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Impact of Dodd-Frank Act Yet to Be Seen

Source: www.citizenadvisory.com/financial_refor.pdf
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by Congress. (See the chart above.) With the legislation topping out at a whopping 2,319 pages, it may be
some time before the full extent of the bill’s impact on markets and the economy is entirely understood.
The law “is unprecedented in scope and will usher in a new era of financial services regulation,” said Ed
Yingling, president and CEO of the American Bankers Association. In a recent ABA survey, 93 percent
of ABA-member CEOs opposed passage of the act and 98 percent think the bill will increase regulation
of banks their size. For analyses, deadlines and effective dates, and other regulatory reform resources, go

to www.aba.com/RegReform.

Wesbury: Put Your Double-Dip Recession Fears to Rest

Retail sales rose 0.4 percent in August narrowly beating a consensus expected gain of 0.3 percent. Sales
excluding autos increased 0.6 percent, more easily beating a consensus expected gain of 0.3 percent.
Retail sales are up 3.6 percent versus a year ago; sales excluding autos are up 4.8 percent. The rise in
retail sales in August was mainly due to higher spending at grocery stores and gas stations. “If you still
thought a double-dip recession was possible, the retail sales number today should put that to rest,” said
economist Brian Wesbury in his Sept. 14 Data Watch. Read more at
www.ftportfolios.com/Commentary/EconomicResearch/2010/9/14/retail-sales-rose-0.4percent-
inaugust.

Don’t miss the NBA Bank Investment Conference Nov. 4-5 to hear Wesbury in person!



News Briefs From Washington

USDA Starts Funding 502 Backlog

The Agriculture Department’s Rural Development
division this week will begin funding the backlog of
about $1.6 billion in conditional loan commitments
issued after May 26 for its 502 Single Family Housing
Guaranteed Loan Program.

The division has completed interim electronic systems
enhancements that will allow it to move forward on
the funding. The enhancements phased out the old 2
percent fee structure for purchase loan guarantees, and
instituted the new loan guarantee upfront fee of 3.5
percent, which will enable the program to pay for
itself.

“Sufficient funds will be available for all [loan]
requests through the remainder of the fiscal year,”
stated the USDA notice. Read the notice at
www.aba.com/aba/documents/news/Single Family

Notice9810.pdf.

Obama Proposes Tax Breaks for Biz

As expected, President Obama in a speech this week
outlined proposals that would expand and permanently
extend the research and development tax credit that
lapsed in 2009, allow businesses to write 100 percent
of their investments in equipment and plants off their
taxes through 2011, and pump $50 billion into the
economy for highway, rail, airport, and other
infrastructure projects.

The President proposed extending the current tax rates
for households with incomes below $250,000 for
couples and $200,000 for individuals, but said the
nation could not afford to extend tax cuts above those
cutoffs. Obama also called on Congress to pass the
NBA- and ABA-backed small-business lending bill
(H.R. 5297) when it returns next week.

Read more information from the White House at
www.whitehouse.gov/blog/2010/09/08/rebuildingour-
economy-work-middle-class-americans-again.

CALL TO ACTION!

Letters Needed on FASB Proposal
The WBA and ABA are strongly urging bankers to
comment on the Financial Accounting Standards
Board’s plan to require banks to mark all financial
instruments— including loans—at fair value on the
balance sheet. As of Sept. 8, only 77 of the 306 letters
filed on FASB’s Web site were from banks. Learn
how to send a letter, read a sample letter, and get
writing tips at
www.aba.com/Industry+Issues/FASB_advocacyll ht
m. Comments are due Sept. 30. Browse comment
letters on FASB’s site at
www.fasb.org/jsp/FASB/CommentLetter C/Comment
LetterPage& cid=1218220137090&project_id=1810-
100.

Former SEC Chief Accountant
Calls for Fair Value Plan Overhaul

In related news, Conrad Hewitt, former Securities and
Exchange Commission chief accountant, told the
Financial Accounting Standards Board last week that
its proposal to mark all financial instruments to market
should be completely revised to reflect the banking
industry’s current accounting practices, which have
been tested during the past two years.

“An all-inclusive, one-size-fits-all . . . approach of
applying fair value does not provide users and
investors with any benefit to offset the excessive,
additional costs to obtain this information,” Hewitt
said in a comment letter. “The framework for the
banking industry should focus on the nature of the
industry,” he said. The proposal would require all
financial instruments, including loans and certain
liabilities, be reported at fair value (market value) on
the balance sheet, but Hewitt emphasized this is
difficult to do because there “is no organized, daily
transparent, liquid market for core deposits and loans
and mortgages.” The FASB proposal also does not
consider the business strategy of banking institutions,
said Hewitt. He explained that banks generally use a
strategic plan to manage financial assets and liabilities
and this business strategy should be considered. Read
Hewitt’s letter at
www.aba.com/aba/documents/news/HewittLetter9810

-pdf

Source: American Bankers Association



News Briefs From Washington

Advisory Board: Eliminating Credit
Union Tax Exemption an Option

Eliminating the credit union tax exemption is one of
the many tax-reform options listed in the President’s
Economic Recovery Advisory Board’s comprehensive
review of the U.S. tax code released this week.

“Unlike other financial institutions like banks and
thrifts, credit unions do not pay corporate taxes on
their income. This puts them at a competitive
advantage relative to other financial institutions for
tax reasons,” the report said. “Eliminating this
exemption would raise revenue and level the playing
field, but would clearly raise taxes on credit unions.”

Eliminating specific tax expenditures—including the
credit-union tax exemption—would improve
efficiency while simplifying the tax code. It also
would ensure that businesses with similar
characteristics are treated equally, the report said.
The report, among other things, will be submitted to
the bipartisan National Commission on Fiscal
Responsibility and Reform, which is considering ways
to address the nation’s mid-term and long-term fiscal
challenges. Read page 79 of the report at

www.whitehouse.gov/sites/default/files/microsites/PE
RAB Tax Reform Report.pdf.
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FDIC to Move Quickly on Rule to Guide
Resolution of Large Company Failures

The FDIC will move quickly to issue an interim rule
to guide resolutions of systemically important
financial companies on the brink of failure, FDIC
Chairman Sheila Bair said this week during a
regulatory roundtable discussion. The FDIC will
release a rule “fairly quickly, and then we will use that
as the vehicle to solicit more comments,” Bair said.

Bair, Securities & Exchange Commission Chairman
Mary Schapiro, Commodity Futures Trading
Commission Chairman Gary Gensler, and Deputy
Treasury Secretary Neal Wolin were among the
regulators who attended the roundtable discussion on
the Dodd-Frank Act’s resolution authority.
Executives from several large banks also participated.
Some of the issues that will have to be worked out
before the new rules go into effect include the
treatment of creditors and the new “living wills” that
certain firms will provide regulators to serve as
roadmaps if they become financially distressed. Bair
emphasized that taxpayer dollars will not be used.
“There will be no more bailouts. There will be
resolution or bankruptcy and that will be the option,
and if an entity will show they can’t be resolved in an
orderly way they need to be downsized,” she said.

Banking Industry Earned $21.6
Billion in Second Quarter 2010

Banks and savings institutions earned $21.6 billion in
the second quarter, $3.6 billion more than the
previous quarter and $26 billion more than the
industry’s $4.4 billion loss in 2009’s second quarter.
It marked the highest quarterly profit since the third
quarter of 2007. Read the FDIC’s quarterly profile at
www2.fdic.gov/qbp/2010jun/qbp.pdf. Read an
analysis from ABA economist James Chessen at
http://banksandtheeconomy.blogspot.com/2010/08/2q

-results-banking-industry-regaining. html.

Source: American Bankers Association




News Briefs From Washington

President to Appoint Warren as
Special Consumer Bureau Adviser

President Barack Obama reportedly will be
appointing Elizabeth Warren, chair of the
TARP Congressional Oversight Panel, as a
special adviser to oversee the creation of the
Bureau of Consumer Financial Protection.
This would allow Warren to set up the new
agency without having to go through a
potentially contentious confirmation battle
in the Senate. It would not allow her to
issue rules, however, since only the bureau’s
director has that authority. Warren, a
Harvard law professor who proposed the
creation of a consumer agency in 2007,
would report to both the Treasury
Department and the White House in her
advisory role.

Senate Approves Small-
Business Lending Bill

The Senate this week passed the NBA- and
ABA-backed small-business lending bill
(H.R. 5297). The legislation now will go
back to the House, which is expected to take
it up next week. The House passed its
version of the bill on June 17, and it could
consider the Senate-passed bill, its own
legislation, or some other version. The
Senate bill, among other things, would
create a $30 billion fund to provide capital
for banks with assets under $10 billion to
increase their small-business lending. It
also includes provisions that would increase
the SBA 7(a) guarantee program’s
maximum loan size from $2 million to

$5 million, and provide $505 million to
maintain its temporary 90 percent loan
guarantee through Dec. 31. Read an ABA
backgrounder on the legislation at
www.aba.com/aba/documents/news/SmallB
izFundBackgrounder.pdf.

FASB Comment Deadline Nears .

Banks have until Sept. 30 to comment on the Financial
Accounting Standards Board’s plan to require banks to mark all
financial instruments—including loans—at fair value on the
balance sheet. Approximately 115 banks have filed letters. Given
the proposal’s potential impact, more letters to FASB are needed!
Read ABA’s instructions to assist your bank in sending a letter at
www.aba.com/Industry+Issues/FASB+ Letters.htm.

ADA Rules Compliance Date Set for March 15

The Justice Department published its revised Americans with
Disabilities Act (ADA) rules in the Sept. 15 Federal Register,
triggering a general March 15 effective date. The rules impose
new accessibility standards for ATMs, including a requirement
for speech output and tactilely discernable input controls to assist
blind customers. An ABA analysis explains that while new ATMs
will have to conform to the new standards, existing ATMs may or
may not need to be altered to cover new communications-related
requirements, depending on factors such as a bank’s resources
and the cost of a particular measure. The analysis also points out
that the ADA does not require all necessary ATM upgrades be
completed by the effective date; instead, banks must implement a
compliance plan by that date. Read ABA’s analysis at
www.aba.com/aba/documents/news/ADAAnalysisAug2010.pdf.
Read the final rule published in the Federal Register at
http://edocket.access.gpo.gov/2010/pdf/2010-21821.pdf.

EDIC Issues Guidance on Mitigating Risks
Posed by Info Stored on Office Machines

The FDIC issued guidance this week on mitigating the risks
posed by potentially disclosing banks’ sensitive customer
information stored on the hard drives or flash memories of
photocopiers, fax machines, and printers. Financial institutions
should implement written policies and procedures to identify
devices that store digital images of business documents, and
ensure that their hard drives or flash memories are erased,
encrypted, or destroyed before they’re disposed of, returned to
the leasing company, or sold to a third party, the FDIC said.
Read the FDIC’s Financial Institution Letter on the issue at
www.fdic. gov/news/news/financial/2010/£il10056.html.

Source: American Bankers Association




Nearly Half of Bank Customers
Choose Overdraft Protection

Forty-six percent of bank customers in a recent
ABA survey reported they did, or will, opt in to
their bank’s overdraft program, saying they are
willing to pay a fee to cover debit transactions
when their account is overdrawn. Another 49
percent said they did not opt in for overdraft
coverage, and five percent were undecided.

On Aug. 15, new federal regulations went into
effect requiring banks to get permission from
customers before paying debit card overdrafts and
charging a fee for the service. Previously, no
permission was required. Customers who do not
opt in for overdraft protection may have one-time
debit card transactions or ATM withdrawals
declined if their account is overdrawn. The new
rules do not affect checks or automatic bill

payments.

The survey was conducted by Ipsos-Reid, an
independent market research firm, which polled
more than 1,000 adults by telephone on Aug. 14
and 15. Survey respondents were informed of the
recent changes in overdraft rules before being
asked the question.

“These results show that many bank customers
value debit card overdraft protection and are
willing to pay for the service,” said ABA’s Nessa
Feddis. Read more at www.aba.com/Press+Room/

0831100verdraftProtection.htm.

Happy Constitution Day!

Constitution Day
commemorates the
formation and signing of the
U.S. Constitution on Sept.
17, 1787. Here are a few
interesting facts about our
nation’s Constitution.

e The Constitutional
Convention took place in Phlladelphxa from May
to September 1787.

e  The Constitution is four large pages long.
e  Thirty-nine delegates signed the Constitution.

e  James Madison, who went on to become the
fourth president of the United States, helped write
the Constitution.

e The U.S. Constitution is not only the oldest, but
also the shortest constitution in the world.

¢  Excluding the Amendments, the Constitution is
made up of only 4,400 words.

e  Pennsylvania is spelled differently on the original
document than it is today. Four of the delegates
who signed the Constitution were born in Ireland.

e  The Bill of Rights was added to the Constitution
in 1791.

Calculate Health Care Reform Tax Credits

If your institution supplies health care to employees,
here’s a Web site that lets you figure out your tax
credits:
www.thetaxinstitute.com/tax_research_center/health
care. ht ht ml. Use this tool to not only help your bank,
but also help your
commercial customers
understand the potential
financial impacts of the health
care legislation on their
organizations, including the

3 small business health care
premium credit (effective 2010), requirements to
provide coverage for employees (effective 2014),
penalties for not providing coverage (effective 2014),
and excise taxes on high-cost health plans (effective
2018). Read more about these health care provisions at
www.thetaxinstitute.com/tax_research _center/health

care_reform_acts.html.
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HALF OF BANK CUSTOMERS CHOOSE OVERDRAFT PROTECTION
ABA survey shows customers value overdraft service

WASHINGTON — A new survey shows 46 percent of bank customers report they did — or will — opt in to their bank’s
overdraft program, saying they are willing to pay a fee for the service to ensure that debit card transactions will be
approved even if their account is overdrawn. The survey was conducted by Ipsos-Reid, an independent market research
firm, which polled more than 1,000 adults by telephone on August 14 and 15, 2010.

On August 15, 2010, new federal regulations went into effect requiring banks to get permission from customers before
paying debit card overdrafts and charging a fee for the service. Previously, no permission was required. Customers who
do not opt in for overdraft protection may have one-time debit card transactions or ATM withdrawals declined if their
account is overdrawn. The new rules do not affect checks or automatic bill payments.

Survey respondents were informed that banks can no longer charge a fee for covering overdrafts when they use a debit
card unless the customer tells the bank in advance that they want overdraft protection and are willing to pay a fee for the
service. They were also informed that if they did not choose to opt in for overdraft protection, their transactions could be
denied if their account was overdrawn. They were then asked whether, based on that knowledge, they will choose - or did

choose - to have overdraft protection.

The results showed:
e 46 percent of bank customers said they did — or will — opt in for overdraft coverage;
e 49 percent of bank customers said they did not opt in for overdraft coverage;
e Five percent of bank customers did not know or were unsure of their decision.

The margin of error was plus or minus three percent.

"These results show that many bank customers value debit card overdraft protection and are willing to pay for the
service,” said Nessa Feddis, ABA vice president and retail banking expert. “They are now in the driver's seat and control

the way their accounts are managed.”

METHODOLOGY: For the survey, a nationally representative sample of 1,010 randomly-selected adults aged 18 and over residing in
the U.S. was interviewed by telephone via Ipsos’ U.S. Telephone Express omnibus. With a sample of this size, the results are
considered accurate within £3.1 percentage points, 19 times out of 20, of what they would have been had the entire population of adults
in the U.S. been polled. The margin of error will be larger within regions and for other sub-groupings of the survey population. These
data were weighted to ensure the sample’s regional and age/gender composition reflects that of the actual U.S. population according to
data from the U.S. Census Bureau.

The American Bankers Association represents banks of all sizes and charters and is the voice for the nation’s $13 trillion
banking industry and its two million employees. Learn more at aba.com.



SERVING BANKERS FOR OVER 100 YEARS'!
EXPERIENCE...There is no substitute!

ANY LOSS PREVENTED IS ADDITIONAL PROFIT FOR YOUR BANK

SECURITY OFFICER’S BY-WORD

Donald M. Towle
President

Watch Your Liability

It is always important for the bank to limit
its legal liability whenever possible. There
is no reason for any bank to obligate itself
for anything which can and should be
avoided.

One way to eliminate a legal liability is for
the bank to use PERSONAL Money Orders
rather than Bank Money Orders. There is a
need for the bank to have the ability to issue
Cashier's Checks. But banks should never
issue Bank Money Orders or Cashier's
Checks when they could just as well issue
PERSONAL Money Orders.

A Bank Money Order is legally the same
as a Cashier's Check. That is, it is a bill of
exchange or draft drawn by the bank on the
bank and is legally accepted by the act of
issuance. A bank may not stop payment on
its Cashier's Checks or Bank Money Orders.
A dishonest officer or employee who is
authorized to sign a Cashier's Check or
Bank Money Order on behalf of the bank
can issue them in such numbers and
amounts that all of the bank’s capital and
the entire personal wealth of all the
directors must be paid to honor the
Cashier’s Checks or Bank Money Orders.

PERSONAL Money Orders are entirely
different legal instruments. A PERSONAL
Money Order is not signed by or on behalf
of the bank. It is similar to an ordinary
check in that the PERSONAL Money
Order is issued with unfilled blanks for the
name of the payee, the date and the

signature of the purchaser. Only the
amount is filled out at the time of issue and
that is usually done by a checkwriter
impression. A PERSONAL Money Order
is a one-time, one-check checking account.
A customer may stop payment on a
PERSONAL Money Order. It is safe and
convenient means of remitting funds by a
person who does not have a checking
account.

The real advantage to the bank is that a
PERSONAL Money Order is not an
obligation of the bank. The bank may
refuse payment for the proper reasons. The
bank’s only obligation is to pay the
PERSONAL Money Order if payment has
not been stopped and if it was purchased
with honest and valid funds.

We recommend that banks use
PERSONAL Money Orders in all cases in
which a Cashier's Check is not required to
fulfill the customers needs. All tellers can
issue PERSONAL Money Orders. All
Cashier’s Checks should require two
authorized signatures and the number of
bank officers and employees who are
authorized to sign Cashier’s Checks should
be strictly limited.

NOTE: The Uniform Commercial Code
has been changed so that payment can now
be refused on a Cashier’s Check, but only
after 90 days and in compliance with UCC
3-312.

The Kansas Bankers Surety Company

Serving the Heartland of America Since 1909
Phone (785) 228-0000
P.O. Box 1654, Topeka, Kansas 66601-1654

RATED A++ (SUPERIOR) by A.M. Best



BANCINSURE®

Take a Close Look at Loan Participations
by Van Butler

Assistant Claims Manager, Bancinsure, Inc.

Loan participations can be a useful tool in banking whether buying or selling them. Selling loan participations allows a
bank to service customers with larger credit needs than it could otherwise handle. Buying loan participations provides a
bank a profitable investment alternative and allows a bank to diversify its credit exposure.

At one time, loan participations were pretty well limited to large loans by large correspondent banks to national firms
with very sound credit ratings. The loans would then be participated to the down-stream correspondent banks. The
participations were purchased with a minimal amount of analysis. Loan participations are no longer limited to this
arrangement. Community banks are now originating loans that are participated to other community banks.

Many of the loan participations involve large real estate developments. With the collapse of the real estate market and
the down turn in the economy, some of these developments have experienced severe difficulties. Lawsuits are resulting
from these difficulties. What's new is for the first time we are seeing suits involving the participating banks.
Participating banks are being sued by the borrowers instead of the lead bank alone and participating banks are filing
suits against the lead banks.

The allegations against the participating banks are generally the same as the allegations against the lead bank and are
typical lender liability type claims. We have also seen cases where participating banks sued the lead bank. The
allegations in these instances have included inadequate underwriting, misrepresentation, fraud, inadequate or
misleading disclosures and failure to adhere to the participation agreement among others.

There may be coverage available for claims involving loan participation disputes under Bancinsure’s Extended
Professional Liability Policy, but it is dependent on the facts and allegations of the case and the coverage purchased.

For the reasons discussed above, no longer can loan participation arrangements be entered into with little thought or
analysis. Whether selling or buying participations, great care should be exercised to avoid or at least minimize potential
problems.

Management of banks originating loans that will be participated should be sure to conduct a thorough analysis of the
credit worthiness of the potential borrower, value of any collateral and viability of the project being financed. They
should also carefully draft loan documents and participation agreements, involving bank counsel, if necessary. They
should choose the banks they are willing to sale participations to carefully. Generally a financially troubled institution is
more likely to sue over a failed participation loan than one that is not financially troubled. FlnaIIy, they should keep
participating banks fully informed of the status of the loan.

Management of banks purchasing loan participations has their own set of duties to properly fulfill their responsibilities.
First they should carefully choose from whom they purchase participations. Problems in a troubled lead bank can quickly
flow down stream to the participating banks. Banks should not rely on the lead bank’s credit analysis, but conduct their
own analysis and due diligence. They should carefully read and understand the loan participation agreement. They
should closely monitor the performance of the participation purchased and inquire of the lead bank if payments are not
being received in a timely fashion.

The purpose of this article is not to dissuade any one from selling or buying loan participations, but to alert you to the
changing environment in which we live.



Banclnsure has become a leading writer of Financial Institution Bonds and Extended Professional Liability Insurance
Policies in the United States by providing a sound, stable market, excellent service and fair claims service. If you would
like to learn more about Bancinsure coverages, please contact your Bancinsure marketing representative

For more information on Banclnsure’s Extended Professional Liability or any other Bancinsure product or service, please
contact BANCSERVE: Tempi Ruth, Sales Director, 800-541-5126. Or, contact Bancinsure directly at 800.682.1630 x731,
www.bancinsure.com.

About Bancinsure

As a full-line independent insurer specific to financial institutions, Bancinsure's understanding of financial institutions
and their intricate operations is unmatched in the marketplace. This translates to extraordinary value through complete
risk mitigation and risk management solutions. Headquartered in Oklahoma City, Bancinsure holds an A- (Excellent) with
a stable outlook A.M. Best rating, and has proudly earned an industry leading 25% market share. The Company is
endorsed by eighteen banking organizations and is licensed in 48 states.
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ABA SURVEY: MOST CONSUMERS AVOID OVERDRAFT FEES

WASHINGTON — Most bank customers don'’t pay overdraft fees, according to a new survey released by
the American Bankers Association. According to the survey, 77 percent of consumers said they did not
pay any overdraft fees in the previous 12 months, while 21 percent said they paid one or more. Two
percent said they did not know whether they paid an overdraft fee. The annual survey of 1,000
consumers was conducted for ABA by Ipsos-Reid, an independent market research firm, on August 14
and 15, 2010.

Of the 21 percent who said they did pay an overdraft fee in the previous twelve months, most said they
paid only one or two. (see chart)

“The majority of consumers continue to avoid paying overdraft fees despite current economic conditions,”
said Nessa Feddis, ABA senior federal counsel and retail banking expert. “This is good news and a sign
that most consumers are managing their personal finances well.”

Additionally, the majority of consumers who did pay an overdraft fee in the previous 12 months said they
were glad the payment was covered (69%). Twenty-nine percent said they wished the bank had refused
the payment. (see chart)

“Customers can avoid overdraft fees by keeping track of their balances, keeping extra money in their
account as a pad, or by linking checking accounts to savings accounts, credit cards, or overdraft lines of
credit,” Feddis said.

ABA offers the following tips to help consumers avoid paying overdrawing their account:
1. Use direct deposit for your paycheck. You will have access to your paycheck immediately.

2. Keep track of your balance and transactions and don’t forget about automatic payments.
Track balances and transactions online, by phone, or at an ATM. Keep in mind that your balance
may not reflect transactions you authorized that haven't reached or been processed by your
bank.

3. Keep a “pad” or cushion of money in your checking account just to be safe.

4. Link your checking account to a savings account or credit card. These are usually less
expensive alternatives, but remember: credit cards have to be paid back on time and money is
not automatically put back into your savings account when you deposit more money into your
checking account.

5. Ask your bank for an overdraft line of credit that will cover you if you overdraw your account.
Just be sure to pay it back as soon as you get the bill.

6. Sign up for automatic notification when your balance drops below a certain level. You may
be able to get notified by text message or email.

7. Shop around. If your bank doesn’t offer the services you would like, or charges too much for
overdrafts, change banks. Thousands of banks are competing for your business.



Have you paid an overdraft fee in the past 12
months?

If yes, how many overdraft fees have you
paid in the past 12 months? Would you say:

One |
Three . |
Four [
Five
Six to 10
Morethan 10
Don't Know/Not Sure

0% 10% 20% 30% 40%

*Asked only of those who have paid an overdraft fee in the past 12 months
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Did the bank cover your check, debit card or
other payment that caused the overdraft fee?

No. 30%
Yes, 67%

Don't
Know/Not

Sure, 3%

*Asked only of those who have paid an overdraft fee in the past 12 months

B e ey e e o e 1

Since the bank covered your overdraft, would
you say:

have preferred
You were glad the bank
the payment returned or
was covered declined the
69% payment
29%
Don't
Know/Not
Sure
2%

*Asked only of those who answered yes, the bank covered the payment that caused the overdraft,
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METHODOLOGY: For the survey, a nationally representative sample of 1,010 randomly-selected adults
aged 18 and over residing in the U.S. was interviewed by telephone via Ipsos’ U.S. Telephone Express
omnibus. With a sample of this size, the results are considered accurate within +3.1 percentage points,
19 times out of 20, of what they would have been had the entire population of adults in the U.S. been
polied. The margin of error will be larger within regions and for other sub-groupings of the survey
population. These data were weighted to ensure the sample's regional and age/gender composition
reflects that of the actual U.S. population according to data from the U.S. Census Bureau.

The American Bankers Association represents banks of all sizes and charters and is the voice for the
nation’s $13 trillion banking industry and its two million employees. Learn more at aba.com.



2010 WBA BankPac Is
just kicking off!
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The 2010 WBA BankPac campaign is just kicking off. To date 135 individuals from 38 banks & branches
have contributed $16,660 to the current campaign. The following is a list of WBA members and their banks
who have contributed as of September 7, 2010.

Bankers

Stephanie Amold, Bank of Commerce, Rawlins
Elva Bach, Hilltop National Bank, Caspe

‘W.N. Bamard, Hilitop National Bank, Casper
John Barto, Bank of Commerce, Rawlins

Thomas Bass, American National Bank, Cheyenne
George Benson, Hilltop National Bank, Casper
Ted Bentley, First State Bank, Torrington
Michael Blodnick, Glacier B: P, Inc., Kailspell, MT
Michael Bohl, Wyoming Bank & Trust, Cheyenne
Richard Bratton, Jonah Bank of Wyoming, Casper
Harold Brethour, Platte Valley Bank, Torrington
Jeff Brown, First State Bank, Wheatland

Kermit Brown, Wyoming State Bank, Laramie
Paul Brunkhorst, Bank of Buffalo, Buffalo

Cary Brus, Jonah Bank of Wyoming, Casper
Susan Bulgrin, Security First Bank, Laramie
Jennifer Burns, First State Bank, Wheatland
Beverly Burroughs, First State Bank, Torrington
Cathy Carson, Hilltop National Bu\k Casper

Bill Chandler, Bank of C: "

Leo Chaf Bank of C ce, Rawl

Sam Clark, Wyoming State Bank, Laramie
Bamey Conway, Bank of Commerce, Rawlins
Cody Cox, First State Bank, Torrington

Holly Crowley, First State Bank, Wheatland
Gary Crum, Wyoming State Bank, Laramie

Mike Daly, First State Bank, Wheatland

Tammy Daly, First State Bank, Wheatland

Randy Dancliff, Wyoming State Bank, Cheyenne
Elizabeth Davis, Hilltop National Bank, Casper
Kim DeVore, Jonah Bank of Wyoming, Cheyenne
James Durfee, Sundance State Bank, Sundance
Trudy Durfee, Sundance State Bank, Sundance
Philip Ellis, Oregon Trail Bank, Chugwater
James Eng , Bank of C

Scott Estep, Wyoming National Bank, Lander
Steve Feagler, First State Bank, Torrington
Thomas Flaherty, Platte Valley Bank, Torrington
Copper France, Bank of Commerce, Rawlins
Sherrod France, Bank of Commerce, Rawlins
Michael Frisbey, Oregon Trail Bank, Guernsey
Mike Galovich, Bank of Casper, Casper

Jerry Gebhart, First State Bank, Wheatland
Michael Geesey. Cheyenne

Kelth Geis, Platte Valley Bank, Wheatland
Robert Godfrey, Wyoming State Bank, Cheyenne
Ryan Gross, The Bank of Gillette, Gillette
Catherine Guschewsky, Wyoming National Bank, Lander
Joe Guth, Platte Valley Bank, Torrington

B dene Halle, S y First Bank, Chey

Jay Hammond, The Lusk State Bank, Lusk

Gary Havens, Bank of Buffalo, Buffalo

Bruce Hellbaum, First State Bank, Wheatland
Jean Herbert, Bank of Commerce, Rawlins

Dan Hilg p, Wy g State Bank, L i
Raymond A. Holt, First National Bank, Buffalo

Bill Huppert, First Interstate Bank, Sheridan
Morgan Jamerman, First State Bank, Wheatland
Dick Jay, Jonah Bank of Wyoming, Casper

Mark Jespersen, First State Bank, Wheatland
Dan Johnson, Bank of Gillette, Gillette

Danelle Johnson, Jonah Bank onyoming. Cupar

Dave Joh ‘Wyoming Banl Y
erk]ohmon Kansas Bankers Surety 'l‘opaka
Cheryt Joh Wyoming Chey

Barbara Jones, First State Bank, Wheatland

Gregg Jones, Jonah Bank of Wyoming, Cheyenne
LeaAnn Jones, Sundance State Bank, Sundance
Roger Jones, Sundance State Bank, Sundance

John Jorgensen, Hilltop National Bank, Casper
Carolyn Kaiser, Bank of Buffalo, Buffalo

Craig Kerrigan, Oregon Trail Bank, Guernsey
Larry King, Hilltop Naticnal Bank, Casper

Archie Kirsch, Bank of Commerce, Rawlins

Bart Langemeier, Bank of Red Lodge, Red Lodge, MT
John Linton, Wyoming National Bank, Riverton
Steven Lovas, US Bank, Cheyenne

R. Stanley Lowe, Hilltop National Bank, Casper
Nancy Lubeck, First State Bank, Wheatland

Cynthia Mable, Jonah Bank of Wyoming, Cheyenne

Jeff Marsh, Platte Valley Bank, Torrington

John Martin, Jonah Bank of Wyoming, Casper
Georgann Martinez, First State Bank, Wheatland
Rick Mason, Jonah Bank of Wyoming, Casper

Mike Matthews, Wells Fargo Bank of Wyoming, Jacksan
Robert McBride, First National Bank of Buffalo, Buffalo
Scott McBride, First National Bank of Buffalo, Buffalo
Dean McKee, Wyoming National Bank, Lander

Mick McMurry, Jonah Bank of Wyoming, Casper
Sally Minihan-Ayers, Hilltop National Bank, Casper
Susan Moens, Jonah Bank of Wyoming, Casper
Daniel Moline, Wyoming National Bank, Riverton
Doug Morstad, Hilltop National Bank, Casper
Pamela Mosser, Security First Bank, Cheyenne
Leonard Nack, First State Bank of Newcastle, Newcastle
Denise Newell, Security First Bank, Cheyenne

Ruby Ogden, Bank of Comumerce, Rawlins

Mary Penland, Bank of Commerce, Rawlins

Todd Peterson, Pinnacle Bank, Torrington

Chris Potter, Hilltop National Bank, Casper

Tracy Preuit, First State Bank, Wheatland

Regina Rentfro, Bank of Commerce, Rawlins
‘Williams Rogers, Jonah Bank of Wyoming, Casper
Shelly Rosacker, Bank of Commerce, Rawlins
Clifford Root, Wyoming National Bank, Riverton
Danny Runner, The Rawlins National Bank, Saratoga
Charles Ruwart [II, Oregon Trail Bank, Guernsey
Ryan Schilreff, First Nati Bank, Torri

Leonard Scoleri, Oregon Trail Bank, Guernsey
Charles Shopp, Hilltop National Bank, Casper

Kent Shurtleff, Wyoming National Bank, Riverton
Derrick Sisson, First State Bank, Wheatland

Kelly Sittner, First State Bank, Torrington

Mike Smith, Sund State Bank,

Colieen Stratton, Bank of Commerce, Rawlins

John Sullivan, First State Bank of Newcastle, Newcastle
R.L. Sutter, Hilltop National Bank, Casper

Vance Sprschar. Hilltop National Bu\k, Casper
Mary k Wyoming N: Bank, Riverton
Nedalyn 'l‘estolm, Oregon Trail Bank, Chugwater
Bill Thormpson, Jonah Bank of Wyoming, Casper
Duane Toro, Wyoming State Bank, Laramie

David L. True, Hilitop National Bank, Casper

H.A. True, Hilltop National Bank, Casper

Jack Turneli, 1% National Bank & Trust, Powell

N.P. Van Maren, Hilltop National Bank, Casper

Ron Van Voast, Security First Bank, Cheyenne

Jeff Wallace, Wyoming Bank & Trust, Cheyenne
Robin Wallingford, Jonah Bank of Wyoming, Casper
Roger Wagner, Hilltop National Bank, Casper

Mike Williams, Jonah Bank of Wyoming, Cheyenne
Carol Wilson, Hilltop National Bank, Casper

Lesli Wright, Hilltop National Bank, Casper

Ron Wright, Platte Valley Bank, Casper

Mark Zaback, Jonah Bank of Wyoming, Casper

Banks

l" Nlﬁoml Bank & Trust, Powell

tional Bank, Chey
Bank of Buffalo, Buffalo, Casper, Gillette
Bank of Commerce, Rawlins
Bank of Red Lodge, Red Lodge, MT
First Interstate Bank, Sheridan, Wyoming
First National Bank, Torrington, Buffalo
First National Bank of Buffalo, Buffalo
First State Bank of Newcastle, Newcastle
First State Bank, Torrington, Wheatland
Glacier Bancorp, Inc., Kailspell, MT
Hilltop National Bank, Casper
Jonah Bank of Wyoming, Casper, Cheyenne
Oregon Trail Bank, Guemsey, Chugwater
Pinnacle Bank, Torrington
Platte Valley Bank, Casper, Torrington, Wheatland
Security First Bank, Laramie, Cheyenne
Sundance State Bank, Sundance
The Lusk State Bank, Lusk
The Rawlins National Bank, Saratoga
US Bank, Cheyenne
U.S. Bancorp, Minneapolis, MN
Wells l"lrgo Bmk of Wyommg, Jackson
Wy ciation, Cheyenne
Wyoming Bank & Trust, Cheyenne
‘Wyoming National Bank, Lander, Riverton
‘Wyoming State Bank, Cheyenne, Laramie

WBA Bank Pac is the nonpartisan political action committee of the Wyoming Bankers Al are voiuntary. no form of coerclon may be used to solicit a contribution. No employee will be favored, disadvantaged, or retaliated against based on their contribution
amount or their decision not to A isonlya Corporate are C to WBA BankPac sre not deductible for state or federaiincome tax purposes. Federal Law requires political action committeas to obtain written
authorization to solicit and to use best efforts ta report the name, malling address, occupation, and name of employer for each Individuai whose contributions aggregate an excess of $200 In its calendar year, State law requires potitical action committees to use best efforts to report the name,
maiiing address, occupation, and name of employer for each individual whose contributions aggregate an excess of $100 In a reporting period.
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September 2, 2010

Senator Alan Simpson

Mr. Erskine Bowles

National Commission on Fiscal Responsibility and Reform
1650 Pennsylvania Avenue, NW

Washington, DC 20504

Dear Senator Simpson and Mr. Bowles:

As the Commission identifies policies to improve the fiscal situation of the United States, the
American Bankers Association (ABA)1 recommends that the Commission review the tax status
of the credit union industry. Today the credit union industry operates increasingly like a tax free
banking system. The credit union industry has dramatically changed from the days when
granting credit unions tax free status might have made policy sense. It has never made fiscal
sense. The recent changes in the nature of the credit union industry make a re-examination of the
industry’s tax status appropriate.

The President’s Economic Recovery Advisory Board on August 27 listed the elimination of the
credit union tax exemption as one possible option to consider in reforming the U.S. tax code.
“Unlike other financial institutions like banks and thrifts, credit unions do not pay corporate
taxes on their income. This puts them at a competitive advantage relative to other financial
institutions for tax reasons,” the report said. “Eliminating this exemption would raise revenue
and level the playing field, but would clearly raise taxes on credit unions.”?

Today, many credit unions have evolved into full service financial institutions serving the
general public, as their fields of membership have been liberalized and the scope of their
businesses have been expanded. The credit union industry is currently lobbying Congress to be
given virtually unlimited authority to make business loans, in effect providing tax subsidized
loans to entities that have no need for the subsidy. Today’s credit unions are a far cry from the
small, traditional credit unions that served distinct groups of “people of small means™ that
Congress sought to assist when it provided tax subsidies to credit unions in the 1930s. More than
165 credit unions have more than $1 billion in assets each, and the industry on the whole is on a
path to reach $1 trillion in assets within the next few years.

Many of these non-traditional credit unions offer not only deposit and savings accounts, but also
business loans, trust and asset management services, investment products (e.g., insurance and

! The American Bankers Association represents banks of all sizes and charters and is the voice for the nation’s $13
trillion banking industry and its two million employees. ABA’s extensive resources enhance the success of the
nation’s banks and strengthen America’s economy and communities. The banking industry this decade alone has
?aid more than $450 billion in taxes.

The President’s Economic Recovery Advisory Board, The Report on Tax Reform Options: Simplification,
Compliance, and Corporate Taxation. (August 2010) p. 79.
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securities), auto lending, credit cards, home mortgages, and even pet insurance. In nearly all
respects, these institutions are indistingnishable from other taxpaying financial services providers
in the marketplace. In fact, in October of 2003, the Government Accountability Office
concluded that credit unions were less likely to serve low- and moderate-income households than
banks were.

In light of these changes, ABA encourages the Commission to review the credit union industry’s
tax status, particularly with respect to those credit unions that have diversified to the point that
they bear no resemblance to the traditional credit unions Congress envisioned to be worthy of
preferred tax status.

As an intermediate step, bank-like credit unions could be required to become taxpaying entities
by converting to a mutual thrift charter. This process of conversion should be simplified and
encouraged. Bank-like credit unions that refuse to convert to a mutual savings bank charter
should be required to return to their core charter, thereby minimizing the tax expenditure and
refocusing on the purposes for which their tax advantages were given.

Thank you for your work in this important area.
Sincerely,

o

Edward L. Yingli




HUNTON&
WILLIAMS

The State of Banking 2010 — The Regulatory
Vise Continues to Tighten

By: Peter G. Weinstock’

This client alert discusses changes in the regulatory environment and, in particular, the
nature of examinations as the pendulum continues its outward arc toward further regulatory
tightening.

Regulatory Cycle. Bankers whose institutions have increasing levels of OREO
oftentimes feel that this is a negative benchmark that will be held against them by examiners. In
reality, rising levels of OREO can be an indicator that the financial institution’s condition has
touched bottom and that it is entering into the recovery stage of the regulatory cycle.

The concept of the regulatory cycle is not new, but it is worth considering anew because
of the significance it has for pushing back against over-exuberant examinations. In stage one of
the regulatory cycle, all asset quality indicators show deterioration. Past-due loans are
increasing, classified loans are increasing, and provisions to the allowance for loan losses
(ALLL) are on the rise. There are no, or little, problem assets that are moving off the balance
sheet. There is very little OREO on the balance sheet.

In stage two of the regulatory cycle, the balance sheet is much more fluid. The financial
institution is getting tougher with borrowers. Those borrowers who are unwilling to bring new
collateral to the table or guarantors who are unwilling to step up to the plate are shown very little
latitude. The effect of this get-tough approach is that customers move their classified loans from
the financial institution if they can do so. The loans that had deteriorated in stage one have
become OREO in some cases and some of that OREO has been sold. Nonetheless, past-due
loans are still elevated with the result that newly classified assets continue to be identified. In
stage two, the newly classified assets may equal or exceed the assets that have been removed
from the balance sheet. We can argue whether this get-tough approach with borrowers is the
correct economic policy, but it does not matter. Even for financial institutions that traditionally
have bent over backwards to help their customers in the customer’s time of need will be forced
by regulatory enforcement action to draw the line. Provisions to the ALLL are escalating as
bankers continually need to refill their ALLL to account for losses and to adjust for changes in

! Peter Weinstock is practice group leader of the financial institutions corporate and regulatory section of
Hunton & Williams LLP. Mr. Weinstock writes and speaks frequently on topics of interest to community bankers.
You may contact him at (214) 468-3395 or pweinstock@hunton.com.

Hunton & Williams LLP
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their recent loss history. From a regulator’s perspective, stage two shows a financial institution
that is continuing to decline. It has not reached the bottom of the barrel.

In stage three, OREO represents higher and higher percentages of overall classified
assets. The classified assets increasingly represent the intractable cases, such as OREO that is
raw land, borrowers in bankruptcy, and real estate development projects that continue to need to
be fed to reach completion because there simply is more value to the completed projected than to
cutting off the borrower in mid-stream. The good news is that loans 30-89 days past due as a
percentage have dropped appreciably. For some financial institutions, the 30-89 past-due ratio
may constitute a five-year low. The level of substandard loans has stabilized and is actually
heading downward. If the financial institution has sufficient capital to absorb the losses inherent
in its portfolio, the financial institution will have survived the calamity. It may take a number of
years to work through it all, but the financial institution will make it.

The regulators recognize the importance of the OREO and past-due loan trends.
Although they may not think of it in terms of the three stages of the regulatory cycle, when
pointed out to them, they will acknowledge it. It is important for bankers to understand where
they are in the regulatory cycle. If the banker, in good conscience, can make the argument that
the financial institution has reached stage three, then they should use that information to push
back against regulatory excesses.

Cash Flow Coverage. For bankers who thought 2009 was as hostile an examination
environment as they have ever experienced, 2010 may offer its own unpleasant surprises. Last
year, examiners wielded the Case-Shiller analysis on real estate values to demand write-downs of
loans dependent upon real estate collateral for payment. Although there still may be some
deterioration in values now, the new battlefield is cash flow coverage.

The one-to-one ratio has become a bright line. For loans with coverage of less than that,
a substandard grade at best will apply. The examiners do not take a financial institution’s
analysis of cash flow coverage at face value. Instead, they will evaluate whether the loan is
appropriately structured. For instance, if an examiner believed a loan should have been
structured as a 10-year credit, but the financial institution structured it as a 25-year loan, the
examiner may recast the loan as a 10-year loan, recalculate what the coverage ratio needed
would have been, and then classified the loan based on this lack of coverage. If the financial
institution failed to classify that loan, then the financial institution’s loan grading system is
deemed suspect.

What this means for bankers is that they must put even more emphasis on guarantees. In
2010, the battlefield has extended to global cash flow of the guarantors. If bankers do not have
the information to assess a guarantor’s cash flow obligations on a global basis, then the guarantee
is deemed not to provide support or add cash flow coverage analysis. The key is the information.
Strong guarantors who have traditionally attempted to provide bankers with as little information
as possible need to be educated that they are working against themselves. If the loan becomes
classified, banker flexibility is much more limited. Thus, the guarantor needs to work with the
financial institution to put together its own global cash flow analysis and financial statements.
Current information is critical.

Loan Impairment, the Texas Ratio and the Coverage Ratio. The regulators, certainly
examiners for the FDIC, tend to think in terms of one main question: Will the financial

2-
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institution fail or not? Along those lines, the examiners focus on impairment. Is the financial
institution correctly calculating its impairment on loans and thus its ALLL? If not, then there are
other losses inherent in the portfolio beyond what the examiners observed during visitations or
examinations and may be other problems lurking. The regulators will show much less tolerance
and demonstrate much less of a willingness to work with a financial institution that has such
issues.

If the financial institution, however, is correctly grading its credits and its ALLL is
adequate (including the 2009’s buzzwords, it is “directionally consistent”), then the regulators
will show some flexibility. The regulatory incentive is still to overcorrect and be overly hard on
a financial institution. After all, no one has ever lost his job for insisting on stronger
enforcement action than what a financial institution thought was reasonable.

An indication that the financial institution is not going to fail is the divergence between
the Texas ratio and the coverage ratio. The Texas ratio is nonaccrual loans and OREO divided
by gross capital funds (capital and ALLL). The Texas ratio was used in the 1980s and early
1990s as an indicator of the likelihood that a financial institution may fail because NPAs are
disclosed publicly in a Call Report — third parties could get the information to run the ratio. The
coverage ratio is classified assets divided by gross capital funds. Because of the regulatory
pressure to classify assets, bankers have said that in their examinations, examiners move a
significant number of loans that are OAEM to the substandard category. Many substandard
loans are generally very well secured. The effect is often that the financial institution will not
have any loss on those loans. As a result, the coverage ratio will become elevated, and may even
skyrocket, but the Texas ratio will be significantly lower. Some financial institutions will have
Texas ratios that are one-third or one-quarter of their coverage ratio.

For a financial institution that appropriately grades its papers, there is an extraordinary
divergence between what the regulators believe is the appropriate CAMELS rating and
administrative action, if any, and what the bankers believe is reasonable. To the regulators, a
financial institution that is subject to an MOU and maintains a CAMELS-3 rating should be
happy (or at least not distraught). After all, the problem bank list (list of 4- and 5-rated banks)
continues to go up quarter by quarter even after accounting for bank failures.

For bankers, however, a CAMELS 3-rating and an MOU are not sustainable places.
Those bankers recognize that if the financial institution deteriorates further, formal
administrative action is on the horizon. Moreover, a three-rated financial institution generally
cannot bid on failed financial institutions, cannot expand and is subject to extraordinary
regulatory costs of operations not the least of which are the elevated FDIC assessments. It may
be cynical, but some bankers believe that the FDIC is replenishing the deposit insurance fund by
keeping more financial institutions under administrative action.

I shared with one of my clients the observation that roughly over 1,400 financial
institutions (out of the fewer than 8,000 financial institutions that exist) are subject to
administrative action. My client asked me if I knew what that meant. I said I thought that meant
that approximately one in five financial institutions had an administrative action. He responded,
no, what it meant was that four out of five financial institutions had not yet been examined.
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