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TFR Questions and Answers
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the Control and F keys on your keyboard. This will initiate the “Find” toolbox. You
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Q&A No.
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Q&A No.
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Q&A No.
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Q&A No.
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Q&A No.
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Q&A No.
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Q&A No.
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Q&A No.
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Q&A No.
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Q&A No.
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Q&A No. 205 Mortgages with Additional Collateral

Q&A No. 206 Foreclosed Property During Redemption Period
Q&A No. 207 Retail Repurchase Agreements

Q&A No. 208 Mortgage Loan Commitments

Q&A No. 209 Brokered Deposits (Revised)

Q&A No. 210 QTL - Lot Loans

Q&A No. 211 QTL - Marketable Equity Securities

Q&A No. 212 Rescinded

Q&A No. 213 Federal Farm Credit Bank Bonds (FFCB)

Q&A No. 214 Callable Multifamily and Nonresidential Mortgage Loans
Q&A No. 215 Deleted -- Superceded by Q&A No. 248

Q&A No. 216 Intangible Pension Asset

Q&A No. 217 90% LTV

Q&A No. 218 Lines of Credit on Nonresidential Property

Q&A No. 219 Sub S Corp Dividends
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Q&A No.

224 INTERCOMPANY RECEIVABLES/PAYABLES

Q&A No.

225 COMPUTER SOFTWARE

Q&A No.
0Q&A No.

226 Rescinded
227 Including Subsidiary in Schedule FS

Q&A No.

Q&A No.

228 Farm Services Agency (FSA) Guaranteed Loan
229 Arms At Their Floor

Q&A No.

230 TFR Posting Schedule on FDIC Web Site

Q&A No.

231 Sallie Mae Pass-Through Securities

Q&A No.

232 Flexible Spending Accounts

Q&A No.

233 FHLB Advance Prepayment Penalities

Q&A No.

234 Internet Deposit Listings-Brokered Deposits

Q&A No.

235 Liabilities for Credit Losses for Off-Balance-Sheet Exposures

Q&A No.

236 Excess Alll

Q&A No.

237 Boli Investment Limitation, Definition of Total Capital

Q&A No.

238 Risk-Weighting Available-for-Sale Equity Securities With Unrealized

Losses

Q&A No.
Q&A No.

239 Rescinded
240 Revolving Lines Of Credit — As Refinancings

Q&A No.

241 Lines Of Credit To A Service Corporation

Q&A No.

242 Transactions With An Affiliated Bank

Q&A No.

243 Holding Company’s Dividends From Thrift Subsidiary

Q&A No.

244 Trust Preferred Securities

Q&A No.

245 Net Deferred Tax Assets

Q&A No.

246 Interest-Only Mortgages

Q&A No.

247 FHLB Overdrafts

Q&A No.

Q&A No.

248 Bounce Protection (Overdraft Protection)
249 Thrift Holding Company Net Income

Q&A No.

250 Reporting Deposit Account Sweeps

Q&A No.

251 General Valuation Allowances Associated with a Loan Portfolio Sale

Q&A No.

252 Commitments to Originate and Sell Mortgages Loans

Q&A No.

253 Reporting Financing Arrangements Under the Tobacco Transition

Payment Program

Q&A No.

254 FAS123 (R) Charges

Q&A No.

255 Commercial Loans

Q&A No.

256 Defined Benefit Postretirement Plans and FAS158 (Revised)

Q&A No.

257 FDIC One-Time Assessment Credit

Q&A No.

258 Fair Value Option Accounting

Q&A No.

259 Risk Weight for Assets with FDIC Assistance

Q&A No.

260 Push-Down Accounting

Q&A No.

261 TARP Funds / Capital Purchase Program

Q&A No.

262 Other-Than-Temporary-lmpairment

Q&A No.

263 Risk Weighting Downgraded Securities

Q&A No.

264 Investment in the common stock of a bankers’ bank

Q&A No.

265 Expenses on Cramdown Loans
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TOP

Q&A No. 001

SUBJECT: Other-Than-Temporary Impairment of Securities
LINE(S): SO441

DATE: Revised April 22, 2009

Question: How is an other-than-temporary impairment of a security reported on
the TFR?

Answer: An other-than-temporary impairment of a security directly reduces the
recorded investment of the security on Schedule SC and should be expensed on
S0441 (Other-Than-Temporary Impairment charges on Debt and Equity
Securities).

[TOP]

Q&A No. 002

SUBJECT: Traveler's Express and Outstanding Drafts
LINE(S): SC110/710 DI1620

DATE: Revised July 5, 2006

Question: An institution uses Traveler's Express for their check clearing. Every
time they need to have a check cut, the institution wires the money to Traveler's
Express, which then cuts the check for the institution. Until the check clears,
Traveler's has use of the money; however, the institution also is paid a nominal
rate on the float.

The institution argues that since they have wired money to Traveler's, they have
paid for the check and it does not fit the definition of a zero-balance account. Use
the example of paying your mortgage with a personal check versus a cashier’s
check. A personal check creates a liability until the check clears. A cashier's check
does not, since you have "bought"” the check with money from your account.

Do the outstanding checks at Traveler's have to be included in the deposit
insurance assessment base and reported as deposits on SC710 or DI1620?
Answer: No. The only amount that should be reported as a deposit in SC710 would
be any funds not yet remitted to Traveler’s. For example, if the association wired
the funds the following business day, the amount of the liability at the close of
business would be reported as a deposit. However, in this case, the institution
wires the funds the same day the checks are cut and therefore, has no liability on
their books. Some institutions have this same arrangement with other money-order
servicers such as American Express.

It is not reported on DI620 because the money-order servicer uses a commercial
bank to clear the checks and, thus, the deposit is in the commercial bank’s deposit
insurance assessment base.

[TOP]
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Q&A No. 003

SUBJECT: Risk Weighting Industrial Bonds
LINE(S): CCR506

DATE: Revised July 5, 2006

Question: How are industrial revenue bonds risk-weighted on Schedule CCR?
Answer: Industrial revenue bonds are risk-weighted in the 100% risk-weight
category because it is the obligation of the private company issuing them to pay
the amounts due on the bonds, and the investors need to look to the private
company's ability to honor the obligation. This is illustrated by the fact that the
municipality will not take over the obligation to pay off the bonds if the private
company goes bankrupt.

[TOP]

Q&A No. 004

SUBJECT: Federal Funds Sold
LINE(S): SC125 S1385

DATE: Revised July 5, 2006

Question: An institution considers their Fed Funds (SC125) as available-for-sale.
They classify these funds as available-for-sale and account for them accordingly. Is
this correct?

Answer: No. Federal Funds Sold are funds that are immediately available and
invested for only one business day. Typically they are treated as cash equivalents
and as such are not classified as available-for-sale or trading.

[TOP]

Q&A No. 005

SUBJECT: Commitments to Originate Consumer Loans
LINE(S): CC310

DATE: May 23, 1997

Question: If an institution has approved a consumer loan, but a commitment letter
has not been issued, is this a commitment? An institution has an electronic
application tracking process through which loans are approved or denied. No
commitment letter is sent to the applicants upon approval, although some branch
managers may call to notify the applicants that the loan was approved. The
borrowers can receive their funds within a few days; however, in some cases, it
may be weeks before the customer comes into the office to pick up his check.
Answer: Yes, an approved loan is a commitment. The borrower does not have to
be notified. If the association intends to make the loan, they must report it as a
commitment for cash flow purposes, regardless of when the loan will be closed or
the funds disbursed.
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TOP

Q&A No. 007

SUBJECT: Deferred Taxes for Unrealized Gains and Losses
LINE(S): CCR280

DATE: Revised December 1, 2006

Question: Should the amount on CCR280 (for unrealized gains and losses on
certain available-for-sale securities) be reported gross or net of income taxes?
Answer: Generally, the amount on CCR280 should be reported before any income
tax effect. The amount reported on CCR280 is directly related to the amount
reported on CCR180.

The amount reported on CCR180 is an adjustment to equity capital to compute
regulatory capital. It is an amount that is included in equity capital on SC860 and is
net of any associated current or deferred income taxes.

The amount reported on CCR280 is an adjustment to total assets to compute
adjusted total assets for regulatory capital purposes. Generally, this amount should
be reported before any income tax effect. However, as explained below, if the
income tax effect results in a change to assets (either current or deferred tax
assets), the amount on CCR280 should be reported after the effect of income
taxes. The current or deferred taxes from SFAS 115 adjustments are netted with all
other current or deferred taxes of the institution to determine whether the result is
a liability or asset. The CCR280 calculation can change from quarter to quarter
depending on whether deferred taxes result in an asset or in a liability.

Example 1

Unrealized gains on CCR280 are reported after the effect of income taxes, only
where the associated current or deferred tax liability is a component of a net tax
asset.

Assume:

Mortgage pool securities on SC210 increased by unrealized gains on available-for-
sale securities of $100.

An associated deferred tax liability of $40, included as a component of a net
deferred tax liability on SC790.

Unrealized gains, net of income taxes, on available-for-sale securities of $60,
reported as a positive amount on SC860.

Report:

-$60 on CCR180 (the net amount included in SC860)

-$100 on CCR280 (the only amount included in assets)

Example 2

Unrealized losses on CCR280 are reported after the effect of income taxes, only
where the associated current or deferred tax asset is a component of a net tax
asset.

Assume:

U.S. Government securities on SC130 reduced by unrealized losses on available-
for-sale securities of $100.
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An associated deferred tax asset of $40, is included as a component of a net
deferred tax asset, reported in other assets on SC690.

Unrealized losses, net of income taxes, on available-for-sale securities of $60 are
reported as a negative amount on SC860.

Report:

$60 on CCR180 (the net amount included in SC860)

$60 on CCR280 (the deferred tax asset of $40 included in SC690 netted against the
loss of $100 in SC130)

TOP

Q&A No. 009

SUBJECT: Number of Full-time equivalent employees
LINE(S): S1370

DATE: July 1, 1997

Question: An institution either leases its employees or uses employees who work
for its holding company. The S&L itself has no employees. The president works for
the holding company. What should they put on SI1370 (Number of Full-time
Equivalent Employees)?

Answer: SI1370 should include all employees leased from affiliates and all long-
term contractual employees, who work primarily for the association. That is, an
association should not include short-term contract employees such as those from a
temporary employment agency, but should include employees leased from affiliates
and contractual employees such as loan officers employed on a commission or fee
basis. Additionally, contractual agreements with brokers or agents who provide the
same service to others should not be included. A zero in SI370 is normally not
acceptable.

TOP

Q&A No. 011

SUBJECT: Loan Classification
LINE(S): SC26/31

DATE: Revised July 5, 2006

Question 1: If an institution has commercial loans where the underwriting focuses
primarily on the creditworthiness rather than the collateral, but the loan is fully
secured by real estate, can they classify these loans as nonmortgage since OTS
Regulation 560 focuses on the underwriting rather than the collateral?

Answer 1: If the loans are fully secured by real estate, they may elect to classify
them as either mortgage or nonmortgage loans.

Question 2: Can the institution take a nonmortgage commercial loan, and break it
out into a second loan for the real estate collateralized portion?

Answer 2: Yes, provided there are two separate loans and the real estate loan is
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fully secured by the real estate collateral.

Question 3: What constitutes "fully secured,” if a loan-to-facilitate may exceed an
80% loan-to-value, but still qualify as mortgage?

Answer 3: A loan is fully secured when the fair value of the collateral minus costs
to sell is no less than the carrying amount of the loan. However, it would be
desirable to have collateral in excess of fair value minus costs to sell.

Question 4: Must SC300, Secured Commercial loans, reflect only fully secured
loans?

Answer 4: Yes, fully secured at origination. It should not include loans secured by
collateral taken as an "abundance of caution” where the amount of the collateral is
minimal in relation to the size of the loan.

[Tor]

Q&A No. 012

SUBJECT: Secured Personal Line of Credit
LINE(S): SC330/328

DATE: Revised July 5, 2006

Question: An institution has approved an open-ended personal line of credit of
approximately $2.8 million. It's secured by collateral consisting of approximately
25% in automobiles, 15% in loans on deposits, 15% in various real estate, with the
balance in various other collateral. Approximately 5% is unsecured. Where should
this be reported on the TFR?

Answer: The disbursed amount should be reported on SC328, which was redefined
in the March 1997 TFR instructions as "Credit Cards and Related Plans.” The
instructions say to report the disbursed portion of open-end consumer credit,
including both secured and unsecured credit. The undisbursed portion should be
reported as a commitment on CC423/CC425 (Unused Lines of Credit).

[Tor]

Q&A No. 013
SUBJECT: ESOP Loan
LINE(S): SC760
DATE: May 23, 1997

Question: A thrift holding company established an ESOP for the employees of a
thrift and borrowed funds from a third party to fund the plan. The financial
institution, not the holding company, pays the interest expense of $21,000
quarterly on this debt. Is the thrift required to reflect the debt obligation associated
with the ESOP on the TFR, line SC760, Other Borrowings, or SC890, Other
Components of Capital?

Answer: In some cases, yes. However, because not enough information is
provided and because of the complexity of this issue, it should be referred to the
Regional Accountant for resolution.

[Tor]
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Q&A No. 014

SUBJECT: Consumer Loans
LINE(S): SC310-330

DATE: Revised December 1, 2006

Question: In reporting consumer loans in Schedule SC, is the collateral or the
stated use of the loan proceeds the key to proper reporting?

Answer: The loan should be categorized based on the collateral as long as the
collateral fully secures the loan. However, if the collateral is only taken as an
abundance of caution, then the purpose would be the key.

For example: A lender made a revolving line of credit to finance college expenses
for the borrower's child with a second lien on the borrower’'s home as collateral. If
the loan would otherwise qualify under the lenders' home improvement loan
program, it could be considered a 1-4 open-end mortgage loan. However, if the
institution wanted to report it as an education loan, OTS would not object. On the
other hand, if there was insufficient equity in the home to cover the loan (the
lender took a security interest in the loan as an abundance of caution), then the
loan should be reported as an education loan.

[Tor]

Q&A No. 015

SUBJECT: Deposits: Medical Savings Plans
LINE(S): SC710, D1610, DI200

D1120, DI130

CMR

DATE: Revised December 1, 2006

An institution has started to offer a medical savings plan account. The account
offers a pre-tax savings plan to provide for qualified medical expenses. The
individual customer deposits money for the medical savings plan up to their
maximum allowable amount.

Question 1: Should these medical savings plan accounts be reported as passbook
accounts?

Answer 1: In Schedule CMR these accounts should be reported as fixed-maturity
deposits, because they do not have the characteristics of a passbook account. The
original maturity would typically be 12 to 36 months because they are 12-month
accounts with an additional 3-month grace period for filing claims. The remaining
maturity would be based on the number of months until the end of the year plus
three months for the grace period.

In Schedule DI, these generally could be reported as demand deposits if they are
noninterest bearing and meet the other requirements of demand deposits.

They should not be reported with IRA/Keogh Accounts on DI200.

Question 2: If a customer has an unrelated $98,000 CD and a $9,000 MSA, would
the full $9,000 Medical Savings Account be insured?
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Answer 2: No, only the aggregated amount up to $100,000 would be insured.
Medical Savings Accounts must be aggregated with other savings accounts in
determining deposit insurance.

[Tor]

Q&A No. 016

SUBJECT: Hierarchy of Risk-weighting
LINE(S): CCR450/480/506

DATE: Revised July 5, 2006

Question 1: Can 1-4 FHA/VA conditionally guaranteed, insured mortgage loans,
that are nonperforming be reported with performing loans in the 20% risk-weight
category, since they will eventually recover?

Answer 1: Yes, include the FHA/VA conditionally guaranteed part in 20% risk-
weight despite being nonperforming. Only the guaranteed portion should be risk-
weighted at 20% with the remainder in 100% risk-weight.

Question 2: Would the nonaccrual status of loans take precedence for 100% risk-
weight classification, even if the loans were more than fully secured by cash, where
no risk would actually exist?

Answer 2: These loans would be risk-weighted at 20% if collateralized by cash
held in a segregated deposit account by the reporting savings association.
Question 3: Would a construction loan that is FHA/VA secured, but that does not
meet the test for a "qualifying residential construction loan" qualify for less than
100% risk-weighting?

Answer 3: Yes, the portion of assets conditionally guaranteed by U.S. government
agencies (e.g., VA/FHA) is risk-weighted at 20%. Reminder: only the guaranteed
portion should be risk-weighted at 20%, with the remainder risk-weighted at
100%o.

[Tor]

Q&A No. 017

SUBJECT: Extensions of Credit to Officers
LINE(S): S1590/595

DATE: December 1, 1997

Question: Should the credit provided for employees before they become officers
be included as extensions of credit on lines SI590/595, in the quarter that they
actually become officers?

Answer: Yes, extensions of credit should be included in SI590/595 even though
they were made before the employee became an officer. Even if the loan is beyond
what is permitted by Regulation O, it may remain on the books. However, if the
extension of credit is modified or renewed in any way it must conform to the
regulation, since the individual is now an insider. In essence, the extension of credit
is reported, but grandfathered, under current terms. The one exception would be a
situation where the extension of credit was made immediately before the

http://files.ots.treas.gov/87003.htm 2/13/2012



TFR Questions and Answers Page 14 of 134

appointment to circumvent the regulations.

[TOP]

Q&A No. 018

SUBJECT: Construction Participations
LINE(S): SC240, CC105

DATE: December 1, 1997

An institution has made a construction loan for a hotel and they are participating
out a portion of it. The institution has disbursed $700,000 to date, of which
$300,000 was contributed by the other participants. This leaves a total of $300,000
as LIP.

Question 1: How is this accounted for? Does the institution show only their share
of the disbursed amount in Schedule SC? If so, how is CF completed?

Answer 1: All participants should report their proportionate share of the
construction loan on SC240. The increase in SC240 should be reported on CF210.
Question 2: How is the LIP reported in Schedule CC? All, or only the reporting
institution's part? Will the participated amount be shown as loans serviced for
others by the lead lender?

Answer 2: If the participants are all liable on the construction loan, they should all
report their commitment on CC105. If only the lead lender is liable on the
construction loan, only the lead lender would report LIP on CC105.

In either case the lead lender, as the servicer, should report the portion of the
outstanding balance of the loan that is owned by the other participants on S1390.

[Tor]

Q&A No. 019

SUBJECT: Annual Listing of Service Corporations (Schedule CSS)
LINE(S): CSS110:150

DATE: December 1, 1997

Question 1: What is required on CSS120 through 160 to reflect the "total assets of
the entity?"

Answer 1: Data should be reported for a subsidiary on a stand-alone basis, i.e.,
unconsolidated. It is not intended that extraordinary efforts be made to obtain the
financial data requested in CSS. An institution's best efforts, within reason, should
be made to present accurate data; however, reasonable assumptions and estimates
will be accepted.

Question 2: If all of the subsidiaries of the thrift parent are sequentially listed,
column-by-column, using the various business codes, then, should each individual
subsidiary be applying the equity method as they report balances on CSS120:160?
Answer 2: In reporting assets they should include the investment in lower tier
subsidiary on the equity method; however, net income should be stated for the
subsidiary being reported on only. All subsidiaries of all tiers should be listed.
Question 3: If a subsidiary has a fiscal year-end of June 30th, what should be
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reported on line CSS150: Net Income for the calendar year?

Answer 3: Net income should be reported for the calendar year. Exceptions can be
made where data for the period from the fiscal year end to the end of the calendar
year are not available. However, this should be rare.

[Tor]

Q&A No. 020

SUBJECT: Calculation of Past Due

LINE: Schedule PD

DATE: December 1, 1997

Question 1: Are escrows included in the calculation of cycles past due?

Answer 1: Escrows are included in the calculation of cycles past due if they are
contractually required and legal.

Question 2: How are partial payments treated? For example: If a borrower is
paying $25 per month on a loan with payments due of $100 per month, at the end
of two months would the loan be two cycles past due and, therefore, reported on
Schedule PD, or would it be one cycle past due and not reported on Schedule PD?
Answer 2: After the second payment, the loan is 15 days past due, and is,
therefore, less than one cycle (30 days) past due. After the third payment, the loan

is 37.5 days past due and is, therefore, more than one cycle (30 days) past due.
Note the computations below:

After Payment No. 2No. 3
Full payment amount (b) 100 100
Partial payment made (25) (25)
Partial payment not made 75 75
Number of months x2 x3
Total balance due 150 225
Amount not "past due™  (100) (100) *
Balance "past due” (a) 50 125

Past due factor (a ~b) 0.50 1.25

X
(O8]
(@)
X
w
(@)

Days in cycle

Days past due 15.0 37.5
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"Past due" Category < 30 30-90

* It is assumed that partial payments are applied first to the oldest components of
the balance. Accordingly, the unpaid portion of the current month is not yet "past
due.”

[Tor]

Q&A No. 021

SUBJECT: Risk-weighting Receivables from Brokers
LINE: CCR

DATE: December 1, 1997

Question: When an association sells a security, it books a receivable in Other
Assets during the period between the trade date and the settlement date. Are such
receivables risk weighted at 100%? For instance, if the receivable is created
through the sale of a government security, that receivable would be risk-weighted
higher than the original security, even though settlement has not taken place. Is
this correct?

Answer: Receivables are risk-weighted according to the debtor. For example, if it
is a claim on a domestic depository institution, it is risk-weighted at 20%; if it is
conditionally guaranteed by the United States, it is also risk-weighted at 20%. If it
is due from a broker/purchaser and unsecured, it is risk-weighted at 100%, but
may be risk-weighted at a lower risk-weight if the claim is collateralized by lower
risk-weighted assets as explained below.

This receivable is risk-weighted differently than the original security because the
institution has a different asset than it did previously. The association no longer has
the U.S. Government's unconditional guarantee. Therefore, the receivable must be
risk-weighted at a higher level. However, if the reporting association can legally
enforce its claim, including taking legal possession of the collateral free and clear of
enforceable claims of others and the securities under sale qualify for 0% or 20%
risk-weighting, the amount due from the broker/purchaser is risk-weighted at 20%
and reported on CCR430 if the collateral is a mortgage security, or CCR450 if the
collateral is another U.S. Government security.

[TOP]

Q&A No. 022

SUBJECT: Partial Use of an Office Building
LINE(S): SC45/55

CCR370/506

DATE: Revised July 5, 2006

Question: An institution owns property that it intends to develop into an office

building. The plans for the building are for a twelve-story building, two floors of
which will be occupied by retail businesses and ten will contain offices. The
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institution intends to occupy five floors of the building. Because the institution will
only partially occupy the building, can they still include it as "office premises" on
SC55 and risk-weight it at 100%, or must it be considered real estate held for
investment reported on SC45, which they must deduct from capital on CCR370?
Should it be prorated?

Answer: The entire building may be included as "office premises," risk-weighted at
100%, as long as 25% or more of the building is used by the institution or is
intended for future use.

[Tor]

Q&A No. 023

SUBJECT: FHLB Dividends
LINE(S): SO181

DATE: Revised June 8, 2005

Question: Must institutions report FHLB dividends in Other Noninterest
Income?/P>

Answer: FHLB dividends, either cash or stock, should be reported in SO181. FHLB
dividends, together with certain other income items reported in SO185, fall under
the general income category - Dividend Income on Equity Investments Not Subject
to FASB Statement No. 115.

[TOP]

Q&A No. 024

SUBJECT: Loans Secured by Stock
LINE(S): SC330

DATE: December 1, 1997

Question: A loan is secured by stock (traded on the New York Stock Exchange)
and is made to an individual for the purpose of buying more stock. Where should
this be reported on Schedule SC?

Answer: This loan should be reported on SC330 (Other Closed-end Consumer
Loans, Including Leases).

If the thrift has $200,000 or more in credit secured directly, or indirectly, by
margin stock extended in the last quarter, it must register with the Federal Reserve
Bank in its district and follow the requirements of Regulation G. Regulation G
requires the use of certain FRB forms for reporting such transactions and also limits
covered loans to 50% of the value of the stock at the time of purchase. See OTS
Thrift Activities Handbook Section 562, Margin Securities (Regulation G).

[Tor]

Q&A No. 025
SUBJECT: Other Asset and Liability Codes
LINE(S): SC689/SC796
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DATE: Revised December 1, 2006

Question: How should the detail lines under Other Assets and Other Liabilities be
reported? Should the institutions code all items in the other category, sum them by
code and report the three largest, or report the three largest without summation.
This could, of course, result in the same code being used for two or even all three
of the detail lines.

Answer: The accounts should be aggregated by code, so that a code only appears
once. Once they have been aggregated, the three largest items should be reported.
Code 99 is the only code that may appear more than once.

[TOP]

Q&A No. 026

SUBJECT: Classification of Mobile Home Loans as Mortgages
LINE(S): SC326

DATE: December 1, 1997

Question: An institution is building up a portfolio of mobile home loans. Some are
straightforward consumer loans. Others, however are loans on the land as well as
on the mobile home. The mobile homes are put on concrete pads. Should these
loans be reported as mortgage loans?

Answer: Mortgage loans secured by both a developed lot and a mobile home on a
fixed site (where the wheels are detached and the home is permanently anchored
to a foundation or pad) should be classified and risk-weighted as 1-4 family
mortgage loans.

If, however, the mobile home is not fixed to the site, the loan could be classified as
either a nonmortgage, mobile home loan, or a mortgage on a developed building
lot, based on the relative values of each piece of collateral relative to the loan. For
example, if the mobile home was valued at $20,000 and the land at $10,000, the
loan generally would be classified as a nonmortgage, mobile home loan. If the
numbers were reversed, the loan would generally be classified as a lot loan
(mortgage). If the ratio was 50/50, then the institution could classify the loan
either way. The percentages are not that critical, so we should let the institution
classify the loans as they want, as long as their classifications are reasonable. Of
course, the institution could make two separate loans, one on the mobile home,
and one on the developed lot.

[Tor]

Q&A No. 27

SUBJECT: Direct Credit Substitute

LINE(S): CC465

DATE: March 10, 1998 (Revised January 21, 2000)

Question: What is the definition of "Direct Credit Substitute™ to be reported on
CC465?
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Answer: A definition of direct credit substitute may be found in the OTS
Regulations at 12 CFR 567.1 (f). That definition is subsumed by a more
comprehensive definition contained in an interagency proposal on Recourse and
Direct Credit Substitutes as follows:

""Direct credit substitute means an arrangement in which a savings association
assumes, in form or in substance, any risk of credit loss directly or indirectly
associated with a third-party asset or other financial claim, that exceeds the
association's pro rata share of the asset or claim. If a savings association has no
claim on an asset, then the assumption of any risk of credit loss is a direct credit
substitute. Direct credit substitutes include, but are not limited to:

1. Financial guarantee-type standby letters of credit that support financial claims on
the account party;

2. Guarantees, surety arrangements, and irrevocable guarantee-type instruments
backing financial claims;

3. Loans or lines of credit that provide credit enhancement for the financial
obligations of an account party;

4. Purchased loan servicing assets if the servicer is responsible for credit losses
associated with the loans being serviced, or if the servicer makes or assumes
certain representations and warranties on the loans other than standard
representation and warranties as defined in this section; and

5. Purchased subordinated interests or purchased residual interests in financial
assets sold (including both security and nonsecurity forms) that absorb more than
their pro rata share of losses from the underlying assets.

[Tor]

Q&A No. 28

SUBJECT: Qualified Thrift Lender (QTL) Test
LINE(S): S1581-583

DATE: March 10, 1998

Question: Now that the liquidity regulation has been amended to permit the
inclusion of most mortgage-backed securities, should securities that are eligible as
liquidity be deducted from total assets to determine "portfolio assets"” on the QTL
worksheet?

Answer: Any liquid mortgage-backed securities that are reported on line 12 of the
QTL worksheet may not also be included on line 4, "regulatory liquidity.” Double
counting is not permitted.

[TOP]

Q&A No. 29(Revised)
SUBJECT: Reconciling Total Assets (SC60) to Assets to Riskweight (CCR64)

LINE(S): CCR64
DATE: March 1, 2004
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Question: How can we reconcile total assets reported on Schedule SC to assets to
risk-weight on Schedule CCR?
Answer: As follows:

Reconciliation of Total Assets to Assets Schedule CCR

to Risk-Weight Reference
Total assets (SC60) CCR205
Deduct:

Assets of "nonincludable"” subsidiaries CCR260

Goodwill and certain other intangible assets CCR265

Disallowed servicing assets, disallowed
deferred tax assets, disallowed residual CCR270
interests, and other disallowed assets

Other CCR275
Add:
Accumulated losses (gains) on certain

. . CCR280
available-for-sale securities and cash flow
hedges
Qualifying intangible assets CCR285
Other CCR290
Equals: Adjusted total assets CCR25
Deduct:

Equity investments and other assets required CCR370
to be deducted

Deduction for low-level recourse and residual

: CCR375
interests

Add:

Unrealized gains on available-for-sale equity [A]
securities

Allowance for loan and lease losses (ALLL) [B]
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Assets risk-weighted at 200% under ratings- [C]
based approach

Off-balance-sheet assets required to be risk-
: [D]
weighted

Equals: Assets to risk-weight CCR64

[A] Include here any pretax unrealized gains net of losses included in assets on
SC60, where

any portion, up to 45 percent, of those gains are reported on CCR302.

[B] Include here the ALLL reported on SC283 and SC357, combined, and,
therefore, reflected

in SC60. However, this amount is not necessarily the same amount reported on
CCR350.

[C] Include here the amount of assets included in SC60 that are also reported on
CCR501

after being multiplied by a factor of 2.

[D] Include here off-balance-sheet assets to risk-weight not included in SC60.

[TOP]

Q&A No. 30

SUBJECT: Limited Partnership (Pass-through Investment)
LINE(S): SC540/50488 Code 06

DATE: Revised July 5, 2006

Question: An association has an investment in a limited partnership that had been
reported on SC140 prior to the change in definition of this line. The limited
partnership is designated as pass-through per OTS regulations. The institution is
assuming that they should now be reported on SC540, is this correct, and should
the income generated be reported on SO488? If the income is reported on SO488
what code should be used?

Answer: The instructions for SC140 state that equity investments that are not
subject to SFAS No. 115, including pass-through investments, should be reported
on SC540. The instructions for SC540 state that investments in pass-through
investments accounted for by either the equity or cost method (i.e., not marked to
fair value pursuant to SFAS 115) should be reported on SC540. The key here is
whether or not the equity investment is included in the scope of SFAS 115. If it is,
it is reported on SC140; if it is not, it is reported on SC540. It appears from the
above description that this partnership is accounted for using the equity method
and is not included in the scope of SFAS 115 and, therefore, should be reported on
SC540.

We prefer that income from all investments reported on SC540 accounted for using
the equity method be reported on SO488 using a 06 code in SO495 or 497.
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TOP

Q&A No. 31

SUBJECT: Commitment Fee on a Letter of Credit
LINE(S): SC330

DATE: March 10, 1998

Question: An institution has a deferred commitment fee on a letter of credit. Once
the loan is funded (or the letter of credit is drawn on) the unamortized yield
adjustment will be netted against the loan, and reported on line SC330. Where
should this be reported on the TFR prior to the loan disbursement?

Answer: It should be reported on line SC796, Other Liabilities and Deferred
Income, because it is a liability. To be reported as a contra-asset, it must be
identified with a specific asset. In this case there is no asset until the letter of credit
is drawn down.

[TOP]

Q&A No. 32

SUBJECT: Credit Balances in Mortgage Loans
LINE(S): SC26

DATE: Revised July 5, 2006

Question: An institution has a few mortgage loans for which the borrowers have
overpaid; these loans now carry credit balances. Overpaid credit cards are
reclassified as deposits; is this also the case with overpaid mortgages?

Answer: Yes. Payments in excess of principal, accrued interest, and all other fees
should be reclassified as deposits.

[TOP]

Q&A No. 33

SUBJECT: Purchased Receivables
LINE(S): SC & CMR

DATE: March 10, 1998

Question: Where should account receivables purchased at a discount be reported
on Schedules SC and CMR?

Answer: Account receivables purchased at a discount (factored receivables),
should generally be reported as unsecured commercial loans and in most cases
may qualify as small business loans for QTL purposes. If the debtors are consumers
and the association has fully underwritten each of the receivables and they meet
the institution's underwriting requirements, they may be reported as consumer
loans.
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TOP

Q&A No. 035

SUBJECT: Troubled Debt Restructuring
LINE(S): VA940, VA942

DATE: Revised July 5, 2006

Question: An old internal Q&A for Troubled Debt Restructured (TDR) stated that
"If there is a full settlement there would not be a TDR, but if there is a loss it
would be a TDR."

Does this rule still hold true for line VA942, TDR included in the statement of
condition, if the restructure is as REO?

Items # 3 & 4 in the new instructions for TDR say to include:

3. Foreclosed assets as TDR.

4. TDR even if no losses were recorded this quarter.

Answer: If there has been no loss on the original loan (i.e., the loan and all
interest payments have been or will be recovered), the transaction normally would
not be considered TDR. This applies to both loan restructuring and REO. With REO,
the fair value of the property less the costs to sell must equal or exceed the full
payments that would have been received under the loan.

The statement about including TDR even if no losses were recorded this quarter
means that if a transaction is TDR but the loss was taken as a charge off or SVA in
a prior period, it should still be reported as TDR. The circumstance that no loss is
taken during the accounting period in which restructuring takes place does not
avoid TDR reporting when full recovery of the original terms of the loan is not
effected.

The definition of TDR in the TFR is intended to be the same as the GAAP definition
of TDR.

[TOP]

Q&A No. 036

SUBJECT: Minority Interest
LINE(S): SC800

DATE: Revised December 1, 2006

Question 1: How is minority interest reported if an institution owns 90% of a
subsidiary and what is the offset of this transaction?

Answer 1: When an institution owns a controlling interest (typically defined as
more than 50% ownership) in another company, they must consolidate 100% of
the assets and liabilities of that company. However, they report in the equity
section only their own equity. The amount of assets less liabilities owned by others
is called "minority interest” and is reported on SC800 in order to balance. Likewise,
100% of the income and expense of the subsidiary is consolidated on a line-by-line
basis, and the minority share of net income is deducted on SO488 or SO580, as
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applicable.

Question 2: An association is owned by a holding company that also owns 10% of
a subsidiary of the association. In other words there are three tiers: the savings
and loan holding company, the savings association, and the subsidiary. The holding
company owns the savings association and 10% of the subsidiary. The savings
association owns 90% of the subsidiary. In the TFR of the savings association, how
much of the subsidiary is consolidated? If 100% of the subsidiary is consolidated,
how is the 10% owned by the holding company reported?

Answer 2: One hundred percent of the subsidiary is consolidated. When looking at
the savings association’s report, the 10% owned by the holding company is
reported as minority interest in Schedule SC on SC800 and in Schedule SO on
S0488 or SO580, as applicable. The principle of minority interest applies when the
minority interest is held by an unconsolidated affiliate or by an unrelated third

party.

TOP

Q&A No. 037

SUBJECT: Deductions for Assets of Consolidated Nonincludable
Subsidiaries

LINE(S): CCR260

DATE: Revised July 5, 2006

Question: Should line CCR260 (Total Assets of Non-includable Subs) be reduced
by the amount of intercompany eliminations that are done during consolidation?
Line CCR260 is a deduction from Total Assets on CCR205. CCR205 has already
been reduced by checking accounts that the sub has with the parent through the
equity method of consolidation.

It seems that without the reduction of line CCR260 for the intercompany accounts
that they would be reducing assets twice for the cash items. This overstated
deduction would result in an understatement of assets and an understatement of
capital reserves required.

Answer: The deduction for adjusted total assets related to consolidated
nonincludable subsidiaries on line CCR260 should reduce total assets by the
amount of assets of the subsidiary included in consolidated assets. This amount will
equal the subsidiary’s total assets less those assets eliminated in consolidation. We
have found the easiest way to understand this is to use T-accounts and work
through examples. In every example that we used, the amount reported on
CCR260 equaled the difference in total assets between the stand-alone parent thrift
and the consolidated entity, plus the thrift’s investment account and loans and
advances to the subsidiary.

Example 1:

Assume a 100%-owned, consolidated nonincludable subsidiary, with total assets of
$100, total liabilities of $80, and capital of $20.

Also assume total assets of the subsidiary include insured deposits of $10 with the
thrift parent. In consolidation, the insured deposits of $10 that are included in the
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subsidiary’s total assets, and also in the thrift parent’s total liabilities, are
eliminated from consolidated total assets and from consolidated total liabilities.
Consolidated total assets, net of the elimination entry, include $90 ($100 - $10) of
the subsidiary’s total assets; therefore, the amount reported on CCR260 is $90.
The deduction on CCR105 for "investments in and advances to" is $20.

Example 2:

Assume a 90%-owned, consolidated nonincludable subsidiary, with total assets of
$100 and total liabilities of $80.

Also assume total assets of the parent thrift include a loan to the subsidiary of $10.

In consolidation, the loan of $10 that is included in the thrift’s total assets, and also
in the subsidiary’s total liabilities, is eliminated from consolidated total assets and
from consolidated total liabilities. Consolidated total assets, after the elimination
entry, include $100 of the subsidiary’s assets.

The deduction on CCR260 is $100. The deduction on CCR105 is $28, which is
calculated as follows: $18 ($20 equity of subsidiary times 90% ownership interest)
plus $10 (loan to subsidiary).

Example 3:

Assume a 100%-owned subsidiary is nonincludable because its stated purpose is an
impermissible activity. It has not yet begun operations, but has cash of $100 which
has been deposited in the parent savings association; additionally, the subsidiary
has no liabilities. In consolidation, the $100 of assets of the subsidiary has been
eliminated against the deposit on the parent’s books. Therefore, the amount of
deduction on CCR260 is zero. However, because the investment in the subsidiary is
$100, the amount reported on CCR105 is $100.

[TOP]

Q&A No. 038

SUBJECT: Multifamily and Nonresidential Mortgage Loans
LINE(S): CMR261

DATE: June 19, 1998

Question: Are multifamily and nonresidential ARMs, with rate changes greater
than 60 months reported as balloon loans? My understanding is that any adjustable
mortgage with a next rate change greater than 60 months would be considered a
balloon, until such time that the rate change period falls below 5 years. Is this
correct, or does this rule only apply to single family dwellings?

Answer: The short answer to your question is that the 60 month rule used in
classifying single family ARMs as balloons does not apply to multifamily and
nonresidential mortgages. The latter are classified as balloons if the remaining
maturity is a least ten years shorter than the remaining time to full amortization.
With multifamily and nonresidential loans, the first thing to determine is if the loan
is fully amortizing or is a balloon. Balloon mortgages have a remaining time to full
amortization that is a least 10 years longer than their remaining maturity; all
others are considered to be fully amortizing. Once it is established whether the loan
is fully amortizing or a balloon, the next step is to categorize it as fixed or
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adjustable rate. If the interest accrual rate on the loan is ever scheduled to be
reset (based on an index whose future level is presently unknown), the loan is
considered adjustable rate. That is true regardless of when the coupon is scheduled
to reset.

[Tor]

Q&A No. 039

SUBJECT: Over-extended Home Equity Loans
LINE(S): SC251:255

DATE: Revised July 5, 2006

Question: An association has home equity loans where disbursements have been
made on the loans over the contractual limit. These loans were made about ten
years ago and, although at the time they were made, the limit of the loans was
80% of the value of the properties, the values of the properties have decreased.
Because these loans have been drawn down in excess of the contractual limit,
some of them are no longer fully secured. How must these loans be reported on the
TFR? If they are in excess of the contractual limit, but still fully secured is the
reporting different?

Answer: Home equity loans that are fully secured at origination (i.e., no greater
than the value of the security property) should be reported as 1-4 family open-end
or closed end residential loans provided the institution has perfected a mortgage. If
the collateral value is not fully documented with either an appraisal or evaluation,
the loan should be reported on SC316. The categorization is made when the loan is
originated or acquired. We would be hesitant to make the institution re-categorize
the loan because of declining property value, unless the contract states that the
line is to be renewed on a regular basis and/or a reappraisal or evaluation is to be
obtained.

[Tor]

Q&A No. 40

SUBJECT: Risk weighting high LTV loans

LINE(S): CCR460

CCR505

DATE: September 11, 1998 (Revised August 2, 1999)

Question: An institution has a new loan product whereby they make a
conventional 80% loan to a borrower with excellent credit, and then issue a ond

deed of trust to cover the 20% down payment. The 2"d deed of trust is recorded as
a separate loan. If the loans are analyzed individually, the first mortgage loan

would be reported in the 50% category, since the LTV is 80% or less, and the ond
would be classified in the 100% category, since it is based on creditworthiness.
However, if you look at the loans on a combined basis, they have exceeded the
80% LTV requirement, which would mean that both loans should be reported in the
100% category.
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What is the proper risk-weighting for these loan types?

Revised Answer: The federal banking agencies revised the risk-based capital
regulation in a rulemaking that took effect on April 1, 1999. The revised rule
requires institutions to combine certain junior liens with the first lien. Because the
institution holds the first and second liens and no other party holds an intervening
lien, the loans will be viewed as a single extension of credit secured by a first lien
on the underlying property for the purpose of determining the LTV ratio, as well as
for risk weighting. The combined loan amount must be assigned to the 100% risk
category, because the combined loans have exceeded the 80% LTV limit.

The combined loans would also be aggregated with other high LTV loans reported
to the board of directors in accordance with the Interagency Guidelines attached to
12 CFR 560.100-101. The guidelines also state that the institution's aggregate
investment in such loans should not exceed 100% of capital.

[TOP]

Q&A No. 41

SUBJECT: Escrows as Demand Deposits
LINE(S): DI1610

DATE: Revised July 5, 2006

Question: Examiners and management at an institution are having a definitional
problem with escrows as demand deposits. These are P&l and T&l escrows
established for their mortgage customers and placed in deposit accounts from
which payments are made on the borrowers’ behalf.

Escrows are included on DI610 if they meet the definition of a demand deposit. But
there are three criteria in the instructions for DI610 in order for the deposit to be
considered demand deposits. The third criteria states, "From which the depositor is
authorized to make..." In the case of loan escrows, who is the depositor, the
borrower or the institution?

The borrower is not authorized to make withdrawals or transfers; if the depositor is
the borrower, then these escrows are not demand deposits according to the
instructions.

The institution is authorized to make withdrawals on behalf of the borrower. If the
institution is the depositor, then are these accounts demand deposits?

Answer: In this example, the reporting institution maintains and services escrow
accounts for its mortgage customers. In this case, the depositor of the escrow
accounts is the borrower; the institution is merely holding the funds for remittance
to a third party. Therefore, we look to the borrower to determine whether or not
the escrow funds represent demand deposits or time and savings deposits.
Escrows that meet the definition of demand deposits are to be reported on DI610.
However, the funds in question do not meet the definition of a demand
deposit because the depositor — the borrower — is not authorized to make any
transfers from the account. Therefore, these amounts must be reported on SC783
as Escrows but they should not be reported on DI610 as demand deposits.

[Tor]
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Q&A No. 43

SUBJECT: Cash Flow treatment of Mortgage loans converted to MBS
LINE(S): CF143:330

DATE: Revised July 5, 2006

Question: An institution is originating mortgage loans, securitizing them, then
selling the transformed MBS to another institution.

On schedule CF, they are reporting a mortgage origination on CF230 and a MBS
sale on CF160.

Based on the instructions for Mortgage Pools, should the sale be reported on CF310
in the loan category, and the purchase reflected on CF140:150, in the MBS
category in addition to CF160 and CF230, to reflect the full cycle of the transaction?
Or is it OK for to reflect an origination as a loan, and a sale as a security?

Answer: In order to track and reconcile these transactions, they have to be
reported on four lines, CF230 for the origination, CF310 and CF140:150 for the
securitization, and CF160 for the sale of the security.

[Tor]

Q&A No. 44

SUBJECT: Table Funding (Originating Mortgages Available-for-Sale)
LINE(S): Schedules CF, CC, SI and SO

DATE: September 11 , 1998

An association originates mortgages loans and then immediately sells the loans,
using a table-funding arrangement with its investors. While the association is the
initial lender of record on the note and mortgage, it signs an assignment at the
borrower's loan closing and the association’s funds are never invested in these
loans. It is unclear whether the association would have an obligation to originate
the loans, if for any reason its investors failed to honor their commitment.
Question 1: Should these loans appear on Schedule CF of the TFR as originations,
and of course sales, or should this production not appear at all on CF?

Answer 1: All loans made in the name of the reporting savings association or its
subsidiaries should be reported as commitments and as loans disbursed even if
these loans are funded by and immediately transferred to a third party. Loans for
which the underwriting is done by the reporting savings association but which are
made in the name of a third party should not be reported.

However, prior to loan closing, if the association has a clean legal opinion that they
would not be obligated if for any reason the investors failed to honor their
commitment, the loan commitment does not have to be reported on Schedule CC.
Question 2: Should this production be includable in the thrift's QTL calculation?
Our compliance examiners have already determined that this production does not
count for the bank towards meeting its CRA responsibilities. Instead, it counts for
the investor.
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Answer 2: As long as the mortgage loans are "residential,” they should be
included on line 20 (loans originated and sold) of the association's QTL worksheet.
HOLA Section 10(m)(4)(C)(iii) (1) provides that "50 percent of the dollar amount of
the residential mortgage loans originated by...(a) savings association and sold
within 90 days of origination™ are includable in QTL calculations, subject to the 20%
of assets cap.

Question 3: On which lines of Schedule SO should the revenues relating to these
loans be reported? Say for example that a $100,000 loan is originated with a 1%
origination fee, no discount points to the borrower, and is sold to the investor at
par with a 150 b.p. servicing release premium (SRP). Further assume that the bank
has 75 b.p. of identifiable direct expenses associated with the loan. | believe that
the full 100 b.p. origination fee should be reported on SO420 Other Fees and
Charges. In turn, I believe the 150 b.p. SRP should be reported on SO430 as a gain
on sale of assets held for sale. Since the sale occurred immediately, | believe the
75 b.p. points of identifiable expenses gets reported on the appropriate categories
within SO51 Noninterest Expense. Do you agree with this reporting, or do | have
part or all of this wrong?

Answer 3: Yes, this reporting is acceptable. The identifiable expenses may also be
deducted from the origination fee if the association has its records set up to
accommodate it.

[TOP]

Q&A No. 45

SUBJECT: Check Processing and Computer Center Co-ops
LINE(S): Schedule CSS

DATE: December 10, 1998

Question: An institution owns small percentages (

<5%0) of both a check processing center and a computer center. Many
other financial institutions are also stockholders. Should these two
organizations be reported on Schedule CSS? >Answer: The answer to the
question depends on what authority the thrift relies on to make the investment. If
the thrift relies on its service corporation investment powers to make such
investments, the entity must be included in Schedule CSS regardless of the
ownership level. Alternatively, if a thrift relies on pass-through investment
(8560.32) or its de minimis investment authority (8560.36) or some other thrift
powers for such investments, then the entities are not considered subordinate
organizations and, therefore, should not be listed on Schedule CSS.

[TOP]

Q&A No. 46

SUBJECT: Definition of Real Estate Loans (TB72)
LINE(S): SC251:256, SC316, SC330

DATE: Revised July 5, 2006
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Question: An institution is confused by the difference between the definition of
real estate loans in OTS Thrift Bulletin No. 72 (TB-72) and the definition of
mortgage loans in the TFR. The nonmortgage loan category in the TFR Instruction
Manual includes loans based primarily on the credit worthiness of the borrower.
However, the last paragraph on page 4 of TB-72, under the section titled
"Abundance of Caution," states, a loan based on the creditworthiness of the
borrower with an additional lien on the borrower’s real estate (as an extra measure
of protection), would be subject to real estate lending standards. This would seem
to also require loans covered by TB-72 to be reported as mortgage loans. Are these
loans to be reported as mortgage loans in Schedule SC?

Answer: The TFR classification of loans does not follow the real estate lending
standards rule or TB-72. Therefore, a 1-4 family secured loan that does not fully
qualify as a mortgage loan because the lender decided not to get an appraisal or
because it is not fully secured by the real estate (i.e., has a loan-to-value ratio in
excess of 100%) is classified on the TFR on SC310 through SC348. But this loan
would still be subject to the real estate lending standards rule if it is secured by
real estate as defined in 560.100-101.

All loans secured by, or financing the construction or improvement of, real estate
are subject to the real estate lending standards rule (12 CFR 560.100-101). That
means, the institution must establish prudent written lending standards that
consider the interagency guidelines (attached to 560.101) and the supervisory
loan-to-value (LTV) limits. If the institution makes loans with LTVs in excess of the
supervisory limits, it should report them to their board of directors at least
quarterly and limit such loans to 100% of capital for owner occupied 1-4 family
mortgages and, within that limit, 30% of capital for all other high LTV loans.

[TOP]

Q&A No. 47

SUBJECT: Trust Preferred Securities
LINE(S): SC 185

DATE: December 10, 1998

Question: Where are Trust Preferred Securities reported on Schedule SC? OTS’s
TB-73 discusses these investment securities, and from reading it and the TFR
instructions, | think they would be reported in SC185. The institution is currently
reporting them on SC140. They have approximately $30 million of TPSs. The
bulletin is clear that they are 100% risk weighted on CCR.

Answer: The following is quoted from TB 73:

Investment authority and limits for TPSs. At this time, OTS believes that TPSs
that otherwise meet the requirements of corporate debt securities set forth at 12
CFR 560.40 are permissible investments for federal savings associations.

Since the only TPSs that savings associations can invest in must meet the
requirement of corporate debt securities, they should be reported on SC185, Other
Investment Securities.

[Tor]
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Q&A No. 48

SUBJECT: Rabbi Trusts
LINE(S): SO510

S0O580

DATE: December 10, 1998

Question: An institution has accounts set up for a trust that its employees
participate in. It is termed a "rabbi trust.” Rabbi trusts are deferred compensation
arrangements where amounts earned by employees are invested and placed in a
trust. The institution is merely a conduit between the brokerage and the employee,
with the employees solely responsible for contributions. The trust is reported by the
institution in Other Assets. The directors and employees can buy or sell stock which
the institution must mark-to-market, as a trading asset. The deferred
compensation obligation is reported in Other Liabilities.

The question is: where would the income and expense related to the trust be
classified in Schedule SO? SO510 refers to pensions "paid directly by the reporting
association"”, and, therefore, the institution felt that SO510 is not appropriate.
Answer: Rabbi trusts are discussed in EITF Consensus No. 97-14. There are four
scenarios for deferred compensation arrangements covered by this Consensus. This
question relates to the type described in the Consensus as Plan D. In this scenario
assets and liabilities of a rabbi trust are consolidated with the employer’s financial
statements because in the case of liquidation, the secured creditors would have
rights to the trust assets. Assets held by the rabbi trust should be accounted for in
accordance with GAAP for the particular asset (i.e., securities are accounted for
under SFAS No. 115). The deferred compensation obligation should be classified as
a liability and adjusted with corresponding charges (or credits) to expense (income)
to reflect changes in the fair value of amounts owed to employees. The EITF
consensus states that the income and expense as well as the asset and the liability
should be reported separately. We would like to have all of these accounts reported
in their appropriate "Other" categories on the TFR. Therefore, the expense should
be reported on SO580 (Code 99).

[Tor]

Q&A No. 49

SUBJECT: Conversion Factors For LIP
LINE(S): CCR460

DATE: December 10, 1998

Question 1: Page 163 of the TFR Instruction Manual provides that LIP will be
converted at the 0% conversion factor if - "(1.) LIP that contractually must be
disbursed or expire in one year or less".

It appears that in the absence of a contractual obligation to disburse funds within a
one-year period, the remaining term of a loan would generally determine whether it
meets criteria #1, that the LIP contractually must be disbursed or expire in one
year or less. For example, an 18-month construction loan which was originated 8
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months ago, thus having a remaining term of 10 months, would satisfy this criteria
because in less than 12 months it will be fully disbursed and if not, it would have to
be repaid or renewed. In contrast, the same loan with a remaining term of 13
months would not meet the criteria, since the draws might not all be made until
after one year had passed. Is this consistent with the intent of this provision?
Answer 1: According to the regulation, if the original maturity of a commitment is
one year or less the conversion factor is zero. Generally, when the original maturity
of the commitment exceeds one year, the conversion factor is zero only if (1) the
institution has a contractual right to separately underwrite each disbursement and
the institution does so, or (2) the institution has a contractual right to re-evaluate
the lending relationship at least annually and the institution does so. Additional
circumstances, but very limited circumstances in which a zero percent conversion
credit factor apply are set out in 567.6(a)(2)(iv).

Question 2: If LIP will not be completely disbursed within one year, is the
institution required to convert the entire balance at 50% or only that portion that is
to be disbursed after one year? For example, assume a $10 million loan with an 18-
month term. There are 14 months remaining and $2 million has been disbursed,
leaving a $8 million LIP balance. According to the funding schedule, $7 million of
the $8 million currently in LIP will be disbursed within 12 months. Would the
institution have to convert the full $8 million LIP balance using the 50% factor
because the entire amount will not be disbursed within one year, or would it have
to convert only $1 million, the amount which will remain undisbursed after one
year?

Answer 2: The regulation does not contemplate splitting a single loan into a
component which matures within one year and a component which matures later
than one year. Instead, the maturity date of the loan is determinative.

[TOP]

Q&A No. 51

SUBJECT: Specific Reserves on Servicing Assets
LINE(S): VA118

DATE: December 10, 1998

Question: An institution would like to know if it is appropriate to set up specific
reserves on servicing assets at the time the asset is established.

On their books they debit "Gain or Loss on Sale"” and directly credit the servicing
asset. Conversely, on the TFR, Schedule SO, the Gain on Sale is grossed up, and
SO570, Provision for Loss, is debited and a specific reserve on the servicing asset is
credited. Hence, net Income is reported on the TFR in accordance with GAAP, but
the provision for loss is not.

Is this correct?

Answer: No. Under GAAP it is not appropriate to set up a specific reserve at the
time an asset is established; and, therefore, this would not be appropriate
reporting on the TFR.

[Tor]
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Q&A No. 52

SUBJECT: Hypothecated Deposits - Down Payments on Construction Loans
LINE(S): SC230

SC710

DATE: December 10, 1998

Question: Assume an institution closes a construction loan for $80,000. The
borrower makes a $20,000 down payment to the institution, for which the
institution credits LIP for $20,000. This transaction results in a negative $20,000
loan balance.

Is a down payment advanced by the borrower on a construction loan before any of
the funds are disbursed, considered a "hypothecated deposit™? If so, should the
hypothecated deposit be netted against the loan, or be classified on the other side
of the balance sheet, as a deposit or escrow? If it is not a hypothecated deposit,
where should the down payment be classified on the balance sheet?

Answer: Yes, this appears to be a hypothecated deposit. Since there is no loan
balance to offset, it must be reported as a deposit.

[TOP]

Q&A No. 53

SUBJECT: Unsolicited Brokered Deposits

LINE(S): DI1100

DATE: Revised July 5, 2006

Question: An institution has unsolicited deposits from brokers, for which they do
not pay a fee. Must these be reported as brokered deposits on DI100?

Answer: Yes. The deposits in question are brokered if the deposits meet the
definitions of brokered deposit at 12 CFR 337.6(a)(2) (2) and the broker meets the
definition of deposit broker at 12 CFR 337.6(a)(5). These cites are attached to this
Q&A.

The fact that the deposits were not actually solicited by the institution has no
bearing on whether the deposits should be classified as brokered deposits. It is a
factual determination to classify brokered deposits, and it is the responsibility of
each insured depository institution to accurately classify brokered deposits.

FDIC Interpretive Letter 92-73 specifically addresses this issue: "The key here is
not whether the bank has solicited the funds, but whether the bank knows or has
reason to know that the funds are being placed by a broker. If so, then the bank
will be subject to any applicable restrictions on acceptance of brokered deposits
based on its capital category. . . Mere knowledge on the part of your institution that
it is accepting funds from a broker is sufficient to require that [Bank] be subject to
the appropriate restrictions on brokered deposits for adequately capitalized banks..
. . In most instances, we would anticipate that banks, in the normal course of
business, will be able to determine when funds are being placed by a broker."

[TOP]
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Q&A No. 54

SUBJECT: CMR Filing Exemption
LINE(S): Schedule CMR

DATE: March 1, 1999

Question: | have completed and transmitted our December TFR. Our capital ratio
has just exceeded 12% and our assets continue to be under $300 million. Do we
have to file Schedule CMR for December?

Answer: Yes. As stated in the TFR General Instructions, an institution must meet
the exemption requirements (assets under $300 million and risk-based capital ratio
over 12%) for two consecutive quarters to be exempt from filing CMR. The regional
director also has the authority to exempt an institution from filing CMR. See the
TFR General Instructions for more information.

[TOP]

Q&A No. 55

SUBJECT: Grandfathered Qualifying Multifamily Mortgage Loans
LINE(S): CCR465

DATE: March 1, 1999

Question: Does the grandfathering right transfer to the purchaser of multifamily
mortgage loans? An institution is going to purchase a large amount of these loans,
and they would like to risk weight them at 50% rather than at 100 %.

Answer: The loans may be risk-weighted at 50% by the purchaser if, on March 18,
1994, the loans qualified under the definition of a "qualifying multi-family mortgage
loan" as set forth in 12 C.F.R. 567.1 and (as per the instructions at page 159 of the
TFR Instruction Manual) the loans met and continue to meet the qualifying criteria
before, upon, and after purchase.

[TOP]

Q&A No. 56

SUBJECT: Valuation of Foreclosed Assets
LINE(S): SC40

DATE: March 1, 1999

Question: At acquisition, the initial carrying amount of foreclosed assets should be
established at "fair value less cost to sell”. How should the estimated future selling
costs be treated - as a reduction in the recorded investment, or as a specific
valuation allowance?

Answer: We believe that the authoritative literature (SFAS No. 15 as amended,
and SFAS No. 121) requires that, at acquisition: (1) the recorded investment of
foreclosed assets be established at "fair value less cost to sell”, and therefore (2)
no specific valuation allowance be established for the selling costs. In other words,
the selling costs are to be treated as a reduction in the initial recorded investment
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of the foreclosed assets.

For example, assume a foreclosed asset with an estimated fair value of $90 is
received in full satisfaction of a delinquent loan (with a recorded investment of
$100). Also assume that estimated future selling costs related to the foreclosed
asset are $7, so that "fair value less cost to sell" is $83. Under the approach we
believe to be consistent with the authoritative literature, at acquisition the initial
carrying amount would be established at $83, composed of a recorded investment
of $83, with no specific valuation allowance. Further assume that, subsequent to
acquisition, the estimated fair value increases by $5, to $95. This would not result
in an increase in carrying amount; that is, the carrying amount would continue to
be $83, composed of the recorded investment of $83, with no specific valuation
allowance.

We recognize that some institutions treat the initial estimate of selling costs as a
specific valuation allowance. However, we believe that approach is inconsistent with
the authoritative literature. But, because the amount of selling costs generally is
not substantial in relation to the fair value, the effect is not expected to be
material.

Authoritative Literature

The following is paragraph 28, in its entirety, of SFAS No. 15, as amended by
paragraph 24 of SFAS No. 121.

A creditor that receives from a debtor in full satisfaction of a receivable either (i)
receivables from third parties, real estate, or other assets, or (ii) shares of stock or
other evidence of an equity interest in the debtor, or both, shall account for those
assets (including an equity interest) at their fair value at the time of restructuring
(see paragraph 13 for how to measure fair value). A creditor that receives long-
lived assets that will be sold from a debtor in full satisfaction of a receivable shall
account for those assets at their fair value |less cost to sell, as that term is used in
paragraphs 15-17 of FASB Statement No. 121. The excess of (i) the recorded
investment in the receivable satisfied over (ii) the fair value of assets received (less
cost to sell, if required above) is a loss to be recognized. For purposes of this
paragraph, losses, to the extent they are not offset against allowances for
uncollectible amounts or other valuation accounts, shall be included in measuring
net income for the period.

[TOP]

Q&A No. 57

SUBJECT: QTL - Reorganized Entity
LINE(S): S1581, S1582, S1583
DATE: March 1, 1999

Question: An institution reorganized on 9/30/98 and because of the
circumstances, was given a new OTS docket number. The new institution reported
only one day of information on the TFR, and, therefore, reported its QTL as zero.
Do you think it would be more meaningful to have this TFR amended to report the
QTL of the former institution?

Answer: Yes. The HOLA does not provide for any exceptions due to an institution’s
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"reorganization.” Thus, for QTL purposes the OTS must treat the institution as the
same institution before and after its reorganization, despite its different docket
numbers.

For the OTS to monitor the institution’s QTL compliance, the institution should have
reported its ATIPs for July 31, 1998, August 31, 1998, and September 30, 1998, in
its September 30, 1998 Thrift Financial Report. The July 31 and August 31
percentages should have been for the institution as it existed under the old docket
number, and the September 30 percentage for the new docket number.

[Tor]

Q&A No. 59

SUBJECT: Securities Reclassified from Available-for-Sale
LINE(S): SC860, SC865, CCR180, CCR280

DATE: Revised July 5, 2006

Question: An institution reclassified as held-to-maturity securities previously
classified as available-for-sale. The unrealized gain reported on SC860 is being
amortized over the remaining maturity of the securities. Since the securities are no
longer available-for-sale, is the remaining unrealized gain included on CCR180 and
CCR2807?

Answer: As long as the institution continues to have unrealized gains or losses
included in capital (on SC860), the unrealized gains (losses) must be deducted
from (added to) regulatory capital on CCR180 and the amount included in assets
must be deducted from assets on CCR280.

[Tor]

Q&A No. 60

SUBJECT: Mutual Funds
LINE(S): S1387

DATE: March 1, 1999

Question: An institution has two mutual funds: one is a U.S. government fund and
the other is a mortgage-backed ARM fund. The institution holds these investments
to maturity; however, they were instructed by their auditors to adjust these mutual
funds to fair value on the TFR. These assets are not being held for sale, but
because the unrealized gains and losses, net of taxes, are reported on SC860 and
the mutual funds are not reported as available-for-sale on S1387, an edit failure
results. Is this OK?

Answer: No. Mutual funds are equity securities and as such are by definition
available-for-sale in accordance with SFAS No. 115. Mutual funds should be
reported on SC140 (Equity Securities) and on SI1385 (Available-for-Sale Securities).
The institution must adjust the mutual funds to fair value through an adjustment to
SC860.

[TOP]
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Q&A No. 61

SUBJECT: Risk-Weighting of Unrealized Gains
LINE(S): CCR302 and CCR506

DATE: Revised July 5, 2006

Question: If an Institution adds back to Tier 2 capital 45% of the unrealized gain
of available-for-sale equity securities on CCR302, what portion of the unrealized
gains is included in risk-weighted assets?

An institution owns Freddie Mac stock on which there is an unrealized gain that is
included on CCR302. Because they risk-weight Freddie Mac stock at 100% on
CCR506, they would like to know if they should add back the unrealized gain when
risk-weighting the stock. And if so, how much of the unrealized gain should be
added back?

Answer: For those available-for-sale equity securities where up to 45% of the
unrealized gains, net of unrealized losses, before income taxes, are included in Tier
2 capital (on CCR302), 100% of those unrealized gains should be included in assets
to risk-weight on CCR506. In other words, if a portion of the unrealized gain, net of
unrealized loss, is included in Tier 2 capital on CCR302, then the fair value, not just
the historical cost, of the equity security should be risk-weighted. This applies to all
equity securities that are permissible for both savings associations and national
banks, including Freddie Mac stock, Fannie Mae stock, and mutual funds investing
in permissible equity investments.

[1ToP]

Q&A No. 62

SUBJECT: SMALL BUSINESS LOANS SECURED BY RESIDENTIAL REAL
ESTATE

Line: SC300

Schedule SB

Date: June 16, 1999

Question: Are loans secured by the borrower’s residence to finance small
businesses considered small business loans?

Answer: Loans that meet the definition of mortgage loans, for purposes of
reporting in Schedule SC, may be classified as mortgage loans or may be classified
as nonmortgage loans according to the purpose of the loan, at the option of the
reporting institution. However, once classified, these loans should not be repeatedly
switched between classifications. Loans secured by a residence may be included in
Schedule SB as small business loans only if they are reported on the TFR as
nonmortgage, commercial loans on SC300.

Loans that do not meet the definition of mortgage loans either because they are
not fully secured by real estate or because the security property is not supported
by an appraisal or qualifying evaluation, must be classified as honmortgage loans
according to the purpose of the loan.

[Tor]
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Q&A No. 63

SUBJECT: RISK-WEIGHTING FHA-INSURED SECOND MORTGAGES

Line: CCR460

Date: June 16, 1999

Question: In the revised instructions for March 1999, CCR460 now says to
combine first and second mortgage loans in determining the LTV for risk weighting
purposes, when both the first and second liens are held by the institution and there
are no intervening liens. How does this apply to second mortgages that are 90%
insured by the FHA under their "Title One Home Improvement"” program.

Answer: The portion of the home improvement loan that is guaranteed by the FHA
may be risk-weighted at 20%. It is not necessary to combine the guaranteed
portion of a home improvement loan with any other mortgage to the same
borrower.

[TOP]

Q&A No. 64

SUBJECT: AUTOMOBILE FINANCING THROUGH DEALERS

Lines: SC710

SC690

Date: June 16, 1999

Question: An institution contracts with auto dealers to originate auto loans for the
institution. The dealers run a credit report on the customer purchasing a car and
the dealers issue checks to themselves, drawn on the institution, for the loan.
Basically, the institution is advancing funds to the dealer, upon the verification of
the credit report of the customer. Since it takes a few days for the loan application
drawn up by the dealer to reach the bank, the check payable to the dealer might
clear the bank before the loan is put on-line. Once the loan is on-line, the debit on
the internal checking account is funded.

If at report date this account has a debit balance, should the debit in deposit
accounts (SC710) be reclassified as an accounts receivable?

Answer: The instructions for SC710, under "Do Not Include”, Item 8, read as
follows:

8. Deductions for customers’ overdrafts in NOW and demand accounts unless the
right of set-off under a valid cash management arrangement exists for accounts of
the same legal entity; report as loans on SC303 (Commercial Loans: Unsecured) or
SC345 (Consumer Loans: Open-End: Unsecured);

Therefore, unless a right of set-off against other deposit accounts of the same auto
dealership exists and until the consumer loan is approved and established in the
records of the savings association, the debit balance should be reported as an
unsecured commercial loan on SC303.

TOP

Q&A No. 66
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SUBJECT: PLEDGED SECURITIES IN QTL

Lines: SI1581 - S1583

Date: June 16,1999

Question: Does a mortgage-backed security that qualifies as a Qualified Thrift
Investment (QTI) for QTL remain a QTI if it is pledged against borrowings? The TFR
instructions state that pledged securities are not eligible for inclusion in regulatory
liquidity, but the instructions for QTL do not address this question.

Answer: Yes. Qualified thrift investments are QTIs whether pledged or not.

[Tor]

Q&A No. 67

SUBJECT: UNDISBURSED BALANCE (LIP) OF LAND DEVELOPMENT LOANS
Lines: CC115

CC105

SC265

Date: June 16,1999

Question: The instructions for CC115, Undisbursed balance of loans closed, Other
Mortgage Loans, state "Report the undisbursed balance of permanent mortgage
loans of the types reported on SC250 through SC265." An institution has land loans
on SC265 for the acquisition and development of land. Funds are advanced over a
nine-month period, for developing the land by clearing trees and installing sewer
lines, based on the completion status of the project much like a construction loan.
On schedule SC, Land is categorized as a Permanent Mortgage. Should the LIP on
land development loans be included on CC105 (Mortgage Construction Loans) or
CC115 (Other Mortgage Loans)?

Answer: The LIP on land development loans should be reported on CC115,
Undisbursed Balance of Other Mortgage Loans.

TOP

Q&A No. 69

SUBJECT: ASSISTED LIVING FACILITIES

Line: SC256, SC260, CCR465, CCR506

Date: Revised July 5, 2006

Question: An institution is planning to make a loan for a senior assisted living
facility, and wants to know how this will affect their capital. How should this type of
facility be reported on SC, which would determine its risk-weight category on CCR?
The instructions for SC256 (Mortgages on 5 or More Dwelling Units) say to include
retirement homes, while SC260 (Mortgages on Nonresidential Property) includes
nursing and convalescent homes. A senior assisted living facility seems to be a
hybrid of these two entities.

Answer: The key to the classification of assisted living facilities on Schedule SC is
whether the facility's primary function is residential. If the facility's primary use is
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for permanent residents with separate living quarters, and the revenue received is
primarily for residential purposes, the mortgage is properly reported on SC256 as a
mortgage secured by multifamily residential property. A change was made to the
instructions for March 1999 which deleted assisted living from the definition of
nonresidential mortgage loans because certain assisted living complexes have
permanent residents with their own apartments and common areas including a
dining hall. By definition, these facilities provide "assistance" in the form of
healthcare and related services not normally an integral part of unassisted
multifamily residential living. If the primary function of an assisted living facility is
to house people on a temporary basis and/or the bulk of the revenue received is
derived from nonresidential health care activities, similar to a nursing or
convalescent home, the loan should be classified as a mortgage on nonresidential
property and reported on SC260.

For capital purposes, in order to be properly placed in the 50% risk weight, a
multifamily loan must meet the definition of "qualifying multifamily mortgage loan"
at 12 CFR 567.1. If so, it can be included on CCR465, in the 50% risk-weight
category (see instructions to CCR465), otherwise it would be reported in the 100%
category on CCR506. Among the many elements and provisos within that
definition, there is a requirement that the loan must be secured by a first lien on
multifamily residential properties consisting of five or more dwelling units. The
analysis above should be followed in making that determination.

TOP

Q&A No. 70

SUBJECT: PREFERRED DEPOSITS

Line: DI1220

Date: Revised July 5, 2006

Question: An institution has collateralized deposits from the local school district.
They are not required by state law to secure the uninsured portion of these
deposits, but they have done so anyway as a safety measure. Are these reported
on DI220 as preferred deposits, or are they included only if the state requires that
they be secured?

Answer: Deposits are reported as preferred deposits only if collateralization is
required by state law. Therefore, the deposits described above should not be
reported as preferred deposits.

TOP

Q&A No. 71

SUBJECT: SET-OFF OF NEGATIVE CASH ACCOUNT

Line: SC110

Date: Revised July 5, 2006

Question: If a cash account with a bank is in a net credit balance at year end and
we have federal funds sold to the same bank also at year end, how should the
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credit balance be reported. Should it be setoff with the fed funds or shown as a
deposit liability or as a borrowing? There are no other accounts between the thrift
and the bank.

Answer: The deposit overdraft and Fed Funds sold can only be offset if there is a
right of set-off under a legally enforceable cash management arrangement for
accounts of the same legal entity. (See FASB Interpretation No. 39, paragraph 5).
If the accounts meet all the requirements of set-off, the remaining Fed Funds
amount should be reported on SC125. If they cannot be offset, the entire Fed
Funds Sold should be reported on SC2125and the credit balance should be reported
on SC760 (Other Borrowings).

TOP

Q&A No. 72

SUBJECT: LOANS SECURED BY DUPLEXES

Line: SC251:256

Date: Revised July 5, 2006

Question: An institution has one borrower who owns six duplexes, with one loan
for all six duplexes. Based on property type this would be classified as a 1-4.
However, since there is only one loan on more than four units would it be
considered multifamily?

Answer: If there is one mortgage on several duplexes totaling 5 or more units, it
is classified as multifamily (5 or more). If there were individual mortgages on each
property, they would be classified as single family; that is, each loan could have
different terms and each could be foreclosed on or sold separately.

TOP

Q&A No. 73

SUBJECT: LTV CALCULATION WHEN THE FIRST LIEN 1S FHA-INSURED AND
THE SECOND LIEN IS CONVENTIONAL

Line: CCR460

Date: September 15, 1999

Question: Q&A No. 63 discussed the LTV calculation when the first lien is
conventional and the second lien is FHA-insured, but how is a mortgage loan risk-
weighted when the 1st mortgage lien is an FHA loan and a second lien is a
conventional loan?

Answer: The 1st mortgage loan is risk-weighted at 20% because it is FHA-insured.
However, when determining the risk-weight of the junior lien, the first must be
combined with all junior liens. If the combined LTV ratio does not exceed 80% and
the second mortgage meets the definition of a qualifying mortgage loan, it may be
risk-weighted at 50%. The second mortgage is risk-weighted at 100% when the
combined LTV ratio exceeds 80%, the loan is more than 90 days past due, or the
loan is not prudently underwritten.
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TOP

Q&A No. 74

SUBJECT: RISK WEIGHTING RESIDUAL OF A LOAN PARTICIPATION

Line: CCR460

Date: September 15, 1999

Question: An institution is considering selling a 90% participation in a loan and
retaining the remaining 10% principal balance. The participation agreement would
give the purchaser a senior position to that of the selling institution. However, the
total LTV is still only 70%o, it is still a first mortgage loan, and it qualifies in all other
ways as a 50% risk-weighted asset.

Given the above circumstances, would the asset still qualify and be risk-weighted at
50%7?

Answer: No. The 10% retained by the institution must be risk-weighted at 100%
because it is subordinate to the sold participation.

TOP

Q&A No. 75

SUBJECT: DEPOSIT PREMIUM ASSESSMENT BASE

Line: SC710

Date: Revised September 14, 2006

From time to time we get questions on the computation of the assessment base for
TFR filers. The computation is as follows:

Demand Deposits:
DI610 Noninterest-bearing Demand Deposits

+DI1620 Outstanding Checks Drawn against FHLB

and FRB
+DI1640 [S)Stl;r;?(;ligrliiéesposits of Consolidated
+DI1720 Assets Netted against Deposit Liabilities
= Gross Demand Deposits
Less DI1710 Adjustments for Reciprocal Demand

Balances

= Adjusted Demand Deposits (1)
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Time and Savings Deposits:

SC710

+SC712

+SC763

+DI1650

+DI1730

Less:

Total Deposits
Escrows
Accrued Interest Payable - Deposits

Time and Savings Deposits of Consolidated
Subsidiaries

Assets Netted against Deposit Liabilities
DI1610 Non-interest-bearing Demand Depots
Gross Time and Savings Deposits

DI1700 Depository Institution Investment
Contracts & Foreign Deposits

Adjusted Time and Savings Deposits (2)

Total Assessment Base:

Adjusted Demand Deposits ((1) above) less Float Deduction
of 16 2/3% (as calculated on the QPI)

Adjusted Time and Savings Deposits ((2) above) less
Float Deduction of 1% (as calculated on the QPI)

Total Assessment Base

TOP

Q&A No. 76

SUBJECT: RESERVE FOR UNCOLLECTABLE INTEREST
Line: Schedules SC and VA
Date: September 15, 1999
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Question: For tracking purposes, an institution prefers to utilize a reserve for
uncollected interest instead of placing severely delinquent loans in nonaccrual
status. On which line should the reserve for uncollected interest be reported on TFR
Schedule SC? Should the reserve for uncollected interest be treated as a specific
valuation allowance in completing TFR Schedule VA?

Answer: Interest income cannot be reported on Schedule SO and interest
receivable cannot be reported on Schedule SC that is not collectable at the time of
accrual. The institution may continue to accrue for tracking purposes, but not for
reporting purposes. Therefore, the reserve for uncollected interest must be
deducted from the accrued interest on the TFR; it is not a specific valuation
allowance or a charge-off, but rather a direct offset.

TOP

Q&A No. 77

SUBJECT: LOANS COLLATERALIZED BY ACCOUNT RECEIVABLES

Line: PD10 through PD30

Date: September 15, 1999

Question: An institution has revolving commercial loans (no maturity)
collateralized by account receivables. The amount of the loan is governed by the
size of the collateral. The receivables used for collateral can fluctuate daily. If the
debtor of the account receivable becomes past due on the monthly payment, the
interest and principal amount is automatically capitalized to the loan. The
commercial borrower can borrow additional funds to finance the past due amounts,
limited by the maximum loan amount specified in the loan agreement with the
institution. Should these loans be reported on PD, and would they be considered
TDR?

Answer: No. The loan would be reported on PD only if the commercial borrower
were delinquent. As long as the commercial borrower is meeting the terms of its
loan with the institution, the loan is not delinquent. This loan would only be TDR if
the loan between the institution and the commercial borrower were TDR. The TDR
status of the underlying collateral does not cause the loan with the institution to be
TDR.

TOP

Q&A No. 78

SUBJECT: FLOATING RATE CMO VALUATION

Line: CMR351, CMR352, CMR359, CMR361, CMR367, CMR368

Date: September 15, 1999

Question: When valuing floating-rate CMOs using Bloomberg, is the pricing on the
FMED screens acceptable for self-reporting on Schedule CMR?

Answer: No, the FMED screens help you to determine if derivative mortgage
securities are "high-risk.” However, this screen does not give accurate prices on
floating-rate CMOs, since the prices do not properly take account of the caps and
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floors embedded in these instruments. As an alternative, Bloomberg's FSPM or
FSPD screens should be used to price these securities, since they explicitly account
for the caps/floors.

The pricing methodology of either of the latter screens is consistent with OTS
requirements for Schedule CMR. However, the FSPM screen uses Bloomberg
median prepayment assumptions. The FSPD screen allows the user to customize
prepayment assumptions.

For more complete information, see CEO Letter Number 55, April 30, 1996,
Subject: CMO Floaters, and attachments, which is available on OTS' website at
http://www.ots.treas.gov/docs/r.cfm?25055. pdf.

TOP

Q&A No. 79

SUBJECT: COMPLEX SECURITIES

Line: CMR485

Date: September 15, 1999 (Revised May 16, 2001)

Question: The CMR Instructions now classify Federal Home Loan Bank (FHLB)
callable securities as "complex securities,” and they are now reported on CMR485
rather than CMR473. Can a small institution use rate shock valuations provided by
the FHLB for these securities?

Answer: Yes, the institution can use valuations provided by FHLBs. For other types
of securities, the institution would have to get a valuation from a source other than
the issuer or the dealer from whom the security was purchased.

NOTE: Effective with the March 2001 report, CMR485 was deleted. You must report
market value estimates of complex securities in the CMR section Supplemental
Reporting of Market Value Estimates.

TOP

Q&A No. 80

SUBJECT: SERVICING ESCROWS

Line: SC783, CMR777, CMR779, CMR786

Date: September 15, 1999

Question: An institution currently has $24 million of P&l and T&Il escrows on loans
serviced for others. The institution deposits the escrows in accounts at the Federal
Home Loan Bank. Because the Federal Home Loan Bank is a depository institution,
should the $24 million be reported on SC783 or SC7967 If the answer is SC796,
how should the amount be reported on CMR? Should they be reported as escrows
on loans serviced for others, or should they be reported as Miscellaneous |
liabilities?

Answer: Servicing escrows are held in safekeeping for others and as such must be
included in Escrows, on SC783. For deposit insurance purposes, escrows are
considered a subset of deposits; that is, they are insured as deposits and are
included in the deposit premium assessment base. It is irrelevant what the
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institution does with the funds once they are deposited with them. The issue is the
relationship between the institution and the depositors of the escrows.
Servicing escrows should be reported on CMR as follows:

Tax and insurance escrows on single-family mortgages

CMR777: serviced for others;
CMR779- Tax and m_surance escrows on all other loans serviced

for others;

. Principal and interest escrows on all loans serviced

CMR786: . ) . .

for others (single-family, multi-family, consumer loans, etc.)
TOP
Q&A No. 81
SUBJECT: Bank-Owned Life Insurance (BOLI)
Line: SC690

Date: December 1, 1999

Question: Question: Can bank-owned life insurance be reported in "Other
Investments" so that the income can be included in our net interest margin?
Answer: It is only permissible for a savings association to hold BOLI if it is
incidental to banking. That is, if it is useful in connection with the conduct of a
saving association’s business. This would include insurance for key-persons, on
borrowers, purchased in connection with employee compensation and benefit plans,
or the cash value of life insurance taken as security for a loan. As such, it is more
appropriately reported as an "other asset” rather than an investment. Income from
BOLI should be reported as noninterest income.

[TOP]

Q&A No. 83

SUBJECT: Aggregate Amount of all Extensions of Credit

Line: S1590

Date: December 1, 1999

Question: An institution has made loans to executive officers and has sold portions
of the loans. Should the loans be reported net of the portion sold or gross?
Answer: If the institution holds no recourse on the loans, they should be reported
net of the portion sold.

[Tor]

Q&A No. 84

SUBJECT: Participated Lines of Credit
Line: CC410 CC420

Date: December 1, 1999
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Question: An institution is the issuer of credit card loans. Approximately 20% of
that is participated out to a bank. The thrift settles daily with the bank on any
changes in loans simultaneously with their credit card processor. In other words,
when the bank’'s loans increase, the thrift initially funds that increase but
immediately obtains funding from the bank as their participating share.

The question is how to report the unfunded lines of credit on those accounts for
which the thrift is the issuer but the participating bank is the owner. Should the
thrift report the unfunded lines on just the accounts they own, or do they report on
the entire portfolio as the issuer?

Answer: As long as the thrift has a firm, noncancelable contract with the bank for
all of the unfunded lines, they should report only their share of the unfunded lines.
If they have a contract with the bank covering only the funded lines or if the bank
can cancel at any time, then they should report the entire unfunded lines.

[TOP]

Q&A No. 85

SUBJECT: Complex Securities

Line: CMR485 CMR962:968

Date: December 1, 1999

Question: An institution has several securities from the FHLB with call options that
were reported as structured securities and rate-shocked on the June TFR. However,
some of these securities were callable once, have passed their call date as of
September 30, and are no longer callable. Should these continue to be reported as
structured securities, or can they be considered simple securities now that the call
option has lapsed?

Answer: Once the call option has expired and they are no longer callable, they
should be considered simple securities for Schedule CMR purposes.

[TOP]

Q&A No. 86

SUBJECT: Loan-To-Value (LTV)

Line: CCR

Date: March 15, 2000

Question: When reporting loans on Schedule CCR, if the loan meets all the criteria
for 50% risk-weighting except the LTV, but we have a firm commitment to sell,
must the loan be risk-weighted at 100% or are there any exceptions?

Answer: If the LTV exceeds 80%, the loan must be risk-weighted at 100%. There
are no exceptions for loans with a firm commitment to sell.

[TOP]

Q&A No. 87

SUBJECT: Accrued Interest Payable on Deposits Included in Liquidity
Line: S1500

Date: March 15, 2000
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Question: Can accrued interest payable on deposits that has not been credited to
the depositor's account be included in the liquidity base for calculation of the
liquidity ratio? It is reported on SC763, Accrued Interest Payable - Deposits.
Answer: Yes. It is helpful for thrifts to add accrued interest to the denominator as
it lowers their liquidity ratio. Because the regulation specifies that associations
should add accrued interest to the numerator, we consider it appropriate that the
denominator be treated the same way. This would apply to deposits and
borrowings.

[Tor]

Q&A No. 88

SUBJECT: Commitments on CMR

Line: CMR-OBS

Date: March 15, 2000

Question: According to the CMR instructions, a commitment is considered firm
when there is a rate lock at the time of approval. If an institution sets the rate at
"LIBOR + 3" at approval, is that a rate lock and therefore a firm commitment? On
one hand, it would seem so, but the actual numerical rate won't be set until the
loan is closed. But if it is a firm commitment, what do they use for the rate in
column #4 when reporting the off-balance-sheet item?

Answer: In the current CMR we don't consider this to be a reportable rate lock
because the interest rate is free to change prior to the loan's closing. You should
consider the commitment firm only if the rate is locked at a specified numerical
level (e.qg., 7.5%).

[TOP]

Q&A No. 89

SUBJECT: Calculation of LTV Ratios for Single-Family Residential
Mortgages

Line: CCR4460 and CCR 505

Date: March 15, 2000

Question: LTV ratios must be considered in determining whether or not single-
family residential mortgage loans qualify for 50 % risk weighting on Schedule CCR.
If an existing property is purchased at a price lower than the appraised value,
which value should be used in the calculation of the LTV ratio? This distinction in
the definition of "value™ can be material for institutions that routinely grant loans in
which purchase prices are significantly below the appraised values.

Answer: The value used in the LTV ratio for risk-weighting purposes should be the
lesser of the purchase price or the appraised value.

[Tor]

Q&A No. 90
SUBJECT: Floating Rate Balloon Note
Line: CMR
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Date: March 15, 2000

Question: An institution has a first mortgage 1-4 family real estate loan that floats
daily with Wall Street prime - not a true ARM - and is also a balloon note. Where is
this reported on CMR?

Answer: The mortgage should be reported in the current market index, "6 Month
or Less" column. Because it's not indexed to Treasury, LIBOR, or COFI, the
instructions on page 183 for reporting its margin apply. The WARM is based on the
time until the balloon payment is due. The time until the next payment reset is
based on how often the payment changes. (Even though the interest accrual rate
changes daily, I assume the payment changes less frequently, say monthly.)

[TOP]

Q&A No. 91

SUBJECT: Available-For-Sale Loans

Line: CMR

Date: March 15, 2000

Question: Can loans held for sale be reported in the 30 day repricing category in
the appropriate CMR bucket? That is, can the "next reset" be said to be at the end
of the next month since they are supposed to be priced to market each month until
the sale date?

Answer: No, assets must be reported according to their actual contractual
characteristics, including interest rate reset date, not according to when the
institution plans to sell it. While assets available for sale are reported on the
balance sheet at fair value, on Schedule CMR we collect the amount of outstanding
principal and need the actual contractual terms to estimate the market value of
those assets in several different interest rate environments.

TOP

Q&A No. 93

SUBJECT: Farm Loans

Line: SC250, SC260

Date: March 15, 2000

Question: The general instructions for real estate loans discuss the issue of the
collateral having more than one use. When the collateral has a residence with more
value than the remaining acreage, is this a farm loan or a residential loan in spite
of any farming activity? Is there any "size" of acreage that would automatically
make the loan a farm loan?

Answer: There are no hard and fast rules on the definition of farm land. However,
if the value of the home equals or exceeds the value of the remaining acreage, the
loan may be classified as residential. There is no size of acreage that would
automatically make the loan a farm loan.

[TOP]
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Q&A No. 94

SUBJECT: Callable CDS

Line: CMR

Date: March 15, 2000

Question: A thrift offers a callable certificate of deposit product. The customer
may hold the CD at a fixed rate for 5 years but the thrift may call the CD at
anytime after 1 year. How is this reported on the CMR in terms of original and
remaining maturity (CMR Section Fixed Rate Fixed Maturity Deposits)?

Answer: The preferred way to report this CD is to report the maturity as 5 years
and report the value of the call option in the Reporting of Market Value Estimates,
in CMR942 through CMR948. However if you do not have the value of the call
option, you can report the CD as fixed rate, fixed maturity with the call date as the
maturity. Please note that providing the OTS with the market value estimate of the
call option will result in more accurate results from the interest rate risk model.

[TOP]

Q&A No. 95

SUBJECT: Dollar Roll Clearing Account

Line: Schedule SC

Date: March 15, 2000

Question: An institution finances the purchase of MBSs with reverse repos. Each
month that the dollar roll is not settled, they either remit or receive the difference
between the buy and new sell prices. This amount is recorded in a "Dollar Roll
Clearing Account.” Where is the clearing account reported on the TFR?

Answer: The clearing account is a due to/from broker account and should be
reported in Other Assets or Other Liabilities, as appropriate.

[TOP]

Q&A No. 96

SUBJECT: LTV-Deferred Loan Fees

Line: Schedule CCR

Date: March 15, 2000

Question: When reporting loans on schedule CCR, if the loan meets all the criteria
for 50% risk-weighting except the LTV, but the deferred fees (e.g. "points") would
reduce the LTV from 81% to 79%, would this loan qualify for 50% or 100% risk-
weighting?

Answer: In this case, the loan would be risk-weighted at 50%. Loans may be risk-
weighted at recorded investment, which is the principal balance adjusted for certain
amounts, including deferred loan fees, premiums, and discounts.

[Tor]

Q&A No. 97
SUBJECT: Leasing Activities
Line: SC306, SC330, and SC690
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Date: June 5, 2000

Question: The Home Owners’ Loan Act (HOLA) and OTS regulation 12 C.F.R.
560.41 authorize thrifts to engage in two types of leasing activities: finance leasing
and general leasing. Does the institution’s elected HOLA investment authority for a
lease determine the classification for reporting purposes? For example, could a
general lease for HOLA investment authority purposes be one that must be
accounted for in the Thrift Financial Report (TFR) as a direct financing lease?
Answer: Regardless of which HOLA investment authority the institution elects, it
must report leases in the TFR in accordance with generally accepted accounting
principles (GAAP). Under SFAS No. 13, "Accounting for Leases," a savings
association as a lessor will generally account for a lease as either an operating
lease or direct financing lease (sometimes referred to as a capital lease), depending
on the lease terms. For an operating lease, the institution should report the
property leased to others on TFR line SC690, "Other Assets"”, using code 10. In
contrast, for a direct financing lease, the institution should not report the property
leased to others as an asset. Rather, the institution should report the lease
receivable as an asset, because the accounting for a direct financing lease is similar
to that for a loan. Specifically, for a direct financing lease, the institution should
report the lease receivable on either TFR line SC306, "Commercial Loans: Direct
Financing Leases", or TFR line SC330, "Closed-end, Consumer Loans: Other,
Including Leases". The institution's elected HOLA investment authority for a lease
will not necessarily determine the classification for reporting purposes. For
example, a general lease for HOLA investment authority purposes could be a lease
that must be accounted for under GAAP as a direct financing lease.

[TOP]

Q&A No. 98

SUBJECT: Auto Leases

Line: SC330

Date: June 5, 2000

Question: An institution is planning to start an auto lease program. It appears that
these leases will be reported as direct financing leases on SC330 - Other Consumer
Loans, Including Leases. What happens if a lessee returns an auto either at the
maturity of the lease or prior to term after paying off the lease contract? It is not
repossessed, but returned. Should it be reported in Other Assets, SC690, or Other
Repossessed Assets, SC430?

Answer: If the terms of the lease are met, the auto should be reported in Other
Assets, SC690, as Code 10. However, if the institution assumes physical possession
of an auto because the terms of the lease are not met, the auto should be reported
as Other Repossessed Assets on SC430.

[Tor]

Q&A No. 99
SUBJECT: Closed-End Home Equity Loans
Line: SC316
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Date: June 5, 2000

Question: An institution has a closed-end home equity loan. The car for which the
loan proceeds were used also collateralizes the loan. Is this loan categorized on the
TFR by purpose as an automobile loan or as a home equity loan?

Answer: If the auto substantially secures the loan, and the lien on the home is
taken merely as an "abundance of caution," the loan should be reported as an auto
loan on SC323.

[Tor]

Q&A No. 100

SUBJECT: Uninsured Deposits

Line: DI210

Date: Revised July 5, 2006

Question: An institution has CDs over $100,000 that are structured as follows:
1. Public funds secured by stand-by letters of credit issued by FHLB;

2. Public and private funds Insured by private deposit guaranty bonds; or

3. CDs used for loan collateral, which if the bank were closed, would be netted
against the loans and would not create a claim against the FDIC.

Are any of these reported as "uninsured deposits" on DI210?

Answer: Yes, all three of these should be reported on DI210. While it is correct
that there may be some special treatment of these deposits in the event of the
institution's failure, the amounts of these deposits in excess of $100,000 are
uninsured under the deposit insurance laws and regulations.

[Tor]

Q&A No. 101

SUBJECT: QTL for Trust-Only Charters

Line: S1581, 582, 583

Date: June 5, 2000

Question: Are institutions with trust-only charters required to calculate QTL?
Answer: Yes. All OTS chartered savings associations must comply with QTL
regulations unless they have a specific statutory exemption.

[Tor]

Q&A No. 102

SUBJECT: Fee Income on Individual Security Sales

Line: S1860

Date: June 5, 2000

Question: An institution maintains a financial services office that sells mutual
funds to customers as well as individual equity securities. The financial services
office receives a commission on every securities transaction. Should this income be
included on line SI860 (Fee Income from the Sale and Servicing of Mutual Funds
and Annuities), even though the sale is of an individual stock rather than a mutual
fund or annuity as the instructions refer? Evidently, several stock transactions have
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occurred, but obtaining a query of the individual commissions from the customers
iIs burdensome.

Answer: No, do not include commissions on sales of individual equity securities.
Only fee income from mutual fund and annuity sales and servicing should be
reported on SI860.

[TOP]

Q&A No. 103

SUBJECT: Mutual Fund Referrals

Line: Schedule FS, S1805:860

Date: Revised July 5, 2006

An institution has a financial services department as a subsidiary. This department
receives fees for setting up stock and equity mutual fund accounts for walk-in
customers. The assets are entrusted to a third party corporation. The consolidated
subsidiary of the institution receives a 20% commission for the referral. The
customer makes the investment decision, while the financial services department
acts as a conduit. They do not file an ARTA report with the FDIC.

Question 1: Should accounts such as that described above be reported as trust
assets on Schedule FS?

Answer 1: The type of activity described does not appear to be an activity
requiring trust powers; therefore, it would not be included on the TFR or the ARTA.
Question 2: Should these accounts be reported with mutual fund and annuity
sales on S1810:860 even though the association is merely a conduit for the third
party?

Answer 2: Yes. The amount of sales should be reported on SI1810:860. In addition
they should report the amount of income (referral fee) on SI1860.

[TOP]

Q&A No. 104

SUBJECT: Qualifying Multifamily Mortgage Loans

Line: CCR465

Date: June 5, 2000

Question: The CCR instructions for qualifying multifamily mortgage loans require
three criteria to be met for grandfathered loans (from March 18, 1994 forward) to
qualify for 50% risk-weighting. Assume that the LTV ratio is satisfied but that the
occupancy rate has fallen below the minimum 80% requirement since 3-18-94. Can
the institution include these loans in the 50% risk-weight category if the average
annual occupancy rate has increased over time to exceed 80% for the past year?
Answer: Yes. If a multifamily property does not qualify for 50% risk weight one
year, it can still qualify in future years. It does not have to continuously qualify.

[Tor]

Q&A No. 105
SUBJECT: Callable Bond Past Call Date
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Line: CMR485

Date: June 5, 2000

Question: An institution has a bond that was callable that they reported on
CMR485. The call date passed without the bond being called. Should it be moved
out of the structured securities line and reported as if it were now a fixed-maturity
bond?

Answer: Yes, if the security is no longer callable, it should be moved out of
CMRA485.

[Tor]

Q&A No. 106

SUBJECT: Face Value of Liabilities with Options, Edit R960

Line: CMR950

Date: June 5, 2000

Question: The CMR instructions state: "reporting of market value estimates is
optional for liabilities such as callable bonds". The instructions also state: "If the
reporting savings association chooses to report its estimates of the market value of
options on liabilities, it should also report, in CMR950, the principal value of the
liabilities in which those options are embedded. Otherwise, leave CMR950 blank."
If the institution does decide to rate shock their FHLB callable bonds, is it
mandatory that CMR950 be completed for the principal value of the underlying
liabilities? If so, must CMR945 always be less than 40% of the base case value on
CMR950, as indicated in the TFR edits?

Answer: Yes, CMR950 should be completed if anything is reported in CMR942
through CMR948. There might be cases where CMR945 exceeds 40% of CMR950,
but it would be unusual for the value of the embedded option to reach that large a
size. The most likely reason for an edit to be triggered for a callable bond is that
the institution may be reporting the estimated market value of the bond in
CMR942-948, rather than the value just of the embedded call option.

[TOP]

Q&A No. 107

SUBJECT: Convertible FHLB Advances

Line: CMR942:948

Date: June 5, 2000

Question: How should a ten-year convertible advance from the Federal Home Loan
Bank be reported on CMR where a call option exists? The FHLB may call the bonds
on any quarterly payment date. If the market interest rates should rise by over 25
basis points from the current levels, the bonds would probably be called. Q&A No.
94 refers to callable CD's, but would convertible advances be treated in a similar
manner?

Answer: To report callable FHLB advances follow the instructions for Schedule CMR
on page 216.

Callable borrowings: Callable borrowings are fixed-rate, fixed maturity
borrowings that can be called by the issuer at certain dates before the borrowings’
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maturity date. Report the remaining maturity of callable borrowings using either
Option 1 or Option 2, below.

Option 1: Report the remaining maturity of the borrowings based on their stated
maturity, and report in CMR942 through CMR948 the market value of the call
option in the seven interest rate scenarios.

Option 2: Report the remaining maturity of the borrowings based on their next call
date.

In addition refer to the guidance in Thrift Bulletin 13a-1 concerning market value
estimates for structured advances.

[TOP]

Q&A No. 108

SUBJECT: Balloon Loans

Line: CMR

Date: June 5, 2000

Question: The loan review of an institution discloses that they originate single-
family balloon loans; however, these loans are reported on section CMR as
adjustable mortgage loans. | am not positive if these should be reported as balloon
loans or adjustable mortgage loans on CMR.

An example of one of these loans is as follows:

$72,000 Loan - 7.75% fixed for a one-year term, with a 20-year amortization.

The note calls for the entire indebtedness to be paid in full in one year. After each
year the loan extends for another year at the institution's current loan rate. The
note also states that if the borrower makes any prepayments within the first 5
years of the loan a prepayment penalty will apply. My understanding is that
management is not charging customers a prepayment penalty if they pay off the
loan at the renewal period each year. However, if they prepay during midyear, in
the first 5 years, then a prepayment penalty will be charged.

At each yearly renewal, the loan is given the then-current loan rate for new loans.
The managing officer states that they have always renewed these loans each year;
however, they reserve the right to refuse to renew a loan.

Where should these loans be reported?

Answer: The loan described here is referred to in the Schedule CMR instructions as
a "call loan" (page 179, item 4 near the bottom of the page). A call loan is
categorized as fixed or adjustable rate based on the frequency with which it may be
called. If it is subject to call (and thus potential coupon reset) at least every 5
years, it is reported as an ARM (see item 3 under "Include” on page 181);
otherwise as a fixed rate mortgage.

[TOP]

Q&A No. 109

SUBJECT: Defered Tax Credits

Line: SC50, SC690/SC790

Date: September 11, 2000

Question: An institution receives tax credits for investing in a joint venture
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partnership with limited liability. The participating parties comprise other financial
institutions that are investing in the California Affordable Housing Fund. Tax credits
are received as a benefit for participating in this fund. Where should this
investment be reported on the TFR? Where should the deferred tax credits be
reported?

Answer: The investment should be reported on SC50, Equity Investments Not
Subject to SFAS No. 115. The deferred tax credits should be reported as a deferred
tax asset component of the institution's deferred taxes.

[Tor]

Q&A No. 110

SUBJECT: FHLB Non-Interest-Earning Deposits

Line: SC162

Date: September 11, 2000

Question: An institution is reporting FHLB non-interest-earning accounts on line
SC162 (Interest-earning Deposits in FHLBs) and on CMR461 (Cash, Non-interest-
earning Demand Deposits, Overnight Fed Funds, Overnight Repos). These deposits
are used to compensate for money needed to pay for wires, ACH drafts, sweep
transfer funds, swap pools, regular deposits from branches, lock box fees, direct
deposit transfers and in-clearing check processing. If any money remains after
clearing items are paid, then the extra funds are transferred to an interest-earning
account. The institution is classifying the non-interest-earning account on line
SC162, because it is a deposit with the Federal Home Loan Bank.

Typically, items reported on SC162 should also be reported on line CMR476, with
interest-earning deposits. However, because the time deposits are non-interest-
earning, the institution is reporting them on line CMR461. Should line SC162
include non-interest-earning FHLB deposits even though the title of the TFR line is
"Interest-earning Deposits in FHLBs"?

Answer: It is acceptable to report this account on SC162; although, if the account
iIs material, it should be reviewed by an examiner. The reporting in CMR with cash
items on CMR461 is also appropriate.

TOP

Q&A No. 113

SUBJECT: QTL - Loan Pools

Line: S1581, 582, 583

Date: September 11, 2000

Question: Are investments in pools of loans or securities backed by or
representing an interest in education loans or small business loans eligible to be
included as qualified thrift investments?

Answer: Yes. Since education loans and small business loans count without limit,
investments in pools of loans or securities backed by such loans also count without
limit.

[Tor]
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Q&A No. 115

SUBJECT: Exchange Rate Contracts

Line: CMR Off-Balance Sheet Positions

Date: September 11, 2000

Question: If an institution is involved in exchange rate contracts, what contract
code should be used to report these off-balance sheet items on CMR?

Answer: Exchange rate contracts are not reported on Schedule CMR because they
are not interest rate sensitive.

[TOP]

Q&A No. 116

SUBJECT: Risk-Weighting Accrued Interest

Line: CCR

Date: December 19, 2000

Question: How should we risk-weight accrued interest? Should we include it with
the asset or risk-weight it at 100%0?

Answer: You may risk-weight accrued interest with the asset against which it was
accrued. However, if you cannot easily break out your accrued interest by asset
type, you may risk-weight it at 100%o.

[TOP]

Q&A No. 117

SUBJECT: Overdrafts in Cash Accounts

Line: CMR675

Date: December 19, 2000

Question: Where should we report an overdraft in the thrift's cash account
(negative cash balances) on Schedule CMR?

Answer: In Schedule CMR you should report negative cash balances on CMR675. If
this is the only amount for which you report a WAC on CMR678, you should report
a WAC of one basis point (0.01%0). Likewise, if this is the only amount for which
you report a WARM on CMR711, you should report a WARM of one month.

[Tor]

Q&A No. 118

SUBJECT: Money Market Mutual Funds

Line: SC140

CMR461

Date: December 19, 2000

Question: Where should we report Money Market Mutual Funds owned by the
savings association in Schedule SC and CMR?

Answer: Report money market mutual funds as follows:

Schedule SC on SC140 (Equity Securities Subject to SFAS No. 115)

Schedule CMR on CMR461 (Cash, Non-interest-earning Demand Deposits,
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Overnight Fed Funds, Overnight Repurchase Agreements) - see the instructions for
CMR464.

Because you do not report money market mutual funds on CMR464, you do not
report them on CMR582 (Equity Security & Non-mortgage-related Mutual Funds).

[Tor]

Q&A No. 119

SUBJECT: Risk Weighting Interest-Rate Contracts

Line: CCR

Date: December 19, 2000

Question: Per CCR instructions, under Credit Equivalent Amount of Interest-Rate
and Exchange-Rate Contracts, we require an association to risk weight the
replacement cost of interest-rate contracts. Does this pertain to interest-rate
contracts entered into, but not yet effective?

Answer: Yes. If they are entered into, they are off-balance-sheet items, and
therefore are a part of the savings institution's risk-weighted assets. You should
follow the instructions for off-balance-sheet assets 12 CFR 567.6(a)(2)(v). You may
also look at the instructions for the conversion of off-balance-sheet assets in
Schedule CCR in the Thrift Financial Report Instruction Manual.

[Tor]

Q&A No. 120

SUBJECT: Qualifying Multifamily Loans - Assumption

Line: CCR465

Date: December 19, 2000

Question 1: If a different borrower assumes a "grandfathered" qualifying
multifamily mortgage loan, can the institution continue to risk-weight the loan at
50 percent? ("Grandfathered” is an informal term that refers to a multifamily
mortgage loan that met the definition of Qualifying Multifamily Mortgage on March
18, 1994, and continues to meet those requirements. March 18, 1994 was the
effective date of a change in the definition for Qualifying Multifamily Mortgage.)
Answer 1: Yes, provided that: (a) OTS examiners do not take exception to the
underwriting or the assumption transaction, and (b) there is no adverse information
about the new borrower or the security property. If the savings institution advances
new funds at the time of the assumption, OTS will generally view the assumption
as a new loan for this purpose, in which case it will not receive the capital
treatment of a grandfathered loan. There may be some exceptions for an
immaterial amount of new funds.

Question 2: If a multifamily loan qualifies for a 50 percent risk-weight under the
current rule and a different borrower assumes the loan, can the institution continue
to risk-weight the loan at 50 percent using the loan and property history prior to
assumption, as long as it continues to meet the qualifying criteria?

Answer 2: Yes, provided that, (a) OTS examiners do not take exception to the
underwriting or assumption transaction, and (b) that there is no adverse
information about the new borrower or the security property.
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TOP

Q&A No. 121

SUBJECT: Write-Down of Beneficial Interessts Pursuant to EITF Issue No.
99-20

Line: Schedule SO

Date: March 27, 2001

Question: As a result of applying the consensus in EITF Issue No. 99-20,
"Recognition of Interest Income and Impairment on Purchased and Retained
Beneficial Interests in Securitized Financial Assets," we will recognize an other-
than-temporary impairment of our beneficial interests in securitized financial
assets. We will report this impairment by writing down the beneficial interests to
fair value, with a corresponding charge to earnings. Where on Schedule SO should
we report this charge?

Answer: If, prior to the impairment charge, you treated the beneficial interests as
interest-bearing assets, then you should include the charge to earnings on line
S0O321, Net Provision for Losses on Interest-Bearing Assets. You treated an asset
as interest bearing if you included the related income on line SO11, Total Interest
Income. On the other hand, if you treated the beneficial interests as non-interest-
bearing assets, then you should include the charge to earnings on line SO570, Net
Provision for Losses on Noninterest-Bearing Assets. You treated an asset as
noninterest bearing if you included the related income in line SO40, Total
Noninterest Income.

[Tor]

Q&A No. 122

SUBJECT: SFAS No. 115 Adjustments in Cash Flow Amounts

Line: CF148 and CF158

Date: Revised July 5, 2006

Question: When calculating the cash repayment of principal on CF148 and CF158
should we include adjustments we make to the balances for the mortgage pool
securities for unrealized gain and losses?

Answer: Yes. We determined that most institutions are including SFAS No. 115
adjustments with the cash repayments on CH148 and CF 158 and have amended
the instructions for March 2001 to reflect actual practice. We will change the
caption of CF148 and CF 158 on the March 2002 form.

[Tor]

Q&A No. 123

SUBJECT: Interpretation of Q&A No. 72 - Single-Family Construction Loans
Line: SC230, SC235

Date: March 27, 2001

Question: We are having an interpretation problem with Q&A No. 72. In our
construction loans we have 20 houses in the same subdivision on one mortgage
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issuing partial releases as each home is sold and closed. The purpose of the loan is
clear, as well as, use of its proceeds - funds are used to build free-standing, single-
family detached houses that are for sale to the general public. Should we classify
these as multi-family or as single-family construction loans?

Answer: Q&A No. 72 applies to permanent mortgage loans. It was not intended to
apply to construction loans. The instructions for SC230, Construction Loans on 1-4
Dwelling Units, respond to your question. Item number 1 under Include states:
"Construction loans to developers secured by tracts of land on which single-family
houses, including town houses, are being constructed.” A master loan to a builder
to build single-family homes should be classified on the TFR as a single-family
construction loan.

[Tor]

Q&A No. 124

SUBJECT: Combining Junior and Senior Loans for LTV Delinquency
Reporting

Line: LD210 through LD260

Date: June 13, 2001

Question: Schedule LD instructions state:

"In determining the LTV ratio, you must combine all loans secured by the same
property regardless of whether you classify the loan as a mortgage or consumer
loan in Schedule SC. If you hold a junior lien, you must include all liens senior to
your lien in the LTV calculation, even if you do not hold all the senior liens."

Must we combine a junior loan that is delinquent with a senior loan that is current
in reporting 