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Introduction
The Borrower-In-Custody (BIC) collateral arrangement allows depository institutions to pledge loans to the Federal Reserve Bank of Minneapolis (FRB) or Treasury (for Treasury Tax and Loan purposes) without physically delivering the collateral to the FRB or another custodian.   
General Eligibility Requirements
The FRB will conduct a due diligence review of each request for participation in the BIC program relying on information from the pledging institution, its regulators, and other sources.  Eligibility for the program is based on satisfaction of the following four principles of due diligence: 

· Understanding the financial condition (and associated risks therein) of the pledging institution;

· Determining the status of perfection and priority of the FRB’s security interest in the proposed loan collateral;

· Understanding the type, characteristics, and quality of loans being proposed as collateral; and

· Ensuring that the institution’s operational controls with respect to identifying and safekeeping loan documents are acceptable.
The FRB performs ongoing due diligence reviews of all approved BIC arrangements and may amend or terminate an existing BIC arrangement any time at its discretion.
Loan Eligibility
The FRB accepts a wide variety of loans as collateral.  Generally, the following loans are acceptable:

	Agricultural, Commercial, Commercial Real Estate, Construction and Raw Land Loans
	Must not be more than 30 days past due



	U.S. Agency Guaranteed Loans
	The guaranteed portion of the outstanding balance is pledged as a guaranteed loan, the non-guaranteed portion - as a non‐guaranteed loan.  The guarantee must be fully transferable to the FRB
 

	1‐4 Family Mortgage Loans (first lien or second lien/home equity)
	Must not be more than 60 days past due



	Private Banking Loans
	Must not be more than 60 days past due



	Consumer Loans (secured or unsecured, including prime and subprime credit card receivables)
	Must not be more than 60 days past due



	Student Loans


	Must not be more than 60 days past due



· The pledging institution must have rights in the loans that are sufficient to grant an enforceable security interest to the FRB.  The FRB must be able to obtain a perfected, first priority security interest in the loans, free of the adverse claims of third parties, including the claims of an insolvency official or an affiliate of the pledging institution.

· Loans should not be subject to any regulatory or other constraints that impair their liquidation, including but not limited to environmental law or other forms of lender liability.

· Loans must be in readily negotiable, transferable or assignable form.

· Loans must be payable to the pledging depository institution, unless an alternative arrangement is approved by the FRB.

· Notes must be stored on the pledging depository institution’s premises, unless an alternative arrangement is approved by the FRB.

· Loans must be pledged at the note level (e.g., if a drawdown under a master note is pledged, the master note itself must also be pledged).  The maturity dates and outstanding balances of all draw downs may not exceed the maturity date and current face amount of a pledged master note.

· Loan participations must be clearly structured as purchase‐sale transactions and must not contain any assignability restrictions.  If the participation agreement requires permission of the other participant for pledge or transfer, the FRB will need proof of such permission.
· Loans must not be classified as Other Assets Especially Mentioned, Substandard, Doubtful or Loss, or otherwise identified for management’s special attention, e.g., Watch List.
· Loans must not be to insiders, as defined in Regulation O (directors, officers or principal shareholders).  Bank employee loans are acceptable.
· Loans must not be to an affiliate of the pledging depository institution, secured by the stock or credit of the pledging institution or an affiliate, or by certificates of deposit issued by another depository institution.
See the discount window website for a complete list of eligible loan types and other loan acceptance criteria at http://www.frbdiscountwindow.org/FRcollguidelines.pdf?hdrID=21&dtlID=81.  Collateral eligibility rules for TT&L are different from those for the discount window.  See the Bureau of Public Debt website for a complete list of eligible TT&L collateral at http://www.treasurydirect.gov/instit/statreg/collateral/collateral.htm.
Perfection of Security Interest

All extensions of credit must be secured to the satisfaction of the FRB by collateral that is acceptable for that purpose.  As such, the FRB will file a UCC-1 Financing Statement with the following language in order to perfect its security interest in the pledged loans:

All accounts, chattel paper, inventory, equipment, instruments, investment property, general intangibles, documents, and all assets, now owned or hereafter acquired, that are identified, from time to time, by debtor to secured party in writing, by electronic means (including by CD-ROM) or by any other means agreed by the parties, as collateral securing the obligations of debtor to secured party under a written agreement between the parties, and all proceeds thereof; and all collateral, guarantees, letters of credit, surety bonds and other supporting obligations pertaining to the foregoing, and all proceeds thereof.

Collateral Storage and Labeling Requirements
The original promissory notes and supporting loan documents must be stored in a fireproof vault or another secure enclosure with limited access.   The FRB encourages, but does not require, segregating the pledged promissory notes (and participation agreements, if applicable) and any subsequent Change in Terms/Loan Modification agreements from the unpledged notes.  There is no need to segregate any other loan documents.  A paper label on the drawer(s) containing the pledged notes or on individual files containing each note must clearly state that these notes are pledged to the Federal Reserve Bank of Minneapolis.  In the situations where physical segregation is not feasible, an electronic notation in an institution’s General Ledger/Loan system or a list of FRB-pledged loans in the storage container is required.  In addition to an electronic notation, a paper label in the notes storage area, e.g., “All loans coded [describe code used, e.g., “FRB”] in the loan system are pledged to the Federal Reserve Bank of Minneapolis,” is encouraged. 
The FRB requires the pledging institution to provide continual independent audits of assets pledged through the BIC arrangement.  This audit may be performed by the institution’s internal or external auditor.  The auditors should include a review of compliance with all BIC guidelines as part of their regular audit of loan operations areas.  A complete audit or loan review report, including any findings and management’s response, should be attached to the institution’s BIC Certification
 and sent to the FRB.
At its discretion, the FRB may perform an on-site inspection or off-site documentation review before or any time after approving a BIC arrangement to verify an institution’s compliance with the BIC program requirements.  The FRB may ask your institution for copies of some or all of the pledged promissory notes, trial balance and past due reports, and other relevant documentation.
How to Get Started

Select eligible loans for the pledge, store and label the pledged assets in accordance with the BIC program requirements, and provide the FRB with the following:

· Operating Circular 10 (OC10) agreements,
 unless already filed with the FRB.  Form of Certificate, although optional for establishing access to the discount window, is required to apply for the BIC collateral program – the FRB will use information in this document for its UCC filing and searching.  If a conflicting UCC filing is discovered, the FRB will seek a subordination agreement or revision/termination of filing from the other lien holder before giving value to the collateral.
· BIC Certification(s) – a questionnaire describing your institution’s compliance with the BIC program requirements signed by the OC10-authorized borrower(s) and certified by an auditor.  Depending on the types of the pledged loans, more than one Certification may be required.   If the original promissory notes are imaged and subsequently destroyed, i.e., only images remain, also complete the Addendum to BIC Certification for Depository Institutions That Image Original Paper Documentation.  At a minimum every 18 months, your institution will be required to submit a new BIC Certification.  The FRB will notify your primary BIC contact via email shortly before the next BIC Certification is due.  You must also submit a new BIC Certification any time a significant change is made to the arrangement, e.g., collateral is moved to a new location.  You must attach to the initial and each subsequent BIC Certification a copy of your most recent internal or external audit report relevant to the types of assets pledged.
· Excerpt from your institution’s policy defining the internal loan risk ratings, if applicable, for the types of loans pledged.  If your institution does not risk rate the types of loans being pledged, please indicate so in the BIC Certification.  Your institution must send to the FRB the internal loan risk rating definitions applicable to the types of loans pledged in the BIC arrangement any time they are revised. 
· Sample copy of an actual promissory note for each type of loan in the pledge.  If pledging participated loans, also include sample copies of each type of participation agreement.
· Preliminary listing of loans your institution would like to pledge (using the collateral schedule and cover letter templates from the discount window website).  Group and subtotal loans by their type as determined by the loan’s purpose, not the underlying collateral.
Templates for the BIC Certifications, collateral schedule and cover letter are available on the discount window website at http://www.frbdiscountwindow.org/09_bic.cfm.
Mail the documents to:

Federal Reserve Bank of Minneapolis

Attn:  Credit/PSR, T-5

P.O. Box 291

Minneapolis, MN 55480-0291

Correspondence via courier should be sent to:

Federal Reserve Bank of Minneapolis

Attn:  Credit/PSR, T-5

90 Hennepin Avenue

Minneapolis, MN 55401

The FRB will inform you in writing when the BIC arrangement is approved and will assign value to eligible collateral listed in the collateral schedule based on the Collateral Margins Table: http://www.frbdiscountwindow.org/discountmargins.cfm?hdrID=21&dtlID=83
At any time during your BIC program application process, feel free to call a Credit/PSR analyst at (877) 837-8815 with any questions.
Periodic Reporting

Your institution is required to provide the following information at the time the pledge begins, and each month thereafter
, in the form of a collateral schedule accompanied by a cover letter: 

· obligation (loan number)
· borrower’s name
· face amount
· current outstanding balance
· interest rate
· issue date
· maturity date
· location of notes
· internal risk rating
· principal next due date
· interest next due date
· days past due
· participated lender
· purchased or sold (for a participated loan)

Templates for the collateral schedule and cover letter are available on the discount window website at http://www.frbdiscountwindow.org/09_bic.cfm.  Both the cover letter and collateral schedule must be submitted via email (FRS secure email is available, please call for details).  

The collateral schedule should list loans by pool and include pool subtotals.  Loan pools are groupings of loans that are separated into different categories of collateral (e.g., Agricultural Loans) and further segregated by risk (Minimal or Normal) based upon your institution’s internal risk rating system
.  

If the FRB does not receive updated information in a timely fashion, the collateral value of the pledged assets may be reduced to zero.  If, at any time, the total pledge amount declines by more than 10% (when compared to the most recent collateral submission), an ad hoc collateral schedule is required with documentation describing the cause of the decrease.  In addition, to participate in the BIC program, at least one loan pool of value must be pledged at all times.    
If your institution decides to terminate the BIC arrangement, a written request must be submitted.

For institutions interested in participating in the BIC arrangement via the Federal Reserve’s Automated Loan Deposit (ALD) functionality, information is available on the discount window website at http://www.frbdiscountwindow.org/ald.cfm?hdrID=21&dtlID=87. 
For any questions regarding the monthly collateral submissions, please contact a Credit/PSR analyst at (877) 837-8815.
� BIC Certifications are described in the How to Get Started section.


� OC10 agreements are available at http://www.frbdiscountwindow.org/agreements.cfm?hdrID=19&dtlID=.


� A monthly due date will be established upon approval.  The FRB may also request more frequent updates or additional data elements.


�  "Minimal risk rated" loans have credit risk levels that are similar to investment grade bonds. "Normal risk rated" loans have credit risk levels that are similar to below investment grade bonds, while remaining "pass" credits from a regulatory standpoint. The minimal/normal risk distinction is applicable to agricultural, commercial, commercial real estate, construction, and raw land loans.
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