Annual
State Member Bank/
Bank Holding Company
Presentation
2004

Federal Reserve Bank of New Y ork
March 18, 2004

Trust Preferred Securities
(TRUPS)

Dianne Dobbeck
Bank Supervision Group
Federal Reserve Bank of New Y ork
March 18, 2004

Disclaimer: The views herein are my own and do not necessarily reflect those of the Federal Reserve or
other members of its staff. 2




Regulatory Capital

Capital (Tier 1, Tier 2)

RBC ratios = _ _
Risk-weighted Assets

 TRUPsform apart of Tier 1 capital for
BHCs only, subject to limit

Supervisory Guidance

— October 1996 FRS press release
—U.S. Capital adequacy guidelines
—Y-9C instructions, schedule HC-R

— SR Letter 02-10 on hedging of interest rate
risk on TRUPs

— SR Letter 03-13 on instructions for
reporting for TRUPsin FR Y-9C




FRBNY Review Process

 Policy staff in consultation with CPCs/
relationship specialists review:

— Indenture and other deal documentation;

— Pro-formaimpact of issuance on capital ratios;
— TRUPs as a percentage of Tier 1 core capitd;
— Financial condition of institution.

 Follow-up discussions with BHC management
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Capital Recognition of TRUPs

L ong-dated M aturity -- 30 years or more

Deferral of cumulative interest payments

— Must be able to defer paymentsfor upto 5
consecutive years without triggering default event

— Cannot accelerate principal during deferral period

Redemption subject to FRS approval

Subordination -- junior note must be subordinated to
other debt of BHC
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Recognition of TRUPS (cont)

 TRUPs permitted in Tier 1 capital of BHCs,
subject to 25% limit

» Limitisafunction of BHC's core capital
— Core capital elements defined as the aggregate of the
components of Tier 1 prior to required deductions

— May fluctuate over time (e.g., changesin retained
earnings), particularly if BHC experiences |osses

* Internationally-active BHCs strongly encouraged
to limit TRUPsto 15% limit of core capital
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Er ly A lon
* DoesaBHC need to contact its Reserve Bank prior to
Issuing or redeeming TRUPS?

* May BHC management contact FRBNY directly or
must interaction take place through legal counsel?

» What are the potential consequences of issuing
TRUPs without having consulted with the Reserve
Bank beforehand?

* Are TRUPsédigiblefor incluson inBHC' s Tier 1
once acall notice has been issued?
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FASB Interpretation No. 46
Consolidation of Variable Interest Entities

Michad Turs
Statistics Function
March 18, 2004

FASB Interpretation No. 46

FIN 46 Call Report Instructions
Need for Guidance Consolidation under FAS 141
Definitions Line-by-Line Consolidation
When to Determine to Consolidate

Consolidation

FIN 46(R

Effective Date and Transition
Mutual Funds/Trust Arrangements
Design of Ownership

Recognition of Goodwill
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Need for Guidance

» Transactionsinvolving special purpose entities (“SPES”)
have become increasingly common.

» Therelevant accounting literature was fragmented and
incomplete

* ARB 51 - Focuses on controlling financial interest for
consolidationin F/S

* Previously was applied to subsidiaries where the reporting
entity has amgjority voting interest.

* However, in many circumstances the entity’s

consolidated F/S do not include SPEs even if the entity
controls the SPE.
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Need for Guidance

» Therefore, the voting interest approach is not effectivein
identifying if an SPE should be consolidated.

* Prior to FIN 46, FASB concluded that if a business
enterprise has a controlling financial interest in an SPE, the
assets, liabilities and results of the activities of the SPE
should be included in the consolidated F/S.
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Definitions

* VariableInterest Entity (“VIE”)

— FASB originally used special-purpose entities (“ SPE”)
to refer to entities subject to the requirements of FASB
Interpretation (“FIN”) No. 46 and substantive
operating enterprises to describe stand alone entities.

— Terminology confused many.
— Replaced the term with VIE.
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Definitions

* VIEsexist when any of the following conditions exist:

1. Thetotal equity investment at risk is not sufficient to
permit the entity to finance its activities without
subordinated financial support from other parties. That is,
the equity investment at risk is not greater than expected
losses of the entity.

— Thetotal equity investment at risk includes only equity
investments in the entity that participate significantly in profit and
losses even if those investments do not carry voting rights.

14




Definitions

2. Asagroup the holders of the equity investment at risk
lack any one of the following three characteristics of a
controlling financial interest:

(1) Thedirect or indirect ability to make decisions about an

entity’ s activities through voting rights or similar rights.

(2) The obligation to absorb the expected losses of the entity if

they occur.

(3) Theright to receive the expected residual returns of the entity if

they occur.
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Definitions

* VariableInterests

— Are contractual, ownership, or other financial interests
in an entity that changes with the entity’s net asset
value.

— Theinvestments or other interests that will absorb
portions of a VIE's expected losses if they occur or
receive portions of the entity’s expected residual
returns.

— Equity interests (with or without voting rights) are
variableinterestsif the entity isaVIE
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Definitions

* VariableInterests (continued)

— Examples of variable interests
* loans or debt securities
* guarantees
* residua interest in transferred assets
¢ management contracts
* service contracts
* leases
» some derivatives
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Definitions

* Primary Beneficiary
— The primary beneficiary provides significant financial
support to aVIE and benefits from its activities.

— The Primary Beneficiary consolidatesthe VIE .
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Definitions

» Expected L osses and Expected Residual
Returns

— amounts derived from expected cash flows.

— expected losses and expected residual returns are
amounts discounted or otherwise adjusted for market
factors and assumptions rather than to undiscounted
cash flow estimates.

— described in FASB Concepts Statement No. 7, “Using
Cash Flow Information and Present Value in
Accounting Measurements.”
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Definitions

» Expected Losses and Expected Residual Returns

— Paragraph 8 of FIN 46 specifies that the following
amounts are to be considered in determining expected
losses and expected residual returns of aVIE:

(a) the expected variability in the entity’ s net income or
loss.

(b) the expected variability in the fair value of the
entity’s assets.

20
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Definitions

» Expected L osses and Expected Residual Returns
(c) feesto the decision maker (if there is a decision maker)

(d) feesto the providers of guarantees of the values of all
or substantially all of the entity’s assets and providers of
guarantees that all or substantially all of the entity’s
liabilities will be paid.

21

| . lid

e Theinitial determination of whether an entity isa
VIE shall be made on the date at which an
enterprise becomes involved with the entity.

22
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When to Determine to Consolidate

e Theinitial determination of whether an entity isaVIE
shall be reconsidered only if one or more of the following
trigger events occur:

— The entity’ s governing documents or the contractual arrangements
among the parties involved change.

— The equity investment or some part thereof is returned to the
investors, and other parties become exposed to expected losses.

— The entity undertakes additional activities or acquires additional
assets that increase the entity’ s expected |osses.
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Consolidation

* An enterprise shall consolidate aVIE if that
enterprise has avariable interest (or combination
of variable interests)

— that will absorb a magjority of the entity’s expected
lossesif they occur,

— receive amajority of the entity’ s expected residual
returnsif they occur, or both

24
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Consolidation

» A direct or indirect ability to make decisions that
significantly affect the results of the activities of a
VIE isastrong indication that an enterprise has
one or both of the characteristics that would
require consolidation of the VIE
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FIN 46(R) - Effective Date and
Transition

Enterprises shall disclose the following interim
information before adopting FIN 46(R) in dll
financial statementsinitially issued after
December 31, 2003, regardless of the date on
which the VIE was created:

a The nature, purpose, size, and activities of the VIE.

b The enterprise’s maximum exposure to loss as a result
of itsinvolvement with the VIE.

26
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FIN 46(R) - Effective Date and
Transition

A public entity that is not a small business issuer - no later
than the end of the first reporting period that ends after
March 15, 2004.

A public entity that is asmall businessissuer - no later
than the end of the first reporting period that ends after
December 15, 2004.

A nonpublic entity, that has VIEs created after December
31, 2003, shall apply FIN 46 immediately.

A nonpublic entity shall apply FIN 46 to all entities by the
beginning of the first annual period beginning after
December 15, 2004.
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FIN 46(R) - Mutual Funds/Trust
Arrangements

» Exception provided to mutual fundsin the form of trusts
and trusts of a bank’ s trust department unless used by the
enterprise to circumvent FIN 46(R).

28
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FIN 46(R) - Design of Ownership
Changes

* Whenever the design of an entity or
ownership interests change, the
determination of VIE status must be
reconsidered.
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FIN 46(R) - Recognition of Goodwill

» Requires that an enterprise recognize
goodwill if it becomes the primary
beneficiary of aVIE that is abusiness.

30
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Definition of a Subsidiary

» For the purposes of defining the nonbank subsidiary

reports (FR 2314, FR Y-11) the Regulation Y definition of
subsidiary is used.
As defined by 225.2 of Regulation Y, a subsidiary
generally includes:

— companies 25% or more owned or controlled by another company

— companies that control in any manner the election of a majority of
the Board of Directors of another company

— companies that have a controlling interest over another company.
Controlling interest used in FIN 46 is generally defined in
terms of non-voting interest, which is not covered in Reg
Y’ s definition of asubsidiary.

31

Call Report Instructions - Initial
M easurement

The primary beneficiary should follow the guidance
specified in paragraphs 43, 44 and 45 of FAS 141,
Business Combinations, when consolidating the VIE, asiif
theinitial consolidation had resulted from a business
combination.

— Excess of the fair value of newly consolidated assets over
consideration paid should be reported as a pro rata adjustment to
amounts assigned to newly consolidated long-term assets. If any
excess remains after reducing the long-term assets to zero, it
should be reported as an extraordinary item.

— Excess of the consideration paid and other factors over the fair
value of the newly consolidated assets is to be reported as goodwill
in the period in which the enterprise becomes a primary
beneficiary.

32
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Call Report Instructions

* Line-by-line consolidation (asset and liabilities accounts
are reported as part of the bank in the same manner if the
conduit was reported as a separate entity, equity and
intercompany accounts are eliminated in consolidation).

33

March 2004 BHC Report
Changes

Monica Posen

Statistics Function
March 18 2004

34
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Voluntary Advance Collection of

Summary FR Y-9C Data

» Key items from selected institutions of up to
50 of the largest BHCs

» Various schedulesonthe FRY-9C

» Collected after each BHC has issued their
guarterly press release

35

* Revise the definition of “Other Liabilities’
(item 20) to include trust preferred
securities

* Revisethe definition of “Minority interest
in consolidated subsidiaries and similar
items” (item 22) to exclude trust preferred
securities

36

Schedule HC-Balance Sheet

18



Schedule HC-G, Other Liahilities

* Revise the definition of “Other” (item 4) to
include trust preferred securities

37

Schedule HC-M, Memoranda

» Add Memoranda Item 22 for BHCsto
disclose the URL for the reporting BHC's
web page that displays risk disclosures

» Will help to increase public awareness and
accessibility to thisinformation

38
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Schedule HC-R, Regulatory Capital

Renumber item 6, “ Qualifying minority interests in consolidated
subsidiaries as 6.a. Add anew item 6.b, “ Qualifying trust preferred
securities”

Eliminate the caption for memorandaitem 3.a, “ Perpetual preferred
stock eligible for inclusion in Tier 1 capital” and revise the caption for
memorandaitem 3 to “ Preferred stock (including related surplus)
eligiblefor inclusionin Tier 1 capital:”

Renumber memorandaitem 3.a (1) as 3.a and revise the caption to read
“Noncumulative perpetual preferred stock (included and reported in
“Total equity capital, on Schedule HC)”
Renumber memorandaitem 3.a(2) as 3.b and revise the caption to
read “ Cumulative perpetual preferred stock (included and reported in
“Total equity capital, on Schedule HC)”

39

| Schedule HC-R, Regulatory Capital |

Revise current memorandaitem 3.b, “Cumulative preferred stock (e.g.,
trust preferred securities) included and reported in “Minority interest in
consolidated subsidiaries and similar items” on Schedule HC” and
renumber it to 3.d

Therevised caption would read “ Other cumulative preferred stock
eligiblefor inclusionin Tier 1 capital (e.g., trust preferred securities)
(included in Schedule HC, item 20 or 22)”

— Includes TRUPS eligible for Tier 1 capital that are issued by a
special purpose subsidiary for which the BHC is the sole common
shareholder and that is reflected in Schedule HC, item 20

— Includes other cumulative preferred stock included in Schedule
HC, item 22

40
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Schedule HC-R, Regulatory
Capital

* Add anew memorandaitem 3.c, “ Other noncumulative
preferred stock eligible for inclusion in Tier 1 capital (e.g.,

REIT preferred securities) included in Schedule HC, item
22”

— Thisitem will collect information on REIT preferred
securities
— Qualifying REIT preferred securities may be included

in bank Tier 1 capital with alimit of up to 25 percent of
Tier 1

41

Accelerated Time Schedule

 TopTier BHC,FRY-9Cand FRY-9LP
— December reports remain at 45 days
— June 2004, September 2004, March 2005: 40 days
— June 2005 and thereafter: 35 days
e Lower Tier BHC, FRY-9C, FRY-9LPand FRY -
9SP
— Remain at 45 days
e FRY-9ES
— Remains due July 31

42
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March 2004 Call Report Changes

» Accderated time schedule

— For banks with more than one foreign office:
filing deadline reduced from 45 days to 40 days
starting with June 2004 Call Report and to 35
days starting with the June 2005 Call Report.

— For al other banks, the filing deadline will
remain 30 calendar days

 Creation of a supplement to alow for the
collection of datain the event of an immediate and
critical need 43

Reporting Topics

44
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Reporting of Credit Reserves Related to Off-Balance

Sheet Contracts

» Do not include allowance for credit losses on off-balance sheet credit
exposures in alowance for loan and lease |osses
— Should be accrued and reported as liabilitiesin Schedule G, item 3,
“Allowance for credit losses on off-balance sheet credit
exposures.”

— Credit losses related to derivative instruments or other financial
instruments carried at fair value should be reflected in the fair
value of the derivative

— For risk-based capital purposes, the “ Allowance for credit losses
on off-balance sheet credit exposures’ is combined with the
“Allowance for loan and lease losses’ and the total of these two
allowanceisincluded in Tier 2 capital up to the prescribed
limitations

45

Regulatory Capital Treatment for
Credit Derivatives

46
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Credit Derivatives Held in Trading Account &
Credit Derivativesin the Banking Book NOT
MEETING De€finition of Derivative Under FAS 133

» Credit derivatives held in the trading account that are
financial guarantees are reported in Schedule R, “All other
off-balance sheet liabilities’ (Line 52)

» Credit derivatives that are held for trading are reported on
the balance sheet as atrading asset.

— Should be reported on Schedule R in “ Trading assets”

(Line 41), “Items not subject to risk-weighting”
(Column B)

a7

Credit Derivatives Reported in the Banking Book \

» Thenoctional amount of credit derivativesis reported in “ Derivative contracts”
(Line 54)

» Alsoreported in “Current credit exposure across all derivative contracts
covered by the risk-based capital standards’ (Memoranda 1) and “Notional
principal amounts of derivative contracts’ (Memoranda 2)

— Using the equity add-on factor if the reference asset is investment grade
— Using the commodity add-on factor if the reference asset is not
investment grade

» If the credit derivativeis held in the banking book and meets the definition of
derivative, the amount reported on the balance sheet should also be reported on

Schedule R in the appropriate line item necessary to foot to the balance sheet.
Amount should be placed in “Items not subject to risk-weighting” (Column B)

48
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BHCs Subject to the Market Risk Rule

A risk-based capital charge for general market risk must be computed
for credit derivativesin the trading account
— The credit derivative is reported in “ Trading assets’ (Line 41) in
“Items not subject to risk-weighting” (Column B)
— Theactual capital chargeisincluded in “Market risk equivalent
assets” (Line 58)
A capital charge for specific risk must be held through the VaR capital
chargeif an institution has an approved model, or a specific risk add-
on must be computed

A credit risk add-on must be computed and reflected in “Derivative
contracts’ ( Line 54) and in Memoranda 1 and Memoranda 2 using the
equity add on factor if the reference asset isinvestment grade or the
commodity add-on fact if the reference asset is not investment grade

49

BHC Report Modernization

March 18, 2004

Howard Brickman
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What Is BHC Report Modernization?

» Respondents must submit FR Y-9C, LP, SP
and ES financial datato the Federal Reserve
either error-free or with an accompanying
edit explanation for each edit failure.

 Effective with the September 30, 2004
Y -9C and LP and the December 31, 2004
Y-9SP and ES.

51

Report Submission

VialESUB (initial and revised)
e Data Entry
» File Transfer

52
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Security

e Unique User-1D & Password
e 128- bit Encryption

o Server-side Certificate

53

BHC Report Modernization

Demonstration

IESUE

54
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(Mlailing Address of the ESOF BHC) .
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(Flease limit your comments to 6,000 characters)
This section for additional comments.
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Type Check Item Series Occurrence Explanation
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What DIs Need to Know

Differences from CDR

— XML isnot being used for data submission

— data can be submitted either through file transfer or on-
line data entry

|IESUB isthe only submission option.

File format is changing to accommodate edit
explanations.

Revisonstothe FR Y-9C & LP dataprior to BHC
modernization must be transmitted in the old file
format.

83

Milestones

Finalize requirements and develop e 9/30/2003
high level project plan

Develop system design and « 12/12/2003
detailed project plan

Develop proof of concept e 12/31/2003
[prototype

Develop application e 4/30/2004

Make file specifications available e 5/14//2004

Complete integration and stress . 6/30/2004
testing and finalize look and feel

Make system available to e 7/07/2004
respondents for testing

Move to production e 9/30/2004
84
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Call Report M oder nization
Initiative
Presented at:
FRBNY’sAnnual State Member Bank/ Bank Holding
Company Presentation
Rich Molloy

Statistics Function
March 18, 2004

85

New Channelsfor Call Report

Data

* Under the sponsorship of the FFIEC, the Call
Report agencies are developing a Central Data
Repository (CDR) to be a shared resource for all
those who provide Call Report dataor rely on
these data in their business.

86
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Initiative Sponsors

The initiative sponsors are the FFIEC Call
Report agencies, the:

» Federa Deposit Insurance Corporation (FDIC)
* Federa Reserve System (FRB)
» Office of the Comptroller of the Currency (OCC)

87

Goals of the Modernization
Effort

» Faster validation and release of Call Report data

» Greater potential for data reuse

88




Major Business Model Changes -
Agencies

 What's New

— Centralized data storage and processing facility
* Shared costs and management
» Metadata published in XBRL format

» Historical data available for banks and vendors
(2001 forward)

 Expedited data publication

89

Major Business Model Changes -
Agencies

 What'sthe Same

— Timely and accurate Call Report requirements

— Customer service for requirements; exceptions and
accounting rules

90
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Major Business Model Changes -
Banks

e What's New

— Call Report data with validity edit failures will be
automatically returned to the bank

— All quality edit exceptions will require an edit
explanation for the data to be accepted

— If an edit explanation is not supplied, the Call Report
data will not be accepted

91

Major Business Model Changes -
Banks

e What's New

— Internet transmission via vendor software or internally
customized software

— Submission viaEDS services will no longer be
available

e What's the Same

— Ultimate responsibility for data
— Relationship with software providers

92
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Frequently Asked Questions

Can banksenter data directly into the CDR and not use vendor
provided software?

No, banks cannot enter Call Report data directly into the CDR.

Prior to implementation, will banks be given the opportunity to
comment on editsfor Call Report validation purposes announced
in aformal notice and request for comment (Federal Register
notices)?

No. Banks will not be able to comment on edits announced in a formal
notice and request for comment (Federal Register notices).

93

Frequently Asked Questions

Will edit explanations provided for quality edits be considered
under Agency supervisory programsthat monitor late or
inaccuratereporting?

Y es. The Agencies, however, will defer including quality edit failures
under their respective monitoring programs until the financial
institutions and Agencies gain experience with the new validation
process.

94
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Frequently Asked Questions

» Theprogressive natur e of editing may cause difficultiesin
providing edit explanations by the submission deadline. Often
lar ge, complex institutions must go to obscure ar eas of the bank or
to their overseas officesfor an answer. Will the Agencies accept an
explanation that theinstitution isresear ching the answer ?

* No. The Agencieswill hold banks accountable and responsible for the
quality of the Call Report data that they submit.

95

Frequently Asked Questions

«  Will edit explanations be made public?

* No. Only the Agencies staff can view this confidential information in
a secure location on the web site.

For acomplete list of frequently asked questions please

visit the FIND website at:
http://www.ffiec.gov/find/fag.htm
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Major Business Model Changes -
Vendors

* What's New
— Metadata management process centralized
— XBRL inputs and outputs
— Support pre-validation requirement

— Support reporter authentication, authorization and file
format

— Historical data available for edits

— Potential for cost savings over time (ease of update,
reusability)
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Major Business Model Changes -
Vendors

* What'sthe Same
— Continue to provide software and services
— Ability to leverage processes and services to customers
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Focus Groups

 Facilitates communication and coordination
with major stakeholders.
« Four major Focus Groups:
— XBRL Standards Group
— Technology Forecasting Group
— Software Vendors Focus Group
— Financia Institutions Focus Group
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Financial Institutions Focus
Group

* The Financial Institutions Focus Group (FIFG)
includes representatives of industry trade
associations, financial institutions (ranging in size
from large to small), banking agencies’ staff, and
Unisys staff.

» The FIFG has been addressing methods to best
communicate the upcoming changes to the banking
industry and has also been providing input regarding

the planned testing and implementation strategies.
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Financial Institutions Focus
Group

» Serve as a collaborative bridge between the
Call Report Modernization Initiative and the
financial institution community

» Support two-way communication about the
project

o Identify potential problems early
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Financial Institutions Focus
Group

» For alist of contacts at each trade group, please
visit:

http://www.ffiec.gov/find/financia focusgroup.htm
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Project Timeline and Approach

Functional Pilot 03/31/04 — 04/30/04 All software vendors
and 10 — 15 banks

End-to-End Test 05/03/04 — 06/04/04 All software vendors
and 15 — 30 banks

100+ Bank Test 07/06/04 — 09/03/04 All software vendors
and 100 + banks

Global Enrollment  06/14/04 — 09/07/04 All software vendors
and all banks
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Project Timeline and Approach

ChR

[

Facig
Araups | JELITT
~Mendor Forus -
LAn

Tesling
Phases

104




For Further Information

For moreinformation and continual updates, visit the
Financial I nstitution Data ~ Bank Call Report web site:

www.FFIEC.gov/FIND

' rraneceal Institntion Data ~ Sk, all Heports

Thie Call Repan
Madernizaticn
Insitiativa Wab Siia

- W L
crriled ¥

?  WHAT b brisg
= I PR - WMl go ks et
" i » HOG pell Rz ?

105

Upcoming Report Proposals

Kenneth Lamar
Federal Reserve Bank of New Y ork
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Upcoming

» Revisionsto the FFIEC 009
e New TIC D form
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FEIEC 009

» Changes needed to conform with
international standards

» Changes are not final yet
* No changesto the FFIEC 009a
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FFIEC 009

e Additional datafor local claims and
liabilities
— Separated columns for local and non-local
currency positions

— Non-local currency claimswill be included
with direct clams

— Columns for the total of al local clamswill be
included in the ultimate risk section

* Thiswill be used to calculate the FFIEC 009
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FEIEC 009

o Commitments will be be separated by
— Commitments
— Guarantees and Credit Derivatives

» Commitments and guarantees will be
reported only on an ultimate risk basis
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FFIEC 009

» Federal Register Notice to be issued shortly
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TICD

» New report to collect cross border positions
and transactions in derivatives

* Needto closeagap in BOP and
International Investment data.

» Collected quarterly from large derivative
dedlers

— $100 billion in total notiona value of derivative
contracts
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TIC D

» The report will be collected on alocational
basis
— Consolidating only U.S. offices
— Includes contracts executed for customers
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TICD

* Report has two sections

— Part |- Collects data on total cross border
positions and cash settlements by:
* Risk Type
» Contract Type
» OTC/Exchange Traded
* Selected memo items
— Part 11-collects data on position and cash
settlement by country
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TIC D

» Proposed Implementation is the as of date
of 3/31/05

» To reduce reporting burden the cash
settlement columns will be phased in over
three quarters.
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