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SR 09-4 Compliance
Proposal to support banks on the new 

supervisory requirements for capital 

management



© Second Pillar Consulting, 2009

Do not use without permission

Page 1

www.secondpillar.com

Executive Summary

ÅSupervisory letter issued in February 2009 and bolstered in March

ÅExpects demonstration of  specific capital management capabilities 
prior to dividend declarations or stock buybacks

ÅRequires extensive Board involvement, capital policies and 
procedures, and integrated analytics

ÅRequired of  all banks but given particular emphasis for 
TARP/CPP participants

SR 09-4 elevates 
regulatory 

expectations for 
capital 

management

ÅDoes your bank make informed capital adequacy assessments 
using earnings and balance sheet forecast scenarios?

ÅDoes your Board oversee your capital planning process and draw 
from critical capital planning reports prior to the declaration of  
each dividend?

ÅIs your board prepared for the responsibilities expressed in the SR 
09-4 regulation? 

Is your bank 
prepared for 
compliance?

Second Pillar Consulting provides fast, effective, fixed-cost 

solutions for SR 09-4 compliance



© Second Pillar Consulting, 2009

Do not use without permission

Page 2

www.secondpillar.com

SR 09-4 raises the bar for dividend issuance and share 

repurchase

Management Responsibility

ÅMust have a capital 
planning process capable 
of assessing, managing 
and mitigating risk that is 
commensurate with the 
size, complexity and risk 
profile of the institution

ÅMust consider the impact 
of current and prospective 
economic conditions on 
the firms earnings and 
capital base

ÅMust inform supervisors 
sufficiently in advance of 
paying a dividend to 
ensure the institution 
meets the criteria 
established in the 
Guidance

Board Considerations Prior 
to Approving a Dividend

ÅEnsure Asset quality

ÅUnanticipated losses and 
declines in asset value

ÅImplicit and explicit 
liquidity and credit 
commitments

ÅQuality and level of 
current and prospective 
earnings

ÅCurrent and prospective 
earnings under a number 
of plausible economic 
scenarios

ÅCurrent and prospective 
cash flow and liquidity

ÅBHC must be a source of 
strength to subsidiaries 
and consider double 
leverage

ÅOther risks effecting the 
financial condition that 
are not captured in 
regulatory capital 
calculations e.g. 
operational, strategic or 
reputational risk

ÅComposition and quality 
of capital

ÅAbility to raise additional 
equity capital in light of 
economic conditions

Criteria for issuing 
dividend

ÅPrevious four quarters of 
net income sufficient to 
cover dividend

ÅProspective earnings 
consistent with capital 
need

ÅBHC can safely meet 
minimum regulatory 
capital ratios

Additional issues for TARP 
Participants

ÅA plan must exist to 
payback TARP

ÅMust have Fed approval to 
payback TARP

ÅDiscouraged from using 
proceeds of CPP to pay 
dividends on trust 
preferred securities or 
repay debt

SR 09 -4 òApplying Supervisory Guidance and Regulations on the Payment of Dividends, Stock 

Redemptions, and Stock Repurchases at Bank Holding Companiesó

Significant 

Expectations for Bank 

Boards
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Heightened scrutiny of bank capital and dividends has 

been in the news

Source: http://www.easybourse.com/bourse-actualite/marches/tcf-financial-gets-government-ok-

to-pay-back-S-612-653872

Source:http://www.fincriadvisor.com/2009-04-13/repayingtarp

FirstMerit Files Notice to Redeem 

$125 Million Of Preferred Stock 

Held by The U.S. Department Of 

Treasury

Akron, Ohio, April 16, 2009 -- FirstMerit

Corporation (ñFirstMeritò) (NASDAQ: 

FMER) announced today that it has filed 

notice with the United States Department 

of the Treasury (the ñTreasuryò) to redeem 

all 125,000 currently outstanding shares of 

its Fixed Rate Cumulative Perpetual 

Preferred Shares, Series Aé

éBefore filing the notice, FirstMerit worked 

with a third party consultant to conduct a 

thorough stress test on its financial 

fundamentals in a manner comparable to 

the testing required by the Treasury and 

the appropriate Federal banking agencies. 

FirstMerit believes that the test results 

indicate its ability to withstand the adverse 

conditions of the current, and potential 

future, economic environments.

TCF Financial: Gets Government OK To Pay Back 

$361.2 Million In TARP Funds
Monday April 20th, 2009 / 16h20

DOW JONES NEWSWIRES 

TCF Financial Corp. (TCB) said Monday it got government approval to buy back all the preferred stock it 

issued to the Treasury Department under the Troubled Asset Relief Program for $361.2 million, joining a 

number of other smaller banks that have returned the government funds because of the restrictions tied 

to them. 

The Minnesota -based bank also slashed its common -share dividend 80% to 5 cents a share, which it said 

was in accordance with recent industry guidance from the Federal Reserve Board.

Source:http://www.firstmerit.com/personal/message

_center/FirstMerit_Corporati1.aspx
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Banks must address these questions prior to issuing dividends, 

repurchasing shares, or redeeming TARP instruments

Does the Board receive and evaluate critical risk and capacity information 

prior to approving dividends and share repurchases?

Are risk management policies and procedures integrated with the strategic 

plan, capital plan and dividend policies?

Can you systematically assess the ability to issue dividends and repurchase 

shares within a model of  stressed future income linked to the macro 

economy?

What impact will redeeming common or preferred have on your capital ratios?

How might a liquidity crisis impact your ability to pay a dividend?

How can the firm raise new capital in a stressed environment?

Do you have the appropriate personnel to manage this process?

Bank supervisors have been charged with ensuring compliance against these

requirements 
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SR 09-4 will require many banks to make a significant investment in their 

capital management processes and analytics

Analytical documentation

ÅArticulation and 
quantification of  
institutional risk profile and 
risk appetite

ÅIdentification of  key 
risks

ÅEconomic Capital 
modeling

ÅScenario analysis and 
stress testing

ÅCompelling capital 
contingency plans

ÅComprehensive policies 
and procedures

Corporate behavior

ÅDemonstrated governance, 
oversight, risk 
management, and controls

ÅSenior Management 
ownership and Board 
oversight

ÅNot a compliance 
exercise, but a way of  life

ÅEnhanced regulatory 
dialogue

Internal 

Capital 

Adequacy 

Assessment 

Process 

(ICAAP)

Enhanced Capital Management


