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CORRESPONDENT BANK CONCENTRATION
Management intends to formulate strategic plans and internal risk limits to measure, monitor and control correspondent bank credit quality and risk concentrations.  Management believes controlling correspondent concentration risk is a sound tenant of banking.  
Regulation F Compliance
Regulation F (12 CFR 206) requires a bank to limit its overnight credit exposure to any correspondent bank to no more than 25% of the exposed bank’s total capital unless the correspondent bank can demonstrate it is at least “Adequately Capitalized” as defined by Prompt Corrective Action (PCA) under 12 CFR 6.  Under Regulation F, there are no limitations to any correspondent bank that is either “Well or Adequately Capitalized”.  
Responsibilities
Management is responsible for ensuring the high quality of correspondent banks, measuring and monitoring of concentration risk, and implementing proper internal controls and reporting.  Foremost, management shall maintain compliance with Regulation F.
Management shall also fulfill its responsibilities by addressing the following items:

· Management shall implement procedures for identifying the totality of the banks aggregate credit exposures to correspondent banks and affiliates; 

· Management shall establish prudent correspondent bank credit exposure risk policies, tolerances and procedures; 

· Management shall specify credit assessment ratios to be reviewed on the correspondent bank; 
· Management shall establish ranges or tolerances for each factor being monitored on the correspondent bank;

· Management shall develop plans for managing risks when limits, ranges or tolerances are exceeded; 
· Management shall report correspondent credit exposure information and ratios to the board of directors or its delegated committee on at least a quarterly basis, and more frequently if the correspondent bank is in a distressed condition; 
· Management shall conduct a credit analysis of any correspondent bank before entering into any credit or funding transactions with any correspondent bank; and 
· Management shall perform its own due diligence when buying loan participations or syndications and will not rely on the lead bank credit analysis.  

· Management shall cease buying loan participations or syndications with a correspondent bank that falls below well capitalized guidelines or correspondent banks that enters into a public enforcement action with serious safety and soundness issues.  
 CORRESPONDENT BANK EXPOSURE LIMITS

Correspondent Bank Exposure Limits

Management acknowledges its risk concentration limits need to more restrictive than Regulation F in the current banking and economic climate. Therefore, management will establish prudent credit exposure limitations for all possible correspondent bank capital classifications under Prompt Corrective Action (PCA).  

The limitations are noted as follows and further illustrated within this policy under Schedule of Permitted Exposure Limitations:     

· “Well Capitalized” Correspondent Bank – Maximum of 25% of Tier 1 Capital.   

· “Adequately Capitalized” Correspondent Bank – Maximum of 25% of Tier 1 Capital.

Compliance with Correspondent Bank Exposure Limits
Management acknowledges that with the volume and types of services provided by its correspondent banks, the prescribed exposure threshold may be slightly exceeded on a daily basis and in the normal course of business.  Normal business flow, heavy customer activity and extraneous items may result in volume and activity variances which may be expected or unexpected but unavoidable.  These types of volume and activity variances are permitted by policy; however, management shall return to compliance within a reasonable period of time. Any exposures exceeding the prescribe limits for five (5) or more consecutive days shall be approved by the board of directors or a delegated committee.   
CREDIT EXPOSURE DEFINITION
Credit exposure to a correspondent bank includes all banking transactions with the correspondent bank, equity investments in the correspondent bank and debt instruments issued by the correspondent bank that creates a risk for non-payment or default.  Credit exposure also applies to any affiliates of the correspondent bank, including the correspondent bank’s bank holding company.    
Credit exposure risks to a correspondent bank includes the following transactional accounts:

· Demand Deposit Accounts

· Interest-Bearing Deposit Accounts

· Fed Funds Sold as Principal
· Over Collateralized Portion of Repurchase Agreements

· Under Collateralized Portion of Reverse Repurchase Agreements
Credit exposure risks to a correspondent bank or bank holding company affiliate includes the following equity and debt issuances:

· BHC or Correspondent Bank Common Stock
· BHC or Correspondent Bank Preferred Stock
· BHC or Correspondent Bank Trusted Preferred Securities
· BHC or Correspondent Bank Subordinated Debt 

· BHC or Correspondent Bank Debt 

Note:  All trust preferred securities issued by Independent Bankers Financial Corporation, Irving, Texas (TIB parent bank holding company) are securitized in two ALSECO branded pools and not individually issued to any respondent bank.  The parent company has no outstanding preferred stock or subordinated debt issued to respondent banks.  

Credit exposure risks to a correspondent bank does not include the following:

· FRB Excess Balance Account – Credit exposure is to the Federal Reserve Bank.

· Securities Unrealized Gains – Amounts are immaterial.   
· Safekeeping Custody – Safekeeping is conducted in a fiduciary capacity. 
· The proceeds of checks and other cash items not yet available for withdrawal.  

· Loans to third parties purchased from the correspondent with recourse.

· Loans or obligations of third parties backed by stand-by letters of credit issued by the correspondent.
· Amounts guaranteed under FDIC insurance. 

Note:  DDA accounts at TIB through June 30, 2010, are temporarily guaranteed under the Temporary Asset Guarantee (TAG) program of the TLGP.  The FDIC guarantee is unlimited on DDA through the period noted. 
CREDIT ASSESSMENT RATIOS
The financial condition of correspondent banks shall be assessed using prudent and industry standard assessment ratios.   The Primary Assessment ratios are used to assess overall safety and soundness. These ratios serve as long-term indicators of the correspondent bank’s viability and sustainability.  The Secondary monitoring ratios are used to assess other general banking ratios and are secondary concerns.  These ratios serve as indicators of short-term problems that can be corrected in the normal course of business if proper attention is applied by the correspondent bank management. 
Primary assessment ratios and targets
Tier 1 Leverage Ratio must equal or exceed 5%.   
A regulatory measurement of capital that assesses the correspondent bank’s ability to weather economic downturns, absorb any potential or unexpected losses and access liquidity.   
Tier 1 Risk-Based Capital Ratio must equal or exceed 6%.  
A regulatory measurement of capital adequacy used to measure the correspondent bank’s volume of risk-weighted assets on capital.  
Total Risk-Based Capital Ratio must equal or exceed 10%.   
A regulatory measurement of adequacy based on the correspondent bank’s risk-weighted assets to capital.  The Total Risk-Based Capital Ratio compresses as credit risk becomes more prominent in the correspondent bank.  For example, two banks of equal asset size, but one has a concentration of loans and the other credit-free securities.  The correspondent bank with a concentration of credit loans will have a lower Total Risk-Based Capital Ratio, because it has a higher denominator or higher risk-weighted assets.         
Secondary assessment ratios and targets

Texas Ratio not to exceed 90%.  
The Texas Ratio is an asset quality adequacy measurement which measures the amount of problem assets as a percentage of capital.  The ratio is used widely by bank analysts and banking companies.  The Texas Ratio is calculated by taking loans 90 day past due and still accruing, nonaccrual loans, restructured loans and other real estate owned divided by tier 1 capital plus ALLL reserves.  This ratio serves to measure and monitor problem assets within one ratio making it a valid indicator of asset quality.     

ALLL / Total Loans Ratio of at least 1%.

The ALLL to total loans ratio is an asset quality measurement which shows the correspondent bank’s ability to cover loan losses with allocated reserves.  A low ratio indicates possible provisions need to be made which will hamper earnings.  A high ratio shows good coverage and stabilization of provision expense in the future. 
Return on Average Assets Ratio of Break-Even or better.

The return on average assets ratio is an earnings adequacy measurement which shows the correspondent bank’s ability to be profitable.  A low or negative return on assets is a short-term problem that can be corrected in the normal course of business.  
STATUS INDICATORS AND ACTION PLANS 
Definition of Correspondent Bank Status:
· Pass – Indicates the correspondent bank is operating within all guidelines established by the board of directors in this policy and is in compliance with applicable rules such as Regulation F and Correspondent Concentration Risk.  

· Watch – Indicates the correspondent bank is not in compliance with all credit assessment ratios and/or has a public enforcement action.  The correspondent bank shall be required to provide corrective action plans to be achieved in a reasonable time.  Failure of the correspondent bank to initiate timely correction action will result in a down-graded status. 

· Critical – Indicates the correspondent bank is operating with ratios of less than “well capitalized; “ has operated with non-compliant ratios for an extended period of time without corrective action; or has not provided a satisfactory corrective action plan with 90 days of quarter end.     

· Removal – Indicates the correspondent bank will be removed as a correspondent within 90 days of the determination. 

Correspondent Bank falls below Primary Assessment Ratios:

· Per Regulation F, when a correspondent bank is no longer able to demonstrate it is at least adequately capitalized, the bank shall reduce its credit exposure to 25% of tier 1 capital.  The reduction in credit exposure must occur within 120 days after the date when the current Report of Condition and Income or other relevant report normally would be available per Regulation F.  
· The correspondent bank shall be put on “Critical” status until such time the ratios are corrected.  The correspondent bank, within 90 days of quarter end, shall be required to submit an action plan showing steps being taken to restore primary assessment ratios, including timeframes.
· The correspondent bank shall be considered for “Removal” status by the board of directors or its delegated committee if the correspondent does not demonstrate satisfactory progress toward restoring primary ratios to acceptable levels. 
Correspondent Bank falls below Secondary Assessment Ratios:
· When the correspondent bank falls below one of the secondary assessment ratios, management shall contact the correspondent bank to provide a corrective action plan to be achieved in a reasonable amount of time.  The plan shall be provided within 90 days after the quarter end or the correspondent bank will be moved to “Critical” status.
· When the correspondent bank is below one of the secondary assessment ratios it shall be deemed “Watch” status.  

· When the correspondent bank is below one of the secondary assessment ratios for more than four quarters it shall be deemed “Critical” status.  

· When the correspondent bank fails to provide corrective action after six quarters it shall be considered for “Removal” status, if the correspondent does not demonstrate satisfactory progress toward restoring secondary ratios to acceptable levels. 
CREDIT ASSESSMENT MONITORING 
Frequency

The financial condition of correspondent banks shall be monitored quarterly consistent with regulatory guidance on Correspondent Concentration Risk and Regulation F requirements.  

Source

The financial assessment ratios used for monitoring upstream correspondent banks shall be those published in the Consolidated Reports of Condition and Income (Call Report) and reported in the Uniform Bank Performance Report (UBPR).  Management may also rely on information reported from the correspondent bank as they are federal and state regulated institutions and their information is deemed reliable.  
Timing
The Call Report is due 30 days after a quarter end, and generally available to the public 10 – 15 days after the submission deadline.  Within a reasonable time, but no later than 90 days after a quarter-end, management shall provide financial condition ratios to the board of directors or a delegated committee for review and approval. 
Exempted Institutions

Financial assessment ratios shall be provided on all correspondent banks unless otherwise an exempted institution.  The Federal Reserve Bank and Federal Home Loan Bank system are considered exempt because of their U.S. Government or U.S. Government Sponsored status.  Any other U.S. Governmental organization or U.S. Governmental guarantee program account shall also be considered exempted for purposes of this policy. 
Agency Fed Funds Programs

When the bank uses a correspondent bank agency fed funds program, the correspondent bank shall provide the bank with adequate monitoring and reporting to comply with the Correspondent Concentration Guidance and Regulation F.  
Early Warning Indicators
· Low or declining capital ratios caused by risky asset growth. 

· Low or declining liquidity balances could signal liquidity concerns.
· Low or declining funding balances could signal inability to generate asset liquidity
· Rising or increasing funding cost.
· Significant deterioration in earnings could signal asset quality problems.
· Significant deterioration in asset quality could signal long-term problems.
· Significant deterioration in overall financial condition could signal impairment.
SCHEDULE OF PERMITTED EXPOSURE LIMITATIONS
Regulation F Limitation Schedule
Regulation F (12 CFR 206) requires a bank to limit its overnight credit exposure to any correspondent bank to no more than 25% of the exposed bank’s total capital unless the correspondent bank can demonstrate it is at least “Adequately Capitalized” as defined by Prompt Corrective Action (PCA) under 12 CFR 6.  Otherwise, no limitation exists. 
· The following table illustrates Regulation F limitations:  

	

	Well Capitalized

Minimums
	Adequately Capitalized

Minimums
	Under Capitalized

Minimums
	Significantly

Under Capitalized

Minimums
	Critically Under Capitalized

Minimums

	Tier 1 Leverage

Capital Ratio
	5.0%
	4.0%
	<4.0%
	<3.0%
	2.0%

	Tier 1 Risk-Based Capital Ratio
	6.0%
	4.0%
	<4.0%
	<3.0%
	NA

	Total Risk-Based Capital Ratio
	10.0%
	8.0%
	<8.0%
	<6.0%
	NA

	Regulation F Limitation on Credit Exposure
	No

Limitation
	No

Limitation
	25%
	25%
	25%


Internal Limitation Schedule.  
The bank may (a) accept credit exposure up to the amount of 25% of tier 1 capital in domestic or foreign correspondent banks that are "well capitalized”; (b) limit credit exposure to no more than 25% for “adequately capitalized” banks and (b) eliminate  credit exposure to correspondent banks less than “significantly under capitalized”.   The exposure levels are in affect unless approved otherwise by the board of directors or delegated committee.  
· The following table illustrates the bank’s credit exposure limitations:  

	
	Well Capitalized

Bank
	Adequately Capitalized

Bank
	Under Capitalized

Bank
	Significantly

Under Capitalized

Bank
	Critically Under Capitalized

Bank

	Limitation on Credit Exposure
	25%
	25%
	25%
	25%
	No

Exposure

Allowed


RESOURCES
Proposed Guidance on Correspondent Concentration Risk

Proposed Guidance on Liquidity and Funding Management
Prompt Corrective Action

Regulation F
APPENDIX:  CORRESPONDENT BANK MONITORING REPORT
Bank Information:

	Bank Name:

	TIB-The Independent BankersBank

	Concentration Status:


	Pass, Watch, Critical, Remove

	Correspondent Concentration Target:

	25%

	Regulation F Status:
	Well Capitalized

	Regulation F Restrictions:

	None

	Quarter Ending
	


Enforcement Action or Plans:

	Public Enforcement Actions
	Yes, No

	Correspondent Bank Action Plans
	Yes, None needed


Credit Concentration Exposure:

	DDA

	$0

	MMDA

	$0

	CD’s
	$0

	Less FDIC Insurance
	$250

	Principal FFS
	$0

	Common Stock
	$0

	Other Exposures
	$0

	Total Credit Exposure

	$0

	
	

	Tier 1 Capital
	$0

	Total Concentration Allowed (@25%)
	$0

	Compliance
	YES, NO


Primary Assessment Ratios
	Ratio
	Target
	TIB
	Compliance

	Tier 1 Leverage
	> 5%
	%
	Yes

	Tier 1 RBC
	> 6%
	%
	Yes

	Total RBC
	> 10%
	%
	Yes


Secondary Assessment Ratios

	Ratio
	Target
	TIB
	Compliance

	Texas Ratio
	< 90%
	%
	Yes

	ALLL/Loans
	> 1%
	%
	Yes

	ROAA
	> 0%
	%
	Yes
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