
    
 
 
 

December 2, 2013 
 
 
The Honorable Martin Gruenberg 
Chairman 
Federal Deposit Insurance Corporation 
550 17th Street NW 
Washington, DC 20429 
 
Dear Chairman Gruenberg: 
 
 As the number of community banks dwindles and more communities lose their local 
bank, it is of concern to us that the FDIC has only approved DIF insurance for one de novo bank 
since 2011.  This is a dramatic shift from many years of de novo bank formation averaging over 
1701 per year. 
 
 Even in the depths of the S&L crisis in the 1980s when 1,800 banks and savings 
institutions failed, an average of 196 de novo banks and savings institutions were formed from 
1984 through 1992.  See the enclosed FDIC table that shows the number of de novo institution 
applicants filing applications for DIF insurance and the disposition of those applications since 
1984. 
 
 According to the FDIC’s Community Banking Study (December 2012), community 
banks hold a majority of banking deposits outside of large cities.  For the residents of six 
hundred rural or micropolitan counties, community banks are the only banks that serve them.  
Although, as of 2011, they held only 14% of banking industry assets, community banks held 
46% of the industry’s small loans to farms and businesses.  
 
 Certainly, the Great Recession is a factor in community leaders’ decisions whether to 
form a de novo bank.  In addition, the business of community banking has become progressively 
more difficult, with narrowing margins, asset quality issues and substantial compliance costs.  
The burdens on bank directors and management have increased substantially over a number of 
years, and there is no end in sight. 
 

                                                 
1 Average of 172 new charters for both FDIC-insured commercial and savings institutions 
between 1984 and 2008.  Average of 159 new charters issued to commercial banks and 14 new 
charters for savings institutions from 1984 to 2008. 



 Yet, we suspect that there is more to it than those factors.  Why would there be so few 
applications or approvals over the past three years?   
 
 We are aware of the FDIC’s policy on de novo banks adopted in 2009, which extends the 
business plan requirements from three to seven years for state non-member bank applicants.  We 
understand that the FDIC now applies that standard to all de novo applicants for deposit 
insurance, regardless of charter or membership in the Federal Reserve System, and in addition, 
requires that the applicant raise capital prior to opening that would be sufficient to maintain its 
leverage ratio at a minimum of 8% for the full seven years based on the applicant’s pro forma 
financial statements.   
 
 For example, if an applicant projected its assets to be at $100 million in three years, that 
would require upfront capital of $8 million plus some extra to cover initial losses that are 
common among de novo banks.  But if the applicant is required to project over seven years, the 
assets at the end of year seven could be $300 million or more.  That would require $24,000,000 
in upfront capital, an amount that is beyond the reach of many in communities where it is 
virtually impossible to attract capital from outside sources.  In addition, such an investment 
would be highly unattractive to investors given the low return on equity that would be available 
to the bank for many years. 
 
 Assuming that this is an accurate description of the FDIC’s new policy, the question 
arises as to why the FDIC would find it necessary to adopt policies that make forming a de novo 
bank prohibitive. 
 
 In its policy statement release in 2009, the FDIC explained that the seven year business 
plan requirement was intended to minimize the risk that de novo banks, which failed at greater 
rates than other banks during the Great Recession (also during the S&L crisis), would fail.  That 
sentiment is understandable, but a policy that effectively prevents the formation of de novo 
banks at all, or only in severely limited circumstances, raises questions whether that kind of 
restrictive policy is necessary and whether the public interest is served by making it virtually 
impossible for de novo community banks to be formed. 
 
 There have been no new laws or regulations that would cause the FDIC to adopt such a 
policy.  On the contrary, the existing laws and regulations are drafted in a manner that would 
suggest that organizers are welcome to form de novo banks so long as they meet certain statutory 
standards. 
 
 We request that you direct a review of FDIC’s policies and procedures governing the 
review and approval of de novo bank applications and the conditions that are attached to such 
approvals, with the objective of determining whether the policies that may have been adopted by 
the FDIC are too restrictive and are preventing communities throughout the United States from 
establishing de novo institutions.   
 
 We believe that there are less restrictive policies that will provide comfort to the FDIC 
and other bank regulators that de novo banks will not become a material risk to the DIF.   
 



 For example, annual examinations for a period longer than three years and reasonable 
limits on the use of brokered deposits may be appropriate for certain de novo institutions.  A 
rigorous examination process in and of itself should be effective in controlling risk. Also, 
encouraging additional training for directors of de novo institutions would be helpful.  
 
 Furthermore, we believe that a more flexible supervisory process that is tailored to the 
risk profile and the business plan of the de novo applicant would be better than the present one-
size-fits-all policy that in our opinion discourages  the formation of community banks. 
 
Sincerely, 
 

 
David Baris  Camden R. Fine  
Executive Director  President and CEO  
American Association of Bank Directors  Independent Community Bankers of America 
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