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Other Than Temporary Impairment (OTTI)

On a quarterly basis, management will evaluate the securities portfolio on a security-by-security basis to determine if other than temporary impairment needs to be recorded.  If the market price is equal to or greater than the book carrying value, then there is no need to evaluate the security for OTTI.  However, for securities in a loss position, management will determine if the security is a candidate for OTTI consideration using the following criteria:

A. If it is probable that the issuer of the security will be unable to pay all amounts due according to the contractual terms of the debt security, then OTTI will be recognized and the security will be written down to fair value. If management does not intend to sell the security and it is more likely than not that it will not have to sell the security, then the impairment related to credit will be booked to earnings and the remainder will be booked to OCI.  If management cannot meet these assertions, the entire amount of the impairment will be booked to earnings.

B. If management plans to sell the security and does not expect to recover the loss before the anticipated sale date, then OTTI will be recognized and the security will be written down to fair value with the entire impairment flowing through earnings.

C. If the security does not meet criteria A or B and is in a loss position, management will determine if the magnitude and duration of the loss require a further review for OTTI.  Further review will be performed for all securities that have been in a loss position for greater than one year and at a current loss of 10% or more. [ this is an example, institutions may devise another threshold]

For those securities meeting conditions A. or C. above, management will be responsible to:

· Document its assertion that as of the assessment date (a) it does not have the intent to sell the security and (b) it is more likely than not that it will not have to sell the security before its recovery, or

· If management cannot make these assertions, then OTTI must be recognized, the security marked to fair value, and the entire impairment booked to earnings.

For securities for which management asserts (a) and (b) above, management will document the timeframe of anticipated recovery of the remaining amortized cost, which could be the maturity of the security in some cases.  Failure to recover the amortized cost within that timeframe will not necessarily trigger OTTI treatment if management continues to meet (a) and (b) above.
