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Letter of Transmittal

Federal Financial Institutions Examination Council
Washington, DC, March 31, 1980

The President of the Senate

The Speaker of the House of Representatives

Pursuant to the provisions of Section 1006(f) of the Financial Institutions Regu-
latory and Interest Rate Control Act of 1978 (12 USC 3305), I am pleased to sub-
mit the 1979 Annual Report of the Federal Financial Institutions Examination
Council.

Sincerely,

John G. Heimann
Chairman
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The Federal Financial Institutions Examination Council

The Federal Financial Institutions
Examination Council (“Council”} was
established on March 10, 1979, pur-
suant to Title X of Public Law 95-630,
the Federal Financial Institutions Regu-
latory and Interest Rate Control Act
of 1978 (FIRA). The purpose of Title X
was to create a formal interagency body
empowered to prescribe uniform prin-
ciples, standards and report forms for
the federal examination of financial
institutions by the Board of Governors
of the Federal Reserve System, Federal
Depesit Insurance Corporation, Fed-
eral Home Loan Bank Board, National
Credit Union Administration, and Of-
fice of the Comptroller of the Cur-
rency, and to make recommendations
to promote uniformity in the super-

vision of financial institutions. The
Council is also to develop uniform
reporting systems for federally super-
vised financial institutions, their hold-
ing companies, and the nonfinancial
institution subsidiaries of such institu-
tions and holding companies. It is to
conduct schools for examiners
employed by the five agencies repre-
sented on the Council and to make
such schools available to employees of
state financial institutions supervisory
agencies. Overall, it is the intent of the
legislation that the Council’s actions
be designed to promote consistency in
federal examination and to ensure
progressive and vigilant supervision.

The Council has five members: the

Comptroller of the Currency, the
Chairman of the Federal Deposit In-
surance Corporation, a Member of the
Board of Governors of the Federal
Reserve System appointed by the
Chairman of the Board, the Chairman
of the Federal Home Loan Bank Board,
and the Chairman of the Naticnal
Credit Union Administration Board.
In addition, to encourage the applica-
tion of uniform examination principles
and standards by state and federal
supervisory authorities, the Council has
established, in accordance with the re-
quirement of the statute, an advisory
State Liaison Committee composed of
five representatives of state supervisory
agencies.
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Highlights of Council Actions in 1979
tions and recommended its adop- Approved a unifoerm quarterly re-
tion by the three banking agencies. port of condition for U.5. branches
and agencies of foreign banks.

s Approved a policy statement on ] i | . . .
during its 10 months of operation in coordination of bank holding com- Agproved 2 lease yor a hOUfm,g el
1979 are summarized below. More de- pany inspections and subsidiary cility for agency examiners attending
tailed statements of these and other ac- lead bank examinations and rec- the Qouncﬂ s examiner education
tions by the Council are presented in ommended its adoption by the program and agency  training
Record of Section 1006 Actions by the three banking agencies. courses.

Council e Approved a policy statement on dis Approved the first course, "Instruc-

ol - ) -

e Approved a uniform rating system cm‘:};matzon ﬁand };ecommended its gl Tre‘n;nmo ' to be offered in the
for financial institutions and recom- adoption by the agencies. Council’s examiner education pro-
mended its adoption by the five gram.
agencies. o Approved proposed amendments to Approved a policy statement on uni-

o Approveda policy statement on the Ehe Uniform T.rug in Lending En- forr_n; dislcllosure of statutory enforgf—
disposition of credit life insurance rorcemenE Guidelines a'nd recom- ment actions and recommended its
income and recommended that the menc.led that the ag?nc1es request adoption by the agencies.
agencies request public comment on public comment on them.
it. .

o Approved a policy statement on
e Approved a policy statement on co- supervision of U.5. branches and

I

ordination of formal corrective ac-

agencies of foreign banks.

(953






Administration of the Council

The Council holds its regular meetings
at 2:00 p.m. on the first Thursday of
each month. In addition, special meet-
ings of the Council are scheduled when
matters of high priority must be con-
sidered or when the level of Council
activity indicates the need for addi-
tional meetings. Such special meetings
of the rouncﬂ are normally scheduled
at 2:00 p.m. on the third Thursday of

The Council’s activities are funded
through semiannual assessments on the
five agen@es represented on the Coun-
cil, with each agency contribuiing one-
fifth of the total cost of the Council’s
administration. The Council’s budget
is on a calendar year basis. Assess-
menis occur on January 1 and July 1.
The Federal Reserve Board provides
oudge'c and accountin g services to the
{Council and the Federal R Sf—*rvﬂs(‘tm~
troller serves as the C uncil’s Con-
troller.

rte ed by a small,
ce of the Execu-
tive becrei:ary. Each member of the
s staff is detailed from one of
the five agencies represented on the
Council, but is considered a salaried
emnployee of the Council. The major
responsibilifi f the Office of the

Aéency Llaison G“oup
gendas for
ings, prepare minutes of LOUﬁCﬂ

ot and remew a*l i

tivities including, in cooperation with
Federal Reserve Board staff, prepara-
tion and distribution of Council press
releases;

e Coordinate, with Federal Reserve
Board staff, development of the
Council's budget and the monitoring
of budget performance; and

e Prepare the Council’s annual report
to Congress.

Most of the staff support in the sub-
stantive areas of concern to the Coun-
cilis prowaed by five interagency staff
task forces and a Legal Advisory Group
LAG). The task forces and the LAG
are responsible for the research and
other investigative work done by agen-
cy staffs s on behalf of the Council and
r preparing 1eports and pelicy recom-
menda ations for consideration by the
Council. The Council also established
an Agep y Liaison Group, an inter-
agency group of senior officials respon-
sible for the overall coordination of
their respective agency’s staff efforts
in support of the Council. The Execu-
tive Secretary of the Council is an ex
officio rember of each of the five in-
teragency staff task forces and tha
Agency Liaison Group. The staff ti
and other resources expended by the
task force members and other agency
staff on behalf of Council-related proj-
ects in 1979 were provided by the five
agencies without reimbursement and
are not reflected in the Council budget.
Without these contributions by the
agencies and the individual staff mem-
i progress of Council projects
have been greatly impeded.

—

ided for in its enabling legisla-
ouncil created a State Liai-

mittee composed of five state
isors of financial institutions.

Th e provides advice to the
C in all areas of Council respon-
sibility and helps to ensure effective
federal-state communication on mat-
ters of financial institution supervision
and examination. Under the Council's

rules of operation, the Conference of
State Bank Supervisors, the National
Association of State Savings and Loan
Supervisors and the National Assccia-
tion of State Credit Union Supervisors
each designates one state supervisor to
serve on the State Liaison Committee.
The remaining two positions on the
Cominittee are filled by state officials
selected by the Council. The Committee
currently meets as a group with the
Council three times a year. In addi-
tion, the Committee is represented by
one member at each meeting of the
Council.

Organization, December 31, 1979

Members of the Council

John G. Heimann, Chairman
Comptroller of the Currency
Oftfice of the Comptroller of the Cur-

rency (OCC)

Lawrence Connell, Ir., Vice Chairman

Chairman

National Credit Union Adrministra-
tion (NCUA)

Jay Janis
Chairman
Federal Home Loan Bank

(FHLBB)

J. Charles Partee
Membﬂr
Board of Governors of th

Reserve System (FRB)

Board

e Federal

Irvine H. Sprague
Chairman
Federal Deposit Insurance Corpor-

ation (FDIC)

~

State
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Liaisort Comm

William L. Cole
Administrator
(Office of Savings & Loans, North
Carolina



Charles W. Filson
Supervisor
Credit Union Division
Department of Financial Institutions,
Hiinois
Woalter C. Madsen
Superintendent of Banks, Arizona

john B. Olin

Superintendent of Banks, Oregon

Muriel F. Siebert
Superintendent of Banks, New York

Council Office of the Executive
Secretary

Robert J. Lawrence, Executive
Secretary

David K. Schweitzer, Deputy
Executive Secretary

Agency Liaison Group

Barry L. Jolette (NCUA)
James W. McBride (FHLBEB)
Alan R. Miller (FDIC)

Lewis G. Odom, Jr. (OCQ)
Samuel H. Talley (FRB)

Legal Advisory Group

John E. Shockey, Chairman (OCC)
Robert Fenner (NCUA)

Robert Mannion (FRB)

Milan Miskovsky (FHLBEB)

Frank L. Skillern, jr. (FDIC)

Interagency Staff Task Forces

Consumer Compliance

Linda Cchen, Chairwoman (NCUA)
Jo Ann Barefoot (OCC)

Jerauld C. Kluckman (FRB)

Henry S. Newport (FDIC)

Louis V. Roy (FHLBB)

Examiner Education

James A. Davis, Chairman (FDIC)
john M. Denkler (FRB)
Martin Kushner (NCUA)

Robert J. Moore (FHLBB)
H. Joe Selby (OCQ)

Reports

Stanley ]. Sigel, Chairman (FRB)
Panos Konstas (FDIC)

David C. Motter (OCC)
Thomas Straslicka (NCUA)
Edward J. Taubert (FHLBB)

Supervision

Paul M. Homan, Chairman (OCC)
John J. Early (FDIC)

Stephen Raver (NCUA)

John E. Ryan (FRB)

Thomas Timmins (FHLBE)

Surveillance

Robert A, Eisenbeis, Chairman (FRB)
William E. Martin (OCQC)

Robert F. Miailavich (FDIC)

Louis j. Oliver (FHLBB)

Robert Schafer (NCUA)



The Federal Financial Institutions Regulatory Agencies
and Their Supervised Institutions

Introduction

The five federal financial institutions
regulatory agencies represented on the
Council have primary federal super-
visory jurisdiction over more than
36,000 domestically chartered banks
and thrift institutions which, on June
30, 1979, held total assets of over $2.3
irillion. Those figures are broken down
by agency in the table at the end of this
chapter.

In addition, the three banking agencies
now have expanded authority tc over-
see the operations of U.S. branches
and agencies of foreign banks. The
International Banking Act of 1978
(IBA) authorizes the Office of the
Comptroller of the Currency to license
federal branches and agencies of foreign
barks and permits U.S. branches to
apply for insurance with the FDIC. It
also subjects those U.5. offices to many
provisions of the Federal Reserve and
Bank Holding Company Acts. The IBA
gives primary examining authority to
the OCC, the FDIC, and the various
state authorities for the offices within
their jurisdictions and gives residual
examining authoerity over all U.S. bank-
ing operations of foreign banks to the
Board of Governors of the Federal
Reserve Systh On June 30, 1979, there
were 277 U.S. offices of foreign banks
on record, wnh aggregaie assets for
those offices reported in excess of $90
billion.

The Federal Reserve and the Federal
Home Loan Bank Board also have
primary federal suy erv1sor/ respon-
sibility for commercial bank holding
Companies and for savings and loan

holding companies, respec:wsiy Cn

}4 30, 1979, the Federal Y?;Dsewo
reported 2,255 bank holding companie

on 'fecord At that time, those comm-
panies held 4,236 subsidiary banks,
both national and state-chartered, with
aggregate assets of approximately $1.2
trillion. Savings and loan holding

parts, are an important feature of that
thrift industry. On June 30 the Federal
Home Loan Bank Board was supervis-
ing approximately 100 savings and loan
holding company systems nationwide.

Preliminary data from the five agencies
reveal an aggregate expenditure on ex-
amination-related activities during
fiscal year 1979 of approximately $225
million. That figure is only an indicator
because the fiscal years of the agencies
do not coincide; however, it helps to
illustrate the magnitude of the task
undertaken by the agencies.

The Board of Governors of the Federal
Reserve System (FRB}

The FRB was established in 1913. It is
headed by a seven-member Board of
Governors. Each member is appointed
by the President, with the advice and
consent of the Senate, for a 14-year
term. Subject to confirmation by the
Senate, the President selects two board
members to serve 4-year terms as
Chairman and Vice Chairman. In acii-
vities most relevant to the work of the
Council, the FRB:

s Examines, supervises and regulates
state member banks, bank holding
companies, and Edge and Agree-
ment Corporations;

® Approves or denies applications for
mergers and acquisitions by state
mber banks and bank holdi
member banks and bank holding
companies; and

» Approves or denie
foreign operations ¢
and has residual su
sibility for 1.S.

banks.

s applications for
of member banks
uper v!so*y respon-
offices of foreign

has operational re sporsmlhty withina
ic geogr:'oh'cai area. Each Reserve
ident and other officers,

and employs a statf of bank examiners

who examine state member banks and
inspect bank holding companies located
within the Reserve Bank’s district. All
national banks must be members of
the Federal Reserve System. State-
chartered banks may apply and be
accepted for membership.

The funding for the Reserve Banks is
derived from interest received on Trea-
sury and federal agency securities held
as assets by the Reserve Banks. The
funds for such investments are derived
partially from non-interest earning
reserves which member banks are
required to hold at the Reserve Banks
and partially from non-interest bearing
Federal Reserve notes (currency) issued
by the Reserve Banks. The Reserve
Banks pay assessments to the FRB
which are used to meet the agency’s
expenses.

The Federal Deposit Insurance
Corporation {(FDIC)

The FDIC was created in 1933, as the
third federal bank regulatory agency
after the OCC and the FRB. It is headed
by a three-member Board of Directors,
no more than two of whom may be of
the same political party. Two of the
directors are appointed by the Presi-
dent, with the advice and consent of
the Senate, for 6-year terms, and one
of those is elected by the board to be
Chairman. The Comptroller of the
Currency is the third board member
and serves on the board during his or
her tenure as Comptmﬂ r. In the a
sence f ’ch elected Chairman, the

er also serves as Chairman

d of Directors.

.
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ngoing supervision of FDIC-
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banks and mutual savings banks that
are not members of the Federal Re-
serve System; and

o Services as trustee and receiver of all
closed national banks, and as re-
ceiver of closed
chartered banks.

insured state-

that are not examined by the other
federal re :

The FDIC is organized geographically
into 14 regions, each of which is headed

The Federal Home Loan Bank Board
{FHLBB)

TnL FHLBB wase

s headed by a bipa
Board app01med 4
the advice ax ‘zd conse

Federal Savings :
T X (%
Cr ) {f

o
[
=
©
o

W
o
e
"Q

The Federal Home Loan Bank System
is composed of 12 geographical dis-
tricts, each of which has a district
Federal Home Loan Bank. In addition
to federally-chartered and FSLIC-
insured state-chartered savings and
loan associations, all of which must be
members of the Federal Home Loan
Bank System, a number of state mutual
savings banks, uninsured state savings
and loan associations, and life insurance
have been accepted as mem-
. Foderal savings
ct
he 12 Ba“m System
ovyees of the FHLBB.
i

the enforcement

agency, are employed
jeral Home Loan

o3 g

]

g

4]

derai and FSLIC-

e Approval au*morlt/ over new char-
ters, branches and mergers of federa
savings and loan associations and
federal mutual savings banks;

ot

2 /“pp'rovﬂj
federal- and st
and loan assoc

of FSLIC insurance for
2 3 1 .

® ouoefmszoﬂ cf savings and loan
olding companies; and

mination o? :eaer,i and FSLIC-

Credit Unions established in 1934. The
purpose of the NCUA is to charter,
examine, supervise and provide share
insurance for all federal credit unions.
The NCUA also provides insurance
for those state-chartered credit unions
which apply and are accepted. Addi-
tionally, Title XVII of Public Law 95-
630 created, within the agency, a Na-
tional Credit Union Central Liguidity
Facility to improve the general financial
stability of member credit unions by
assisting them to meet their liquidity
needs. Memuership in the facility is
oven to all federal and state credit
ions that meet the membership re-
irements,

The NCUA is headed by a bipartisan
three-member Board appomsed by H
’he adv1ce and con

:—-rr'l)

‘3’

by
¢ n
Q)
~—t
®
—]
T
)
R wel
- Q
i)
ot
- O
3
o
I3
0
Q
0
O_..

o ! m

i rman, named by the Pre 1d
irman and the Board I‘/Tembers
ms of 6 years.

-

Major responsibilities of the NCUA

e Administering the National Credit

D

Union Share Insurance Fund {MNCU-

Facility.

NCUA is

assessed




is headed by the Comptroller who is
appointed by the President, with the
advice and consent of the Senate, for a
S-year term. The OCC regulates na-
tional banks through its powers to:

s Approve or deny applications for
new charters, branches, mergers, or
other changes in corporate or bank-
ing structure;

e Exarnine the national banks and their
affiliates;

» Take various supervisory actions

against banks which do not conform
to laws and regulations or which
otherwise engage in unsound bank-
ing practices, including removal of
officers, negotiation of agreements
to change existing bank practices,
issuance of cease-and-desist orders,
and assessment of civil money penal-
ties; and

o Issuerules and regulations concern-

ing banking operations, and govern-

ing bank lending and investment
practices and corporate structure.

3
h
is headed by aregional administrator.

The Office is funded through assess-
ments on the assets of national banks
and by fees charged tc national banks
and cther applicants for certain regula-
tory approvals.

Commercial Banks? and Thrift Institutions

J.s.
Federally Supervised as of June 30, 19722

Type of

Agency with Primary

Number of Aggregate Assets

institution Federal Jurisdiction [nstitutions {In Billions)
Mational Banks oCC 4,493 $928.1
State Bank Members of Federal
Reserve System RB 1,011 $316.6
State Bank Non-members with
with FDIC Insurance FDIC 8,918 $327.7
State Mutual Savings Banks with
FDIC Insurance FDIC 322 $145.5
Federal Savings and Loan
Asscciations FHLBB 1,997 $312.3
State Savings and Loan Associa-
tions with FSLIC Insurance FHLBB 2,044 $230.1
Federal Credit Unions NCUA 12,707 $ 35.5
State Credit Unions with
MNCUSIF Insurance? NCUA 4,684 $ 18.3
Total U.5. Commercial Banks
and Thrift Institutions Supervised —_——— 36,176 $2,314.6

1. “"Bank” includes trust companies and stock
savings banlks, if applicable. Bank asset figures reflect
consolidated data for U.S. banks having both
domestic and overseas operations.

2. Tablelisting does not include commaercial bank
holding companies or unaffiliated Edge Act and Agree-
ment Corporations” supervised by the FRB, savings
and loan holding companies supervised by the
FHLBB, or U.5. branches and agency offices of

foreign banks subject to federal supervision. Table
also does not indicate the number of state-chariered
non-federzlly-insured institutions not subject to fed-
eral supervision.

3. NCUA does not regularly exercise its authority to
examine state-chartered, federally-insured credit,
unions, but accepts examinations performed by
state supervisory agencies as provided in Section
204(d) of the Federal Credit Union Act.
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Activities of
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In order to administer
jects in all of those func

To establish uniform
standards and rep
examination of fman.cia§ inst
and makerecommendation
formity in  other
matters;

[y

To develop uniform reportin
ns for fedﬂraﬂy supervis

g sys-
ed insti-
tutions, their holding companies and
ubsidiaries of such institutions and
“oldmg companies; and

e

o1y
ex

To conduct schools for exar amers
employed by the federal s:ﬁp Viso
agencies and make such sc oois
available to employees of state su-
perviSO"y agencies under conditions
specified by the Council.

\Q

.
effe

ctively pro-
tional areas,

the Council established the following
five interagency staff task forces:

<]

®

&

]

Each
£ee " ‘. - ') - -
official from each agency. T
also established a
Group compose
officer F"om ez

Supervision;

Consumer Compliance;
Reports;

Examiner Education; and

Surveillance,

task force includes

d
d
ich 2

“The Council shall esta

orinciples and standards and
orims rov rhe e carmination of
Ii Aom naH‘x ,

c
for uni orm1ty in other supervisory
matters, such as, but not limited to
classifying loans subject to country risk,
identifying financial institutions in need
of special supervisory attention, and

evaiuating the sound‘r‘z@ s of large loans
that ar hared by two or more financial
instituti " While "h la w addresses

addmonal matters, the above are the
most direct ly related i
and supervision of
tions.

At its organizational meeting on March
16, 1979, the Counci] established the
Task Force on Supervision to review
and make recommendations to the
Council on those matters which relate
directly to the examination and super-
vision of financial institutions. The
membership of this task force comprise
the director of supervision at each o
the agencies represented on the
Council.

S
r
by

Activities of the Task Force

On March 26, 1979, the Council identi-
fied three subjects for priority consider-
ation by the task force at its organiza-
tional mesting on April 9, 1979. They

Were:

o Uniform id
financial in

<]

- SUPer visi

Tnt
(ip")f

p1 owde amore formal frame-
work in which the three federal banking

agencies and the ed eral Home Low‘i
Bank Board could work to improve
the financial institutions supervisory

process and to rasdva common prob-
lerns. The National Credit Union Ad-
ministration joined the ISC in October
1977. Most of the interagency staff
subcommittees involved in ISC projects
nave remained intact under the new
Task Force on Supervision.

By the end of 1979, the task force had
completed work on nine assignments
and forwarded its recommendations
to the Council. These nine projects, all
of which are described in more detail
in Record of Section 1006 Actions by
the Council, are:

o Uniform policy on supervision of
U.S. branches and agencies of foreign

banks;

e Minimum standards for documenta-
tion, accounting and auditing of
foreign exchange operations by com-
mercial banks to be published for
public comment;

e

e Uniform rating system for financia

institutions;

e Policy statement on the disposition
of credit life insurance income to be
published for public comment;

® Slpcrwsory policy on purchase a
e of 1.5, government guarante

.('.L {-’L



subsidiary lead bank examinations;
and

s Policy for uniform disclosure of stat-
utory enforcement actions.

Including the former ISC subcommit-
tees and ones formed in 1979, the task
I 1 - . 1 k] P 1 e
force at year-end had 15 active subcom-
mittees studying specific areas of con-
cern to the varicus financial institution
regulators. These are described in the
following paragraphs.

Capital Adequacy

each of
nking age m:ies has
ndividua iy eviewing subordi-
d dﬂoc and capital a d@quaCJ Oﬂ

ugust 3, 1978, a subcomm
ISC was formed to study specific
the agencies’ positions on subordinated
debt, ie., minimum maturity, con-
vertibility, sinking funds, purpose of
deblf, double ievemslﬂ_o and other
ssues. That assignment has now been

Aed by the task force.
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Orn June 13, 1979, the Council re-
quested that the task force expar
investigation of subordinated debt iz
a more general review of the suoye cto

apital adeguacy, and asked the tas k
orce to give h;vq priority to invesH
ting how each agency approache
is subjec

ﬂ

rtny

a9
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Af i"s Qcto‘ow 4

o The nwessi"y for and regulation of
two-tier or multi-tier capital stan-
dards for various types of financial
institutions; and

he extent to which bank capital
analysis can b& apphﬂd to bank hold-

U

efinition of Capital

979 the task force formed
ibcomrmittee to study the

ition of b ank capital for purposes
lend
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addressing s

The subcommitiee now is fompii g
the laws, regui i’lOf‘b and rulings each
L H

banks. The subcommitte

1 ruficahons
egal dez‘inition of capita
mutual savings
tutions.

o
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Y

for
bariks and other insti-

1979, to 17 reviewers outside the agen-
s for comment. The responses have
been favorable. qu subcommittee
8 Working now to integrate the com-
ments received im&o the text of the

Study of Examination Philosophies
Concepts and Procedures

There was general agreement among
the member of the task force that an
effort shouid be made to determine the
similarities or differences among the
agencies with respect to their examina-

tion oprocedures and their conceptual
framework for conducting examina-

The subcommittee has accumulated a
nventory of each agency’s mateﬂals
lealing with the examination runction
and has developed a Drehmmary staff
discussion paper entitled, “Rationale
of Financial Institution Examination.”
Additional analytical work is continu-

Q_“‘

chigve




the agencies’ policies and procedures
for processing applications for mergers,
branches, charters and other structural
changes, and to make recommenda-
tions for increasing uniformity among
the agencies. Among the topics being
explored are:

e Delegation of applicati
authority;

on approval

o Standard language f
effects of structu

petition; and

or describing the
1 changss on com-

s Minimum ;apitai requirements for
approval of applications.

c

loans f or review durr g ammahon&

The NCUA and OCC examiners gen-

erally use various statistical sampling

methods to select loans for review, The
ral B

Federal Reserve Board, Federal Deposit
Ir : ]

nsurance Corr‘wauow and Federal

COm-
s

(g0
£

JolE i
P

D
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should classify delinquent consumer
instalment loans as “substandard” or
“loss.” That uniform examination
policy will apply to the classification,
in reports of examination, of open-
and closed-end credit extended to in-
dividuals for household, family and
other personal expenditures. The proj-
ect is expected to be completed in early
1980.

The International Banking Act/
Uniform Examination Report

The uniform report of examination for
U.S. branches and agencies of foreign
banks approved by the Council will be
sed by the federal bank regulator
nd state banking departments. Imple
mentation of 1 he report, t¢ be accom-
plished by about january 1, 1980, will
be momtored by this subcormmittee.
Other areas of interest for this group,
involving the uniform examination
report and the International Banking
Act, are:

i‘J o
£
@

of assets and lia-

» Uniform staternen

@
e Enforcement of federal laws; and
a T

ransfer risk and shared national

International Banking— Supervision
el
of Forezign Banks in the U5,

task of developing commmon approaches
to international bank examinations by
the Office of the Comptroller of the
Currency, Federal Reserve Board, and
Federal Deposit Insurance Corporation.
Ii is currently seeking to create greater
uniformity among the agencies by:

s Scheduling examination dates to fa-
cilitate sharing of resources, when
feasible;

s Exchanginc information concerning
foreign EDP centers;

e Developing a common cxamination
approach for foreign trust depart-
ments; and

o Exchanging merchant bank exam-
ination data and developing a com-
mon examination approach for mer-
chant banks.

Ciearmg House International Payments
System (CHIPS)

Because of the growing transactions
risks in the clearing of international
payments, representatives of the Fed-
eral Reserve Board roquﬂshod that a
subcommitiee be formed to identify
and study those risks and to recom-
mend possible action by the banking
agencies,

e CHIPS Subcommiite
mined that the following thre
should be accomplished:

@

Develop a common recvla‘or‘y
proach to CHIPS for the three feder 91

bank regulatory agencies;

e Develop a uniform examination
checklist; and

1158 rve Bank of

York (FRBNY) is ecdy involved

with CHIPS, and has an observer at
o

¥

)

its meetings, a FREBNY repre-



Standards for Foreign Exchange
Operations

A subcommittee was created to draft
standards for documentation, account-
ing, and auditing of foreign exchange
operations engaged in by commercial
banks.

Comments received on the proposed
statement of standards published in
the Federal Register on july 27, 1979,
are being studied and the Standards
Subcormnmittee is working to prepare a
final statement for Council review. The
statemnent of standards will represent a
consensus on certain minimum ele-
ments that should be included in a
bank’s systemn for documenting, con-
trolling, and monitoring its foreign
exchange activities.

Credit Life and Geneval Insurance

Sales

The Council-recommended policy
statement with respect to disposition
f credit life insurance income has been
published in the Federnl Register for a
90-day comment peﬁod to end March
31,1980, Although the agencies recog-
nize that the acceptance of credit hfe
insurance income by insiders is a long-
standing practice in some areas of the
counizy, the agencies believe that this
diversion of income from credit life
insurance sales to insiders rather than
to their financial institutions may con-
stitute an unsafe and unsound prac
tice. A task force subcomimittese
insurance sales will review the com
menis received on tne proposed pol 1cy
and will develop final recommenda-
Hions to the Coub ? The subcommitie:
review a number of issuss
general insurance sales in-
imancial institutions.

@]
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resolve problems concerning consumer
compliance policies or procedures that
are common to several or all of the five
agencies represented on the Council.
The task force’s focus on consumer
laws and regulations complements the
Task Force on Supervision’s concen-
tration on the more traditional safety
and soundness issues.

The task force is responsible for pro-
moting examination uniformity in
enforcement of an impressive array of
consumer laws and regulations, in-
cluding the Truth in Lendmg Act, the
Fair Credit Billing Act, the Consumer
Leasing Act, the FTC Improvement Act,
the Real Estate Settlement Procedures
Act, the Equal Credit Opportunity Act,
the Fair Credit Reporting Act, the Fair
Housing Act, the Home Mortgage
DlsClOSU"Q Act, the Electronic Fund
Transfer Act, the Community Rein-
vestment Act, the Fair Debt Collection
Practices Act, and the Right to Finan-
cial Privacy Act. Flood insurance reg-
ulations, advertising regulations, gen-
eral civil rights policies and regula-
tions dealing with lending and employ-
ment practices, and numerous state
consumer laws also are addressed by
this task force.

Activities of the Task Force

The task force currently oversess two
standing committees: the Community
Reinvestment Act (CRA) Committee,
and the Fair Lending Commitiee. The
CRA Commiitee is mvowed in anum-
ber of interagency projects designed to
improve and coordinate implementa-
tion of the Community Reinvestment
A_C‘f. The committee is currently un-
king a comprehensive survey of
’CRA examination procedures and com-
1 ms ol_;ernmc at the four

with CR A en-

persons desiring o file CRA comments.
Finally, during the next few months,
the committee will be assessing the
need to supplement or amend the agen-
cies’ CRA examination procedures and
will be reviewing the CRA portion of
the interagency examiner training pro-
gram.

A special Data Subcommittee is ad-
dressing the CRA information needs
of federal examiners and analysts. The
subcommittee recently completed a test
of the feasibility of updating 1970
census tract data and is currently check-
ing the feasibility of mapping census
data by SMSA. It is also studying the
current definitions of “low income” and
“moderate income” to determine if they
accurately reflect community charac-
teristics.

he Fair Lending Committee reviews
issues related to implementation and
enforcement of the Equal Credit Op-
portunity Act and the Fair Housing
Act and related regulations. The com-
miitee is currently engaged in a major
project to inventory and analyze all
nondiscrimination enforcement policies
and procedures at the five agencies.
That project will form the basis for
recommendations to the task force and
the Council for increasing interagency
uniformity and the overall effectiveness

of such policies and procedures.
The task force also established a num-
ber of ad hoc interagency project
groups to deal with particular issues
such as development of uniform exam-
'na’cion procedures for determining
ﬂa:ﬂc:a! institution compliance with
he Electronic Fund Transfer Act and
the privacy provisions of the Financial
i1 gulatory and Interest

ﬁ\. >~

pet i

nstitutions Reg
Rate Control na Tﬁe task force has
also been acm‘ n developing lesson
plans for use in ¢ lafmeﬁ interagency
CONSUMEeT Com p nce examiner Lram—
ork is being done

with the Council’s lasg

Examiner ucation.

ing school. This
coordination 3
Force on
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Truth in Lending Enforcement Guide-
lines

A major area of activity for the task
force involved the initial implementa-
tion of the uniform enforcement guide-
lines for Truth in Lending (Federal Re-
serve Regulation Z) and the subsequent
development of proposed amendments
to those guidelines. The enforcement
guidelines, which became effective on
January 4, 1979, provide for reimburse-
ment to consumers when certain vio-
lations of Regulation Z are discovered.
The agencies experienced significant
difficulties in implementing the guide-
lines in their initial form. In July 1979,
the task force issued 29 formal “Ques-
tions and Answers” on technical ap-
plications of the guidelines and, in the
following months, dealt less formally
with numerous other technical issues
needing interagency coordination.

As a result of the enforcement dif-
ficulties encountered, and following a
significant investnent of agency staff
hours devoted to analysis of the num-
erous technical issues raised, the Coun-
cil recommended that the agencies
propose for public corament three
amendmentis to the guidelines as well
2s a number of general questions re-
garding appropriate application of the
guidelines. The agencies agreed to the
Council’s recommendation and issued
a joint request for public comment in
October 1979. In response, the agencies
received 768 letters commenting on the
proposals. The task force and other
agency staff members are presently
analyzing these comments in prepara-
tion for making recommendations to
the Council in early 1980.

Equal Credit Opportunity Enforcement
Guidelines

provisions of |

These analyses will be reviewed and
necessary adjustments will be made
before the draft guidelines are presented
to the Council.

Community Reinvestment Act

The task force has initiated a system
for monitoring the individual agen-
cies’ efforts to enforce the Community
Reinvestment Act (CRA). That system
is intended to ensure substantial inter-
agency uniformity in applying the CRA
examination procedures (e.g., when
contacts outside an institution should
be made) and to provide a basis for
improving existing examination tech-
niques (e.g., determining what tools
will help an examiner geocode loans).

Development of New Enforcement
Procedures

During 1979, the task force developed
and the agencies implemented uniform
examination procedures for enforcing
the provisions of the Electronic Fund
Transfer Act {(Federal Reserve Regula-
tion E} which became effective on Feb-
ruary 8, 1979. In 1980, uniform pro-
cedures to determine compliance with
those provisions of Regulation E which
become effective in May 1980 will be
developed and implemented.

Work has also been substantially com-
pleted on uniform examination pro-
cedures to implement the privacy pro-
visions of the Financial Institutions
Regulatory and Interest Rate Conirol
Act. These procedures should be im-
plemented in early 1980.

Revision of Existing Enforcement Pro-
cedures

In an effort to begin revising existing
examination procedures to gain sub-
stantial uniformity among the agen-
cies, the task force has reviewed th

Q
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iance with Eqgu
and Truth in Lend-

and differences among the agencies.
The next phase of this project will be
to develop recommendations to the
agencies aimed at achieving greater
consistency in examination method-
clogy.

Task Force on Reports
Introduction

Section 1006(c) of Public Law 95-630
requires the Council to “develop uni-
form reporting systems for federally
supervised financial institutions, their
holding companies and nonfinancial
institution subsidiaries of such institu-
tions or holding companies.” To carry
out that task with respect to reports
within its purview, the Council estab-
lished the Task Force on Reports.

The task force has also been assigned
other report-related responsibilities
where the issue of interagency uni-
formity is significant in providing
periodic financial data fundamental to
effective supervision by the agencies.
Those responsibilities cover the areas
of reporting instructions, questions of
accounting and treatment of specific
transactions, publication and avail-
ability of reports, report processing
standards and data quality, assessment
of reporting burden, and liaison with
the Securities and Exchange Commis-
sion, the Financial Accounting Stan-
dards Board and the American Institute
of Certified Public Accountants. In
addition, the task force is responsible
for any special projects related to fin-
ancial institution reporting that the
Council may assign.

When the work of other Council task
forces creates a need to change repori-
ing requirements, the Task Force on
eports shares those responsibilities
with the other groups as appropriate.

o
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In much of its work relatin,
mercial banking, the task force in-
rporates and continues the work of
the former interagency “Call Repori

trpant? 23

Committee” that functioned under the
y )
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he Task Force

Activities of th
Report of Assets and Liabilities of U.5.
Branches and Agencies of Foreign
Banks

The task force developed a uniform
report form (Form FFIEC 002) and a
set of comprehensive instructions for
the quarterly report of condition that
U.S. branches and agencies of foreign
banks are fequzfﬂd, under the Interna-
mg Act (»,C 1 978 to file with
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itutions bj elimin
duplication and by reducing repo
C‘;eﬁuemfy

orce, in con}'unct cnwith the
rce on Supervision,
revised the form a:ﬂd the instructions
for the annual report of trust assets
that all trust companies and banks with
fiduciary powers must submit to their
federal bank regulator. The revisions
produced a umform reporting form
(Form FFIEC 001) and instructions,
consolidated a number of existing re-
ports in the trust area, and reduced
considerably the reporting burden on
ust companies.

Qﬂmofsmp and In-
ers and Shareholders

for U.S. branches and agencies of
foreign banks, the task force arranged
for joint printing of Form FFIEC 003
and its instructions for all three agen-
cies, thereby avoiding an unnecessary
duplication of effort.

Survey of Foreign Fiduciary Activities
£ U.5. Banks
The task force, in conjunction with the
Task Force on Supervision, developed
a uniform letter survey of the fiduciary
activities of the foreign offices of U.5.
banks and bank holding companies.
That survey, which will gather data as
of vear-end 1979, will b used by the
three federal bank regulators to de-
termine the extent of foreign fiduciary
perations and to provide a basis for
lhe appropriate supervision of such
activities.

Gther Projects

During 1979, the task force began a
number of projects that will continue
into 1980. These projects are descr 1b d
in the following paragraphs.

ot

The task force is continuing work to-
ward a uniform set of instructions for
comrmercial bank reports of condition
and income that will be used by the
three bank supervisory agencies. Con-
siderable progress has been made on
this project. It is hoped that scon after
the developmental stage is completed,
the three banking agencies will be able
to replace their existing separate in-
structions with the uniform set. The

task force is also setting up procedures
to ensure that uniformity will be main-
-ained in 11 futme ch;m‘;es to ms&

publication of aggregate data from
quarterly bank reports of condition.
Substantial agreement has been reached
on the contents of a joint publication
and work is continuing. The task force
i also participating in a project to de-
velop new procedures for the coor-
dinated, systematic compiling and
publication of information on foreign
ownership of U.S. banking institu-
tions.

An important part of the task force’s

ongoing responsm;hhes is Jeahng with
problems

also deal with pr“Hems of maintain-
ing and improving processing standards
aﬂd data quality for the information
collected on the reports. The task force
conducts those continuing parts of its
work through two permanent sub-
committees, Other projects and issues
are often assigned to special ad hoc
project groups.

The first of the two permanent sub-
commitiees of the task force, the Sub-
commitiee on Processing Standards
and Data Quality, was established as
the working mechanism through which
the task force carries out its respon-
sibility for monitoring agency data pro-
cessing standards, proceduzes and
quality controls that affect reports
under its jurisdiction. The subcom-
mittee’s assignments include develop-
ing long range recommendations for

improving report pro essing, and prob-
lem solving for reporting and data

yualits d immediate at-
tention. The sﬁbcomm't tee also reports
he 1 roblems in
se or public
-




Task Force on Examiner Education
Introduction

Section 1006(d) of Public Law 95-630
provides that the Examination Coun-
cil will conduct schools for examiners
and assistant examiners. Over the vears
each of the five agencies represenied
on the Council has developed its own
examiner iraining programs. Those
programs reflect the agencies’ individu-
al philosophies with respect to exam-
inations and training methods, and
represent considerable investments of
time and money. Although sach agen-
cy’s operations have some unique char-
acteristics that may continue to be best
addressed by individual programs, it
seems clear that there are many areas
of common interest thai could benefit
from a common approach to examiner
training. That potential is recognized
in Section 1006(d) and by the Council’s
special efforts in the area.

The Council’s Task Force on Examiner
Education was established o foster and
upervise interagency fraining efforts
n response to Council d Jlfeccwes under
Sectio ﬂiOOO(.,L) Altho h interagency
ﬁ iformity is the general chctive of

C uncil ch vities, the Task Force

E rniner Education has established
a pr mary goal of training examiners
to attain the highest level of perform-
ance in carrying oui their of fficial duties
and responsibilities.

2 ua
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Activities of the Task Force

o Continuous review of existing train-
ing curricula, lesson plans and in-
structor qualifications to improve
the administration of current train-
ing activities; and

e Assistance in developing training op-
portunities for employees of state
and foreign financial institution
supervisory agencies.

During 1979 development of lesson
plans for a number of interagency train-
ing courses was begun. One such
course, “Instructor Training,” was fully
developed and approved by the Coun-
cil. A second course, “Interagency Trust
Workshop,” was approved by the task
force and offered for the first time in
Novernber 1979. Eight other Council
courses in the areas of management
training, electronic data processing,
consumer and civil rights, white collar
crime, trust activities, and internation-
al banking are scheduled for delivery
in 1980. The task force has also de-
vised a student tuition plan for Coun-
cil-approved courses to be offered in
1980 as a first step toward realization
ofa vomrﬂﬁely self-sustaining examiner
training program.

Although the task forge is focusing its
major efforts on course design, it is
also actively investigating ways of con-
solidating agency training facilities. The
Council has approved a project to
determine the economic feasibility of
acquiring a single, large educaticnal
?acility capabi0 of accommodating the
needs of all five ag@":aes In the mean-
time, the task force has negotiated,

on obnnf of the Council and sﬂe agen—
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gram being developed. The Council

approved the addition of two profes-
sional positions on the Council staff: a
Manager for Examiner Education and
an Administrative Assistant for
Examiner Education. The manager
position was advertised in the last
quarter of 1979 and, by year-end, the
selection process was near completion.
Final selection of the manager and hir-
mg of an administrative assistant will
be priority matters for early 1980.

Task Force on Surveillance
Introduction

The Examination Council established
the Task Force on Surveillance as a
special task force to deal with surveil-
lance and monitoring systems utilized
by the agencies. The basic function of
the task force is to help formulate goals,
objectives and priorities for facilitat-
ing the development and sharing
among the agencies of computer-based
and other surveillance procedures.
Standardized, interagency systerns will
be used as early warning tools to de-
tect emerging financial problems and
to monitor the p°1formancc of financial
institutions. Such activities would in-
clude surveillance of institution finan-
cial activities and, perhaps, of regula-
tory compliance activities as well. The
task force will identify and recommend
to the Council ways to achieve those

obae ciives, mmaﬁy emphasizing uni




vising and regulating financial institu-
tions and will describe the agencies’
D’ﬁﬂosop%ries regarding the long- i’P?’]"ﬂ
role of surveillance. Phase two of the
‘OfO}EEi, /m ch will be undertaken upo
n_ of phase one, will includ
how well the existing sys-
erform, making recommenda-
or greater cooperation and sav-
es aring existin

0
3
wr
g

was de‘ermmeé ’Hc
g agencies were, to varying degrees,
ernploying balance sheet report gen-
erating sysxuns as roois to rwuorm

S 5 E

at performance “nforma%}on to the
banks they supervised. There seernad
to be considerable duplication of ef-
fort, particularly in providing informa-

tion to banks. At the direction of the

Council, 2 project has been initiated to
develop a single set of uniform bank
and bank holding company perform-
ance reporis for supervisory use. The
task force created a special bvbcem
mittee on Uniform Performance Re-

t concenirate on this Dro;hcr
ar-end 1976 substantial work
c

the Council begaﬂ as-
Ormal ga“uzauon o_r the

stit ”:IOQS f\eguiarory and nterest Rate
Control Act of 1978 was signed into
law. The representatives addressed

varicus legal topics relating to the es-

tablishment and operation of the Coun-

cil, including proper expense alloca-
tion among the agencies, voting re-
quirements for actions of the Founci’i,
the Council’s access to records of the
agencies, and requirements for the
purchase of supplies and services from

Shortly affer the Council came into
mbers acied |
a ready source of
rez iting the Legal Ad-
is group is composed
“e: ers at the five agen-
unsel, Ofrwe of the
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Fxec tive Secwtary

the Legal Advisory
&;roup has pm'mded legal opxmons to
Council and COLH"ﬂ task forceson
a variety of issues. At year-end 1979
the group had begun developing, for
C@uncﬂ con51dera;uon, a number of
suggested amendments to the Financial
Institutions Regulatery and Interest
Rate Conirol Act of 1973.
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September 20

Action. Approved two Council staff
positions for administering the Coun-
cil’s examiner education program and
student housing facility. The positions
are Manager for Examiner Education
and Administrative Assistant to the
Manager.

Explanation. Full-time administrative
suppo ”i is needed to operate the Coun-
cil’s examiner educatlon proram and
the student ho g facility. Those
Council staff mem e s will be respon-
sible for managing the COHTLLL schools
and housing fac 1’c developing
exarmniner training courses, and schedul-
ing classes. If is an mmated that the
cost of these two positions will l be Fuﬂy
recovered through tuition a
charges beginning in 1681,

Septernber 25

Action. Approved a Policy Statement
on Discrimination, including a state-
ment discouraging financial institutions
from paying for employee member-
ship fees in private clubs that discrimi-
nate on the basis of sex, religion, race
or national origin. Recommended
adoption of the statement by the five
agencies represented on the Council.
{All of the agencies approved the Coun-
cil's recommendation.)

Explanation. There is increasin
cern that payment o
for employees in private clubs
criminate may adver sel/ afi
career opportunities of financial in-
stitution emv’éoyees who are not per-
mitted to join such clubs beca use of
their race, sex, religion or national
origin. Because business contacis can
ber *riade and because business matters
r discussed at such clubs,
sion of certain om"ﬂ vees can im-
v career ad-
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COctober 4

Action. Approved proposed
amendments to the Uniform Truth in

Lending Enf recement Guidelines. Rec-

three

pub_lc comment on the propocsed

20

amendments as well as three other ques—
tions regarding the guidelines. (All of
the agencies approved the Council’s
recommendation.)

Explanation. The guidelines, which be-
came effective on January 4, 1979, pro-
vide for reimbursement to consumers
when certain violations of the FRB's
Truth in Lending Regulation Z are dis-
covered. As a result of difficulties en-
countered by the agencies in imple-
menting the guidelines, the Council pro-
posed three amendments designed to
ease the burdens of implementation.
The amendments would: (1) increase
the tolerance for disclosure of the an-
nual percentage rate from one-eighth
to one-fourth of a percentage point;
( ) change the provisions regarding

etroactive reimbursement; and (3) pro-

vide greater flexibility to the agencies
to respond to unique circumstances or
s&gmf;cam problems. The three ques-
tions dealt with: (1) the costs and bene-
fits associated with implementation of
the guidelines; (2) the desirability of
special treatment for real estate loans;
and (3) the desirability of requiring
states that have been granted exemp-
tions from the federal Truth in Lend-
ing requirements to adopt enforcement
guidelines similar to the federal ones.

The nearly 800 comments received by
the agencies on those issues are cur-
rently under review.

October 4

Action, Approved a uniform Annual

Report of Trust Assets (Form FFIEC
001) to be used by the three federal
bank regulatory agencies.

Explanation. Bach of the three agen-
cies required such a report from bank
trust departments and trust companies.
The Coundl, in approving a report for
use by all three agencies, achieved uni-
solmny in format and instructions for
and considerably reduced

LLh. e T
Hr epo L ng burden for banks

mended its adoption by the five agen-
cies represented on the Council. (All
five agencies approved the Council’s
recommendation.)

Explanation. Differences exist among
the agencies regarding the system used
for rating financial institutions. The
Council believes that the Congress, the
public and the Council itself would
better understand the overall condi-
tion of financial institutions in the
United States if each agency employed
the same standards in arriving at the
final, composite rating for a financial
institution. Henceforth, in reports to
the Congress, the public and the Coun-
cil on the financial condition of in-
stitutions under their SLpeI'V'ISIOﬁ the
five agencies will use the uniform rating
systemt.

November 1

Action. Approved a letter survey of
foreign fiduciary activities of commer-
cial banks and their affiliates and
recommended that the three federal
bank regulatory agencies conduct the
survey. (All three agencies approved
the Council’s recommendation.)

Explanation. E\ﬂd&ﬁ
foreign fiduciary activities of commer-
cial bonks and tne affiliates have
grown significantly in recent years. The
purpose of the survey is to determine
the scope of such activities so that in-
formed judgments may be made about
appropriate supervisory actions with
respect to such activities,

suggests that the

{

November 15

Action. Approved for issuance for
public comment a Policy Statement on
Disposition of Credit Life Insurance
Income and recommended that the five
agencies request public comment on it
{All five agencies approved the Coun-
cil's recommendation.)

*’gb anation. The proposed policy
would prohibit insiders of a financial
institution from benefiting personally
i from the sale of
connection with
ir institution. It
that such income

D

loans granted by th
would also require



be credited to an institution’s own in-
come account or, in the case of a savings
and loan association, to its service cor-
poration. Because the policy could have
a significant impact on the operations
of some holding companies and in-
dividuals, the Council decided to pro-
vide for a 90-day public comment
period.

November 15

Action. Approved a supervisory policy
on the purchase and sale of U.S. govern-
ment guaranteed loans by financial in-
stitutions and recommended imple-
mentation of the policy by the five
agencies. (All five agencies approved
the Council’'s recommendation.)

Explanation. The policy applies to
financial institutions that participate
as originators, sellers, servicers and
purchasers in certain U.S government
guaranteed loan programs, such as
those currently being administered by
the Small Business Administration and
the Farmers Home Administration. The
policy is designed to help achieve uni-
form and effective supervision of such
activities and to assure that they are
carried on in a sound and prudent man-
ner. It is not a criticism of the programs
or of financial institution participation
in them. The policy addresses three
principal concerns: (1) the ability of
the institution to service loans origi-
nated under such programs; (2) the ac-
counting for income from fees for loan
servicing; and (3) the effect of participa-
tion in such programs on the liquidity
of financial institutions.

November 15

Action. Approved two report forms
relating to the requirements of Titles
VI and IX of the Financial Institutions
Regulatory and Interest Rate Control
Act (FIRA): (1) a form to be used by
insured commercial banks to meet all
of the reporting requirements of the
two Titles; and (2) a “model” form
which is recornmended for use by prin-
cipal shareholders and executive of-
ficers of insured banks to meet their
reporting requirements under Title

VIiL

Explanation. Under Title VIII of FIRA,
the principal shareholders and execu-
tive officers of an insured bank are to
report to their bank the loans they
have received from correspondent
banks. The bank must then report this
information to its primary federal
regulator. Under Title IX, a bank is re-
quired to disclose publicly its principal
shareholders and the aggregate amount
of borrowings from it by certain in-
siders. The form approved for report-
ing by insured commercial banks (Form
FFIEC 003) must be filed with the bank’s
primary federal regulator in order to
meet the combined requirements of
Titles VIII and IX. An optional model
form (Form FFIEC 004) was also ap-
proved by the Council for use by the
principal shareholders and executive
officers of an insured commercial bank
in reporting loans received from cor-
respondent banks.

November 15

Action. Approved a report of condi-
tion for U.S. branches and agencies of
foreign banks for use by the three
federal bank regulatory agencies.

Explanation. Under the International
Banking Act of 1978 each U.S. branch
and agency of a foreign bank will be
required to report to one of the three
federal bank regulators. This Council-
approved report (Form FFIEC 002) will
be used by all three agencies.

December 6

Action. Approved the undertaking, by
the Task Force on Examiner Educa-
tion, of a feasibility and site selection
study for a central training facility.

Explanation. Over time, the number
of Council-sponsored courses offered
to examiners of the five agencies repre-
sented on the Council and to examiners
employed by state supervisory auth-
orities will increase significantly.
During 1980, the Council will use the
FDICs examiner training facility in
Rosslyn, Va. Because of the expected
size and scope of the Council’s educa-
tional program in the years ahead, it is
desirable to consider alternatives now

for the future site of the Council's
examiner training facility.

December 6

Action. Approved a uniform Examina-
tion Report for U.S. Branches and
Agencies of Foreign Banks.

Explanation. This examination report
form will be used by the three federal
bank regulators in carrying out their
responsibilities under the International
Banking Act of 19783,

December 6

Action. Approved a Policy Statement
on Coordination of Formal Corrective
Actions by the Federal Bank Regula-
tory Agencies and recommended its
adoption by the three dgencies. (All
three agencies approved the Council's
recommendation.)

Explanation. This policy pertains to
formal administrative actions taken by
the federal banking agencies pursuant
to the Financial Institutions Super-
visory Act of 1966, as amended. Under
this policy, if one of the agencies
initiates a formal enforcement action
against a bank holding company or a
commercial bank, that agency shall
notify the other two federal bank
regulatory agencies that such action is
being taken. In the event that comple-
mentary action by two or more of the
agencies is deemed appropriate, the
implementation and follow-up of the
corrective action shall be coordinated
by the agencies directly involved.

December 6

Action. Approved a Policy Statement
on Coordination of Bank Holding
Company Inspections and Subsidiary
Lead Bank Examinations among the
three federal bank regulatory agencies
and recommended its adoption by
those agencies. (All three agencies
approved the Council’s recommenda-
tion.)

Explanation. Because responsibility for
supervising bank holding company
systems is divided among the three
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agencies, effective coordination of their
examination and supervisory activities
with respect to bank holding companies
and their subsidiary banks is important.
Under this policy, supervisory officials
at each of the federal bank regulatory
agencies’ regional or district offices will
meet at least semiannually to schedule
coordinated bank holding company in-
spections and subsidiary lead bank ex-
aminations. Coordinated inspections
and examinations are required for large
holding companies, holding companies
or subsidiary lead banks that have a
composite rating of 4 or 5, and holding
companies or subsidiary lead banks
with a composite rating of 3 whose
financial condition appears to have
worsened significantly since the last
inspection or examination.

Coordination of other holding com-
pany inspections and subsidiary bank
examinations will also be undertaken
as the agencies’ resources permit.

December 6

Action. Approved a Policy Statement
on Uniform Disclosure of Statutory
Enforcement Actions and recom-

]
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mended its adoption by the five agen-
cies represented on the Council. (All
five agencies approved the Council’s
recommendation.)

Explanation. This action established a
uniform public disclosure policy re-
garding statutory enforcement pro-
ceedings brought against financial in-
stitutions or persons subject to the
agencies’ enforcement authority. Un-
der this policy each agency will pre-
pare, at least semiannually, a written
summary of each statutory enforce-
ment action taken. Such summaries
will describe the essential facts of each
action taken by the reporting agency;
however, no information that might
lead to the identification of any per-
sons or companies involved in an ac-
tion will be disclosed.

December 6

Action, Approved a tuition fee schedule
for the Council’s examiner education
program for 1980.

Explanation. This action reflects the
Council’s policy of operating iis

examiner training program on a self-
sustaining financial basis. Except for
certain start-up costs which are to be
recovered in future years, the fee
schedule will recoup all of the antici-
pated costs of operating the Council’s
examiner education program in 1980.

December 20

Action. Determined not to participate
at this time with the Department of
Housing and Urban Development and
the Ford Foundation in a proposed
study of mortgage credit discrimina-
tion resulting from pre-screening of
potential loan applicants.

Explanation. The Council believed that
the abnormal conditions currently pre-
vailing in the mortgage market, and
iikely to continue throughout most of
1980, would jeopardize the validity of
any research study conducted at this
tirne. The Council indicated, however,
that it would be willing to reconsider
its decision regarding participation in
suich a study when mortgage fund flows
become more normal.



A. Title X of Public Law 95-630

Title X establishing the Federal Finan-

cial Institutions Examination Council
is as follows:

Sec. 1001. This title may be cited as
the “Federal Financial Institutions Ex-
amination Council Act of 1678".

Purpose

Sec. 1002. It is the purpose of this
title to establish a Financial Institutions
Examination Council which shall pre-
scribe uniform principles and standards
for the Federal examination of financial
institutions by the Office of the Comp-
troller of the Currency, the Federal
Deposit Insurance Corporation, the
Board of Governors of the Federal
Reserve System, the Federal Home
Loan Bank Board, and the Naticnal
Credit Union Administration and make
recommendations to promote uniform-
ity in the supervision of these financial
institutions. The Council’s actions shall
be designed to promote consistency in
such examination and to insure prog-
ressive and vigilant supervision.

Definitions

t
System, the Fed
Corporati
ome Loan i

ance
:
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ciation, a cooperative bank, or a
credit union.

Establishment of the Council

Sec. 1004. (a) There is established
the Financial Institutions Examination
Council which shall consist of —

(1) the Comptroller of the Cur-
rency,

(2) the Chairman of the Board of
Directors of the Federal Deposit In-
surance Corporation,

(3) a2 Governor of the Board of
Governors of the Federal Reserve
System designated by the Chairman
of the Board,

(4) the Chairman of the Federal
Home Loan Bank Beard, and

(5) the Chairman of the National
Credit Union Administration Beard.
(5) The members of the Council shall

select the first chairman of the Council.
Thereafter the chairmanship shall ro-
tate among the members of the Coun-
cil.

(¢} The term of the Chairman of the
Council shall be two years.

(d) The members of the Council
may, from time to time, designate other
officers or employees of their respective
agencies to carry out their duties on
the Council.

(e} Each membex
serve without additi

—

rrying out his
official duties as such a member.
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Functions of the Council

Sec. 1006. (a) The Council shall
establish uniform principles and stan-
dards and report forms for the examina-
tion of financial institutions which shall
be applied by the Federal financial
institutions regulatory agencies.

(b}(1) The Council shall make rec-
ommendations for unifermity in other
supervisory matters, such as, but not
limited to, classifying loans subject to
country risk, identifying financial insti-
tutions in need of special supervisory
attention, and evaluating the soundness
of large loans that are shared by two
or more financial institutions. In addi-
tion, the Council shall make recommen-
dations regarding the adequacy of
supervisory tools for determining the
impact of holding company operations
on the financial instituiions within
the holding company and shall consider
the ability of supervisory agencies to
discover possible fraud or questionable
and illegal payments and practices
which might occur in the operation of
financial institutions or their holding
comparties.

(2) When a recommendation of
the Council is found unaccepted by
one or more of the applicable Federal
financial institutions regulatory agen-
cies, the agency or agencies shall submit
to the Council, within a time period
specified by the Council, a writien
statement of the reasons the recom-
endation is unacceptable.

(c) The Council shall develop uni-
Is £

-
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enrollment by employees of State finan-
cial institutions supervisory agencies
under conditions specified by the Coun-
cil.

(e} Nothing in this title shall be
construed to limit or discourage Federal
regulatory agency research and devel-
opment of new financial institutions
supervisory methods and tools, nor to
preclude the field testing of any innova-
tion devised by any Federal regulatory
agency.

(f) Not later than April 1 of each
year, the Council shall prepare an
annual report covering its activities
during the preceding vear.

State Liaison

Sec. 1007. To encourage the appli-
cation of uniform examination prin-
ciples and standards by State and
Federal supervisory agencies, the Coun-
cil shall establish a liaison committee
composed of five representatives of
State agencies which supervise financial
institutions which shall meet at least
twice a year with the Council. Members
of the Haison committee shall receive a
reasonable allowance for necessary
expenses incurred in attending meet-
ings.

Administration

Sec. 1008. (2) The Chairman of the
Council is authorized to carry out and
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to delegate the authority to carry out
the internal administration of the Coun-
cil, including the appointment and
supervision of employees and the distri-
bution of business among members,
employees, and administrative units.
(b} In addition to any other author-
ity conferred upon it by this title, in
carrying cut its functions under this
title, the Council may utilize, with their
consent and to the extent practical, the
personnel, services, and facilities of the
Federal financial institutions regulatory
agencies, Federal Reserve banks, and
Federal Home Loan Banks, with or
without reimbursement therefor.
(c) In addition, the Council may—
(1) subject to the provisions of
Title 5, United States Code, relating
to the competitive service, classifica-
tion, and General Schedule pay rates,
appoint and fix the compensation of
such officers and employees as are
necessary to carry out the provi-
sions of this title, and to prescribe
the authority and duties of such offi-
cers and employees; and
{(2) obtain the services of such ex-
perts and consultants as are neces-
sary to carry out the provisions of
this title.

Access to Information
by the Council

Sec. 1009. For the purpose of carrying
out this title, the Council shall have
access to all books, accounts, records,

reports, files, memorandums, papers,
things, and property belonging to or
in use by Federal financial instututions
regulatory agencies, including reports
of examination of financial institutions
or their holding companies from what-
ever source, together with workpapers
and correspondence files related to such
reports, whether or not a part of the
report, and all without any deletions.

Audits by the
Cemptroller General

Sec. 1010. Section 117 of the Ac-
counting and Auditing Act of 1950, as
amended by the Federal Banking Agen-
cy Audit Act (Public Law 95-320), is
further amended by:

(1) redesignating clauses (A), (B),

and (C) of subsection (e)(1) as (B),

(C), and (D), respectively, and insert-

ing is subsection (e)(1) the clause

"(A) of the Financial Institutions

Examination Council;” immediately

following “audits”; and

(2} striking out in subsection (e)(2)
“and (C)” and inserting in lieu there-
of “(C), and (D)".



B. 1979 Report of Audit

To the Federal Financial Institutions
Examination Council Members:

We have examined the balance sheet
of the FEDERAL FINANCIAL INSTI-
TUTIONS EXAMINATION COUN-
CIL as of December 31, 1979, and the
related statements of assessments and
expenses and changes in financial posi-
tion for the period March 16, 1979
{date of organizational meeting)
through December 31, 1979. Our ex-
amination was made in accordanee
with generally accepted auditing stan-
dards and, accordingly, included such
tests of the accounting records and such
other auditing procedures as we con-
sidered necessary in the circum-
stances.

In our opinion, the financial statements
referred to above present fairly the
financial position of the Federal Finan-
cial Institutions Examination Council
as of December 31, 1979, and its assess-
ments and expenses and the changes in
its financial position for the period then
ended, in conformity with generally
accepted accounting principles.

Arthur Andersen & Co.

Washington, D.C.,
February 14, 1980.

Balance Sheet December 31, 1979

ASSETS

OPERATING FUND
Cash, held by Board of
Governors of the

Federal Reserve System $238,513
PROPERTY FUND
Office furniture and equipment,
at cost (Note 2) 33,376
TOTAL ASSETS

$271,889

LIABILITIES AND FUND BALANCES
OCPERATING FUND
Liabilities
Accounts payable and accrued

liabilities 3 45,474

Rentals collected in advance
(Note 4) 78,255
123,729

Commitment {Note 4)

Fund balance 114,784
Total operating fund 238,513
PROPERTY FUND
Fund balance (Note 2) 33,376
TOTAL LIABILITIES AND
FUND BALANCES

$271,889

Statement of Assessments and
Expenses for the Period

March 16, 1979

{Date of Organizational Meeting)
Through December 31, 1979.

ASSESSMENTS LEVIED ON MEMBERS

OF THE COUNCIL (Note 3) $237,322
EXPENSES
Salaries and related benefits (Note 3) 42,651
Travel 5,876
Postage 2,165
Telephone 385
Printing 8,215
Office supplies 1,664
Office space rental (Note 3) 7,638
Contractual professional services 2,648
Books and subscriptions 324
Administration fees (Note 3) 14,156
Accounting fees 575
Miscellaneous 2,365
Total operating expenses 89,162
Purchases of office furniture and
equipment (Note 2) 33,376
Total expenses 122,538

ASSESSMENTS IN EXCESS OF
EXPENSES (Operating Fund balance ar
December 31, 1979) $114,784
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SOURCES OF FUNDS

Assessments levied on members

of the Council $237,322
Increase in accounts payable and

accrued liabilities 45,474
Rentals collected in advanc 78,255

uo erating expenses
Purchases ¢

and equipment 33,375
Total applications 122,538
CASH BALANCE, December 31, 1979  $238,513
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