio to th
feSEIvE Fatio 1o the Recommend deposit insurance Achieved.
statutory minimum for the DIF to the
of at least 1.15% of assessment rates for See pgs. 18, 55.

. . FDIC Board as necessary.

estimated insured
deposits by year-end | Monitor progress in achieving | Provide updates to the FDIC Achieved.
2916, in accordance | the Amended Restoration Board by June 30, 2010, and See pgs. 18, 55.
with the Amended Plan. December 31, 2010.
Restoration Plan.

4 | Expand and Scope of information sharing | Undertake outreach activities to inform | Achieved.
strengthen the and assistance available to and train foreign bank regulators and | g pes. 25-27.
FDIC'’s participation | international governmental deposit insurers.

and leadership role
in supporting robust
international deposit
insurance systems.

bank regulatory and deposit

insurance entities.

Foster strong relationships with
international banking regulators and
associations that promote sound
banking supervision and regulation,
failure resolutions, and deposit
insurance practices.

Develop methodology for assessing
compliance with implementation of
the Core Principles for Effective Deposit

Insurance Systems.

Achieved.
See pgs. 24-27.

Achieved.
See pgs. 24-25.




2010 Supervision and Consumer Protection Program Results
Strategic Goal: FDIC-insured institutions are safe and sound.

Annual

#  Performance Goal Indicator Target Results
Conduct on-site Percentage of required One hundred percent of required Achieved.
risk management examinations ‘conducted in risk management examinations are See pgs. 27-28.
examinations to accordance with statutory conducted on schedule.
assess the overall requirements and FDIC
financial condition, | policy.
management
practices and policies,
and compliance with
applicable laws and
regulations of FDIC-
supervised depository
institutions.

2 | Take prompt and Percentage of follow-up One hundred percent of required Achieved.
effective supervisory examinations and on-site on-site visits are cor_lducted w1thm SIX | See pgs. 27-29.
action to address visits of 3-, 4-, or 5-rated months of completion of the prior
unresolved problems | institutions conducted within | examination to confirm that the
identified during the |required time frames. institution is fulfilling the requirements
FDIC examination of the corrective program.
of FDIC-supervised . .
orTosup One hundred percent of required Achieved.
institutions that o

. . follow-up examinations are conducted | gee pos. 27-29
receive a composite e . pgs. :
. A . within 12 months of completion of
Uniform Financial . .
- . the prior examination to confirm
Institutions Rating g .
LD that identified problems have been
of “37, “4”, or
“an corrected.
5” (problem
institution). Monitor
FDIC-supervised
insured depository
institutions’
compliance with
formal and informal
enforcement actions.

3 | Assist in protecting | Percentage of required One hundred percent of required Bank | Achieved.

the infrastructure examinations conducted in Secrecy Act examinations are conducted | g pg. 27

of the U.S. banking
system against
terrorist financing,
money laundering
and other financial
crimes.

accordance with statutory
requirements and FDIC

policy.

on schedule.




2010 Supervision and Consumer Protection Program Results (continued)
Strategic Goal: FDIC-insured institutions are safe and sound.

#
4

Annual
Performance Goal

More closely align
regulatory capital
with risk and
ensure that capital
is maintained at
prudential levels.

Indicator

Final Basel II Standardized
Approach.

Controls on banks’ use of
internal or external ratings.

Revisions to the Market Risk
Amendment of 1996.

Revisions to regulatory capital
charges for resecuritizations
and asset-backed commercial
paper liquidity facilities.

Target

Complete by December 31, 2010,
the rulemaking for implementing
the Standardized Approach for an
appropriate subset of U.S. banks.

Complete by December 31, 2010, the
rulemaking for amending the floors

for banks that calculate their risk-

based capital requirements under the
Advanced Approaches Capital rule to
ensure capital requirements meet safety-
and-soundness objectives.

Complete by December 31, 2010, the
rulemaking for implementing revisions
to the Market Risk Amendment of
1996.

Complete by December 31, 2010,
the rulemaking for implementing
revisions to regulatory capital charges
for resecuritizations and asset-backed
commercial paper liquidity facilities.

Results
Deferred.
See pg. 55.

Not Achieved.
See pg. 31.

Deferred.
See pg. 55.

Deferred.
See pg. 55.

Strategic Goal: Consumers’ rights are protected and FDIC-supervised institutions invest in
their communities.

Annual
#  Performance Goal Indicator Target Results
5 | Conduct on-site Percentage of examinations One hundred percent of required Achieved.
CRA and compliance | conducted in accordance with | examinations are conducted on See pgs. 27-28.
examinations to statutory requirements and schedule.
assess compliance FDIC policy.
with applicable laws
and regulations by
FDIC-supervised
depository
institutions.
6 | Take prompt and Percentage of follow-up One hundred percent of follow- Achieved.

effective supervisory
action to monitor
and address
problems identified
during compliance
examinations of
FDIC-supervised
institutions that
receive an overall “3”,
“4”, or “5” rating

for compliance with
consumer protection
and fair lending laws.

examinations or visitations of
3-, 4-, and 5-rated institutions
conducted within required
time frames.

up examinations or visitations are
conducted within 12 months of
completion of the prior examination to
confirm that the institution is fulfilling
the requirements of the corrective
program and that the identified
problems have been corrected.

See pgs. 27, 29.




2010 Supervision and Consumer Protection Program Results (continued)

Strategic Goal: Consumers’ rights are protected and FDIC-supervised institutions invest in
their communities.

Annual

#  Performance Goal Indicator Target Results

7 | Effectively investigate | Timely responses to written Responses are provided to 95 percent | Achieved.
and respond to consumer complaints and of written consumer complaints and See pg. 41.
written consumer inquiries. inquiries within time frames established
complaints and by policy, with all complaints and
inquiries about inquiries receiving at least an initial
FDIC-supervised acknowledgement within two weeks.
financial institutions.

8 | Establish, in Completion of initiatives to Facilitate completion of final Achieved.
consultation wit.h facilitate progress in improving 'recon.lmen.dation on .thc initiative.s See pg. 37.
the FDIC’s Advisory | the engagement of low- and | identified in the Advisory Committee’s
Committee on moderate-income individuals | strategic plan.

Economic Inclusion | with mainstream financial . .
Lo Implement, or establish plans to Achieved.
and other regulatory | institutions. . . .
. ; implement, Advisory Committee See pos. 37-40
agencies, national : pgs. .
o recommendations approved by the
objectives and methods S .
. FDIC for further action, including
for reducing the .
new research, demonstration and
number of unbanked ) . .
pilot projects, and new and revised
and underbanked . d bublic polici
individuals. supervisory and public policies.

2010 Receivership Management Program Results
Strategic Goal: Resolutions are orderly and receiverships are managed effectively.

Annual

#  Performance Goal Indicator Target Results

1 | Market failing Scope of qualified and Contact all known qualified and Achieved.
institutions to all interested bidders solicited. interested bidders. See pg. 43.
known qualified and
interested potential
bidders.

2 | Value, manage, and | Percentage of failed For at least 95 percent of insured Achieved.
market assets of institution’s assets marketed. institution failures, market at least See pg. 43.
failed institutions 90 percent of the book value of the
and their subsidiaries institution’s marketable assets within 90
in a timely manner days of the failure date (for cash sales)
to maximize net or 120 days of the failure date (for
return. structured sales).

Enhancements to contract Implement enhanced reporting Achieved.
management program. capabilities from the Automated See pg. 44.
Procurement System.
Ensure that all newly designated Achieved.
overs-ight managers zjxnfi tc.chnical See pg. 44.
monitors receive training in advance
of performing contract administration
responsibilities.
Optimize the effectiveness of oversight | Achieved.
managers and technical monitors See pg. 58.

by restructuring work assignments,
providing enhanced technical support,
and improving supervision.




2010 Receivership Management Program Results (continued)
Strategic Goal: Resolutions are orderly and receiverships are managed effectively.

Annual
#  Performance Goal Indicator Target Results
3 | Manage the Timely termination of new Terminate within three years of the Achieved.
receivership estate receiverships. date of failure, at least 75 percent of
. i . . . See pg. 58.
and its subsidiaries new receiverships that are not subject
toward an orderly to loss-share agreements, structured
termination. sales, or other legal impediments.
4 | Conduct Percentage of investigated For 80 percent of all claim areas, a Achieved.
investigations into all | claim areas for which a decision is made to close or pursue S
potential professional | decision has been made to claims within 18 months of the failure | > P& ik
liability claim close or pursue the claim. date.

areas for all failed
insured depository
institutions, and
decide as promptly
as possible to close
or pursue each claim,
considering the size
and complexity of

the institution.

Prior Years’ Performance Results

Refer to the respective full Annual Report of prior years for more information on performance results
for those years. Minor wording changes may have been made to reflect current goals and targets.
(Shaded areas indicate no such target existed for that respective year.)

Insurance Program Results
Strategic Goal: Insured depositors are protected from loss without recourse to taxpayer funding.

Annual Performance Goals and Targets 2009 2008 2007

1. Respond promptly to all financial institution dosings and emerging issues.

Depositors have access to insured funds within one business day if the failure Achieved. | Achieved. | Achieved.
occurs on a Friday.

Depositors have access to insured funds within two business days if the failure | Achieved. | Achieved. | Achieved.
occurs on any other day of the week.

Complete rulemaking/review comments received in response to the Achieved. | Achieved.
Advance Notice of Proposed Rulemaking on Large-Bank Deposit Insurance
Determination Modernization.

There are no depositor losses on insured deposits. Achieved. | Achieved.
No appropriated funds are required to pay insured depositors. Achieved. | Achieved.
Assess the insurance risks in large (all for 2008-2009) insured depository Achieved. | Achieved. | Achieved.

institutions and adopt appropriate strategies.

Identify and follow up on all material issues raised through off-site review Achieved. | Achieved. | Achieved.
and analysis.




2010 Insurance Program Results (continued)

Strategic Goal: Insured depositors are protected from loss without recourse to taxpayer funding.

Annual Performance Goals and Targets

Identify and analyze existing and emerging areas of risk, including non-
traditional and subprime mortgage lending, declines in housing market
values, mortgage-related derivatives/collateralized debt obligations (CDOs),
hedge fund ownership of insured institutions, commercial real estate lending,
international risk, and other financial innovations.

2009
Achieved.

2008
Achieved.

2007
Achieved.

Address potential risks from cross-border banking instability through
coordinated review of critical issues and, where appropriate, negotiate
agreements with key authorities.

Achieved.

Achieved.

3. Disseminate data and analyses on issues and risks affecting the financial services industry to bankers, supervisors, the

public, and other stakeholders.

stakeholders about current trends, concerns, and other available FDIC resources.

4. Effectively administer temporary financial stability programs.

Provide liquidity to the banking system by guaranteeing noninterest-bearing
transaction deposit account and new senior unsecured debt issued by eligible
institutions under the TLGP.

Achieved.

Disseminate results of research and analyses in a timely manner through regular | Achieved. | Achieved. | Achieved.
publications, ad hoc reports, and other means.
Industry outreach activities are undertaken to inform bankers and other Achieved. | Achieved. | Achieved.

Implement an orderly phase-out of new guarantees under the program when
the period for issuance of new debt expires.

Achieved.

Substantially complete by September 30, 2009, the review of and
recommendations to the Department of Treasury on CPP applications from
FDIC-supervised institutions.

Achieved.

Expeditiously implement procedures for the LLP, including the guarantee to
be provided for debt issued by Public Private Investment Funds, and provide
information to financial institutions and private investors potentially interested
in participating.

Achieved.

Expeditiously implement procedures to review the use of CPP funds, TLGP
guarantees, and other resources made available under financial stability
programs during examinations of participating FDIC-supervised institutions.

5. Maintain and improve the deposit insurance system.

Achieved.

assessment rates for large institutions.

Adopt and implement revisions to the pricing regulations that provide for Achieved.
greater risk differentiation among insured depository institutions reflecting both

the probability of default and loss in the event of default.

Revise the guidelines and enhance the additional risk measures used to adjust Achieved.

Implement the new deposit insurance pricing system.

Achieved.

Review the effectiveness of the new pricing regulations that were adopted to
implement the reform legislation.

Achieved.

Complete and issue guidance on the pricing of deposit insurance for

large banks.

Achieved.

Enhance the additional risk measures used to adjust assessment rates for
large institutions.

Achieved.

Publish an ANPR seeking comment on a permanent dividend system.

Achieved.

Develop a final rule on a permanent dividend system.

Achieved.




Insurance Program Results (continued)
Strategic Goal: Insured depositors are protected from loss without recourse to taxpayer funding.

Annual Performance Goals and Targets 2009 2008 2007

Ensure/enhance the effectiveness of the reserving methodology by applying Achieved. | Achieved. | Achieved.
sophisticated analytical techniques to review variances between projected losses
and actual losses, and by adjusting the methodology accordingly.

Set assessment rates to maintain the insurance fund reserve ratio between 1.15 Achieved. Not Achieved.
and 1.50 percent of estimated insured deposits. Restore to 1.15 percent by year- Achieved.
end 2015.
Monitor progress in achieving the restoration plan. Achieved.
U P U e e U U U U U U U 2{d Aepo U U U U + U - U 210 - 1€ U U
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Publish a comprehensive and authoritative resource guide for bankers, Achieved.

attorneys, financial advisors and similar professionals on the FDIC’s rules
and requirements for deposit insurance coverage of revocable and irrevocable
trust accounts.

Conduct at least three sets of Deposit Insurance Seminar/teleconferences (per Achieved. | Achieved.
quarter in 2009) for bankers.

Conduct a series of national teleconferences for insured financial institutions Achieved.
to address current questions and issues relating to FDIC insurance coverage of
deposit accounts.

Conduct outreach events and activities to support a deposit insurance education Achieved.
program that features the FDIC 75th anniversary theme.

Assess the feasibility of (and if feasible, define the requirements for) a Achieved.
consolidated Electronic Deposit Insurance Estimator (EDIE) application for
bankers and consumers (to be developed in 2009).

Respond to 90 percent of inquiries from consumers and bankers about FDIC Achieved. | Achieved.
deposit insurance coverage within time frames established by policy.

Respond to 90 percent of written inquiries from consumers and bankers about | Achieved.
FDIC deposit insurance coverage within two weeks.

Enter into deposit insurance education partnerships with consumer Achieved.
organizations to educate consumers.

Expand avenues for publicizing deposits insurance rules and resources to Achieved.
consumers through a variety of media.

7. Expand and strengthen the FDIC’s participation and leadership role in providing technical guidance, training, consulting

services, and information to international governmental hanking and deposit insurance organizations.

Undertake outreach activities to inform and train foreign bank regulators and Achieved. | Achieved. | Achieved.
deposit insurers.

Foster strong relationships with international banking regulators and Achieved. | Achieved. | Achieved.
associations that promote sound banking supervision and regulations, failure
resolution and deposit insurance practices.




Supervision and Consumer Protection Program Results
Strategic Goal: FDIC-supervised institutions are safe and sound.

Annual Performance Goals and Targets 2009 2008 2007

1. Conduct on-site risk management examinations to assess the overall financial condition, management practices and
policies, and compliance with applicable laws and regulations of FDIC-supervised depository institutions.

One hundred percent of required risk management examinations are conducted | Achieved. | Achieved. Achieved.
on schedule.

2. Take prompt and effective supervisory action to address problems identified during the FDIC examination of FDIC-
supervised institutions that receive a composite Uniform Financial Institutions Rating of “4” or “5” (problem
institution). Monitor FDIC-supervised insured depository institutions’ compliance with formal and informal
enforcement actions.

One hundred percent of follow-up examinations are conducted within 12 Achieved. | Achieved. Achieved.
months of completion of the prior examination.

3. Assist in protecting the infrastructure of the U.S. banking system against terrorist financing, money laundering and
other financial crimes.

One hundred percent of required Bank Secrecy Act (BSA) examinations are Achieved. | Achieved.

conducted on schedule.

4. Increase regulatory knowledge to keep abreast of current issues related to money laundering and terrorist financing.

An additional 10 percent of BSA/AML subject-matter experts nationwide are Achieved.
certified under the Association of Certified Anti-Money Laundering Specialists
certification program.

5. More closely align regulatory capital with risk in large or multinational banks while maintaining capital a
prudential levels.

Develop options for refining Basel II that are responsive to lessons learned from Achieved.
the 2007-2008 market turmoil.

Further develop the Basel II framework to ensure that it does not result Achieved.
in a substantial reduction in risk-based capital requirements or significant
competitive inequities among different classes of banks. Consider alternative
approaches for implementing the Basel Capital Accord.

Conduct analyses of early results of the performance of new capital rules in Achieved. | Achieved.
light of recent financial turmoil as information becomes available.

Working domestically and internationally, develop improvements to Achieved.
regulatory capital requirements based on the experience of the recent financial
market turmoil.

Promote international cooperation on the adoption of supplemental capital Achieved.
measures in countries that will be operating under Basel I1.

Participate in the continuing analysis of the projected results of the new Achieved.
capital regime.

6. More closely align regulatory capital with risk in banks not subject to Basel Il capital rules while maintaining

capital at prudential levels.

Finalize a regulatory capital framework based on the Basel II “Standardized Achieved.
Approach” as an option for U.S. banks not required to use the new advanced
approaches.

Complete rulemaking on Basel TA. Not
Applicable.




Supervision and Consumer Protection Program Results (continued)
Strategic Goal: FDIC-supervised institutions are safe and sound.

Annual Performance Goals and Targets 2009 2008 2007

7. Ensure that FDIC-supervised institutions that plan to operate under the new Basel Il Capital Accord are well
positioned to respond to the new capital requirements.

Performed on-site examinations or off-site analyses of all FDIC-supervised Not Achieved.
banks that have indicated a possible intention to operate under Basel II Applicable.
to ensure that they are effectively working toward meeting required
qualification standards.

8. Reduce regulatory burden on the banking industry while maintaining appropriate consumer protection and safety
and soundness safeguards.

Complete and evaluate options for refining the current risk-focused approach Achieved.
used in the conduct of BSA/AML examinations to reduce the burden they
impose on FDIC-supervised institutions.

Applicable provisions of the Financial Services Regulatory Relief Act of 2006 Partially
(FSRRA) are implemented in accordance with statutory requirements. Achieved.
Support is provided to the Government Accountability Office (GAO), as Achieved.
requested, for studies required under FSRRA.

State AML assessments of Money Service Businesses (MSB) are incorporated Partially
into FDIC risk management examinations in states where MSB AML Achieved.

regulatory programs are consistent with FDIC risk management standards.

Strategic Goal: Consumers’ rights are protected and FDIC-supervised institutions invest in
their communities.

1. Conduct CRA and compliance examinations in accordance with the FDIC’s examination frequency policy.

One hundred percent of required examinations are conducted on schedule.

2. Take prompt and effective supervisory action to monitor and address problems identified during compliance
examinations of FDIC-supervised institutions that received a “4” or “5” rating for compliance with consumer
protection and fair lending laws.

One hundred percent of follow-up examinations or visitations are conducted Not Achieved. | Achieved.
within 12 months from the date of a formal enforcement action to confirm Achieved.
compliance with the prescribed enforcement action.

3. Determine the need for changes in current FDIC practices for following up on significant violations of consumer

compliance laws and regulations identified during examinations of banks for compliance with consumer protection
and fair lending laws.

Complete a review of the effectiveness of the 2007 instructions issued on Achieved.
the handling of repeat instances of significant violations identified during
compliance examinations.

An analysis is completed for all institutions on the prevalence and scope Achieved.
of repeat instances of significant violations from the previous compliance

examination.

A determination is made regarding the need for changes to current FDIC and Achieved.

FFIEC guidance on follow-up supervisory action on significant violations
identified during compliance examinations based on the substance and level of
risk posed to consumers by these repeat violations.




Supervision and Consumer Protection Program Results (continued)

Strategic Goal: Consumers’ rights are protected and FDIC-supervised institutions invest in
their communities.

Annual Performance Goals and Targets 2009 2008 2007

4. Scrutinize evolving consumer products, analyze their current or potential impact on consumers and identify potentially

harmful or illegal practices. Promptly institute a supervisory response program across FDIC-supervised institutions
when such practices are identified.

Proactively identify and respond to harmful or illegal practices associated with | Achieved. | Achieved.
evolving consumer products.

Develop and implement new supervisory response programs across all Achieved.
FDIC-supervised institutions to address potential risks posed by new
consumer products.

5. Provide effective outreach related to the CRA, fair lending, and community development.

Conduct 50 in 2009 (125 in prior years) technical assistance (examination Achieved. | Achieved. | Achieved.
support) efforts or banker/community outreach activities related to CRA, fair
lending, and community development.

Evaluate the Money Smart initiative and curricula for necessary updates and Achieved.
enhancements, such as games for young people, information on elder financial
abuse, and additional language versions, if needed.

Initiate the longitudinal survey project to measure the effectiveness of the Achieved.
Money Smart for Young Adults curriculum.

Release a “Young Adult” version of the Money Smart curriculum. Achieved.
Distribute at least 10,000 copies of the “Young Adult” version of Money Smart. Achieved.
Analysis of survey results is disseminated within six months of completion of Achieved.

the survey through regular publications, ad hoc reports, and other means.

Provide technical assistance, support, and consumer outreach activities in all Achieved. | Achieved.
six FDIC regions to at least eight local NeighborWorks® America affiliates or
local coalitions that are providing foreclosure mitigation counseling in high

need areas.
200,000 additional individuals are taught using the Money Smart curriculum. Achieved.
120 school systems and government entities are contacted to make them aware Achieved.

of the availability of Money Smart as a tool to teach financial education to high
school students.

A review of existing risk management and compliance/CRA examination Achieved.
guidelines and practices is completed to ensure that they encourage and support
the efforts of insured financial institutions to foster economic inclusion,
consistent with safe and sound banking practices.

A pilot project is conducted with banks near military installations to provide Not
small-dollar loan alternatives to high-cost payday lending. Achieved.
Strategies are developed and implemented to encourage FDIC-supervised Achieved.

institutions to offer small-denomination loan programs.

Research is conducted and findings disseminated on programs and strategies Achieved.
to encourage and promote broader economic inclusion within the nation’s
banking system.

6. Continue to expand the FDIC’s national leadership role in development and implementation of programs and strategies

to encourage and promote broader economic inclusion within the nation’s banking system.

Expand the number of AEI coalitions by two. Achieved.

Analyze quarterly data submitted by participating institutions to identify early | Achieved. | Achieved.
trends and potential best practices.




Supervision and Consumer Protection Program Results (continued)

Strategic Goal: Consumers’ rights are protected and FDIC-supervised institutions invest in
their communities.

Annual Performance Goals and Targets 2009 2008 2007
Open 27,000 new bank accounts. Achieved.
Initiate new small-dollar loan products in 32 financial institutions. Achieved.
Initiate remittance products in 32 financial institutions. Achieved.
Reach 18,000 consumers through financial education initiatives. Achieved.

7. Educate consumers about their rights and responsibilities under consumer protection laws and regulations.

Expand the use of media, such as the Internet, videos, and MP3 downloads, to | Achieved.
disseminate information to the public on their rights and responsibilities
as consumers.

8. Effectively investigate and respond to consumer complaints about FDIC-supervised financial institutions.

Responses are provided to 95 percent (90 percent for 2007-08) of written Achieved. | Achieved. | Achieved.
complaints and inquiries within time frames established by policy, with all
complaints and inquiries receiving at least an initial acknowledgment within
two weeks.

Receivership Management Program Results
Strategic Goal: Recovery to creditors of receiverships is achieved.
Annual Performance Goals and Targets 2009 2008 2007

1. Market failing institutions to all known qualified and interested potential bidders.

Contact all known qualified and interested bidders.

2. Valve, manage, and market assets of failed institutions and their subsidiaries in a timely manner to maximize
net return.

Ninety percent of the book value of a failed institution’s marketable assets is Achieved. | Achieved. | Achieved.
marketed within 90 days of failure.

Identify and implement program improvements to ensure efficient and Achieved.
effective management of the contract resources used to perform receivership
management functions.

Terminate all receiverships within 90 days of the resolution of all impediments. Achieved. | Achieved.

Terminate at least 75 percent of new receiverships within three years of the date | Achieved.
of failure.

4. Conduct investigations into all potential professional liability claim areas for all failed insured depository institutions

and decide as promptly as possible to close or pursue each daim, considering the size and complexity of the institution.

For 80 percent of all claim areas, a decision is made to close or pursue claims Achieved. | Achieved. Not

within 18 months of the failure date. Applicable.
No claims
within the
18-month

period.




Program Evaluation

Program evaluations are designed to improve
the operational effectiveness of the FDIC’s
programs and ensure that objectives are met.
These evaluations are often led by the Office of
Enterprise Risk Management (OERM) and are
generally interdivisional, collaborative efforts
involving management and staff from the
affected program(s).

The Corporation’s 2010 Annual Performance Plan
contained several objectives aimed at ensuring
that the FDIC would continue to address key
corporate issues, including continuing work on
issues relating to contract oversight management,
anticipated increases in bank failures, and
continuous improvements to the FDIC’s core
business functions.

During 2009, in direct response to challenges
associated with the financial crisis, the FDIC
created six internal organizations and working
groups to address areas of increased risk to ensure
that both the FDIC’s core businesses and new
responsibilities were being managed as effectively
as possible. During 2010, OERM and other areas
of the Corporation continued this work. The six
initiatives are tied to: 1) Legacy Loans; 2) Systemic
Resolution Authority; 3) Temporary Liquidity
Guarantee Program; 4) Loss-Share Agreements; 5)
Contract Management Oversight; and 6) Resource
Management. For each initiative, key issues and

risks were identified, action plans and performance
metrics were developed as necessary, and the
Chairman was briefed on at least a monthly

basis. In many cases, enhancements to operating
procedures and automated systems of support
were made as a direct result of this heightened
management attention. Significantly, all
identified program needs have been coordinated
with those persons responsible for planning,
budgeting, staffing, and ensuring the adequacy of
infrastructure support.

These and other actions were taken in addition
to evaluations that are part of the Corporation’s
ongoing efforts to seek continuous improvements
in its programs and operations. Some of these
2010 initiatives included: reviews of financial
management and controls governing contract
operations; the sampling and testing of transaction
accuracy and controls; improved communication
between our examination and receivership
activities; and continued scrutiny of systems
development efforts to support our new and/or
expanded business activities.

Program evaluation activities in 2011 will
focus on key corporate issues, including
implementation of the Dodd-Frank Act,
corporate reorganization, control testing, and
continuous improvements to the FDIC’s core
business functions.
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Deposit Insurance Fund
Federal Deposit Insurance Corporation

Deposit Insurance Fund Balance Sheet at December 31

Dollars in Thousands

|0 | 2009

Assets
Cash and cash equivalents $27,076,606 554,092,423
Cash and investments - restricted - systemic risk (Note 16) 6,646,968 6,430,589
(Includes cashlcash equivalents of $5,030,369 at December 31, 2010
and $6,430,589 at December 31, 2009)
Investment in U.S. Treasury obligations, net (Note 3) 12,371,268 5,486,799
Assessments receivable, net (Note 9) 217,893 280,510
Receivables and other assets - systemic risk (Note 16) 2,269,422 3,298,819
Trust preferred securities (Note 5) 2,297,818 1,961,824
Interest receivable on investments and other assets, net 259,683 220,588
Receivables from resolutions, net (Note 4) 29,532,545 38,408,622
Property and equipment, net (Note 6) 416,065 388,817
Total Assets $81,088,268 | $110,568,991
Liabilities
Accounts payable and other liabilities 514,287 $273,338
Unearned revenue - prepaid assessments (Note 9) 30,057,033 42,727,101
Liabilities due to resolutions (Note 7) 30,511,877 34,711,726
Deferred revenue - systemic risk (Note 16) 9,054,541 7,847,447
Postretirement benefit liability (Note 13) 165,874 144,952
Contingent liabilities for:

Anticipated failure of insured institutions (Note 8) 17,687,569 44,014,258

Systemic risk (Note 16) 149,327 1,411,966

Litigation losses (Note 8) 300,000 300,000
Total Liabilities 88,440,508 131,430,788
Commitments and off-balance-sheet exposure (Note 14)
Fund Balance
Accumulated Net Loss (7,696,428) (21,001,312)
Unrealized Gain on U.S. Treasury investments, net (Note 3) 26,698 142,127
Unrealized postretirement benefit Loss (Note 13) (18,503) (2,612)
Unrealized Gain on trust preferred securities (Note 5) 335,993 0
Total Fund Balance (7,352,240) (20,861,797)

Total Liabilities and Fund Balance ‘

$81,088,268 | $110,568,991

The accompanying notes are an integral part of these financial statements.




Deposit Insurance Fund
Federal Deposit Insurance Corporation

Deposit Insurance Fund Statement of Income and Fund Balance for the Years Ended December 31

Dollars in Thousands

| 2010 | 2009
Revenue
Interest on U.S. Treasury obligations $204,871 $704,464
Assessments (Note 9) 13,610,436 17,717,374
Systemic risk revenue (Note 16) (672,818) 1,721,626
Realized gain on sale of securities 0 1,389,285
Other revenue (Note 10) 237,425 3,173,611
Total Revenue 13,379,914 24,706,360
Expenses and Losses
Operating expenses (Note 11) 1,592,641 1,271,099
Systemic risk expenses (Note 16) (672,818) 1,721,626
Provision for insurance losses (Note 12) (847,843) 57,111,772
Insurance and other expenses 3,050 4,447
Total Expenses and Losses 75,030 60,708,944
Net Income (Loss) 13,304,884 (36,002,584)
Unrealized Loss on U.S. Treasury investments, net (115,429) (2,107,925)
Unrealized postretirement benefit Loss (Note 13) (15,891) (27,577)
Unrealized Gain on trust preferred securities (Note 5) 335,993 0
Comprehensive Income (Loss) 13,509,557 (38,138,086)
Fund Balance - Beginning | (20,861,797) ‘ 17,276,289
Fund Balance - Ending | $(7,352,240) | $(20,861,797)

The accompanying notes are an integral part of these financial statements.




Deposit Insurance Fund
Federal Deposit Insurance Corporation

Deposit Insurance Fund Statement of Cash Flows for the Years Ended December 31

Dollars in Thousands

\ 2010 \ 2009

Operating Activities
Net Income (Loss): $13,304,884 ‘ $(36,002,584)
Adjustments to reconcile net income to net cash (used by)

provided by operating activities:
Amortization of U.S. Treasury obligations (5,149) 210,905
Treasury inflation-protected securities inflation adjustment (23,051) 10,837
Gain on sale of U.S. Treasury obligations 0 (1,389,285)
Depreciation on property and equipment 68,790 70,488
Loss on retirement of property and equipment 620 924
Provision for insurance losses (847,843) 57,111,172
Unrealized Loss on postretirement benefits (15,891) (27,577)
Guarantee termination fee from Citigroup 0 (1,961,824)
Change In Operating Assets and Liabilities:
Decrease in assessments receivable, net 62,617 737,976
(Increase) Decrease in interest receivable and other assets (34,194) 192,750
(Increase) in receivables from resolutions (16,607,671) (60,229,760)
Decrease (Increase) in receivable - systemic risk 1,029,397 (2,160,688)
Increase in accounts payable and other liabilities 240,949 140,740
Increase in postretirement benefit liability 20,922 30,828
(Decrease) in contingent liabilities - systemic risk (1,262,639) (25,672)
(Decrease) Increase in liabilities due to resolutions (4,199,849 29,987,265
(Decrease) Increase in unearned revenue - prepaid assessments (12,670,068) 42.727,101
Increase in deferred revenue - systemic risk 1,203,936 5,769,567
Net Cash (Used by) Provided by Operating Activities (19,734,240) 35,793,763
Investing Activities Provided hy:
Maturity of U.S. Treasury obligations 21,558,000 6,382,027
Sale of U.S. Treasury obligations 0 15,049,873
Investing Activities Used by:
Purchase of property and equipment (96,659) (91,468)
Purchase of U.S. Treasury obligations (30,143,138) 0
Net Cash (Used by) Provided by Investing Activities (8,681,797) 21,340,432
Net (Decrease) Increase in Cash and Cash Equivalents (28,416,037) 57,134,195
Cash and Cash Equivalents - Beginning 60,523,012 3,388,817

Unrestricted Cash and Cash Equivalents - Ending 27,076,606 54,092,423

Restricted Cash and Cash Equivalents - Ending 5,030,369 6,430,589
Cash and Cash Equivalents - Ending $32,106,975 $60,523,012

The accompanying notes are an integral part of these financial statements.




Notes to the Financial Statements

Deposit Insurance Fund
December 31, 2010 and 2009

1. Legislation and
Operations of the
Deposit Insurance Fund

Overview

The Federal Deposit Insurance Corporation
(FDIC) is the independent deposit insurance
agency created by Congress in 1933 to maintain
stability and public confidence in the nation’s
banking system. Provisions that govern the
operations of the FDIC are generally found in
the Federal Deposit Insurance (FDI) Act, as
amended (12 U.S.C. 1811, ez seq). In carrying
out the purposes of the FDI Act, as amended, the
FDIC insures the deposits of banks and savings
associations (insured depository institutions),
and in cooperation with other federal and state
agencies promotes the safety and soundness of
insured depository institutions by identifying,
monitoring and addressing risks to the Deposit
Insurance Fund (DIF). An active institution’s
primary federal supervisor is generally determined
by the institution’s charter type. Commercial and
savings banks are supervised by either the FDIC,
the Office of the Comptroller of the Currency,
or the Federal Reserve Board, while savings
associations (known as “thrifts”) are supervised
by the Office of Thrift Supervision (OTS). (See
“Recent Legislation” below for certain OTS
functional responsibilities to be transferred to the
FDIC in the future.)

The FDIC is the administrator of the DIF and is
responsible for protecting insured bank and chrift
depositors from loss due to institution failures.
The FDIC is required by 12 U.S.C. 1823(c)

to resolve troubled institutions in a manner

that will result in the least possible cost to DIF
unless a systemic risk determination is made that
compliance with the least-cost test would have
serious adverse effects on economic conditions
or financial stability and any action or assistance
taken under the systemic risk determination
would avoid or mitigate such adverse effects. A

systemic risk determination under this statutory
provision can only be invoked by the Secretary of
the Treasury, in consultation with the President,
and upon the written recommendation of two-
thirds of both the FDIC Board of Directors and
the Board of Governors of the Federal Reserve
System. Until passage of recent legislation (see
“Recent Legislation” below), a systemic risk
determination could permit open bank assistance.
As explained below, such open bank assistance is
no longer available. The systemic risk provision
requires the FDIC to recover any related losses to
the DIF through one or more special assessments
from all insured depository institutions and, with
the concurrence of the Secretary of the Treasury,
depository institution holding companies (see
Note 16).

The FDIC is also the administrator of the FSLIC
Resolution Fund (FRF). The FREF is a resolution
fund responsible for the sale of remaining assets
and satisfaction of liabilities associated with

the former Federal Savings and Loan Insurance
Corporation (FSLIC) and the former Resolution
Trust Corporation. The DIF and the FRF are
maintained separately to fund their respective
mandates of the FDIC.

Pursuant to the enactment of the Dodd-Frank
Wall Street Reform and Consumer Protection Act
(Dodd-Frank Act) on July 21, 2010 (see “Recent
Legislation” below), the FDIC is the manager of
the Orderly Liquidation Fund (OLF). Established
as a separate fund in the U.S. Treasury (Treasury),
the OLF is inactive and unfunded until the FDIC
is appointed as receiver for a covered financial
company (a failing financial company, such as

a bank holding company or nonbank financial
company for which a systemic risk determination
has been made as set forth in section 203 of

the Dodd-Frank Act). At the commencement

of an orderly liquidation of a covered financial
company, the FDIC may borrow funds required
by the receivership from the Treasury, up to

the Maximum Obligation Limitation for each
covered financial company and in accordance
with an Orderly Liquidation and Repayment
Plan. Borrowings will be deposited in the OLF
and repaid to the Treasury with the proceeds




of asset sales. If such proceeds are insufficient,
any remaining shortfall must be recovered from
assessments imposed on financial companies as

specified in the Dodd-Frank Act.

Recent Legislation
The Dodd-Frank Act (Public Law 111-203)

provides comprehensive reform of the supervision
and regulation of the financial services industry.
Under this legislation, the FDIC’s new
responsibilities include: 1) broad authority to
liquidate failing systemic financial firms in an
orderly manner as manager of the newly created
OLF; 2) issuing regulations, jointly with the
Federal Reserve Board (FRB), requiring that
nonbank financial companies supervised by the
FRB and bank holding companies with assets
equal to or exceeding $50 billion provide the FRB,
the FDIC, and the Financial Stability Oversight
Council (FSOC) a plan for their rapid and orderly
resolution in the event of material financial
distress or failure; 3) serving as a voting member
of the FSOC; 4) back-up examination authority
for nonbank financial companies supervised by
the FRB and bank holding companies with at
least $50 billion in assets; 5) back-up enforcement
actions against depository institution holding
companies if their conduct or threatened conduct
poses a risk of loss to the DIF; and 6) federal
oversight of state-chartered thrifts upon the
transfer of such authority from OTS (between

12 and 18 months after enactment of the Dodd-
Frank Act, currently set for July 21, 2011).

The Dodd-Frank Act limits the systemic risk
determination authority under 12 U.S.C.
1823(c) to DIF-insured depository institutions
for which the FDIC has been appointed receiver
and requires that any action taken or assistance
provided under this authority must be for the
purpose of winding up the insured depository
institution in receivership. Under Title XI of
the Act, the FDIC is granted new authority to
establish a widely available program to guarantee
obligations of solvent insured depository

institutions or solvent depository institution
holding companies (including affiliates) upon
systemic determination of a liquidity event during
times of severe economic distress. This program
would not be DIF-funded; it would be funded

by fees and assessments paid by all participants in
the program. If fees are insufficient to cover losses
or expenses, the FDIC must impose a special
assessment on participants as necessary to cover
the insufficiency. Any excess funds at the end of
the liquidity event program would be deposited in
the General Fund of the Treasury.

The new law also makes changes related

to the FDIC’s deposit insurance mandate.
These changes include a permanent increase

in the standard deposit insurance amount to
$250,000 (retroactive to January 1, 2008) and
unlimited deposit insurance coverage for non-
interest bearing transaction accounts for two
years, from December 31, 2010 to the end of
2012. Additionally, the legislation changes the
assessment base (from a deposits-based formula to
one based on assets) and establishes new reserve
ratio requirements (see Note 9).

Operations of the DIF

The primary purposes of the DIF are to: 1)
insure the deposits and protect the depositors

of DIF-insured institutions and 2) resolve failed
DIF-insured institutions upon appointment of
the FDIC as receiver, in a manner that will result
in the least possible cost to the DIF (unless a
systemic risk determination is made).

The DIF is primarily funded from deposit
insurance assessments. Other available funding
sources, if necessary, are borrowings from the
Treasury, the Federal Financing Bank (FFB),
Federal Home Loan Banks, and insured
depository institutions. The FDIC has borrowing
authority of $100 billion from the Treasury and

a Note Purchase Agreement with the FFB not to
exceed $100 billion to enhance the DIF’s ability to
fund deposit insurance obligations.



A statutory formula, known as the Maximum
Obligation Limitation (MOL), limits the amount
of obligations the DIF can incur to the sum of its
cash, 90 percent of the fair market value of other
assets, and the amount authorized to be borrowed
from the Treasury. The MOL for the DIF was
$106.3 billion and $118.2 billion as of December
31, 2010 and 2009, respectively.

Operations of Resolution Entities

The FDIC is responsible for managing and
disposing of the assets of failed institutions in

an orderly and efficient manner. The assets held
by receiverships, pass-through conservatorships
and bridge institutions (collectively, resolution
entities), and the claims against them, are
accounted for separately from DIF assets and
liabilities to ensure that proceeds from these
entities are distributed in accordance with
applicable laws and regulations. Accordingly,
income and expenses attributable to resolution
entities are accounted for as transactions of those
entities. Resolution entities are billed by the FDIC
for services provided on their behalf.

2. Summary of Significant
Accounting Policies

General

These financial statements pertain to the financial
position, results of operations, and cash flows of
the DIF and are presented in conformity with
U.S. generally accepted accounting principles
(GAAPD). As permitted by the Federal Accounting
Standards Advisory Board’s Statement of Federal
Financial Accounting Standards 34, The Hierarchy
of Generally Accepted Accounting Principles,
Including the Application of Standards Issued by

the Financial Accounting Standards Board, the
FDIC prepares financial statements in conformity
with standards promulgated by the Financial
Accounting Standards Board (FASB). These
statements do not include reporting for assets

and liabilities of resolution entities because these
entities are legally separate and distinct, and the

DIF does not have any ownership interests in
them. Periodic and final accountability reports
of resolution entities are furnished to courts,
supervisory authorities, and others upon request.

Use of Estimates

Management makes estimates and assumptions
that affect the amounts reported in the financial
statements and accompanying notes. Actual
results could differ from these estimates. Where

it is reasonably possible that changes in estimates
will cause a material change in the financial
statements in the near term, the nature and extent
of such changes in estimates have been disclosed.
The more significant estimates include the
assessments receivable and associated revenue; the
allowance for loss on receivables from resolutions
(including loss-share agreements); liabilities

due to resolutions; the estimated losses for
anticipated failures, litigation, and representations
and warranties; guarantee obligations for the
Temporary Liquidity Guarantee Program and
structured transactions; the valuation of trust
preferred securities; and the postretirement benefit
obligation.

Cash Equivalents

Cash equivalents are short-term, highly liquid
investments consisting primarily of U.S. Treasury
Opvernight Certificates.

Investment in U.S.
Treasury Obligations

DIF funds are required to be invested in
obligations of the United States or in obligations
guaranteed as to principal and interest by the
United States. The Secretary of the Treasury must
approve all such investments in excess of $100,000
and has granted the FDIC approval to invest DIF
funds only in U.S. Treasury obligations that are
purchased or sold exclusively through the Bureau
of the Public Debt’s Government Account Series
(GAS) program.




The DIF’s investments in U.S. Treasury
obligations are classified as available-for-sale.
Securities designated as available-for-sale are
shown at fair value. Unrealized gains and losses are
reported as other comprehensive income. Realized
gains and losses are included in the Statement

of Income and Fund Balance as components of
net income. Income on securities is calculated
and recorded on a daily basis using the effective
interest or straight-line method depending on the
maturity of the security.

Revenue Recognition for
Assessments

Assessment revenue is recognized for the
quartetly period of insurance coverage based

on an estimate. The estimate is derived from

an institution’s risk-based assessment rate and
assessment base for the prior quarter adjusted for
the current quarter’s available assessment credits,
any changes in supervisory examination and
debt issuer ratings for larger institutions, and a
modest deposit insurance growth factor. At the
subsequent quarter-end, the estimated revenue
amounts are adjusted when actual assessments
for the covered period are determined for each
institution. (See Note 9 for additional information
on assessments.)

Capital Assets and Depreciation

The FDIC buildings are depreciated on a straight-
line basis over a 35 to 50 year estimated life.
Leaschold improvements are capitalized and
depreciated over the lesser of the remaining life
of the lease or the estimated useful life of the
improvements, if determined to be material.
Capital assets depreciated on a straight-line basis
over a five-year estimated useful life include
mainframe equipment; furniture, fixtures, and
general equipment; and internal-use software.
Personal computer equipment is depreciated on
a straight-line basis over a three-year estimated
useful life.

Related Parties

The nature of related parties and a description of
related-party transactions are discussed in Note 1

and disclosed throughout the financial statements
and footnotes.

Disclosure about Recent Relevant
Accounting Pronouncements

B Accounting Stand