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The Federal Financial Institutions Examination Council

The Federal Financial Institutions
Examination Council (“Council”)
was established cn March 10, 1979,
pursuant to Title X of Public Law
95-630, the Federal Financial Insti-
tutions Regulatory and Interest Rate
Control Act of 1978 (FIRA). The
purpose of Title X was to create a
formal interagency body empow-
ered to prescribe uniform princi-
ples, standards and report forms for
the federal examination of financial
institutions by the Board of Gover-
nors of the Federal Reserve System,
Federal Deposit Insurance Corpo-
ration, Federal Home Loan Bank
Board, National Credit Union
Administration, and Office of the
Comptroller of the Currency, and
to make recommendations to pro-
mote uniformity in the supervision
of financial institutions. The Coun-
cil is also to develop uniform re-
porting systems for federally super-
vised financial institutions, their
holding companies, and the nonfi-

nancial institution subsidiaries of
such institutions and holding com-
panies. It is to conduct schools for
examiners employed by the five
agencies represented on the Coun-
cil and to make such schools avail-
able to employees of state financial
institutions supervisory agencies.
Overall, it is the intent of the leg-
islation that the Council’s actions be
designed to promote consistency in
federal examination and to ensure
progressive and vigilant supervi-
sion.

The Council was given additional
statutory responsibilities under the
Home Mortgage Disclosure Act
(HMDA)} Amendments of 1980 (Sec-
tion 340 of Public Law 96-399, Oc-
tober 8, 1980). Among the assign-
ments are the implementation of a
system to facilitate public access to
data that depositary institutions are
required to disclose under HMDA,
and the aggregation, each year for

each standard metropolitan statis-
tical area, of the HMDA data by
census tract.

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 Fed-
eral Reserve System appointed by
the Chairman of the Board, the
Chairman of the Federal Home Loan
Bank Board, and the Chairman of
the National Credit Union Admin-
istration Board. In addition, to en-
courage the application of uniform
examination principles and stand-
ards by the state and federal super-
visory authorities, the Council has
established, in accordance with the
requirement of the statute, an ad-
visory State Liaison Committee
composed of five representatives of
state supervisory agencies.






Highlights of Council Actions in 1980

The Federal Financial Institutions
Examination Council took a number
of significant actions during 1980.
These are summarized below. More
detailed statements on these and
other actions by the Council during
1980 are presented in Record of Ac-
tions by the Council.

® Approved a uniform sunermsory
policy for the classification of de-
linguent consumer instalment
loans at commercial banks and
recommended its adoption by the
three banking agencies.

® Approved for public release a
staff study entitled “Capital
Trends in Federally Regulated Fi-
nancial Institutions.”

® Approved standardized instruc-
tions for the quarterly reports of
condition and income filed by
U.5. commercial banks.

e Approved a uniform guideline on
internal control for foreign ex-

change activities in commercial
banks and recommended its
adoption by the three banking
agencies.

Approved a new “Policy Guide”
for enforcing the Truth-in-Lend-
ing Act as amended by the Truth-
m-uendmg Simplification and Re-
form Act of 1980, and recom-
mended its adoption by the five
agencies represented on the
Coundil.

Approvad an interagency super-
visory policy regarding the as-
sessment of civil money penalties
and recommended iis adoptiorv
by the five agencies represented
on the Council.

Approved a Uniform Bank Per-
fo rmance Report for use by the
three banking agencies and a de-
velopment program for the Re-
port, and recommended their
adoption by those agencies.

e Approved a uniform <on

compliance rating system
re&ommended its aCopn@ﬂ b
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Administration of the Council

Regular meetings of the Council are
held at 2:00 p.m. on the first Thurs-
day of each month. A second reg-
ular meeting may be held on the
third Thursday of the month when
the amount of Council business in-
dicates the need. Special meetings
of the Council may be scheduled
whenever matters of high priority
must be considered without delay.

The Council’s activities are funded
in several ways. Its administrative
operations are funded through sem-
iannual assessments on the five
agencies represented on the Coun-
cil, with each agency contributing
one-fifth of the total cost of these
operations. The Council’'s examiner
education program is currently
funded through tuition fees paid by
the agencies sending student ex-
aminers to Council schools. A res-
idential facility for examiners at-
tending Council classes in the
Washington, D.C. metropolitan area
is being leased by the Council, and
room charges paid by the agencies
whose personnel are utilizing the
facility provide the funds for lease
payments.

The Federal Reserve Board provides
budget and accounting services to
the Council, and the Federal Re-
serve’s Controller serves as the
Council’s Controller.

The Council is supported by a small,
full-time staff in the Office of the
Executive Secretary. Each member
of the Council’s staff is detailed
from one of the five agencies rep-
resented on the Council, but is con-
sidered a salaried employee of the
Council. The major responsibilities
of the Office of the Executive Sec-
retary are {o:

e Schedule Council meetings and
meetings of the Agency Liaison
Group, prepare agendas for
Council meetings, prepare min-
utes of Council meetings, and re-

view all material destined for
Council consideration;

& Monitor work of all interagency
staff groups involved in the
Council’s operations, and assist
staff groups in setting priorities
and in defining key issues;

® Work closely with members of
the State Liaison Committee to
ensure adequate communication
between the members, the Coun-
cil and the interagency staff
groups;

® Coordinate public information ac-
tivities including, in cooperation
with Federal Reserve Board staff,
preparation and distribution of
Council press releases;

® Coordinate, with Federal Reserve
Board staff, development of the
Council’'s budget and the moni-
toring of budget performance;

® Maintain liaison with the Con-
gress and with Federal Govern-
ment departments and agencies;
and

® Prepare the Council’s annual re-
port to Congress.

Most of the staff support in the sub-
stanfive areas of concern to the
Council is provided by five inter-
agency staff task forces and a Legal
Advisory Group (LAG). The task
forces and the LAG are responsible
for the research and other investi-
gative work done by agency staffs
on behalf of the Council and for
preparing reports and policy rec-
ommendations for consideration by
the Council. The Council also es-
tablished an Agency Liaison Group,
an interagency group of senior of-
ficials responsible for the overall co-
ordination of their respective
agency’s staff efforts in support of
the Council. The Executive Secre-
tary of the Council is an ex officio

member of each of the five inter-
agency staff task forces and the
Agency Liaison Group. The staff
time and other rescurces expended
by the task force members and other
agency staff on behalf of Council-
related projects in 1980 were pro-
vided by the five agencies without
reimbursement and are not re-
flected in the Council budget. With-
out those contributions by the agen-
cies and the individual staff
members, significant progress on
Council projects during 1980 would
have been virtually impossible.

As provided for in its enabling leg-
islation, the Council created a State
Liaison Committee composed of five
state supervisors of financial insti-
tutions. The Committee provides
advice to the Council in all areas of
Council responsibility and helps to
ensure effective federal-state com-
munication on matters of financial
institution supervision and exami-
nation. Under the Council’s rules of
operation, the Conference of State
Bank Supervisors, the National As-
sociation of State Savings and Loan
Supervisors and the National As-
sociation of State Credit Union Su-
pervisors each designates one state
supervisor to serve on the State Li-
aison Committee. The remaining
two positions on the Committee are
filled by state officials selected by
the Council. The Committee cur-
rently meets as a group with the
Council three times a year. In ad-
dition, the Committee is repre-
sented by one member at each
meeting of the Council.

Organization, December 31, 1980
Members of the Council

John G. Heimann, Chairman
Comptroller of the Currency
Office of the Comptroller of the

Currency (OCQ)



Lawrence Connell, jr., Vice Chair-

man

Chairman

National Credit Union Adminis-
fration (INCUA)
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Council Office of the Executive
Secretary

Robert ].
retary

Lawrence, Executive Sec-

David K. Schweitzer, Deputy Exec-
utive Secretary

Agency Liaison Group

Earl Bradley (NCUA)
Paul M. Homan (OCC)
jan R. Miller (FDIC)
mual H. Talley (FRB)
David Tayior (FHLBB)
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Robert Fenn ()I]\ICUA)
Robert Mannion (FRB)
Milan Miskovsky (FHLBE)
Frank L. S%' ern, Jr. (FDIC)

Interagency Staff Task Forces
Consumer Compliance

ferauld C. Kluckman, Chairman (FRB)
Linda M. Cohen {(NCUA)

Lucy Griffin (FHLBB)

Robert R. Klinzing (OCC)

Peter M. Kravitz (FDIC)

Examiner Education

e Selby, Chairman (OCC)
s A, Davis ’!HT\IF)

John M. Denkier (FRB)
Martin F. Kushner (NCUA)
Robert J. Moore (FHLEB)

Reports

Stanley . Sigel, Chairman (FRB)
William Dobryskowski (FHLBB)
Mary T. Mitchell (FDIC)

David C. Motter {OCC)
Thomas Straslicka (NCUA)
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Supervisior

johnt E. Ryan, Chairman (FRB)
Layne Bumgardner (NCUA)
Paul M. Homan {OCC})
Quinton Thompson (FDIC)
Thomas Timmins (FHLBB)

Surveillance Systems

William E. Martin, Chairman (OCC)
Roberi A. Eisenbeis (FRB)

Robert F. Miailovich (FDIC)

Louis |. Oliver (FHLBB)

Robert F. Schafer (NCUA)



Activities of the Interagency Staff Groups

Section 1006 of Public Law 95-630
sets forth the functions of the Coun-
cil. Briefly summarized, these func-
tions are:

® To establish uniform principles,
standards and report forms for
the examination of financial in-
stitutions and make recommen-
dations for uniformity in other
supervisory matters;

® To develop uniform reporting
systems for federally supervised
institutions, their holding com-
panies, and subsidiaries of such
institutions and holding compa-
nies; and

® To conduct schools for examiners
employed by the federal super-
visory agencies and make such
schools available to employees of
state supervisory agencies under
conditions specified by the Coun-
cil.

In order to administer effectively
projects in all of those functional
areas, the Council established the
tollowing five interagency staff task
forces:

® Supervision;

e Consumer Compliance;
® Reports;

® Examiner Education; and

& Surveillance Systermns.

Each task force includes one senior
official from each agency. The
Council also established a Legal
Advisory Group composed of a sen-
ior legal officer from each agency.
The task forces and the Legal Ad-
visory Group provide research and
analytical papers and proposals to
the Council on the issues it ad-
dresses. This chapter describes the
activities and objectives of the five
task forces and the Legal Advisory
Group.

Task Force on Supervision
Introduction

At its organization meeting in March
1979, the Council established the
Task Force on Supervision to review
and to make recommendations to
the Council on matters relating di-
rectly to the examination and su-
pervision of financial institutions.
More specifically, the task force fo-
cuses on examination and supervi-
sory matters that concern the safety
and soundness of financial institu-
tions and their compliance with ap-
plicable laws and regulations, ex-
cept for consumer laws and
regulations.

A senior supervisory official from
each agency serves on this task
force. The task force meets on a reg-
ular monthly basis, with special
meetings scheduled as needed.

Activities of the Task Force

In fulfilling its responsibilities, the
task force relies largely on inter-
agency staff subcommittees which
analyze assigned supervisory issues
and prepare reports and recommen-
dations for review by the task force.
After review and approval, the task
force refers the subcommittees’ re-
ports and reccmmendations to the
Council for final aciion.

The task force utilizes both ad hoc
and standing subcommittees. An ad
hoc subcommittee is established to
resolve a specific issue, and is staffed
with persons with expertise in the
area under study. Once an 4d hoc
group has completed its assign-
ment, it is disbanded. Cn the other
hand, standing subcommittees meet
regularly to foster interagency co-
ordination and cooperation in su-
pervisory areas of continuing im-
portance. For instance, the EDP
Subcommittee is an ongoing entity
that addresses current EDP topics

and develops uniform EDP exami-
nation policies and procedures.

Besides directing and evaluating the
work of a number of subcommittess
and providing papers and propos-
als to the Council on policy matters,
the task force performs a number
of other duties. Among these are:

(1) drafting replies to Congressional
and other external inquiries, (2}
evaluating supervisory issues raised
by the General Accounting Office
and by other governmental or reg-
ulatory bodies, and (3) responding
to requests from other Council task
forces for information or recom-
mendations. Also, meetings of the
task force are frequently used as a
forum for exchanging ideas and in-:
formation on supervisory matiers.

During 1980, the task force com-
pleted work on 17 projects and for-
warded the results and recommen-
dations to the Council. These 17
projects, most of which are de-
scribed in more detail in Record of
Actions by the Council, are listed be-
low.

® Supervisory policy on examiner
classification of delinquent con-
sumer instalment loans.

® Response to the GAG report,
“Federal Supervision of Bank
Holding Companies Needs Bet-
ter, More Formalized Coordina-
tion.”

@ Uniform EDP examination hand-
book, workpapers, and report of
examination.

e Staff Study: “Capital Trends in
Federally Regulated Financial In-
stitutions.”

o Uniform guidelines on internal

controls for bank foreign ex-
change activities,

2D

o Uniform terms for describing ths
competitive effecis of proposed

bank mergers.
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e Evaluation of agencies’ proce-
dures for reviewing and classify-
ing construction and residential
real estate loans.

e Uniform standards and proce-
dures for assessing civil money
penalties.

e Uniform policies and procedures
for examining the Clearing House
Interbank Payments System
(CHIPS).

® Report on enforcement of the
“Bank Secrecy Act.”

e Response to the GAO report,
“Improvements Needed in Fed-
eral Examinations of Financial In-
stitutions.”

® Status report on the Shared Na-
tional Credits Programi.

e Report on examiner review of
U.S. Government-guaranteed
loans.

e Uniform agreement with the De-
partment of Labor on referral of
ERISA vioclations.

e Policy statement on the disposi-
tion of income from the sale of
credit life insurance.

® Response to GAO report, “Econ-
omy and Efficiency of Financial
Institutions Examinations Can Be
Improved.”

® Reduction in reporting require-
ments under the Bank Protection
Act.

At year-end, the task force had 13
subcommittees working on projects
of concern to the various supervi-
sors. These projects are described
below.

Bank Secrecy Act

The task force established this sub-
committee to review and strengthen
examination procedures for verify-
ing compliance with the U.S. De-
partment of Treasury’s financial re-
cordkeeping and reporting
regulations (31 C.F.R. Part 103)
which implement the “Bank Se-

8

crecy Act” (formally titled, the Cur-
rency and Foreign Transactions Re-
porting Act; Public Law 91-508, Title
1, October 26, 1970).

In February 1980, the task force ap-
proved a comprehensive new set of
examination procedures to monitor
more effectively financial institution
compliance with this Act. Before
submitting this proposal to the
Council, the three banking agencies
decided to field-test the procedures
to determine their cost in terms of
examiner and institution staff time
required. The field tests revealed
that the proposed procedures re-
quired substantial staff time. Since
this would make it very difficult for
the agencies to justify the use of
such elaborate procedures nation-
wide, the task force directed the
subcommittee to reduce the staffing
burden.

The subcommittee developed mod-
ular examination procedures that
would be implemented in stages
depending on the institution’s level
of compliance with the reporting
requirements of the Bank Secrecy
Act. The latest version of the mod-
ular procedures—a two-step ap-
proach—was carefully worked out
in cooperation with representatives
of the General Accounting Office
and the Treasury Depariment. In
November 1980, the three banking
agencies initiated field tests of the
two-step, modular procedures. The
two thrift agencies will field-test
modifications of the two-step, mod-
ular approach that accommodate
unique features of the institutions
that each supervises. The subcom-
mittee will reconvene in early 1981
to evaluate the results of the field
tests and recommend final proce-
dures.

During the year, the subcommittee
also drafted responses to Congres-
sional inquiries on the agencies’ en-
forcernent of the Bank Secrecy Act,
and coordinated the dissemination
of letters to financial institutions
alerting them again of the need to
design and implement effective in-
ternal controls to assure compliance
with the Act.

Capital Adequacy

During the first quarter of 1980, the
subcommittee completed its general
review of capital adequacy and pre-
pared a background report for the
Council. The report covered com-
mercial banks, mutual savings banks,
savings and loan associations, and
credit unions. For each type of in-
stitution, three topics were treated:
(1) trends in capital ratios, (2) forces
affecting the trends, and (3) policy
guestions.

The subcommittee next turned its
attention to a study of alternatives
or supplements to equity capital,
such as subordinated debt and pre-
ferred stock. Considerations in-
cluded the proper mix of these al-
ternatives, their appropriate
minimum terms, and their role in
determining capital adequacy.

Before the subcommittee reached
any conclusions, the task force met
with the subcommittee to identify
more precisely the areas of agree-
ment and disagreement among the
agencies in evaluating capital ade-
quacy. As a result of that meeting,
the subcommittee was asked to be-
gin work on a policy statement for
commercial banks that contained
specific standards for judging cap-
ital adequacy. Capital adequacy is-
sues affecting thrift institutions and
holding companies would be dealt
with subsequently. The subcom-
mittee was to evaluate various peer
group standards and other bench-
marks that could be used for trig-
gering alternative forms of super-
visory actions. The subcommittee is
actively pursuing that objective,
while it also continues to explore a
number of other capital issues un-
resolved among the agencies’ staffs.

Computer-Generated Examination In-
formation

At mid-year, the task force con-
cluded that the new ability to access
bank examination data via on-line
computer terminals that are tied
into the FDIC data base presented
unique problems of security and



control. A subcommittee was set up
to develop operating procedures and
security standards under which the
three banking agencies will ex-
change computer-generated exami-
nation information. The subcom-
mittee was instructed to consider
the regional and national needs of
each banking agency as well as po-
tential demands by state banking
departments. The subcommittee will
soon draft an agreement that spells
out the kinds of examination data
to be exchanged, intended uses for
the data, and appropriate assur-
ances as to security and confiden-
tiality.

Definition of Capital

The subcommittee was formed to
develop a uniform legal definition
of capital and its components. Ini-
tially it is focusing its efforts on
achieving a common “statutory def-
inition” of bank capital.

In August 1980, the Office of the
Comptroller of the Currency issued
for comment a proposed ruling that
would amend its statutory defini-
tion of capital and, thereby, bring
its treatment of capital into line with
that of the other bank regulatory
agencies. The proposed ruling would
remove subordinated notes and de-
bentures and reserves for possible
loan losses from the statutory defi-
nition of capital. OCC has recently
completed a review of the nearly
800 comments received on the pro-
posed redefinition.

The statutory definition of capital is
used in a variety of situations in-
cluding determining national banks’
legal lending limit, limitations on
investment securities, and capital
requirements for new branches. The
statutory definition of capital need
not coincide with the definition of
capital used by bank supervisors for
capital adequacy purposes, how-
ever.

EDP Examinations

The subcommittee is responsible for

promoting interagency coordina-
tion and cooperation in matters con-
cerning the examination of data
processing operations providing au-
tomated services to federally regu-
lated financial institutions.

The group’s most important
achievement in 1980 was the pub-
lication of an interagency “EDP Ex-
amination Handbook” for use by all
federal EDP examiners. The docu-
ment, which includes a work pro-
gram and report of examination,
constitutes a comprehensive refer-
ence work applicable to all EDP ex-
aminations; it should enhance the
quality and consistency of these ex-
aminations.

The subcommittee is presently
drafting two supplements to the
interagency handbook. The first will
deal with electronic funds transfer
systems, and the second with pro-
cedures for examining computer
operations at small institutions.

The subcommittee is also preparing
a position paper on the desirability
of minimum EDP audit standards
for all financial institutions, similar
to those now required by the Fed-
eral Home Loan Bank Board for au-
dits of savings and loan associa-
tions, and is working on procedures
and methodology for conducting
centralized examinations of EDP
servicers with operations in more
than one region of the country.

Examination Philosophies, Concepts and
Procedures

The subcommittee was established
in May of 1979 to determine simi-
larities and differences among the
agencies’ examination philosophies
and procedures. In addition, the
subcommittee was to identify those
areas where greater agency uni-
formity can be achieved.

To study systematically agency ex-
amination philosophies, concepts
and procedures, the subcommittee
developed the following research
outline:

i. Preface: Rationale for exami-
nations;

I. Inherent agency characteris-
tics which influence its exam-
ination program;

II. Broad policy directives;

III. Examination planning and
control;

IV. Use of sampling in the exam-
ination;

V. Structure and use of exami-
nation workpapers; and

VI. Examination policies and pro-
cedures by functional area.

The subcommitte has furnished to
the task force the preface and parts
I through V of the study outline.
Work on part VI, a review of poli-
cies and procedures in 30 functional
examination areas, is progressing.

The task force has directed the sub-
committee to draft a three-part re-
port for the Council which: (1) sum-
marizes parts 1 through V of the
study; (2) evaluates alternative
strategies for moving toward more
uniformity in examinations; and (3)
analyzes the implications of these
strategies for the Council’s training
program. This report is being pre-
pared.

General Insurance

At the request of the Comptroller
of the Currency, the task force re-
ferred to a subcommittee two ques-
tions on bank holding company
sales of general insurance. The sub-
committee will prepare a position
paper on each of these two issues,
which are:

® Should bank holding companies
engage in general insurance sales
in small towns using bank facili-
ties when the bank itself may en-
gage in the activity; and

e If such sales should be permitted,
how should the bank be compen-
sated for use of its premises, per-
sonnel, and good will?

Integrating Bank and Bank Holding
Company Supervision

The purpose of the subcommittee

9



is to provide an ongoing review of
ways to integrate the FRB's bank
holding company inspection pro-
with the OCC’s and FDIC's
rams for examining BHC sub-
v banks.

e 1980, the task force referred
subcommittee a proposal of
omptroller of the Currency for

e

e

e,(amémf,g national bank subsidi-
aries of multibank holding compa-

nies. The proposal focuses on re-
ing and evaluating the
management information stm_m
credit and operational audits, and
other controls at the parent com-
pany and the lead bank. The quality
and 1 ility of the holding com-
pany’s internal reports and controls
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a sarnpling plan based on the OCC’s
approach.

In November, the subcommitiee
recommended, and the task force
agreed, that each agency should
continue to test, or begin to test,
statistical sampling programs over
the next year. During the one-year
experiment, sampling should be
tested on a large number of insti-
tutions of varying size and sophis-
tication. The loan selection systems
should be easily understood. The
systems should also be flexible
enough to handle changes in ex-
amin tion phil 030ph105 and objec-
fives, as well as Cnanges in the in-
stitutions supervised and their
cperating environment. The prac-
tical experience gained from the
one-year test will assist the agencies
in reconciling differences in their
loan selection procedures as they
relate to statistical sampling.

Monetary Control Act

At its November 1980 meeting, the
task force set up a group to draft
examination procedures to ensure
compliance with the reporting re-
quirements of the Monetary Conirol
Act, which for the first time places
reserve requirements on thrift in-
stitutions and comimnercial banks that
are not members of the Federal Re-
serve System. The Federal Reserve
Board staff is preparing an initial
draft of the procedures, which will
provide specific, step-by-step in-
structions for examiners to check
quickly for correct reporting.

Monitoring of Speculative Loans

in July, the task force created a sub-
comunitiee ic consider examination
procedures for monitoring specu-
lative bank loans. The subcommit-
tee was directed to prepare proce-
dures that minimize the increase in

e
paperwork and reporting burden
for the examination force.

precious metals loans. The ques-
tions are being reviewed by exam-
iner staff ai the three banking agen-
cies. Upon cornpletion of that review,
the subcommittee will submit a pro-
posal to the task force.

Risk Only Participations

At the suggestion of the FDIC, the
task force discussed a number of
legal and supervisory issues raised
by risk only participations. In such
transactions, a parficipating or buy-
ing bank agrees for a fee to reim-
burse the selling bank for any un-
paid principal and interest on the
selling bank’s loan if the loan goes
into default or other financial diffi-
culties are encountered. The buying
bank does not advance any funds
and has no contact with the bor-
rower.

The task force set up a subcommit-
tee to resolve the following super-
visory questions raised by this.prac-
tice:

@ Under what circumstances may
the different classes of banks buy
risk participations; i.e., issue
guaraniees?

® Does the agreement allow the
originating or seliing bank to avoid
exceeding its legal lending limit?

The subcommittee is currently re-
searching these questions.

Trust Rating System

At the OCC’s request, the task force
created a subcommitee to consider
revisions to the banking agencies’
uniform interagency trust rating
system (UITRS). The major sug-
gested change involves moving from
a composite rafing system that is
based on the sum of individual rat-
ings assigned to specific trust op-
eralions to a system that permits
agency discretion in assigning com-
posite or final ratings. The subcom-
mittee is drafting language to mod-
ity the UITRS policy statement and
instructions to accomplish that ob-
jective.



Task Force on Consumer Compli-
ance

Introduction

The Council’s Task Force on Con-
sumer Compliance was created to
promote uniformity in the agencies’
enforcement of consumer laws, and
to identify and resolve problems
concerning consumer compliance
policies and procedures that are
common to several or all of the five
agencies represented on the Coun-
cil.

The task force is responsible for pro-
moting examination uniformity in
the enforcement of the Truth in
Lending Act, the Fair Credit Billing
Agct, the Consumer Leasing Act, the
FTC Improvement Act, the Real Es-
tate Settlement Procedures Act, the
Equal Credit Opportunity Act, the
Fair Credit Reporting Act, the Fair
Housing Act, the Home Mortgage
Disclosure Act, the Electronic Fund
Transfers Act, the Community
Reinvestment Act, the Fair Debt
Collection Practices Act, and the
Right to Financial Privacy Act. Flood
insurance regulations, advertising
regulations, general civil rights pol-
icies and regulations dﬂahng with
lending and empioymem practices,
and numerous state consumer laws
also are addressed by this task force.
The task force’s focus on consumer
laws and regulations complements
the Task Force on Supervision’s
Lonm”ﬁraﬁon on the more tradi-
tional safety and soundness issues.

Activities of the Task Force

The task force oversees the work of
two standing committees: the Com-
munity Reinvestment Aci (CRA)
Commitiee and the Fair Lending
Committee. The CRA Committee
addresses issues designed fo im-
prove and cocrdinate uniform im-
plementation of the Community
Reinvestment Act of 1977. The Fair
Lending Comimittee addresses is-
sues related to uniform implemen-
tation and enforcement of the Equal
Credit Opportunity Act, the Fair
Housing Act and related fair lend-

ing statutes and regulations. In 1980
both cominitiees made substantial
progress. in promoting uniformity
within the consumer compliance
examination function.

The CRA Committee developed the
“CRA Information Statement,” an
interagency CRA policy statement
which was subsequently issued by
the Council. The statement de-
scribes the requirements of the Act
and the general policies of the agen-
cies in implementing CRA. The
committee also completed drafting
the “plain English” guide to agency
protest procedures, an effort begun
in 1979. The pamphlet, entitled “A
Citizen’s Guide to CRA,” is de-
signed to assist those persons in-
terested in commenting on CRA-re-
lated applications. The need for the
pamphlet became apparent during
discussions with community groups
and others interested in the Com-
munity Reinvestment Act. The
pamphlet, approved by the Council
in late 1980, will be published in
early 1981.

This same committee has also de-
veloped a new uniform interagency
CRA raiing system. The system is
designed to give specific guidance
to those rating an institution’s CRA
performance and to provide de-
tailed CRA performance informa-
tion to those reviewing applications
subject to CRA. The systemn has re-
ceived preliminary task force ap-
proval and is now awaiting com-
ment from agency regional offices
before a final recommendation is
made to the Council. The commit-
tee currently is reviewing the dif-
ferences and similarities in agency
CRA procedures, reviewing the need
to revise the interagency CRA ex-
amination procedures developed by
the task force in 1979, and compil-
ing a set of informational CRA-re-
lated questions and answers. The
commitiee also responds to CRA in-
quiries from community groups and
individuals interested in agency ap-
plication of the CRA.

The Fair Lending Committee com-
pleted its drafting of an interagency
uniform Equal Credit Opportunity

Act and Fair Housing Act Enforce-
ment Policy Guide. The guide ad-
dresses substantive violations of the
Acts and identifies corrective action
creditors will generally be required
to take when violations are discov-
ered by the agencies. Development
of the guide was begun in 1978, put
out for comment in that year, field
tested in 1979 and subsequenily re-
drafted in 1980 to reflect comments
received during the comment and
agency field testing periods. The
guide is in the process of final re-
view by the task force and Council
staff.

During 1981, the Fair Lending Com-
mittee will become involved in a
detailed review of agency fair lend-
ing regulations and procedures in
response tc Section 340(e) of the
Housing and Community Devel-
opment Act of 1980 (Public Law
96-399). This statute requires the
Examination Council to report tc
Congress not later than September
30, 1982, on the feasibility and de-
sirability of establishing a unified
system for enforcing fair housing
laws and regulations, CRA and
HMDA.

The task force also establishes var-
ious ad hoc interagency project groups
to deal with issues relating tc the
consumer compliance area. In 1980
these groups addressed the follow-
ing projects. Unless otherwise noted,
the projects have been completed.

Truth in Lending Enforcement Policy
Guide

Since ifs organization in 1979 the
task force has been involved in de-
veloping a uniform guide for agency
enforcement of the Truth in Lend-
ing Act. With the passage of the
Truth in Lending Simplification Act
in March of 1980, a firm foundation
was laid for the guide. Develop-
ment of the gwdD was Compiet@d
and approved by the Council in
mid-1980. The guide describes what
action a creditor is to take when
annual percentage rates or finance
charges are understated to the con-
sumer. It also addresses other vio-
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cilities for training; and

® Assisiance in developing training
opportunities for employees of
state and foreign financial insti-
tution supervisory agencies.

Activities of the Task Force

The major thrust of the task force
in 1980 was in the development and
presentation of Council courses. Of
the seven areas targeted for devel-
opment by the end of 1980, courses
were developed in six areas: con-
sumer compliance, data processing,
instructor training, international
banking, management, and trust.
The seventh area, white collar crime,
will be developed in 1981.

The following examiner training
courses were conducted in 1980:

No. of
No. of  Examiners
Course Title Sessions Trained
Consumer Compliance
Examination School 5 147
Fundamentals of Data
Processing 15 355
EDP Work Prograim 3 64
Instructor Training 15 166
Basic International
Banking School 6 171
Management Workshop 13 307
Basic Entry Level Trust
School 3 97
Trust Workshop 2 43
62 1,350

These classes were held at the FDIC
training center in Rosslyn, Virginia.
It is anticipated that this facility will
continue to be utilized until a per-
manent site can be selected and is
available for Council use.

An aparitment facility was leased
during 1980 to provide housing for
the students attending Council-ap-
proved courses and other agency
training in the Washington metro-
politan area. It is estimated that the
utilization of leased housing saved
the agencies a total of approxi-

mately $350,000 compared to the
cost of ordinary commercial hous-
ing. The lease provides cptions for
renewal every six months over the
next three years. The task force, on
behalf of the Council and the agen-
cies, has extended the lease for the
tirst option period in 1981.

The Manager for Examiner Educa-
tion, a member of the Coundil's
staff, is responsible for the admin-
istration of the Council’s examiner
education program, the school, and
the housing facility.

In 1981, the task force will focus on
the continued develocpment of the
examiner training school. The task
force will work to carry out the di-
rectives of the Council with respect
to staffing, financing, and identi-
fying potential sites for a permanent
physical facility for the school. It is
expected that school staff will con-
sist of a combination of permanent
and temporary personnel on detail
to the Council from the agencies.
The staff will include administra-
tive, managerial, and educational
personnel. Part of the staffing effort
wili involve the integration of a por-
tion of the individual agencies’ ex-
aminer training personnel into the
Council school. A special committee
of senior agency personnel officers
is being established to address per-
sonnel issues connected with the
integration process.

The task force has scheduled two
major studies for early 1981. First,
the Subcommittee on Facilities will
conduct a logistics and cost study
regarding appropriate physical fa-
cilities for the school. The subcom-
mittee is to submit a report on an
interim site for a central facility in
April 1981, and a recommendation
on possible longer-range physical
facilities later in the year. Second,
the Subcommittee on Education is
to conduct a study on curriculum
requirements. As part of this effort,
the task force is preparing a com-
pendium of examiner training
courses. This will include a cata-
logue of all courses currently of-
fered by the Council and the five
agencies represented on the Coun-

cil. Also included will be listings of
courses being: actively developed,
those still in the planning stage, and
those as yet unplanned but for which
a future need can be demonstrated.

Task Force on Reports
Introduction

Section 1006(c) of Public Law 95-630
requires the Council to “develop
uniform reporting systems for fed-
erally supervised financial institu-
tions, their holding companies and
nonfinancial institution subsidiaries
of such institutions or holding com-
panies.” To carry out that respon-
sibility with respect to reports within
its purview, the Council established
the Task Force on Reports.

The task force has also been as-
signed other report-related respon-
sibilities where the issue of inter-
agency uniformity is significant in
providing periodic financial data
fundamental to effective supervi-
sion by the agencies. Those respon-
sibilities cover the areas of reporting
instructions, questions of account-
ing and treatment of specific trans-
actions, publication and availability
of reports, report processing stand-
ards and data quality, assessment
of reporting burden, and liaison
with the Securities and Exchange
Commission, the Financial Ac-
counting Standards Board and the
American Institute of Certified Pub-
lic Accountants. In addition, the
task force is responsible for any spe-
cial projects related to financial in-
stitution reporting that the Council
may assign.

Activities of the Task Force

Standardized instructions for the reports
of condition and income required by the
banking supervisory agencies.

The development of “uniform re-
porting systems,” has three main
facets: uniform report forms, uni-
form instructions for completing the
report forms, and uniform interpre-
tations of the instructions. The task
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force has approached this assign-
ment by dealing first with the prob-
lerns of report uniformity among
10 three bank supervisory agen-
cie He problems posed by the
on of uniformity as between

ne banking reports, the FH LJFB re-
ris and the NCUA reports will be

ssed at a later siage.
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One aspect of this simplification,
the provision of an alphabetical in-
dex for easier access to the instruc-
tions, will also be applied to the
larger banks” pamphlets when it is
completed The smaller banks’ uni-
form instructions pamphlet will not
be issued until the Council has
adopted the revision in the reports
of condition and income that is now
underway, as described in the next
section.

Rewision in the reports of condition and
income to achieve complete uniformity
in the reporting vequirements and to
provide additional information needed
for the uniform bank performance ve-
ports and other surveillance require-
ments.
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Th rﬂqu red quarterh reporis of
condition md income now in use
e bank supervisory agencies.
The need for such a revision stems
from several factors. First, there is
the statutory mandate to develop
uniform reporting systems. During
the course of 1980, the task force
completed its cataloging and de-
scription of the details of any re-
maining differences among reporis
of the three ban qng agencies. These

differences, other tnan those al-
ready eliminated in the uniform in-
structions project described above,
OCCUT me‘5n1/ in certain schedules

where the three agencies ask for
varying amounis of n”formrtlon
Elimination of these differences will
mamfe revision in the r por"t forms

the
come is
re qurememe gen-
uniform bank per-
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the Task Force on Surveillance Sys-
tems for added information require-
ments, principaily more data in the
form of daily averages and more in-
formation from smaller banks.

Some other aspects of the project to
revise the condition and income re-
ports are also worth noting. First,
the reporting requirements for con-
tingency or off-balance sheet items
will be revised and extended to
banks not now required to report
this information. Second, proposals
to extend the current requirements
for reporting on an accrual basis are
now under study. Part of this study
will be a survey of the accounting
and reporting practices at banks
under $25 million in assets. A third
possible source of revision in the
feporgc relates to changes resulting
from the Manetary Control Act of
1980.

in 1981, the task force will develop
recommendations ior revisions in
the reports of condition and in-
come. These recommendations will
be based on substantive needs for
information, but with consideration
given to any added burden on re-
porting banks, particularly the
smaller ones. Any recommenda-
tions for major changes in reporting
requirements will be issued for pub-
lic comment before final decision
and implementation. While some
reporting requirements may be
changed in 1981, it is not expected
that any major revisions in report-
ing will be 1mplemented before 1982.

in 1981, the task force will alsc be
consideriﬂg the impact of the needs
of the uniform performance reports
and of other survel.lance require-
menis on certain of the reports sub-
mitted by bank holdmg comparnies
to the Federal Reserve.

agency publication of the reporis
of condition and income.

During 1980, the task force re-ex-
amined the question of the need
for, and the form of, joint agency
publication of the reports of condi-



tion and income. The task force
agreed on the need to have a com-
prehensive summary table bringing
together in one place, on a roughly
comparable basis, the aggregate as-
sets and liabilities reported by all
types of depository institutions to
the five supervisory agencies rep-
resented on the Council. The task
force has developed such a table
which, beginning with this issue
(see table of contents), will be pub-
lished each year in the Council’s
Annual Report.

The task force decided that the for-
mal semiannual detailed joint pub-
lication of banking assets and lia-
bilities printed by the FDIC for the
three banking agencies should not
be issued for the 1978, 1979, or 1980
reports. However, joint interagency
presentation of the year-end bank-
ing data on a less detailed basis was
adopted for these years. Consider-
ations going into this decision were
cost, availability of the data in other
forms, and delays in publication
under current procedures. The
question of whether to reinstitute
a formal publication for 1981 was
postponed until after there is a clear
view of when the revisions in the
reports will be implemented and
what they will look like.

Other Activitie

The task force dealt with a number
of specific reporting areas in 1980:
repeat of the interagency survey of
foreign trust activities; revisions in
the banking agencies’ uniform
country exposure report; clarifica-
tion and revision in the report of
condition for U.S5. branches and
agencies of foreign banks; and
adoption of uniform interpretations
and accounting treatments in a
number of areas.

The Subcommittee on Accounting
tandards and Instructions pro-
vided consistent and timely assist-
ance in handling of questions and
issues relating to report instruc-
tions, item defmlfions  and account-
ing matters. The Subcommittee on

Processing Standards and Data
Quality continued its work of mon-
itoring agency data processing
standards, procedures, and quality
controls and of dealing with partic-
ular immediate problems in the areas
of reporting, processing, and data
quality.

Liaison with Professional Organiza-
tions.

During 1980, the Reports Task Force
met with several industry groups
including the American Institute of
Certified Public Accountants
{AICPA), the Financial Accounting
Standards Board (FASB), the Bank
Administration Institute (BAI), and
the Interassociation Committee on
Bank Accounting. The meetings
provided unique opportunities for
a free exchange of views on topical
accounting and reporting issues and
established relationships upon which
io base a continuing dialogue on
subjects of mutual concern.

Task Force on Surveillance Systems
Introduction

The Examination Council estab-
lished the Task Force on Surveil-
lance Systems 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 facilitating the devel-
opment and sharing among the
agencies of computer-based and
other surveillance procedures.
Standardized, interagency systems
will be used to monitor the perform-
ance of financial institutions and as
early warning tools to detect emerg-
ing financial problems. Such activ-
ities would include surveillance of
institution financial activities and,
perhaps, of regulatory compliance
activities as well. The task force will
identify and recommend io the
Council ways to achieve those ob-
jectives, initially emphasizing uni-
formity among the three federal

agencies whic zegula-’fe commercial
bankmg activities. Council-ap-
proved systems waH be imple-
mented under the oversight of the
task force, in coordination with other
Council task forces as necessary.

Activities of the Task Force

The major accomplishment of the
task force was completing the basic
design for a Uniform Bank Perform-
ance Report (UBPR) which was sub-
mifted to, and approved by, the
Examination Council. Each of the
banking agencies adopted the de-
sign and an _ntﬂragency contract
was executed that provides for the
development and DfOQLCilOﬂ of the
UBPR utilizing FDIC personnel and
computer hardware. This was fol-
lowed by the selection of a staff co-
ordinator to oversee the design and
implementation of the uniform re-
port system. The project is currently
on schedule, with first production
of the reooﬁ‘ at ated to be in
March 1982, utilizing December 1987

call report data. “The UBPR a
adopteci is a comprehensive docu-
ment which provides data that can
be used for both summary and in-
depth financial analysis by all users.
The extensive use of peer oroup
data will permit comparative eval-

uation of a given bank's position
and performance vis-a-vis that of it

peers.

R

The devel ’opmgn"ﬁ of the UBPR will
remain an active prmec t of the task
force during 1981. Even after pro-
duc’aon begans in 1982, it will re-
main a major activity since 'f:he

port 1+Delf is considered heuristi
thus requiring maintenance a:
modification as Fhang in the in-
dustry might dictate. The task fo rce
is currently working on the des:
of a Uniform Bank Holding Com-
pany  Performance Rep@‘z"g
(UBHCPR), and it is expected that
the model of this repori will be sub-
mitted to the Examination Council
in the first quarter of 1981, accom-
panied by reco f‘pmendat ons for ~m-
proving the cuoq Of data
would be mﬂ@ed in the preparation




of this report. With the successful
adoption and implementation of the
UBPR and UBHCPR, the task force
will be moving forward with plan-
ning for a uniform surveillance sys-
tem for the early identification of
institutions which may be in need
of increased supervisory attention.

Legal Advisory Group

Many of the projects undertaken by
the Council and its task forces con-
tain legal elements that must be ad-
dressed. The Legal Advisory Group
(LAG) was created shortly after the
establishment of the Council to as-
sist in this respect.

LAG is composed of senior legal
officers of the agencies represented

16

on the Council. The present chair-
man of the group is the Chief Coun-
sel, Office of the Compiroller of the
Currency. The mandate of LAG is
to provide informal legal assistance
to Council task forces and to ad-
dress specific legal issues referred
to it by the Council. The chairman
of LAG also provides legal advice
to the Councii at its meetings.

In 1980, LAG aided the Council by
compiling a package of recom-
mended technical and substantive
amendments to the recently en-
acted Financial Institutions Regula-
tory and Interest Rate Controi Act
of 1978. LAG also assisted in the
drafting of leases and other legal
documents, and rendered assist-
ance in various internal matters such
as the Council’s responsibilities

under the Freedom of Information
Act. Substantive projects affecting
the agencies and their supervisory
practices included interpretation of
the restitution provisions of the
Truth in Lending Simplification and
Reform Act, the permissibility of
risk-only participations in loans, the
status of members of Regional Ad-
visory Boards under the Interlocks
Act, the effect of geopolitical
boundaries on community delinea-
tions under the Community Rein-
vestment Act, disclosure of enforce-
ment actions, and drafting of
uniform examination procedures for
enforcement of Regulation E. Also,
LAG addressed various requests for
access to the confidential informa-
tion contained in examination re-
ports.
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line on internal control for foreign
exchange activities in commercial
banks and recommended its adop-
tion by the three banking agencies.
(All three agencies approved the
Council’s recommendation.)

Explanation. This guideline, origi-
nally put out by the Council for
public comment in July 1979, rep-
resents the current judgment of the
three federal bank regulatory agen-
cles on minimum internal control
for foreign exchange activifies in
commercial banks. An internal con-
trol system is composed of admin-
istrative and accounting controls
concernied with authorization and
accounting for transactions and
safeguarding of assets. The guide-
line focuses on (a) the establishment
and documentation of policy, (b) in-
ternal accounting controls, and (c)
audit documentation. It reinforces
existing procedures and practices
widely utilized by commercial banks
in monitoring and controlling their
foreign exchange activities and in
providing timely and accurate re-
ports to bank boards of directors,
senior management, supervisory
authorities, and other interested
parties. It also applies to those for-
eign exchange activities undertaken
to fund loans or other extensions of
credit through the money markets,

June 5

Action. Approved a proposal for leg-
islative amendmenis to the Finan-
cial Institutions Regulatory and In-
terest Rate Control Act of 1978,
Public Law 95-630 (“FIRA”) and
recommended its approval by the
five agencies represented on the
Council. (All five agencies ap-
proved the legislative proposal which
was then forwarded to the House
and Senate Banking Committees for
consideration.)

Explanation. The proposed amend-

ments to FIRA were developed by

the Council’s Legal Advisory Group

based on the first year’'s experience

of the agencies under that statute.

The proposal was for technical
1

changes to correct 2 number of
18

Imapy

)

problems encountered by the agen-
cies in implementing and adminis-
tering the various provisions of FIRA
as originally drafted.

June 19

Action. Approved hiring a profes-
sional-level ““Coordinator for State
Liaison Activities” to work with the
Council on behalf of the State Li-
aison Committee.

Explanation. In order to improve
communication between the Coun-
cil and the State Liaison Committee,
the Council authorized a full-time
professional staff person to assist
the members of the State Liaison
Committee.

June 19

Action. Approved a new “Policy
Guide” for enforcing the Truth in
Lending Act as amended by the
Truth in Lending Simplification and
Reform Act of 1980, and recom-
mended its adoption by the five
agencies represented on the Coun-
cil. {All five agencies approved the
Council’s recommendation.)

Explanation. Title VI of the Deposi-
tory Institutions Deregulation and
Monetary Contrel Act of 1980
{known as the TIL Simplification
and Reform Act) amended the Truth
in Lending Act, 15 U.5.C. Section
1601 et seq. Section 608 of Title VI
authorized the federal enforcement
agencies to order creditors to make
monetary and other adjustments to
the accounts of consumers in cases
where an annual percentage rate or
finance charge was inaccurately dis-
closed. The Policy Guide summa-
rizes and explains the new restitu-
tion provisions of the Truth in
Lending Act, as amended. It also
explains corrective actions the agen-
cies intend to take in those situa-
tions in which the Act gives the
agencies the authority to take re-

medial action.

June 19

Action. Approved standardized ex-

amination policies and procedures
for examining institutions partici-
pating in the Clearing House Inier-
bank Payments Systern (CHIPS) de-
veloped by the New York Clearing
House Association.

Explanation. The increasing size and
importance of the CHIPS operation
in the clearing of interbank pay-
ment transfers in New York City led
the federal banking agencies rep-
resented on the Council to conclude
that standardized examination pol-
icies and precedures would be de-
sirable to assure effective supervi-
sion of the system and its
participants. The federal agencies
and the New York State Banking
Department will use the new pro-
cedures in their examinations of the
nearly 100 financial institutions par-
ticipating in CHIPS.

July 15

Action. Issued for agency imple-
mentation new standard, inter-
agency examination procedures for
determining institution compliance
with Regulation E, Electronic Fund
Transfers.

Explanation. The Electronic Fund
Transfer Act (15 USC 1693), enacted
November 10, 1978, became effec-
tive, for the most part, on May 10,
1980. It was implemented by Fed-
eral Reserve Board Regulation E (12
CFR 205). The standard examina-
tion procedures, implemented by
all five agencies represented on the
Council, were developed to pro-
mote uniformity in the examination
and supervision of financial insti-
tutions” compliance with the Act
and Regulation E.

July 17

Action. Approved an interagency
supervisory policy regarding the
assessment of civil money penaliies
and recommended its adoption by
the five agencies represented on the
Council. (All five agencies ap-
proved the Council’s recommen-
dation.)



Explanation. The Financial Institu-
tions Regulatory and Interest Rate
Control Act of 1978 gave authority
to the federal financial institution
regulatory agencies to assess civil
money penalties for violations of
final cease and desist orders and of
the provisions of certain other stat-
utes. As a means of promoting con-
sistency in the application of this
authority, the five agencies repre-
sented on the Council adopted the
uniform policy (1) establishing pro-
cedures for exchanging information
on assessment actions taken, and
(2) specifying the factors that shouid
be taken into consideration in de-
ciding whether, and in what amount,
civil money penalties should be im-
posed.

August 7
Action. Approved, and recom-
mended to the three banking agen-

cies for adoption, the de velopmem
program for a Uniform Bank Per-
tormance Report. Included in the
program was approval for a Council
staff position of “Coordinator for
Uniform Performance Reports.” (All
three banking agencies approved
the Council’s recommendation. )

Explanation. The uniform perform-
ance report will display financial
data derived primarily from the
quarierly reports of condition and
income filed by commercial banks
with their federal regulators. The
pprfr‘rmaffe report is designed to
be used by & ederal bm nik examiners
and analysts in connection with
their examination and s supervisory
activities. The data can be used for
a quick summary ot for an in-depth
review of the financial condition of
a bank. At the present fime, the
Office of the Comptrolier of the
Currency and the Pederal Deposit
Insurance Corporation each pro-
duces its own bank performance re-
port for use ?’y examiners and su-
pervisory personnel. The Federal
Reserve Board uses the OCC-pro-
duced report for its examination
and supervisory purposes. The uni-
form commercial bank performance

report now under development,

which incorporates many of the fea-
tures of both existing reports, is
seen by the Council as a major step
forward in achieving its statutory
objective of promoting uniform su-
pervision of federally regulated fi-
nancial institutions. In addition, it
is anticipated that adoption of a sin-
gle uniform report will, once soft-
ware development is completed,
significantly reduce the total costs
to the three banking agencies in
comparison to maintaining and pro-
ducing two separate performance
reports. First production of the new
report is scheduled for early 1982
based on December 31, 1981 data.

September 4

Action, Approved for issuance to
the public a “CRA Information
Statement.”

Explanation. Four of the five agen-
cles represented on the Council have
CRA responsibilities. They are the
Board of Governors of the Federal
Reserve System, the Federal De-
posit Insurance Corporation, the
Federal Home Loan Bank Board and
the Office of the Compiroller of the
Currency. The National Credit Union
Administration is not covered by
CRA but it requires credit unions
ander its jurisdiction to follow non-
aiscriminatory policies in conform-
ance with consumer protection laws
and regulations. The Council’s CRA
information staiement describes the
requirements of the Act and the
general policies of the four agencies
in implementing the Community
Reinvestment Act of 1977 (CRA).

September 12

Aciion. Approved a uniform super-
visory policy statement rcoardmr
advertisements for NOW accounts

prior to December 31, 1980.

Explanation. Under the terms of the
Depository Institutions Deregula-
tion and Monetary ontrol Act of
1980, Negotiable Order of With-

drawal (NOW) accounts were au-
thorized for all depositorsy sutu—

tions nationwide effective December
31, 1980. Institutions under the ju-
risdiction of the Federal Deposit In-
surance Corporation, the Federal
Home Loan Bank Board, the Fed-
eral Reserve Board and the Office
of the Comptroller of the Currency
were affected. Credit unions, under
the jurisdiction of the National Credit
Union Administration, were given
share draft authority by the same
statute, but effective March 31, 1980.
The Council-recommended policy
on NOW account advertising was
issued as a guide to institutions de-
siring to advertise their forthcoming
NOW account autherity, and to so-
licit potential account holders, prior
to December 31, 1980.

October 2

Action. Approved issuance of the
banking agencies’ “Country Expo-
sure Report” under the Council’s
logo (Form FFIEC 009).

Explanation. The Country Exposure
Report is ufilized by the Federal
Reserve Board, the Comptroller of
the Currency and the FDIC to col-
lect data on certain overseas activi-
ties by country. The report is filed
semiannually by every insured
commercial bank in the U.S. and
Puerto Rico (or its U.5. bank hold-
ing company) that (1) has a foreign
branch or a foreign subsidiary, an
Edge or Agreement Corporation
subsidiary, or a branch in Puertc
Rico or in any U.5. possession, and
{2) has, on a fully consolidated ba-
sis, claims on residents of foreign
countries totaling more than $20
million. The reported data facilitate
both the monitoring of individual
bank overseas lending and invest-
ment activity and the publication of
aggregate data for U.5. banks with
significant overseas activity. Data
on individual banks are accorded
confidential treatment.

November 6

Action. Approved procedures for
cooperation between the agencies
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and the Department of Labor in en-
forcing compliance with the Em-
ployee Retirement Income Security
Act of 1974 (ERISA), and recom-
mended their adoption by the five
agencies represented on the Coun-
cil. (All five agencies and the De-
pariment of Labor approved and
signed the recommended proce-
dures.)

Explanation. Section 3004(b) of ER-
ISA provides that the Secretary of
Labor may utilize the facilities or
services of any department, agency,
or establishment of the United States,
with the lawful consent of such de-
partment, agency, or establishment;
and each department, agency or es-
tablishment of the United States is
authorized and directed to cooper-
ate with the Secretary of Labor and,
to the extent permitted by law, to
provide such information and facil-
ities as the Secretary may request.
This agreement is executed pur-
suant to that authority. The proce-
dures call for written notification by
the agencies, to the extent consist-
ent with law and the resources of
the agencies, of significant possible
violations of ERISA identified by
their examiners. The procedures also
specify what types of possible vio-
lations would be considered signif-
icant and the information to be pro-
vided to the Department. So far as
is lawfully possible, this informa-
tion will be held confidential.

November 6

Action. Approved a second annual
letter survey of foreign fiduciary ac-
tivities of commercial banks and
their affiliates and recommended
that the three federal bank regula-
tory agencies conduct the survey.
(All three banking agencies ap-
\ anking ag

proved the Council’s recommen-
dation.)

Explanation. The survey for year-
end 1980 is identical to the survey
made at year-end 1979. It is believed
that a second survey is needed io
provide for continuity in the exist-
ing information base which the
agencies will be able to use ic de-
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velop a supervisory plan for the for-
eign fiduciary activities of U.5. banks
and bank holding companies. The
survey is conducted by having each
of the three banking agencies send
letters to the chief executive officers
of participating banks under its su-
pervision. Although these leiters
would be on agency letterhead, the
content of the letters is standard-
ized and bears the identifying form
FFIEC 006.

November 6

Action. Approved by a 4-1 vote
{Council Member janis dissenting)
a uniform consumer compliance rat-
ing system and recommended its
adoption by the five agencies rep-
resented on the Council. (With the
exception of the Federal Home Loan
Bank Board, which declined to im-
plement the rating system for rea-
sons noted below, all of the agen-
cies adopted the Council’s
recommendation.)

Explanation. The consumer compli-
ance rating system was developed
to reflect in a comprehensive and
uniform fashion the nature and ex-
tent of an institution’s compliance
with consumer protection and civil
rights laws, to be a tool useful to
the agencies for summarizing the
compliance posture of individual in-
stitutions, and to assist the public
and Congress in assessing the ag-
gregate compliance situation. Com-
pliance with the Community Rein-
vestment Act would continue to be
rated separately. Under the rating
system, institutions are rated by the
consumer exarniners on a scale of
1 to 5, with 1 representing institu-
tions presenting little or no compli-
ance concern, a rating of 3 repre-
senting institutions requiring a
higher than normal level of super-
visory concern but not representing
a significant risk of financial or cther
harm to consumers, and 5 identi-
tying institutions that disregard the
law and require the strongest su-
pervisory attention and monitoring
to bring them into compliance. Three
general factors—covering many

specific factors that would be con-
sidered—are used to arrive at rat-
ings. These are the nature and ex-
tent of present compliance with
consumer protection and civil rights
laws, management’s ability and
willingness to take steps to assure
compliance, and the adequacy of
such operating systems as internal
procedures, controls and audit ac-
tivities bearing on compliance.

The FHLBB did not adopt the uni-
form consumer compliance rating
system. Unlike the other agencies,
which conduct separate consumer
examinations, the Bank Board uses
an integrated examination process
which considers consumer and civil
rights compliance as an integral part
of an institution’s total compliance
picture. FHLBB officials were con-
cerned that an arbitrary segregation
of consumer compliarice matters in
order to accommodate the Council-
recommended rating system would
be administratively difficult and
counterproductive for that agency.

November 6

Action. Approved printing of 10,000
copies of “A Citizens Guide to CRA.”

Explanation. The Community Rein-
vestment Act of 1977 (CRA) re-
quires the Board of Governors of
the Federal Reserve System, the
Federal Deposit Insurance Corpo-
ration, the Federal Home Loan Bank
Board, and the Office of the Comp-
troller of the Currency to assess the
records of the institutions under
their jurisdiction in meeting the
credit needs of their communities,
and to take those records into ac-
count in considering certain appli-
cations filed by such institutions.
“A Citizens Guide to CRA,” origi-
nally requested by community
groups, is designed to assist those
individuals and organizations wish-
ing to comment on those applica-
tions. The guide, “in plain Eng-
lish,”” describes the types of
applications handled by each agency
that are subject to CRA and answers
common questions about the appli-
cation/comment process.



December 11

Action. Approved publication in the
Federal Register of a notice request-
ing public comment on the feasibil-
ity and usefulness of requiring dep-
ository institutions to make public
disclosures of data on small busi-
ness lending activity.

Explanation. The Examination Coun-
cil is required by Section 340(d) of
the Housing and Community De-
velopment Act of 1980 (Public Law
96-399) to conduct a study to assess
the feasibility and usefulness of re-
quiring depository institutions which
make small business loans to com-
pile and publicly disclese informa-
tion regarding such loans. The re-
sults of this study are to be reported
to the House and Senate Banking
Comumittees not later than March 1,
1981. As part of its study, the Coun-
cil requested public comment on the
general feasibility and usefulness of
public disclosure of small business
loan activity and on several specific
issues related to method of disclo-
sure should such a requirement be
deemed appropriate. All comments
were to be filed with the Council by
February 17, 1981.

December 11

Action. Approved a recommenda-
tion to the five agencies represented
on the Council that each amend iis
regulations concerning physical se-
curity requirements to eliminate the
“report on security devices.” (All
five agencies approved the Coun-
cil’s recommendation.)

Explanation. Agency rules required
that all supervised financial insti-
tutions file a report for each office
location providing information on
security devices installed in con-
formity with agency standards. The
purpose of obtaining these reports
was to allow the agencies to assess
the physical security arrangements
of depository institutions and to
track improvements in security.
However, onsite monitoring by ex-
aminers and the now generally high
level of security in banks and thrift
institutions substantially reduced the
utility of information derived from
continued collection of the report.
Consequently, the Examination
Council recommended elimination
of the filing requirement. Under the
Council’s recommendation, agency
examiners will continue to evaluate
each institution’s security program
and its compliance with the security
standards of the federal agencies as
part of the normal examination
process, and financial institutions
will continue to maintain the writ-
ten security procedures required by
agency regulations.

December 11

Action. Approved a policy state-
ment on the disposition of credit life
insurance income and recom-
mended its adoption by the five
agencies represented on the Coun-
cil. (Agencies given until April 30,
1981 to respond to the Council’s rec-
ommendation.)

Explanation. The Council made its

recommendation after considering
over 600 comments received on a
similar proposal published for pub-
lic review in January 1980. The rec-
ommended policy statement would
generally prohibit individuals as-
sociated with financial institutions
from personally profiting from the
sale of credit life insurance to loan
customers by requiring that income
from such sales be credited to the
financial institution. However, the
policy statement would permit
crediting such income to service
corporations or to affiliated organi-
zations, where appropriate, if the
financial institution making the loan
receives “‘reasonable compensa-
tion” for its role in selling credit life
insurance. It would also allow em-
ployees and officers of financial in-
stitutions to participate in the in-
come from credit life insurance sales
under a bonus or incentive plan,
not to exceed 5 percent of the re-
cipient’s annual salary. The rec-
ommended statement calls for com-
pliance within two years of its
effective date by financial institu-
tions not already subject to a rule
or policy statement on the disposi-
tion of credit life insurance income.
The Council noted, in making its
proposal, that NCUA regulations
already prohibit federal credit unions
and their employees from receiving
any remuneration for acting as an
agent for a credit life company.
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The Federal Financial Institutions Regulatory Agencies
and Their Supervised Institutions

Introduction

The five federal financial institu-
tions regulatory agencies repre-
sented on the Council have primary
federal supervisory jurisdiction over
more than 36,000 domestically char-
tered banks and thrift institutions
which, on June 30, 1980, held total
assets of over $2.5 trillion. The Fed-
eral Reserve Board and the Federal
Home Loan Bank Board alsc have
primary federal superviscry respon-
sibility for commercial bank holding
companies and for savings and loan
holding companies, respectively.

In addition, the three banking agen-
cies have authority to oversee the
operations of U.5. branches and
agencies of foreign banks. The In-
ternational Banking Act of 1978 (IBA)
authorizes the Office of the Comp-
troller of the Currency to license
federal branches and agencies of
foreign banks and permits U.S.
branches to apply for insurance with
the FDIC. It alsc subjects those U.5.
offices to many provisions of the
Federal Reserve and Bank Holding
Company Acts. The IBA gives pri-
mary examining authority to the
OCC, the FDIC, and the varicus
state authorities for the offices within
their jurisdictions and gives resid-
ual examining authority over all
U.S. banking operations of foreign
banks to the Board of Governors of
the Federal Reserve System.

The Board of Governors of the Fed-
eral Reserve System (FRB)

The FRB was established in 1913. It
is headed by a seven-member Board
of Governors. Each member is ap-
pointed by the President, with the
advice and consent of the Senate,
for a 14-year term. Subject to con-
firmation by the Senate, the Presi-
dent selects two board members to

serve 4-year terms as Chairman and
Vice Chairman. In activities most
relevant to the work of the Council,
the FRB:

® Examines, supervises and regu-
lates state member banks, bank
holding companies, and Edge and
Agreement Corporations;

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

¢ Approves or denies applications
for foreign operations of member
banks and has residual supervi-
sory responsibility for U.5. offices
of foreign banks.

Implementation of policy decisions
is carried out by the FRB and by the
12 Federal Reserve Banks, each of
which has operational responsibil-
ity within a. specific geographical
area. Hach Reserve Bank has a pres-
ident and cther officers, and em-
ploys a staff of bank examiners who
examine state member banks and
inspect bank holding companies lo-
cated within the Reserve Bank’s dis-
trict. All national banks must be
members of the Federal Reserve
System. State chartered banks may
apply and be accepted for member-
ship.

The funding for the Reserve Banks
is derived from interest received on
Treasury and federal agency secu-
rities held as assets by the Reserve
Banks. The funds for such invest-
ments are derived partially from
non-interest earning reserves which
member banks and other deposi-
tory institutions are required to hold
at the Reserve Banks and partiaily
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 Cor-
poration (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 ap-
pointed by the President, with the
advice and consent of the Senate,
for 6-vear terms, and one of those
is elected by the board to be Chair-
man. The Comptroller of the Cur-
rency is the third board member
and serves on the board during his
or her tenure as Comptroller. In the
absence of the elected Chairman,
the Comptroller also serves as
Chairman of the FDIC Board of Di-
rectors.

The FDIC provides:

® Deposit insurance for commercial
banks and state-chartered mutual
savings banks;

e Ongoing supervision of FDIC-in-
sured, state-chartered commer-
cial and mutual savings banks
that are not members of the Fed-
eral Reserve System; and

® Services as trustee and receiver of
all closed national banks, and as
receiver of closed insured state-
chartered banks.

The bank supervision functions of
the FDIC are shared with state and
other federal authorities. All na-
tional banks and state banks that
are members of the Federal Reserve
System must be insured by the
EDIC. Nonmember state banks may
apply for FDIC deposit insurance.
The FDIC examines and supervises
those banks under its purview that
are not examined by the other fed-
eral regulators, approves or denies
their applications for structural or
corporate changes, and rules on ap-
plications for insurance.



The FDIC is organized geographi-
cally into 14 regions, each of which
is headed by a regional director.
The Corporation is “fanded by as-
sessments on average total deposits
of insured banks.

The Federal Home Loan Bank Board
(FHLBB)

The FHLBE was established in 1
It is headed by a bipart ;
member Board appointed by it
President, with the advice an
sent of the Senate. Full ter
pointments are for 4 years, ail-
though uncompleted terms are filled
3y to completion. The Board is
headed 1 by a Chairman, named by
’rhe Presujem 1h FH BB super-
1

Sy tem 1 and £h@ rederal Savings and
Loan Insurance Corperation (F5LIC)
and reguiarps federally-chariered
savings and loan associations. Su-
pervision of FSLIC-insured, state-
chartered savings and loan associ-
ations is shared between the FHLEB
and the chartering state. In addi-
tion, Title XII of P ublic Law 95630
provided for a limited, new class of
federal institution, the federal mu-

tual savings bank. Such institutions
are chartered and re
FHLEB, and thei
sured by the
1980, the phu 55 i
form

te*n is s:ompw
districts, each o
Federal Home
tion to federal
ESLIC-insured,
ings and loa
which must
eral Home L
number of sta
banks, uninsured state
loan associations, and life ins
companies have been acce
members of the System ]
savings and loan examiners, as-
signed to district offices located in
the 12 Bank System districis, are
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consentt of the Senate, for a 5-year
term. The OCC regulates national
banks through its powers to:

Approve or deny applications for
new charters, branches, mergers,
or other changes in corporate or
banking structure;

Examine the national banks and
their affiliates;

Take various superviscry actions
against banks which do not con-

form to laws and regulations or
which otherwise engage in un-
sound banking practices, includ-
ing removal of officers, negotia-
tion of agreements to change
existing bank practices, issuance
of cease-and-desist orders, and
assessment of civil money pen-
alties; and

Issue rules and regulations con-
cerning banking operations, and
governing bank lending and in-

vestment practices and corporate
structure.

The OCC is organized geographi-
cally into 14 regions, each of which
is headed by a regional administra-
tor. The Office is funded through
assessments on the assets of na-
tional banks and by fees charged to
national banks and other applicants
for certain regulatory approvals.
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ASSETS, LIABILITIES and NET WORTH Note: Because of rounding, details may not
of U.S. Commercial Banks and Thrift Institutions? add to totals.
for june 30, 1980
{(in billions of dollars)
Savings and Loan
U.S. Commercial Banks? U.S5. Branches Associations Credit Unions
and Agencies | Mutual
State Non- of Foreign Savings | Federal State Federal State
Total National | Member | Member Banks Banks Charter | Charter | Charter | Charter
1. TOTAL ASSETS 2,656 1,035 339 372 123 150 331 252 36 18
A. Total loans and lease receivables
(net) 1,671 571 172 204 73 95 290 221 29 15
1. Loans secured by real estate® 846 146 31 80 89 281 213 2 2
2. Consurmer loans* 224 94 19 51 * 5 9 7 27 14
3. Commercial and indusirial
loans 402 234 76 53 38 1 * * * *
4. All other loans and lease
receivables® 208 103 49 23 33 1 * * * *
5. LESS: Allowance for possible
loan losses 10 6 2 2 @ * * * * *
B. Federal funds sold and securities
purchased under agreements to
resell 74 38 9 18 6 4 * * * *
C. Cash and due from depository
institutions® 341 196 88 36 17 3 # # 1 *
D. Securities and other obligations” 419 162 47 99 3 44 32 24 7
1. U.S. Gov't. obligations® #* 72 20 53 2 18 #* * 3 1
2. Obligations of State and local
governments’ * 74 21 43 * 3 + #* 1 *
3. Other securities + 15 6 3 1 23 + +* 4 2
E. Other Assets!® 151 69 22 15 24 4 8 7 1 g
1I. TOTAL LIABILITIES! 2,508 978 322 343 123 141 313 238 34 17
A. Total deposits and shares' 2,082 806 260 323 34 135 272 204 32 16
B. Fed. funds purchased and
securities sold under agreements
to repurchase 144 87 28 10 12 2 4 3 * *
C. Other borrowings' 133 28 14 3 33 3 26 23 2 1
D. Other liabilities™ 148 56 20 7 44 1 11 8 1
. NET WORTH® 148 57 17 29 @ 10 18 14 2 1
Memorandum: Number of institutions
reporting 36,600 4,426 981 9,001 334 325 1,983 2,043 12,738 4,769

Symbeols Appearing in Table
* = Less than $500 million
# = Not available separately
@ = Not applicable
Footnotes to Table

1. The table covers institutions, including those
in Puerto Rico and U.S. territories and possessions,
insured by the FDIC, FSLIC or NCUSIF. All branches
and agencies of foreign banks in the United States,
but excluding any in Puerto Rico and U.S. terri-
tories and possessions, are covered whether or not
insured. The table excludes Edge and Agreement
corporations that are not subsidiaries of U.S. com-
mercial banks.

2. Reflects the fully consolidated statements of
FDIC-insured U.S. banks—including their foreign
branches, foreign subsidiaries, branches in Puerto
Rico and U.S. territories and possessions, and Edge
Act and Agreement subsidiaries—and FDIC-in-
sured banks in Puerto Rico and U.S. territories and
possessions. Exciuding bank holding companies.

3. Loans secured by residential property, com-
mercial property, farmland (including improve-
ments) and unimproved land, and construction
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loans secured by real estate. For savings and loan
associations, also includes mortgage-backed secu-
rities, mortgage loans in process, and wrap-around
loans.

4. Loans, except those secured by real estate,
to individuals for household, family, and other
personal expenditures including both instalment
and single payment loans. Net of unearned income
in instalment loans.

5. Loans to financial institutions, loans for pur-
chasing or carrying securities, loans to finance ag-
ricultural production and other loans to farmers
(except loans secured by real estate), and miscel-
laneous types of loans.

6. Vault cash, cash items in process of collection,
and balances with U.S. and foreign banks and other
depository institutions, including demand and time
deposits and certificates of deposit for all categories
of institutions except savings and loan associations,
which do not report these assets separately.

7. Government and corporate securities, includ-
ing mortgage backed securities and loans to states
and political subdivisions and to U.S. government
agencies and corporations. For savings and loan

associations, also includes cash and due from dep-
ository institutions and excludes morigage backed
securities.

8. U.S. Treasury securities and securities of and
loans to U.S. government agencies and corpora-
tions, except for savings and loan associations
which do not report these securities separately.

9. Securities of and loans to states and political
subdivisions and public authorities, except for sav-
ings and loan associations which do not report
these securities separately.

10. Customers’ liabilities on acceptances, real
property owned, various accrual accounts and mis-
cellaneous assets. For U.S. branches and agencies
of foreign banks, also includes net due from head
office and other related institutions. For sav-
ings and loan associations, also includes equity in-
vestment in service corporation subsidiaries.

11. Includes subordinated debt.

12. Demand, savings and time deposits including
certificates of deposit at commercial banks, U.S.
branches and agencies of foreign banks and mutual
savings banks; credit balances at U.S. agencies of
foreign banks; share balances at savings and loan



associations and credit unions, including certifi-
cates of deposit, NOW accounts, share draft ac-
counts, etc. For U.S. commercial banks, includes
$285 billion deposits in foreign offices, branches in
U.S. territories and possessions, and Edge and
Agreement subsidiaries.

13. Interest bearing demand notes issued to the

U.S. Treasury, borrowing from Federal Reserve
Banks and Federal Home Loan Banks, subordi-
nated debt, and other non-deposit borrowing.

14. Depository institutions’ own mortgage bor-
rowing, liability for capitalized leases, liability on
acceptances executed, various accrual accounts,
and miscellaneous liabilities. For U.S. branches and

agencies of foreign banks, also includes net due to
head office and other related institutions. For sav-
ings and loan associations, also includes offset
items for loans in process and for wrap-around
loans.

15. Capital stock, surplus, capital reserves, un-
divided profits, etc.
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Distribution of SNC Resulis

A central clearing unit has been es-
tablished at the Federal Reserve
Bank of New York for collection of
SNC reports from each of the Fed-
eral Reserve Banks and the Comp-
troller’'s Office. Data pertaining to
all loans reviewed by examiners at
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the Comptroller's regional offices
are first sent to the Washington
headquarters, where all criticized
loan writeups are reviewed, and
then forwarded to the clearing unit
in New York. The reports sent to
the clearing unit include: (1) de-
scriptions of each credit and current
participants, (2} final disposition of
each loan reviewed, and (3) loan
writeups for each loan classified or
specially menticned.

To conirol the voluminous input
and generate the various reports
necessary under the program, an
automated system has been devel-
oped to facilitate the storage and
recovery of all pertinent SNC data.
Detailed reports summarizing the
overall results of the uniform re-
view, as well as copies of the write-
ups of loans criticized, are sent to
each Federal Reserve Bank and other
participating federal and state agen-
cies. Each aoemy distributes the
material on classifications to the
banks under its supervision holding
partlapatlona, together with a cov-
ering letter mdlcadng that the as-
signed classifications (or special
mentioﬂ) will apply to the credits
until the next annual SNC review.
Such letters aiso instruct banks to
charge off all loss classifications
within a specified time period. By
mutual agreement among the fed-
eral and state agencies, the disiri-
bution of SNC material on classifi-
cations is made within 70 days from
the start of the annual review.

Rereviews

Agent banks should inform their
espective supervisory agencies of
any signiticant change in a SNC,
whether adverse or favorable, that
occurs subsequent fo the annual
SNC review. The OCC, in fact, re-
quires quarterly reports
agent banks on all classified/criii-
cized SNC. Moreover, agent banks
may reques" a rereview of any crit
1@1290 CYEult if mey can D"O‘/lde he

'\<4
o)
4
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=

]

ﬁnanmal and oLher daiﬂ to supy
the request. If the agency agrees
that a rereview is warranted, the
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team members responsible for the
original review will revisit the bank
and reappraise the credit. During
the period between the reviews of
1979 and 1980, six rereviews were
completed.

Summary of 1980 Results

The SNC program has ex pandeo
steadily in its four years of exist-
ence. The 1980 reviews covered
1,254 credit lines, an increase of
about 20% over the prior year, and
50% higher than the number of
loans included in the initial reviews
inn 1977, The inclusion of real estate
related credits and certain interna-
tional credits during the 1978 and
subsequent reviews accounted for
part of this increase in the nurober
of SNC. Inflation, by increasing the
size of shared credits to the $20
milliorr thresheld for inclusion in
the program, accounted for the bal-
ance of the increase.

In 1980, credit reviews were con-
ducted at 23 national banks (located
in eight National Bank Regions)
which served as agents for 858 loans,
and at 19 state member banks (in
seven Federal Reserve Districts)
which headed up another 396 cred-
its. The reviews required approxi-
"nately 2,500 examiner days for
completion, or the equivalent of 10
fuli-time examiners for a year.

As indicated in the table below, the
total number of loans subject to crit-
icismn in 1980 showed a slight de-
cline from the prior year, even
though the number of loans re-
viewed increased si&niﬁcanﬂy As

a result, criticized to total lcans de-
caned in 1980 to 10% from 12% a
year earlier. While the dollar vcl-
ume of criticized SNC increased sig-
nificantly in 1980, this is atiributable
to the deterioration of several major
credits and was expected. Even in
dollar terms, criticized loans de-
clined from 12% of total loans in
1979 to 10% in 1980.

Results of Shared National Credits Reviews

1977
Number of credit lines reviewed: 834
Number of credit lines criticized, by
degree of criticism:
@ Special mention 2
e Substandard 110
o Doubtful 4
® Loss _4
Total lines criticized: 180
Number of lines criticized as percent of
toial number of lines reviewed: 22%
Amount of lines reviewed (in millions
of doltars): N/A
Amount of criticized lines, by degree of
criticism (in millions of dollars):
® Special mention
@ Substandard
o Doubtful
@ Loss
Total amount of lines criticized: N/A
Amount ¢ i percent of
total amount of lines re“-:/iewed: N/A
MNumber of banks parti
lines reviewed:
» Siate member 101
@ State nonmember 239
o National 465
Total banks participating in reviewed T
5 805

1978 1979 1980

919 1,056 1,254

29 29 32

90 85 71

21 1 19

_5 3 4

145 123 126
16% 12% 10%

N/A $78,342 $113,346

$ 2,075 $ 3,92

6,207 5,696

750 1,634

61 89

N/A $ 9,093 $ 11,345
N/A 12% 10%

83 85 89

257 270 330

733 777 873



Appraisal of the Program

The SNC program attained its two
goals, the uniform treatment of large
multi-bank credits in examination
reports and a more cost-effective
utilization of examiner resources.
Based on an analysis of the 1980
SNC review, it is estimated that the
SNC program has saved the federal
agencies the equivalent of about 70
full-time examiners in that year.
These estimates project that it takes,
on average, two days for an exam-
iner to review, analyze, discuss and,
where necessary, write up a credit

of the type included in the SNC
program. Savings by state banking
departments also should be signif-
icant.

Bankers generally have been enthu-
siastic about the program primarily
because of the reduction in time
needed for loan review during the
regular examination. The fact that
SNC classifications apply uniformly
to all banks has also served to re-
duce commercial bank criticism of
disparate examination standards
among the supervisory agencies.
Initial fears that the program would

result in restricting future credit
availability for those borrowers
whose SNC loans were criticized
seem to have been unwarranted.
No instances have been noted where
borrowers have been ““black listed”
because of this program.

Subcommittee on Shared Na-
tional credits

Frederick C. Schadrack, Chairman
(FRBNY)

Richard C. Wanlin (OCC)

Patrick J. McDonough (FDIC)
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A. Title X of Public Law 95-630

Title X establishing the Federal Fi-
nancial Institutions Examination
Council is as follows:

Sec. 1001. This title may be cited
as the “Federal Financial Institu-
tions Examination Council Act of
1978.”

Purpose

Sec. 1002. It is the purpose of this
title to establish a Financial Insti-
tutions Examination Council which
shall prescribe uniform principles
and standards for the Federal ex-
amination of financial institutions
by the Office of the Comptroller 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 National Credit
Union Administration and make
recommendations to promote uni-
formity in the supervision of these
financial institutions. The Council’s
actions shall be designed to pro-
mote consistency in such examina-
tion and to insure progressive and
vigilant supervision.

Definitions
Sec. 1003. As used in this title—

(1) the term “Federal financial
institutions regulatory agencies”
means the Office of the Comp-
troller of the Currency, the Board
of Governors of the Federal Re-
serve System, the Federal Deposit
Insurance Corporation, the Fed-
eral Home Loan Bank Board, and
the National Credit Union
Administration;

(2) the term ““Council” means
the Financial Institutions Exami-
nation Council;, and

(3) the term “financial institu-
tion” means a commercial bank,
a savings bank, a trust company,
a savings and loan association, a
building and loan association, a
homestead association, a coop-
erative bank, or a credit union.

Establishment of the Council

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

(1) the Comptroller of the Cur-
rency,

(2) the Chairman of the Board
of Directors of the Federal De-
posit Insurance Corporation,

(3) a Governor of the Board of
Governors of the Federal Reserve
System designated by the Chair-
man of the Board,

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

(5) the Chairman of the Na-
tional Credit Union Administra-
tion Board.

(b) The members of the Council
shall select the first chairman of the
Council. Thereafter the chairman-
ship shall rotate among the mem-
bers of the Council.

(c) 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 member of the Council
shall serve without additional com-
pensation but shall be entitled to
reasonable expenses incurred in
carrying out his official duties as
such a member.

Expenses of the Council

Sec. 1005. One-fifth of the costs
and expenses of the Council, in-
cluding the salaries of its employ-
ees, shall be paid by each of the
Federal financial institufions regu-
latory agencies. Annual assess-
ments for such share shall be levied
by the Council based upon its pro-
jected budget for the year, and ad-
ditional assessments may be made
during the year if necessary.

Functions of the Council

Sec. 1006. (a) The Council shall
establish uniform principles and
standards and report forms for the
examination of financial institutions
which shall be applied by the Fed-
eral financial institutions regulatory
agencies.

(b)(1) The Council shall make rec-
ommendations for uniformity in
other supervisory matters, such as,
but not limited to, classifying loans
subject to country risk, identifying
financial institutions in need of spe-
cial supervisory attention, and eval-
uating the soundness of large loans
that are shared by two or more fi-
nancial institutions. In addition, the
Council shall make recommenda-
tions regarding the adequacy of su-
pervisory tools for determining the
impact of holding company opera-
tions on the financial institutions
within the holding company and
shall consider the ability of super-
visory agencies to discover possible
fraud or questionable and illegal
payments and practices which might
occur in the operation of financial
institutions or their holding com-
panies.

(2) When a recommendation of
the Council is found unaccepted by
one or more of the applicable Fed-
eral financial institutions regulatory
agencies, the agency or agencies
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shall submit to the Council, within
a time period specified by the Coun-
cil, a written statement of the rea-
sons the recommendation is unac-
ceptable.

(¢) The Council shall develop uni-
form reporting systems for Feder-
ally supervised financial institu-
tions, their holding companies, and
nonfinancial institution subsidiaries
of such institutions or holding com-
panies. The authority to develop
uniform reporting systems shall not
restrict or amend the requirements
of section 12(i) of the Securities Ex-
change Act of 1934.

(d) The Council shall conduct
schools for examiners and assistant
examiners empioyed by the Federal
financial institutions regulatory
agencies. Such schools shali be open
to enrollment by employees of State
financial institutions supervisory
agencies under conditions specified
by the Council.

(e) Nothing in this title shall be
construed to limit or discourage
Federal regulatory agency research
and development of new financial
institutions supervisory methods and
tools, nor to preclude the field test-
ing of any innovation 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 ap-
plication of uniform examination
principles and standards by State
and Federal supervisory agencies,
the Council shall establish a liaison
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committee composed of five repre-
sentatives of State agencies which
supervise finandial institutions which
shall meet at least twice a year with
the Council. Members of the liaison
committee shall receive a reascna-
ble allowance for necessary ex-
penses incurred in attending meet-
ings.

Administration

Sec. 1008. (a) The Chairman of the
Council is authorized to carry out
and to delegate the authority to
carry out the internal administra-
tion of the Council, including the
appointment and supervision of
employees and the distribution of
business ameong members, employ-
ees, and administrative units.

(b) In addition to any other au-
thority conferred upon it by this ti-
tle, in carrying out 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, relat-
ing to the competitive service,
classification, and General Sched-
ule pay rates, appoint and fix the
compensation of such officers and
employees as are necessary to
carry out the provisions of this
title, and to prescribe the author-
ity and duties of such officers and
employees; and

(2) obtain the services of such
experts and consultants as are

necessary to carry out the provi-
sions of this title.

Access to Infermation
by the Council

Sec. 1009. For the purpose of car-
rying out this title, the Council shall
have access to all bocks, accounts,
records, reports, files, memoran-
dums, papers, things, and property
belonging to or in use by Federal
financial institutions regulatory
agencies, including reports of ex-
amination of financial institutions
or their holding companies from
whatever 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
Comptroller General

Sec. 1610. Section 117 of the Ac-
counting and Auditing Act of 1950,
as amended by the Federal Banking
Agency Audit Act (Public Law
95-320), is further amended by:

(1) redesignating clauses (A),
(B), and (C) of subsection (e)(1)
as (B), (O), and (D), respectively,
and inserting in subsection (e)(1)
the clause “(A) of the Financial
Institutions Examination Coun-
cil;” immediately following “au-
dits”’; and

(2) striking out in subsection
(e)(2) “and (C)” and inserting in
lieu thereof “{C), and (D)”.



B. FFIEC Examiner Education Program
Course Descriptions (1980)

Instructor Training Course

This one-week course prepares ex-
aminers for classroom teaching as-
signments. Students learn to pre-
pare lesson plans, give three
classroom presentations, and c¢ri-
tique each other’s presentations as
shown on video tape. Students learn
the techniques of lecturing, leading
discussion, and integrating the use
of audio-visual aids. Attendees
should be ﬂxperiena:fef4 examiners
who anticipate teaching assign-
ments in their agency or in Council
courses.

Management Workshop

This one-week course emphasizes
the managerial skills needed by ex-
aminers. Attendees bring survey in-
struments completed by themselves
and by colleagues or subordinates,
administer self-assessment ques-
tionnaires and participate in small
group discussion sessions. Lec-
tures, films, video tapes, and slides
present the basic concepts. The de-
sired results are an improved self-
perception as a manager and a
greater knowledge of good apphed
management fechnigues. Partici-
pants should have a minimum of
five years examining experience and
some previous fraining in manage-
ment.

Basic Entry Level Trust School

ot

This course, now ready for Council
approval, introduces students to the
functions and orgaw/a‘mﬁ of a frust
department, the duties and respon-
albdmes of a fiduciary, and the role
of the regulatory agencies concern-
ing their supervisory responsibili-
ties, This two-week course uiilizes
lecture, group discussion, and case
studies. Pamczpams are expected to
have either 3 to 6 monihs of expe-
rierice as a trust examiner or 18 to

-

-

24 months of commercial examining
experience.

Basic International Banking

Students in this one-week course
learn the functions, language, and
concepts of international banking,
as well as the role of the regulatory
agencies. Topics include nostro and
vostro accounts, cable and telex op-
erations, international lending, let-
ters of credit, bankers acceptances,
and foreign exchange. Atfendees
are required to have a minimum of
one year of experience as an ex-
aminer.

Fundamentals of Data Processing

This entry level course presents basic
computer language and systems,
and the creation, utilization, and
storage of programs and data. Em-
phasis is placed on internal controls
necessary from a supervisory stand-
point. Although not designed to
produce overall expertise in elec-
tronic data processing, the one-week
course allows examiners tc become
familiar with key terminology and
concepts necessary to operate effec-
tively in today’s increasingly auto-
mated financial environment. Can-
didates for attendance should be
assistant examiners with a mini-
mum of one year of experience.

EDP Work Program School

This two-week program instructs
EDP examiners in the techniques of
examination of a data processing
center, u*lbzng the Interagency EDP
Work Program and the Interagenc

EDP Handbook. The examiner lea,mb
0 draft technical comments for the
report of examination and should
be capable of completing the EDP
work program in its entirety. Atten-
dees should have completed 2 basic

course equivalent to the Council’s
Fundamentals of Data Processing,
participated in a minimum of two
EDP examinations, and must meet
other requirements determined by
their agency.

Trust Workshop

This conference emphasizes current
events in the fiduciary field. Topics
vary from session to sessicn and the
workahop features guest speakers
from the trust industry. Senior trust
examination personnel are desig-
nated as attendees at this week-long
conference.

Consumer Compliance Examina- -
tion School

This new two-week school, com-
pletely revised and updated, has
now been successfully piloted and
20 sessions are planned for 1981.
Topics include fair housing, equal
credit opportunity, fair credit re-
porting, truth-in-lending, reim-
bursement, interest on deposits,
Community Reinvestment Act,
electronic fund transfers, and many
other topics. Through working with
loan files and case studies, students
learn to apply knowledge of the reg-
ulations to their agency’s examina-
tion procedures for consumer com-
pliance. Participants are required to
have taken part in at least one con-
sumer examination, preferably two
or more.

Courses Scheduled for Develop-
ment in 1981

® Municipal Securities Dealer Ac-

tivity
e White Collar

® Intermediate Internaticnal Bank-
ing

Crime

® 5Small Financial Institutions EDP
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C. 1980 Report of Audit

To the Federal Financial Institutions
Examination Council Members:

We have examined the combining
balance sheet of the FEDERAL FI-
NANCIAL INSTITUTIONS EXAM-
INATION COUNCIL as of Decem-
ber 31, 1980, and the related
combining statements of revenues,
expenses and changes in fund bal-
ance, and changes in financial po-
sition for the year then ended. Our
examination was made in accord-

ance with generally accepted audit-
ing standards and, accordingly, in-
cluded such tests of the accounting
records and such other auditing
procedures as we considered nec-
essary in the circumstances.

In our opinion, the combining fi-
nancial statements referred to above
present fairly the financial position
of the Federal Financial Institutions
Examination Council as of Decem-
ber 31, 1980, and its revenues and

expenses and the changes in its fi-
nancial position for the year then
ended, in conformity with generally
accepted accounting principles ap-
plied on a basis consistent with that
of the preceding year.

Authur Andersen & Co.

Washington, D.C,,
February 18, 1981.

COMBINING BALANCE SHEET AS OF DECEMBER 31, 1980

(With comparative totals for 1979)

ASSETS:
Cash, held by Board of Governors of the
Federal Reserve System
Accounts receivable
Office furniture and equipment, at cost
(Note 2)

Total assets

LIABILITIES:
Accounts payable and accrued liabilities
Advances from member organizations

Total liabilities

COMMITMENT (Note 4)
FUND BALANCE:

Investment in office furniture and equipment

Operating
Total fund balance

Total liabilities and fund balance

1980

Loading Examiner 1979

Operations Facility Education Total Total
$ 77,424 $(50,215) $ 89,254 $116,463 $238,513

— 119,790 36,625 156,415 —
40,274 — 17,885 58,159 33,376
$117,698 $ 69,575 $143,764 $331,037 $271,889
$ 13,200 $ 5,500 $ 63,065 $ 81,765 $ 45,474
— 42,414 81,720 124,134 78,255
13,200 47,914 144,785 205,899 123,729
40,274 — 17,885 58,159 33,376
64,224 21,661 (18,906) 66,979 114,784
104,498 21,661 (1,021 125,138 148,160
$117,698 $ 69,575 $143,764 $331,037 $271,889

The accompanying notes are an integral part of this balance sheet.
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COMBINING STATEMENT OF REVENUES, EXPENSES AND CHANGES IN FUND BALANCE
FOR THE YEAR ENDED DECEMBER 31, 1980
(With comparative totals for 1979)

1980
Lodging Examiner 1979
Operations Facility Education Total Total
REVENUES:
Assessments to member organizations
(Note 3) $213,280 $ — $ — $ 213,280 $237,322
Rentals (Note 4) — 1,312,600 — 1,312,600 -
Tuition — — 136,925 136,925 —
Miscellaneous 162 — 280 442 —
213,442 1,312,600 $137,205 1,663,247 237,322
EXPENSES:
Lodging facility rental (Note 4) — 1,268,750 — 1,268,750 —
Salaries and related benefits (Note 3) 165,542 17,674 45,495 228,711 42,651
Travel 18,770 — 43,881 62,651 5,876
Books and subscriptions 309 — 34,205 34,514 324
Rental of office space (INote 3) 33,015 — — 33,015 7,638
Administrative fees (Note 3) 7,094 4,515 4,514 16,123 14,156
Printing 14,219 — 1,402 15,621 8,215
Office supplies 3,336 — 5,383 8,719 1,664
Professional services 5,757 — 2,590 8,347 5,588
Postage 5,166 — 301 5,467 2,165
Telephone 3,502 — — 3,502 885
Miscellaneous 394 = 455 849 —
257,104 1,290,939 138,226 1,686,269 89,162
Revenues over (under) expenses
before property additions (43,662) 21,661 (1,021) (23,022) 148,160
PROPERTY ADDITIONS (Note 2) 6,898 - 17,885 24,783 33,376
Revenues over (under) expenses
after property additions (50,560) 21,661 (18,906) (47,805) 114,784
FUND BALANCE, beginning of year 148,160 — — 148,160 —
Property additions (Note 2) 6,898 — 17,885 24,783 33,376
FUND BALANCE, end of year $104,498 $ 21,661 $  (1,021) $ 125,138 $148,160

38

The accompanying notes are an integral part of this statement.



COMBINING STATEMENT OF CHANGES IN FINANCIAL POSITION
FOR THE YEAR ENDED DECEMBER 31, 1980

(With comparative totals for 1979)

SOURCES OF CASH:
Revenues
Advances from member organizations
Increase (decrease) in accounts payable and
accrued liabilities

Total sources

USES OF CASH:
Expenses
Purchases of office furniture and equipment
Increase in accounts receivable

Total uses

INCREASE (DECREASE) IN CASH
CASH BALANCE, beginning of year

CASH BALANCE, end of year

1980
Lodging Examiner 1979
Operations Facility Education Total Total
$213,442 $1,312,600 $137,205 $1,663,247 $237,322
— (35,841) 81,720 45,879 78,255
(32,274) 5,500 63,065 36,291 45,474
181,168 1,282,259 281,990 1,745,417 361,051
257,104 1,290,939 138,226 1,686,269 89,162
6,898 — 17,885 24,783 33,376
— 119,790 36,625 156,415 —
264,002 1,410,729 192,736 1,867,467 122,538
(82,834) (128,470) 89,254 (122,050) 238,513
160,258 78,255 — 238,513 —
$ 77,424 $ (50,215) $ 89,254 $ 116,463 $238,513

The accompanying notes are an integral part of this statement.

Notes to Financial Statements as of December 31,
1980

1. Organization and Purpose

The Federal Financial Institutions Examination
Council {the "Council’”’) was established under Title
X of the Financial Institutions Regulatory and In-
terest Rate Control Act of 1978 (the “Act”). The
purpose of the Council is to prescribe uniform prin-
ciples and standards for the Federal examination
of financial institutions and to make recommen-
dations to promote uniformity in the supervision
of these financial institutions. The five Federal
agencies which are represented on the Council,
referred to hereafter as member organizations, are
as follows.

® Office of the Compiroller of the Currency

® Board of Governors of the Federal Reserve Sys-
tem

@ TFederal Deposit Insurance Corporation
® Federal Home Loan Bank Board

® National Credit Union Administration

2. Significant Accounting Policies

The Counci! maintains its accounts in three self-
balancing funds, which have been established for
the following purposes.

® Operations—to account for all activities of the
Council other than those activities accounted
for in the two specific-purpose funds below.

® Lodging Facility—to account for the costs of
obtaining lodging for out-of-town examiners of
the member organizations who attend training
courses provided by the Council, and for the
rentals charged to the member organizations.

® Examiner Education—to account for the costs
of providing training courses for examiners em-
pioyed by the member organizations and for
the related tuition charged to the member or-
ganizations.

Property additions are recorded as a transfer from
the operating fund balance to the investment in
office furniture and equipment fund balance. The
Council does not provide for depreciation of its
property.

The financial information shown for 1979, which
covers the period March 16, 1979 (date of organi-
zational meeting) to December 31, 1979, is included
in the accompanying financial statements to pro-
vide a basis for comparison with 1980 and presents
summarized totais only. Certain reclassifications of
1979 balances have been made to be consistent with
the presentation adopted in 1980.

3. Transactions with Member Organizations

As provided by the Act, member organizations are
assessed for one-fifth of the annual budgeted op-
erating costs and expenses of the Council. Each
member organization was assessed and paid $42,656
in 1980 and $47,465 in 1979. In addition, each mem-
ber organization advanced $16,344 to the Examiner
Education Fund in 1980 to finance its start-up costs;
these advances are repayable to the member or-
ganizations over a three-year period beginning in
1981.

The Board of Governors of the Federal Reserve
System provides administrative support services to
the Council on a cost-reimbursable basis. The
Council paid the Board $16,123 in 1980 and $14,156
in 1979 for these services.

The Office of the Comptroller of the Currency pro-
vides office space for the Council. The Council paid
rentals of $33,015 in 1980 and $7,638 in 1979 to the
Comptroller for this office space.

The Council reimburses member organizations for
the cost of salaries, employee benefits and travel
expenses of personnel who perform administrative,
clerical and instructional functions for the Council.
Member organizations are not reimbursed for the
costs of personnel who serve as Council members
and on the various task forces and committees of
the Council. The value of these contributed services
has not been included in the accompanying finan-
cial statements.

4. Leasing of Lodging Facility

During 1980, the Council leased 125 efficiency units
in Arlington, Virginia at a total cost of $1,268,750.
The Council assessed the three participating mem-
ber organizations for these rentals based on their
actual and planned usage. The lease agreement,
which can be renewed for various periods through
December 1983, provides for escalation of rentals
based on changes in the Consumer Price Index.
The Council has exercised its option to extend the
lease through June 30, 1981, and has increased the
number of units leased to 129. Future minimum
lease payments for these units are approximately
$774,000 at December 31, 1980.
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Maps of Agency District or Regional Divisions

42
43

45
46

Board of Governors of the Federal Reserve System
Federal Deposit Insurance Corporation

Federal Home Loan Bank Board

National Credit Union Administration

Office of the Comptroller of the Currency
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The Federal Reserve System Districts
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Federal Deposit Insurance Corporation Regions
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Federal Home Loan Bank Districts -
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National Credit Union Administration Districts

"

7

e,

A3\
o HAWAI

: 6

PUERTO RICO VIRGIN
ISLANDS

Q
<>

45



Comptroller of the Currency Regional Organization
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