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2 From 1989 through 1992, more than 90 percent
of SAIF assessment revenue went to the FSLIC
Resolution Fund (FRF), the Resolution Funding

Corporation (REFCORP) and the Financing
Corporation (FICO).

other needs as required by the Financial
Institutions Reform, Recovery, and
Enforcement Act of 1989 (FIRREA).2
Only assessment revenue generated
from Bank Insurance Fund (BIF)
member institutions that acquired SAIF-
insured deposits under section 5(d)(3) of
the FDI Act (12 U.S.C. 1815(d)(3)) (so-
called ‘‘Oakar’’ banks) was deposited in
the SAIF throughout this period.

SAIF-member assessment revenue
began flowing into the SAIF on January
1, 1993. However, the Financing
Corporation (FICO) has a priority claim
on SAIF-member assessments in order
to service FICO bond obligations. Under
existing statutory provisions, FICO has
assessment authority through 2019, the
maturity year of its last bond issuance.
At approximately $779 million per year,
the FICO draw is substantial,
representing nearly 45 percent of
estimated assessment revenue for 1995,
or 11 basis points of the average
assessment rate of 24 basis points. The
SAIF had a balance of $1.8 billion
(unaudited) on December 31, 1994. With
primary resolution responsibility
residing with the Resolution Trust
Corporation (RTC), there have been few
demands on the SAIF, but the authority
of the RTC to place failed thrifts in
conservatorship or establish
receiverships expires June 30, 1995.

In addition to assessment revenues
and investment income, there are at
least two other potential sources of
funds for the SAIF. First, the FDIC has
a $30 billion line of credit available
with the Department of the Treasury
(Treasury) for deposit insurance
purposes, although the SAIF has
required no extension of credit. Second,
the Resolution Trust Corporation
Completion Act (RTCCA) authorized the
appropriation of up to $8 billion in
Treasury funds to pay for losses
incurred by the SAIF during fiscal years

1994 through 1998, to the extent of the
availability of appropriated funds and
provided that certain certifications are
made to the Congress by the Chairman
of the FDIC. Among these, the Chairman
must certify that the FDIC Board has
determined that:

(1) SAIF members are unable to pay
additional semiannual assessments at the
rates required to cover losses and to meet the
repayment schedule for any amount
borrowed from the Treasury for insurance
purposes under the FDIC’s line of credit
without adversely affecting the SAIF
members’ ability to raise capital or to
maintain the assessment base; and

(2) An increase in assessment rates for
SAIF members to cover losses or meet any
repayment schedule could reasonably be
expected to result in greater losses to the
Government.

The RTC’s resolution activities and
the thrift industry’s substantial
reduction of troubled assets in recent
years have resulted in a relatively sound
industry as the July 1, 1995 date for
SAIF resolution responsibility
approaches. However, with a balance of
$1.8 billion beginning 1995, the SAIF
does not have a large cushion with
which to absorb the costs of thrift
failures. The FDIC has significantly
reduced its projections of failed-thrift
assets for 1995 and 1996, but the failure
of a single large institution or an
economic downturn leading to higher
than anticipated losses could render the
fund insolvent.

Furthermore, there may soon be a
substantial differential between BIF and
SAIF premiums. The BIF is expected to
be recapitalized during 1995, at which
time BIF premiums can be reduced far
below current levels. Largely due to the
FICO obligation, the SAIF is not likely
to be recapitalized until 2002 (this
projection is discussed below in section
III). A premium differential may have
adverse consequences for SAIF

members, including reduced earnings
and an impaired ability to raise funds in
the capital markets. Among the weakest
thrifts, this differential could result in
competitive pressures that would lead
to additional failures. An analysis over
a five year time span suggests that any
such increase in failures is likely to be
sufficiently small as to be manageable
by the SAIF under current interest-rate
and asset quality conditions. Moreover,
the analysis indicates that under harsher
interest-rate and asset-quality
assumptions, these economic factors
would have a significantly greater effect
on SAIF-member failure rates than
would a premium differential.

While the premium differential is not
expected to lead to significant failures
in the near term, it may lead to other
adverse results. A premium differential
would also create a powerful incentive
for SAIF-insured institutions to
minimize premium costs by shrinking
the base against which assessments are
levied (currently domestic deposits).
This can be accomplished, despite the
moratorium on conversions of SAIF-
insured deposits to BIF-insured deposits
at these institutions, by substituting
nondeposit liabilities for SAIF-insured
deposits. These nondeposit liabilities
are readily available and include
Federal Home Loan Bank (FHLB)
advances and reverse repurchase
agreements. The net result could be an
acceleration of the shrinkage of the
assessment base, thereby reducing
assessment revenue. This could threaten
the ability to service the FICO obligation
sometime near or after the year 2000
and, over the longer term, frustrate the
capitalization of the SAIF. As shown in
the following table, the assessment base
has been declining steadily since the
fund was established in 1989, although
the decline was at a slower rate in 1994.

TABLE 3.—SAIF ASSESSMENT BASE AND INSURED DEPOSITS*
[Dollar amounts in billions]

Assessment base Percent change Est. Insured de-
posits Percent change

1989 .................................................................................. $950.3 $882.9 6.0
1990 .................................................................................. 877.7 ¥7.6 830.0 ¥6.0
1991 .................................................................................. 820.2 ¥6.5 776.4 ¥6.5
1992 .................................................................................. 760.5 ¥7.3 729.5 ¥6.0
1993 .................................................................................. 729.4 ¥4.1 695.6 ¥4.6
1994 .................................................................................. 716.3 ¥1.8 687.3 ¥1.2

*Includes conservatorships and Sasser institutions; adjusted for Oakar deposits. End-of-period domestic deposits are used to approximate the
SAIF assessment base. The actual assessment base may be slightly less than domestic deposits due to float adjustments, but period-to-period
changes should be similar. Table 3 presents end-of-period figures (the comparable table in earlier proposals used averages) to reflect the quar-
terly billing system which becomes effective the second quarter of 1995.


