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November 19, 2000

The Honorabie Timothy Geithner

Secretazy of the Treasury

U.S. Department of the Treasury

1500 Pennsrdvania Avenue, NW ;
Washingron, DC 20220 ‘

Dear Secretary Geithner:

1 am writing to follow up on the American Bankers Association (ABA) Jetter of
Seprember 21, 2009, in which the ABA requested you to consider 4 program to assist
well-managed, viable community banks and to urge 2 modification to the recently-
announced Small Business Lending Initintive.

In our letter we recommended that Treasury create an equiry matching program
available to uny bank with roral assers of 35 billion of less that subwmits an accepiable
capital restoration plan to its primary federal bank regulator. Enclosed ate the ABA
letrer and its two attachments. As noted in that leteer, there are many viable banks
that, with a compasatively nominal investiment, can contipue to mect the credit needs
of their communities. We again wrge Treasury to work with tliese well-managed
community hanks 1o help them taise capital and dispose of roubled assets. This
would benefit not only these banks and tlicir customers but also the banking system
and the ceonomy ax 3 whole.

We appreciate the recent aanouncement of the President’s New Small Business
Lending Iniriatives and the accomnpanying Fact Sheet.’ While this program
addresses a different igsue than the one thar our proposal is intended to address, we
nevertheless think rhar it ts potentially helpful in stimulating additional lending to
small businesses,

The Fact Shaet includes Treasury's proposed initistive to improve aceess to <redit for
smmall businesses by providing Jower-cost capital to commuriry banks that submit a
plan o inerezse small business lending, The Tact Sheer also indicates that this

fThe Treasury Daparteacnt Press Release on President Obama’s Announcernent of New Smail
Businee: Lending Initiatives is locawed ac

hups vy financiatsabilip gov/la 2120090 himl, and the accompanying fact sheet on the
President’s Small Buaness Lending Inidatves is Joeated at

b /sy wlsshouse gov/assers/documence/small_bnsigess fmal pdf.




initiative would be available to viable comemunity banks with Jess than §1 billion in
assets, contingent on the bank submitting 1 smail business lending plan.

We have heard from some of our bank manbers that it would be helpful if the
Treasury Department could increase this asset eligibility cap to include banks with
less than §5 billion in assets, instead of the announced lower eligibility cap of less
than §1 billian in assers, This increased cap would expand the eligibility ponl of
community banks that could participate in this proposed new program and thereby
increase aceess to eredit for sroall businesses. We urge Treasury to offer this lower-
cost capital to banks under §5 billion in assets that demonsrate their abiliy to
operate safely and soundly.

We apprecinte yowr consideration of this recommendation as you work with
comumunity banks and the small business community to finalize the terms of this
program. We would be happy to provide additional information or assistance.

Sineercly,

At /’md;;tp
Kathleen P. McTighe
Seniot Counsel
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September 21, 2009

The Honarable Timothy Geithner
Secretary of the Treasury

.5, Deparunent of the Treasury
1500 Pennsyivania Avenue, NW
Washington, DC 20220

Dear Scerctary Geithner:

Earlier this year, the Amcrican Bankers Associanion formed a task force to focus on
community sank solutions ro the financial czisis. We appreciate the opportunity aur
bankers had to mect with several Treasury representatives, and we appreciate
Treasury’s secopnition of the vital role that community banks play in our financial
system. After those meedngs as well a5 mectings with the bank regulators and
significant discussions internally, *we have developed specific recommendations for
ways the existing Capital Assistance Program (CAP) could be modified to assist well-
managed, viable community banks and therefore be more cffective in achieving its
obiectives. ‘These recommendsations may be stmrnarized as follows:

* Investup to §5 billion of Troubled Asscr Relicf Program (TARP) funds in
community banks thar did not receive Capital Purchase Program (CPF)
funcs,

#  Lirxt the maximum CAP investment by Treasury in any ont bank to 5% of
the bank’s tdsk-weighted assers,

«  Reguire participating banks to jssue Treasury sentor preferred securities;

* Requre partzcipants to show that they have commitments from private
equity to match Treasury’s investment dollar for dollar; and

»  Allow any bank with total assetz of $3 billion or less o apply but condition
approval upon the submission of an acceptable capital restoration plan.

Background and discussion. Surong capital is essential to helping community
banks work through the problems caused by declines in asset values. Whike
conditions kave improved over the past year in the economy overall, many
community banks ate finding that the lagging impacts of job losses and declines in
property valucs are negadvely affecting these basks, causing declines in thedr capinl
at 3 time when new capital often is hard to find.

This problem is compounded by the unintended consequences of policies thar have
the cffect of steering private investors to failed banks, For instance, the FRIC
anncunced in June that, while the Legacy Loans Program remained a viabie prograrn,
the agency intended to scale the program back at least initially to 2 pilot involving
failed baaks. The FDIC announced last week that [t had selecied 2 winning bidder in
a sale of receivership sesete and that the bidder would recsive FDIC guarantesd
financing. This, coupled with loss-charing sgreements used to entee buyers of faded




banks 2ad failed bank asscs, is creating incentives for investors to wait untl 2 bank has failed before
investing.

Furthermeore, the banking agencies are requizing many benks ro mise capital at 2 dme when sources
of capital are scarce and at precisely the dme when capital should be available 10 absorb losses. This
can put these banks i an urtenable position, precipitating the fajluze of a viable bank that has 2
good franchise and could survive if capital was made available.'

The ABA rccommends that Treasuzy modify the criteria for its CAP to assist viable community
banks that need help workirg through their curcent issues. We propose that Treasuty offer
assistance to those banks that did not qualify for CPP funds but that acvertheless can demanstrate
the ability to opcrate safely and soundly and survive if given the chance to obtain necessary capital.
This ability wauld be demonstrared in three ways.

*  First, 2 bank would have to present evidence that private investors are contmerually commirted
o match Treasury's investment dollar for doliar.

s Seccond, the private inveators would have to agree to reseive securides that aee subordinate to
Treasury's intexcsts.

¢ Third, the bank would have to submit a capital restoration plan to its primary regalator that,
when factoring in the proposed investments by Treasvry and privare cquity, satisfies the
requirements of the “Prompt Corrective Action” mules.” As part of that plan, the bank also
would have to show that it has adequate management to address its problems.

The suggested agptegate investment by Treasury of §5 billion is based on the amount of funds,
when matched by prvate ecuity on a dollar-for-dollar basis, necded to bring all insured depository
insdtudons with assets under §3 billion 1o capital levels equal 1o a Tier 1 risk-based capital razio of
8% and 2 total risk-based capital ratio of 12% assuming the stressed scenacios vsed by the
banking regulators in the SCAP. These capital levels significandy exceed the theesholds
established by the banking regulators for a bank to be deemed “well capitalized”™ under the Prompt
Correct Action rules and would provide 2 cushion that could enable participating banks ro continue
meeting the credit needs of their communities without having to shrink vo comply with minitmum
regulatory capital requiremcars. A §5 billion commitment by Treasury is well below half of the
dividends and warrant repurchases received by Treasury fom CPP pardcipants® and less than 4% of

] . . . . .
Further informatan abour the rele of community banks and the adverse impact that recent povemmental actions have
had on these banks is discussed i Aachment A,

P Fee 13 CF R 56,5 fOfice of the Compronlier of the Cureency), 12 CFR § 208.44 (Board of Governors of the Faderal
Reserwe Sparem). 12 CF R § 323 104 (Fodem! Depost Inturante Corporation); and 12 CF.R, § 563.5 (Office of Thnft
Fupernsion).

* For a Danl 1o be “welt eapitalized” under the Prompt Corzective Action rules, it must have rotal sisk-based capira) of 2t
least 10%; Tier 1 citk-based capital of ot least 6%; 2 leverage mtie of at least 5%; and not be wubject 1o 2 writren
requirement to meet A speeific capital levct,

i "The dividends paid on thase [CPP] investmentx and the zepurchases of waresats we recetved for thase investrnents
now teral about $12 billion. For the 23 banks thar have fully repaid, Treasury has eamed an snouvalized avoege retumn of
roughly 17 percenr.” Secrctary of the Treasury Timothy F. Geithner, Written Testimony before the Congreasional
Orersight Panel, September 10, 2009 favnilabic ar hroo/ foves wareaseor dpeeasdoalengre A2 2 him).
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the totai of CPP funds invested to date.” Our projections show that an estimated 2,000 commuunity
banks would be potentially elipible {ree Attachment B), although it is highly unlikely thar all 2,000
would choose to, or be approved to, pardeipate.

As noted above, this program would involve matching investments by prvate equity investors. Itis
imporrant that private equiry qualify regardicss of whether it comes from existing shareholders ot
new investors. Hither way, the bank is receiving a strong vote of confidence in its viabiliry from
stakeholders who stand to lose their investments. Moreover, curzent investors and management
often axe in the best position to judge the prospects of a bank and to detezmine the advisability of
investing in that bank.

We believe that, as a genera] matter, Treasury cowld adopt a5 many of the terms used in the £PP as
would be relevant. Thus, for instance, Trcasury would receive the same sort of securites, subject to
the same conditions, a3 it hzs received through the CPP. To make this workable for communisy
banks, we propose two exceptions to this gencral appreach, however. First, given that these funds
arc intended for viable vet sruggling community banks, we belicve it would be appropriace for
Treasury 1o agree that any approved banks would not be expected to pay dividends in the fust four
quarters following Treasury's investrnent. Sccond, we rencw our request, first raised in the context
of the CPP," that investments in S corpomtions and mumsl instifutions that do not have holding
companies be weared as Tier 7 capital. It is our understanding that these banke’ inzerest in the CPP
was significantly diminished by the treatment of CPP investments as Tier 2 capital.

We very much appreciate your considemtion of these recommendations. Coramunity banks are the
backbore of owr economy and ate critical to the overall improvement of our economy. Fora
norninal investment, Treasury can preserve vizble community banks, which in min would prescrve
jobs and comrmunides. As the former Comprroller Eugene Ludwig wrote in an op-ed on Frday,
September 18, 2009 in the Armerican Banker, “Now is the time for regulators o work with the well-
rmanzged community banks wherever possible 1o raisc eapiezl and dispose of troubled assets.
Repulators must leok for ways to help these instiutions rather than find reasons to close them.”

We would be happy to provide any further information or assistanec that you would find helpful

/M@ @?M

Arthur Johnson

e The Hon. Sheita Ba:r, Chairman, Federal Deposit Tnsumnce Corporation
The Hon. Ben Bernanke, Chatrman, Board of Govetnots of the Federal Reserve System
Mz. John Bowtnian, Acting Director, Office of Thrift Supervision
The Hon. Jolin Dugan, Comprroller of the Currency

* As reporred on the Transactions Report for the period ending Scprember 4, 2009, Treasury has invested shightly nver
¥124 billion through rhe CPP. Ses herpof e Seancialstabilite pov/docs/ tansas donareposis transasions.
aspog 09092009.pdl '

% See Lotrer from Disnc Casey-Laodey to the Hon. Timothy F. Geithner, dated April 16, 2005,




Attachment A

Community banks are centzal to the economic well-being of the towns and communities they serve
across America, providing capital to consumers, smali farms, and other small businesses thet is
¢rucial for economic develonment. These banks have been in their communities for decades and
intend ta be there for many decades to come. In fact, there arc over 2,500 banks — representing
aver 30 percent of the banking industey — that have been in business for more than a ceatury; 62
pereent {over 5,000 have been in existence for more than half 2 century. These numbers tell a
dramatic story about the staying power of community banks and their commitment to the
communities they serve.

The failure of a cormmunity bank czn be devastating to its communiry. Not only do the bank’s
employees often lose their inbs and the bank's sharcholders lose their investments, the town’s
businesses lose a vital sourcs of credit and a vicious cycle begins. As credit constricts, businesses
that depend on financing a2 unable © expand or, in many instances, even operate. More jobs are
lost, cansing mote people e default on loans with other banks in the community. Property values
ptummet as residentisl and commercial properties that scrved as collateral for the loans are dumped
on the market. Surviving banks then ace foreed ro wiite down the value of the collateral on
performing loans, the banks’ conditons worses, snd the spiral condnues dowaward,

The precipitous declines in zeal estate valoes scross the country underlic many cermmunity banks’
problems. In some of the harder hit areas such as Phoenix, Miami, Detroir, and San Franciseo the
drops have been devastating to comrunity banks. As the following chart shewws, homes in these
citles have lost between 43% and 54% of their value in the past fow years.

Dramatic Drop in Metro Housing Prices
Percent Decline from Price Peak in Metro Market
----- Phosrix (-54%) wm-Miare (-48%} — =Detron [-45%)
s San Franciseo [~43%] = National (-30%]
0%

2006
-10%

-20% -

-40%

-50% .

-60%

Source: 5&P#/Case-Shiller Home Price index, june 2009

Unfortunately there are many other ciries experiencing sirnilar declines in home prices, and banks in
these communitics face unprecedented pressures on asset quality and collarers! values.




The sudden and dramatic declines in property values caught policymakers and bankers alike off
guard. Typical of the perceptions at the onsct of what became 2 crisis were the views expressed by
Federal Roserve Board Chairman Bernanke, who stated in a speech in May 2007 ~

[Gliven the fandamental factors in place that should suppert the demand for housing, we
believe the effect of the roubles in the subprime sector on the broader housing market will
likely be Bmited, and we do not expect significant spillovers from the subprime market to the
rest of the economy or to the financial system.’

Ttis no surprise that many instimutions contnued to provide loans 1o consumers and businesscs.
While we have hesrd from raany banks about theit cfforts 1o uphold underwniting standards in the
faze of market pressures to fund ever mote projects, none have been imroune to the extraordinary —
and exrraordinardly swift ~ decline in asser values.

Governmental actions in addition to the ones noted in the accompanying letter have exacerbated
community banks' problems and in so doing have made it harder for them o raise capital. Fou
instance:

#  The decision to place Fannic Mac and Freddie Mac into receivership caused 2 sudden and
unexpected loss of billions of dollars to the banks that held shares of Fannic’s and Freddic's
stock?

»  The serisi implementation of the Capital Purchase Program {CPP} meant that the
applications of many non-public financial institations were not considered unti] fucther ino
the recession.” As a tesuly, banks that pethaps would have qualified for CPP funds early in
the process were denied the opportunity to participate once 3 detesiorating economy started
1o adversely affect the banks’ condidon.

»  The government's investment of billions of dollars in the largest financial institutions has
improved the competidve position of these institutions, making it casier for them to raise
capital and issue debr. However, the reladve condition of many of the community banks
that did nat receive CPP funds has looked worse as a result.

* The government’s treatment of “reciprocal deposits™ as brokered significantly impedes
many communiry banks’ ability to compete with larger banks for deposits. As explainedina

! Chairman Ben 5. Bernanke, at the Feders] Reverve Bank of Chicago's 43rd Annual Confernnee on Bank Stmicnare and
Competition, Chicaga, [llineis, May 17, 2007

2 W note that the hanking agencies propesed. but have not vet finalized, 2 lowering of the sl weight of cizims on, or
guamntced by, Fannie Mas and Freddic Mae. 73 Fad Reg 63656 (Oce. 27, 2008). Lowenng the risk weights for all
Government Sponsozed Entorprose debr and guasaaress would provide significant ralief 1o affcered baske,

*The term sheass weee issucd on the following dares: 10/14/08 for publicly traded insdnutions: 11717 /08 for nen-
publicly waded instirution: (excloding § corporations 2nd mutual institatensy; 1/14/08 foc § corpornions; 4/7/08 fer
mureal holding companies: and 4/17/09 for erand-alone mutual depostrory instinzions.

# These deporits are available o customens of banks that aze members of 2 group of insured depocitary instimdons,
where each momber of the group sees the intercst rate to be paid on the entire amount of fynds i places with other




letter from the ABA w the FDIC regarding reciproca) deposits offered by Promentory
Interfinancial Netwerk, these deposits exhibit the characteristics of “core™ funding.’
Notwithstanding these characteristics, the current statute governing brokered deposits, a3
implemented by the FDIC, crestes instability in an otherwise very stable source of funding.

*  Many of the progearss to date have not helped struggling community banks. In addidon to
the issues noted above with the CPP and to the issues with the Legacr Loans Program
discusscd in the letter accompanying this attachment, we note the following:

© The Legacy Securities Program has yet ro result in a single transacdon,
© The Capital Assistance Progzam (CAP) has not been used to fund any institarion.

o The stress st conducted a5 pazt of the CAP served to bolster confidence in the
largest 19 banks but had the urinrended consequence of causing questions to be
maised about the stabiiity of sroaller banks.

o The CPP treatment of investments in stand-alone $ corporatons and rpurual
institutions s Tier 2 capital made thar capital of considerably less value to those
banks.

© Some community banks that sought to pasticipate in the Term Aucten Facility bave
been denied the opportunity.

There are discrete acrions the goverament can take to assist viable community banks fo stop this
downward spiral The sucezss of many local economics — and, by extension, the success of the
broader natonal econorny - depends in farge part on the success of these banks. The accompanying
letrer outlines one such approach.

group members and then rwaps deposits with other group members. Such an armangement caables 2 bank 16 offer it
cusrpmert 4 convenient way o odiain FDIC imurance an large deposits by working solely with the bank with whom the
customer has 2 telationship. At .1 result, the bank is able to attract tnd retain large deposits vithout having 20 post
collareral, which in tuen malkes more funds avnilable to meet the credit needs of the bank's community.

§ Letter from Bdwaed L, Yingling w the Hon. Sheila Bair, dared July 29, 2008,




Attachment B
Q2 2009 Capital Analysis for Bank under $5 Billion in Assets

%in 000s
Capital Thresholds # of Banks Below Threshold* Amount of Capital to Reach Threshold
T1-8% 232 $2.352,917
TRBC-12% 2,017 410,970,676

* £himinated 17 banks with negative capital ratios

Source: FOIC Call Report Data, Q2 2009
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To:  Secretary Timothy Geithner

Organizaton: U8, Deparment of the Treasury

Fax: 202-622-0073

From:  Kathlecn McTighe

Department: Office of Regulatory Policy

Phone: 202-663-5331 Fax: 202.828-3047

RE: AB A Letter Re: Comemunity Bank Assistance

Please see an updated version of the letter previously submitted by
Comments: _ Kathleen McTighe. | Tre ot \vrnscts e 2l

Yo meres )
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You atc seceiving this fax communication because of your established businass elationship with the
Amnencan Bankers Association.  Cur objective is to provide you with the mott selevant information,
opportunitics and issaes impacting the financial servicas indusrry. If you would like o change your
cemmunication preferences, unsubseribe or receive additional information, please contact 1.800.
BANKERS or 2mail yout request 10 custservi@laha com. Your request will be processed within 20
days of recaipt, ar required by law [47 CFR § 61200{=3(3) (vD).
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