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ken.lamar@ny.frb.org

KENNETH LAMAR
VICE PRESIDENT

December 30, 2003

To: The Individua Responsible for Preparing the Financid Statements for Large Bank Holding
Companies (FR Y-9C) Located in the Second Federal Reserve Didtrict

Subject: Bank Holding Company (BHC) Reporting Requirements for December 31, 2003

Enclosed are two copies of the following report forms and ingtructions for the December 31,
2003 reporting date:

D Consolidated Financia Statements for Bank Holding Companies (FR Y-9C);

2 Parent Company Only Financid Statements for Large Bank Holding Companies
(FRY-9LP);

3 Financia Statements for Employee Stock Ownership Plan Bank Holding Companies
(FR Y-9ES);

4 Financia Statements of U.S. Nonbank Subsidiaries of U.S. Bank Holding Companies
(FRY-11/9); and

5) Consolidated Bank Holding Company Report of Equity Investmentsin Nonfinancia
Companies (FR Y-12).

There have been severd darificationsto the FR Y-9ES and FR Y-11/S reporting instructions.
Significant accounting updates and revisons to the ingtructions have been provided in this letter and in
Attachment 1. Thereare no revisonsto the FR Y-9C, FR Y-OLP and FR Y-12 for this quarter.

FR Y-9ES Reporting Criteria

The Financid Statements for Employee Stock Ownership Plan Bank Holding Companies (FR
Y-9ES) isto befiled by all ESOPs that are also BHCs as of the last calendar day of the calendar year.
No other FR Y-9 seriesform isrequired. BHCs that are subsidiaries of ESOP BHCs (i.e,, atiered
bank holding company) must continue to submit the appropriate reports.
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Reports Submission

All FRY-9C, FR Y-9LP and FR Y-9ESfilers are required to submit eectronicdly. A signed
and attested printout of the data submitted must be maintained in the BHCsfiles. The cover page of the
Reserve Bank supplied report forms should be used to fulfill the Sgnature and atestation requirements
and this page should be attached to the printout placed in the bank holding company’sfiles. For the FR
Y-11/Sand FR Y-12 that are not submitted electronically, an origina and two copies (one-sided) of
each completed report must be returned to this bank by mail or messenger by the dates listed below.

Under the Regulatory Reports Monitoring Program, the timeliness of receipt of these reports will
be monitored. Earlier submisson would ad this Bank in reviewing and processing the reports and is
encouraged.

The submission deadline for the FR Y-9C, FR Y-9LP, and FR Y-12 is Tuesday, February 17,
2004. Any FRY-9C, FR Y-9LP, or FR Y-12 reports received after 5:00 p.m. on February 17 will be
consdered late unless postmarked by Thursday, February 12, 2004 or sent by overnight service on
Monday, February 16, 2004. The submission deadline for the FR Y-11/S is Monday, March 1, 2004.
Any reports received after 5:00 p.m. on March 1 will be consdered late unless postmarked by
Thursday, February 26, 2004 or sent by overnight service by Sunday, February 29, 2004.

The submission deadline for the FR Y-9ES is July 31, 2004. ESOPS that have filed Form 5558
with the IRS for an extenson must submit a copy of the form by July 31, 2004 to recelve an extenson to
October 15, 2004 to coincide with the extended IRS deadline.

Submission of initid detaviafacsamile, even if prior to this deadline does not condtitute an officid
filing. Inview of this, please be sure that completed reports are submitted on time to:

Federd Reserve Bank of New Y ork
Statistics Function
Adminidrative Support Staff
33 Liberty Street, 4" Floor
New York, N.Y. 10045

Accounting for Indexed Retirement Plans

BHCs should account for indexed retirement plansin accordance with generaly accepted
accounting principles. BHCs that have agreements with individua employees to provide retirement
benefits often fund the benefit obligation with the proceeds from bank-owned life insurance (BOLI).
Some of these agreements are referred to as indexed retirement plans because retirement benefits are
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based upon the difference between the actua earnings on the BOLI and a predefined index (*excess
soread”). If the agreements with individual employees, taken together, are equivaent to a postretirement
income plan, then FASB Statement No. 87, Employers Accounting for Pensions, governsthe
accounting. Otherwise, each agreement should be accounted for individualy on an accrud basisin
accordance with the terms of the underlying contract as required by the provisions of Accounting
Principles Board Opinion No. 12, Omnibus Opinion, addressing deferred compensation contracts.

Many employee agreements provide for future benefit payments from the excess spread that
accrues before and after retirement on the related BOLI. Opinion No. 12, as amended by FASB
Statement N0.106, requires employer obligations under deferred compensation contracts to be accrued
over the required service periods until the date the employeeisfully digible for the benefits (“full digibility
date'). However, someinditutions have failed to record aliability for the estimated cost of benefit
payments related to the excess spread that the employee will be entitled to receive after retirement. In
addition, some inditutions have failed to accrue the present value of the expected future benefit payments
by the full digibility dete.

Thefalure to record aliability for the postretirement excess spread or to appropriately consider
the impact of vesting provisons on the full eigibility date represents an accounting error. If an inditution
has made an error that is deemed materid, it should make an adjustment to correct this accounting error
and report the effect of the adjustment on retained earnings as of the beginning of the year in Schedule
HI-A, item 2. The effect of the adjustment on earnings since the beginning of the year should be reflected
in the appropriate income statement (Schedule HI) account on ayear-to-date basis. The indtitution aso
should contact its Federal Reserve Bank contact to determine whether prior FR Y-9 reports should be
amended.

Revisonsto the estimated cost of future benefits because of changesin assumptions (eg.,
changesin interest rates) should be accounted for as a change in accounting estimate and not as an
accounting error.

FASB Statement No. 149 and L oan Commitments That Must Be Accounted for as Derivatives

FASB Statement No. 133 Implementation Issue No. C13 provides guidance on the
circumstances in which aloan commitment must be accounted for as derivative. This guidance gppliesto
commitmentsissued before duly 1, 2003. Commitmentsissued after June 30, 2003, are addr essed
by FASB Statement No. 149, Amendment of Statement 133 on Derivative I nstruments and
Hedging Activities. BHCs must follow the guidance in Issue No. C13 and Statement No. 149 for FR
Y -9 reporting purposes.

Issue No. C13, states that loan commitments that relate to the origination or purchase of
mortgage loans that will be held for sdle must be accounted for as derivative instruments in accordance
with Statement No. 133. However, loan commitments that relate to the origination or purchase of
mortgage loans that will be held for investment, i.e., loans for which the BHC or its subsidiaries has the
intent and ability to hold for the foreseeable future or until maturity or payoff, are not consdered
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derivatives. In addition, commitments that relate to the origination of other types of loans (that is, other
than mortgage loans) are not considered derivatives.

FASB Statement No. 149 differs from Issue No. C13. Under Statement No. 149, loan
commitments that relate to the origination of mortgage loans that will be held-for-sde must be accounted
for as derivatives by theissuer of the commitment. Commitments to originate mortgege loans that will be
held for investment purposes and other types of loans are not derivatives. However, for commitmentsto
purchase or sdll exigting loans, the definition of a derivative in Statement No. 133 (see page GL-20 of the
Glossary section of the FR Y-9C ingtructions) should be applied to these commitments to determine
whether they meet this definition and are subject to the provisons of Statement No. 133.

Mortgage loan commitments that must be accounted for as derivatives are considered over-the-
counter written interest rate options. Therefore, because they are derivatives, these commitments should
be excluded from item 1 of Schedule HC-L, Derivative and Off-Balance Sheet Items. Instead, mortgage
loan commitments that are derivatives must be reported on the balance sheet (Schedule HC) at fair vaue.

In addition, the par vaue of the mortgage loans to be acquired under these commitments must be
reported in Schedule HC-L, item 11.d.(1), column A, and in Schedule HC-L,, item 13, column A. The
far vaue of these mortgage loan commitments must be reported in the gppropriate subitem of Schedule
HC-L, item 14.b. Aswritten options, mortgage loan commitments that are derivatives are not covered
by the risk-based capitdl standards. However, if the fair value of these mortgage loan commitmentsis
positive, the pogtive fair vaue is subject to the risk-based capitad standards and must be risk weighted as
an on-balance sheet asst.

The unused portion of loan commitments that are not derivetives should continue to be reported
in Schedule HC-L,, item 1. Unused commitments with an originad maturity exceeding one year are
subject to the risk-based capital standards and must be reported in Schedule HC-R, item 53.

FASB Interpretation No. 46

The FASB issued Interpretation No. 46, Consolidation of Variable Interest Entities. This
interpretation explains how to identify a“variable interest entity” (VIE) (previoudy referred to asa
“gpecid purpose entity”) and how an organization should assessitsinterestsin a VIE to decide whether
to consolidate that entity. VIEs often are created for a sSingle specified purpose, for example, to facilitate
Securitization, leasing, hedging, research and development, and reinsurance.

In generd, aVIE isan entity in which ether the contralling financid interests are not voting
interests or the equity investors do not bear the entity’ sresidual economicrisks. A variableinterestisa
contractua or ownership interest in an entity that changes when the vaue of the entity’ s net assets
changes. An organization that has avariable interest (or a combination of variable interests) that will
absorb amgjority of aVIE's expected lossesif they occur, receive amgority of the entity’ s expected
resdud returnsif they occur, or both, is the “primary beneficiary” of the variable interest entity and must
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consolidateit.

For FR Y-9C and FR Y-11/S purposes, BHCs with variable interests in VIEs created after
January 31, 2003, must apply the provisions of Interpretation No. 46 to those entities. A BHC that isa
public company and has avaridble interest in a VIE created before February 1, 2003, must apply the
provisons of Interpretation No. 46 to that entity no later than the beginning of the first interim or annua
reporting period beginning after December 15, 2003. A BHC that is not a public company but has a
variable interest in aVIE created before February 15, 2003, must apply the provisons of Interpretation
No. 46 to that entity no later than the end of the first annua reporting period beginning after June 15,
2003.

Reporting Asset-Backed Commercial Conduitsin SchedulesHC-L, HC-R, and HC-S

For purposes of Memorandum item 3 of Schedule HC-S, Servicing, Securitization, and Asset
Sde Activities, BHCs mugt report the requested information on credit enhancements and liquidity
facilities provided to asset-backed commercia paper conduits regardless of their accounting trestment
for the conduit. Thus, whether or not a BHC must consolidate the conduit for reporting purposesin
accordance with FASB Interpretation No. 46, the BHC must report its maximum credit exposure arising
from and its unused commitments to conduit structures in Memorandum items 3.aand 3.b, repectively.

The banking agencies have issued an interim find rule that sets forth atemporary risk-based
capital trestment for assets in asset-backed commercid paper conduits that sponsoring bank
organizations are required to consolidate in accordance with Interpretation No. 46. Thisinterim capital
treatment allows sponsoring bank organizations to exclude the consolidated asset-backed commercia
paper program assets from their risk-weighted asset bases when they caculate their risk-based capita
ratios. However, sponsoring bank organizations must continue to hold risk-based capitd againg all
exposures arising in connection with these programs, including direct credit subtitutes, recourse
obligations, resdud interests, long-term liquidity facilities, and loans. Furthermore, any minority interests
in consolidated assat-backed commercid paper programs are not digible for incluson in Tier 1 capita
(or total risk-based capital).

This interim risk-based capitd trestment will be in effect only for the December 31, 2003, and
March 31, 2004, FR Y-9C report dates. In addition, the interim risk-based capital trestment does not
ater the accounting rules for balance sheet consolidation under Interpretation No. 46, nor doesit affect
the denominator of the Tier 1 leverage capitd ratio calculation, which continues to be based primarily on
on-balance sheet assets as reported under generally accepted accounting principles. However, BHCs
should continue to report in the appropriate items of Schedule HC-R any credit enhancements and
liquidity facilities that they provide to the asset-backed commercid paper programs they sponsor.

Under the agencies interim rule, bank organization sponsors of any consolidated asset-backed
commercia paper programs should include the consolidated assets in the appropriate balance sheet asset
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categories when completing items 34 through 43, column A, in Schedule HC-R, Regulatory Capital. The
amounts of these consolidated assets should aso be reported in items 34 through 43, column B, "Items
not Subject to Risk-Weighting." However, sponsoring bank organizations must continue to hold risk-
based capita againgt al exposures arising in connection with these programs, whether or not the
programs are consolidated, including direct credit subgtitutes, recourse obligations, resdud interests,
long-term liquidity facilities, and loans. These exposures should be reported in the appropriate items of
Schedule HC-R. Furthermore, any minority interests in consolidated asset-backed commercia paper
programs are not digible for incluson in Tier 1 capita (or tota risk-based capitd).

For those asset-backed commercia paper programs that a BHC consolidates, any credit
enhancements and liquidity facilities the bank provides to the conduit should not be reported in Schedule
HC-L, Derivatives and Off-Badance Sheet Items. In contrast, for programs that are not consolidated,
the bank should report the credit enhancements and liquidity facilitiesit providesto the programsin the
appropriate items of Schedule HC-L.

Reporting of Trust Preferred Securities

The Federd Reserve is aware that FIN 46 may have implications for how trust preferred
securities are reported on BHCs financid statements. BHCs should continue to follow the pre-Fin 46
reporting of trust preferred securities.

Accordingly, on the FR Y-9C, BHCs should include these securities on Schedule HC-R,
memoranda item 3.b., “Cumulative preferred stock (e.g., trust preferred securities) included and
reported in *Minority interest in consolidated subsidiaries and smilar items,” on Schedule HC.” Any
common equity investiment the organization has made in the trust issuing the preferred securitiesthat is
reported as an asset on the BHC' s FR Y -9C ba ance sheet must be netted from the amount of trust
preferred securities reported in item 3.b.

BHCs should continue to include the trust preferred securities reported in item 3.b. in their tier 1
capital for regulatory capita purposes, subject, together with other cumulative preferred stock, to the 25
percent of tier 1 cgpitd limit. Accordingly, the amounts qudifying for incluson intier 1 capita should be
reported in Schedule HC-R, item 6.

BHCs must disclose on the FR Y-9C “Notes to the Balance Sheet-Other”, the amount of trust
preferred securities that are reported as liabilities in their financid statements prepared according to
generdly accepted accounting principles (GAAP).

Reporting Gains and L osses from Extinguishments of Debt, Including Prepayment Penalties
Until it was rescinded by FASB Statement No. 145 in April 2002, FASB Statement No. 4

required gains and losses from the extinguishment (repayment or retirement) of debt to be aggregated
and, if materid, reported as extraordinary items. Under Statement No. 145, such gains and losses
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should be classfied as extraordinary items only if they meet the criteriain Accounting Principles Board
Opinion No. 30. For FR Y-9C purposes, except for those unusua and infrequent gains and |losses that
quaify as extraordinary, BHCs should aggregate their gains and |osses from the extinguishment of det,
including losses resulting from the payment of prepayment pendties on borrowings such as Federd
Home Loan Bank advances, and consstently report the net amount in item 7.d, "Other noninterest
expense,” of the income statement (Schedule HI). Only if a bank holding company's debt
extinguishments normaly result in net gains over time should the BHC congstently report its net gains
(losses) in Schedule HI, item 5.1, "Other noninterest income.”

In addition, under FASB Emerging Issues Task Force (EITF) Issue No. 96-19, “Debtor’s
Accounting for aModification or Exchange of Debt Instruments,” the accounting for the gain or losson
the modification or exchange of debt depends on whether the origina and the new debt instruments are
subgtantialy different. If they are substantialy different, the transaction is trested as an extinguishment of
debt and the gain or loss on the modification or exchange is reported immediatdy in earnings as
discussed above. If the origind and new debt instruments are not substantiadly different, the gain or loss
on the modification or replacement of the debt is deferred and recognized over time as an adjustment to
the interest expense on the new borrowing. EITF Issue No. 96-19 provides guidance on how to
determine whether the origind and the new debt instruments are subgtantialy different.

Deposit Accountson Which the Interest Rate Has Been Reduced to Zero

Many banking subsidiaries of BHCs offer deposit products, such as money market deposit
accounts or NOW accounts, on which they periodicaly adjust the interest rate paid on the accountsin
response to changes in market interest rates and other factors. If the adjustments on certain deposit
accounts have reduced the interest rate to zero, but the interest rate paid on these accounts can be
increased as market conditions change, the BHC should continue to report the deposits as interest-
bearing accountsin item 13 of Schedule HC, Balance Sheet, and include them in the appropriate deposit
itemsin Schedule HC-K, Quarterly Averages

FASB Interpretation No. 45

In November 2002, the FASB issued Interpretation No. 45, Guarantor’ s Accounting and
Disclosure Requirements for Guarantees, Including Indirect Guarantees of | ndebtedness of
Others. Thisinterpretation clarifiesthat a guarantor is required to recognize, at the inception of a
guarantee, aliability for the fair value of the obligation undertaken in issuing the guarantee. Among the
types of guarantee contracts to which the provisions of Interpretation No. 45 apply are;

financiad standby |etters of credit, and
performance standby letters of credit.

Commercid letters of credit and other loan commitments, and subordinated interestsin
Securitizations, are not guarantees under Interpretation No. 45. BHCs should refer to Interpretation No.
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45 for further information on the types of guarantee contracts to which the interpretation’ sinitia
recognition and measurement provisions do and do not apply.

For financia and performance standby letters of credit and other types of guarantees subject to
the interpretation, when aBHC or its subsdiary issues the guarantee, it must recognize on its balance
shet aliability for that guarantee. In generd, the initid measurement of the liability isthe fair vaue of the
guarantee &t its inception. When aBHC or its subsdiary issues aguarantee in an arm’s length transaction
with a party outsde the consolidated BHC, the ligbility recognized at the inception of the guarantee
should be the premium or fee received or receivable by the guarantor. However, if the BHC or its
subsdiary issues a guarantee for no congderation, the liability recognized at inception should be an
edimate of the guarantee sfair vaue.

In the unusua circumstance where, at the inception of a guarantes, it is probable that aloss has
been incurred and its amount can be reasonably estimated, the ligbility to be initidly recognized for that
guarantee should be the greater of the premium or fee received or recelvable by the guarantor or the
estimated loss from the loss contingency that must be accrued under FASB Statement No. 5,
Accounting for Contingencies.

Interpretation No. 45 does not prescribe a specific account for the guarantor’ s offsetting entry
when it recognizes the liability at the inception of a guarantee because that offsetting entry depends on the
circumgtances. If aBHC or its subsidiary issued a standby letter of credit or other guaranteein a
gtanda one transaction for apremium or fee, the offsetting entry would reflect the consderation the BHC
or its subsidiary received, such as cash, arecelvable, or areduction of adepost liability. In contrast, if
the BHC or its subsidiary recelved no consideration for issuing the guarantee, the offsetting entry would
be to expense.

Theinterpretation does not describe in detail how aBHC s or its subsdiary’ slighility for its
obligations under its guarantees should be measured subsequent to initia recognition. However, the
accounting for fees recelved for issuing standby letters of credit has been, and should continue to be,
governed by FASB Statement No. 91, Accounting for Nonrefundable Fees and Costs Associated
with Originating or Acquiring Loans and Initial Direct Costs of Leases. Under Statement No. 91,
such fees are termed “commitment fees.”

Allowancefor Credit L osses on Off-Balance Sheet Credit Exposures

It has come to our attention that some incons stent trestment was being applied for certain
alowance accounts. The Audit and Accounting Guide — Banks and Savings Institutions, published
by the American Indtitute of Certified Public Accountants, has Sated that credit losses related to off-
ba ance sheet financia instruments should be accrued and reported separately as liabilities “if the
conditions of FASB Statement No. 5 aremet.”  Congstent with this accounting guidance, each BHC
should dso maintain, as a separate liability account, an alowance sufficient to absorb estimated credit
losses associated with off-baance sheet credit instruments.  Off-balance sheet credit instruments include
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off-balance sheet loan commitments, standby letters of credit, and guarantees.

On the FR Y-9C, aBHC must report its "Allowance for credit osses on off-balance sheet credit
exposures’ in item 3 of Schedule HC-G, Other Liabilities, not as part of its "Allowance for loan and
lease losses' in Schedule HC, item 4.c. However, for risk-based capita purposes, the "Allowance for
credit |osses on off-baance sheet credit exposures’ is combined with the " Allowance for loan and lease
losses' and the totd of these two adlowancesisincluded in Tier 2 capitd up to alimit of 1.25 percent of a
BHC's gross risk-weighted assats. For further information on the inclusion of these dlowancesin Tier 2
capital, please refer to the ingtructions for FR Y -9C Schedule HC-R, item 14.

Accderated Filing Deadline

The acceleration of the filing deadline for top-tier FR Y-9C filers has been approved and will
follow the SEC’ s phased-in approach by implementing a 40-day deadline in June 2004 and a 35-day
deadlinein June 2005. The new filing deadlines gpply for the March, June, and September report dates.
The December filing deadline for top-tier FR Y-9C filerswill remain at 45 days after the report date.

The 35-day deadline is defined as“5 business days after the 30" day after the report date” to
dlow timefor integration of bank datain the event that the 30" day falls on aweekend.

The FRY-9LP, FR Y-9SP, FR Y-9ES and al lower-tier BHCsthat file the FR Y-9C are not
subject to the accelerated deadline. The deadline for these reports will remain at 45 days after the report
date.

Edit Checklist

The gaff of this Bank will monitor whether banking organizations are meeting their basic
reporting requirements through the use of “vaidity edits’. Enclosed are the updates to the monitoring
edits. Please note these updates to ensure your ingtitution meets these edit tests. Also, to avoid common
reporting errors, we are now providing alist of edit checks which we perform between the FR Y-9LP
and FR Y -9C reports.

In addition to the vaidity edits, we dso perform qudity edit checks. These qudlity edit checks
are available on the Federd Reserve Banks webste at www.federareserve.gov under “Reporting
Ingructions’.

Electr onic Submission Option

This Bank offers BHCs the option of submitting their FR Y-11/S and FR Y -12 reports
eectronicaly. Any BHC interested in submitting these reports dectronicaly should contact Carolyn
Polite at (212) 720-5415 for information concerning the procedures for eectronic transmisson. BHCs
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choosing to submit these reports dectronically must maintain in their files asgned printout of the data
submitted.

In addition, we now offer distribution of this |etter, report forms, and indtructions viae-mail. If
you are interested in recaiving this eectronicaly, please fax the atached form to Hilda Hyman at (212)
720-2364.

Website
Report forms and instructions for the FR Y-9C, FR Y-OLP, FR Y-9ES, FR Y-11/Sand

FR Y-12 are dso available on the Federa Reserve Board' s web site at www.feder alreserve.gov under
“Reporting Forms’.

Questions regarding these reports should be addressed to Monica Posen at (212) 720-8239.
Questions regarding the capital adequacy guideines should be directed to Dianne Dobbeck in the Policy
and Analysis Department at (212) 720-2610.

Sncerdy,
**Signed by Kenneth P. Lamar**
Kenneth P. Lamar

Vice President
Financid Reports Department



ATTACHMENT 1

Significant Revisonsto the FR Y-9ES for December 2003:

Indructions

1. The Generd Indructions section was reorganized into four main topics. In addition, the eectronic
submission requirement was updated.

2. Reporting indructions for leveraged ESOPS were clarified in Schedules SC, generd schedule
ingructions, Schedule SB, item 15, and the Glossary.

3. Inthe Glossary, the entry for “ Sugpense Shares’ was clarified regarding the reporting of alocated and
unallocated suspense shares.

Significant Revisonsto the FR Y-11/S for December 2003

Indructions

1. TheGenad Indructions were darified to Sate that insurance companies are functiondly regulated and
exempt from filing this report.

2. Theingructionsfor SchedulelS, item 2(b), Schedule IS-A, item 4, and BS, item 18(a) were clarified
to Sate that aspecia purpose subsdiary (trust) should report trust preferred securities as stock and that
the distributions from that specid purpose subsidiary (trust) to the trust preferred stockholders should
be reported as dividends.



