IOWA DIVISION OF BANKING’S

POLICY STATEMENT ON EQUITY INDEXED CERTIFICATES OF DEPOSIT (ICD’s)

ICD’s contain various risks, including operational, legal, reputational, and counter-party.  As such, they may not be suitable products for all banks to offer.  Senior management and the Board of Directors must have a thorough understanding of all of the various risks, along with the ability to manage them.  The Iowa Division of Banking will impose the following requirements on banks issuing ICD’s:

1. The bank’s Board of Directors must adopt a resolution approving the sale of ICD’s.

2. The bank’s Board of Directors must adopt a policy that addresses ICD’s.

3. If the derivative provider is not a U.S. Government Sponsored Enterprise, the bank’s Board of Directors must adopt a policy that limits the bank’s risk of loss if the derivative provider is unable to perform on its obligations.  The bank’s risk should be evaluated using modeling of 5%, 10%, and 15% (or higher depending on market performance during the term of the product) annual increases in the value of the index used.

4. The bank’s Board of Directors must monitor the ICD’s and the related cost of funds derivative at least quarterly to ensure the derivative is adequate to control interest rate risk.

5. The bank’s Board of Directors must review at least annually the financial condition of the interest rate derivative provider.

6. The bank’s directors’ examination or outside audit must address the accuracy of the accounting for the liabilities and assets involved in the ICD’s.

7. The bank’s Board of Directors must ensure that the deposits are FDIC insured, are appropriately reflected on Reports of Condition and Income, and comply with all applicable state and federal rules and regulations.

8. The bank’s Board of Directors must ensure that all bank employees involved in issuing ICD’s are properly trained to explain the unique differences between ICD’s and fixed rate certificates of deposit offered by the bank.

9. The bank will request approval from the Iowa Division of Banking for a specific amount of investment in a derivative transaction, pursuant to the requirements of Section 524.901(9) of the Code of Iowa.  The Division of Banking will approve or deny the request based on an evaluation of the bank’s policies and procedures, capital adequacy, and ability to absorb risk of default by the derivative provider.

10. An officer of the bank will need to be designated to oversee the bank’s ICD’s offerings.

11. It is suggested bank management involve legal counsel in reviewing or developing documents and disclosures for use with bank’s ICD’s product.

