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Letter of Transmittal

Federal Financial Institutions Examination Council
Washington, D.C.
March 31, 1982

The President of the Senate
The Speaker of the House of Representatives

Pursuant to the provisions of section 1006(f) of the Financial Institutions
Regulatory and Interest Rate Control Act of 1978 (12 USC 3305), 1 am pleased
to submit the 1981 Annual Report of the Federal Financial Institutions Exami-
nation Council.

Sincerely,
/ﬁ W N

J. Charles Partee
Chairman
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The Federal Financial Institutions Examination Council

The Federal Financial Institutions
Examination Council {(“Council”)
was established on 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-
pies, standards, and report forms
for the federal examination of f{i-
nancial institutions by the Board of
Governors of the Federal Reserve
System, Federal Deposit Insurance
Corporation, Federal Home Loan
Bank Board, National Credit Union
Administration, and Office of the
Comptroller of the Currency, and
to make recommendations {o pro-
mote uniformity in the supervision
of financial institutions. The Coun-
il i dev alop um form re-

nonfinancial institution subsidiar-
ies of such institutions and holding
companies. 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 legis-
lation that the Council’s actions be
designed to promote consistency
in federal examination and to en-
sure progressive and vigilant su-
pervision.

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, Ocio-
ber 8, 1980). Among the assign-
ments are the implementation of a
systern to facilitate public access to
fata that depository institutions are
requi ired to disclose under HMDA,

b annual

and the aggregation of

HMDA data, by census tract, for
each standard metropolitan statisti-
cal area.

The Council has five members: the
Comptroller of the Currency, the
Chairman of the Federal Deposit In-
surance Corporahoﬂ a Member of
the Board of Governors of the Feder-
al Reserve System appointed by the
Chairman of the Board, the Chair-
raan of the Federal Home Loan Bank
Board, and the Chairman of the Na-
tional Credit Union Administration
Board. In addition, o ¢ encourage the
application of uniform examination
p‘ﬂnﬁiples and standards by the state

and federal supervisory authorities,

the Council has established, in accor-
dance with the requirement of the
statute, an advisory State Liaison
Commitiee composed of five rep-
resentatives of state supervisory
agencies.
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Highlights of Councii Acticns in 1981
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Administration of the

e Council

Regular meetings of the Council are
held at 2:15 p.m. on the first Thurs-
day of each month. A second regular
meeting may be held on the third
Thursday of the month if the amount

{ Council business requires it. Spe-
cial meetings of the Council may be
scheduled whenever matters of high
priority must be considered without
delay.

The Council’s activities are fund-
ed in several ways. [ts administra-
tive operations are funded
through semiannual assessments
on the five agencies represented
on the Council, with each agency
contributing one-fifth of the total
cost of these operations. During
1981, the Council’s examiner edu-
cation program was funded
through tuition fees paid by the
agencies that sent student exam-
iners to Council schools. Begin-
ning in 1982, the fixed costs of the
examiner education program will
be recovered through equal as-
sessments on the five agencies,
while the program’s variable costs
will be recovered through student
tuition fees. A f€51denc1a1 facility
for examiners aitending Council
classes in the Washington, D.C.
metropolitan area is being leased
by the Council, and room charoos
paid by the agencies whose per-
sonnel use the facility provide the
funds for lease payments.

3,

The Federal Reserve Board provides
budget and aCCf‘unuﬂg services to
the vouncd, and the Federal Re-
serve’s Controller serves as the
Council’'s Coniroller.

The Council is supported b ya small,
full-time staff in the Office of the Ex-
ecuiive Secretary. Each member of
the Council’s staif is detailed from
one of the five agencies represented

Il ’r?ﬂc Council but is considered a
salaried employee of the Coundil.

The major responsibilities of the Of-
fice of the Executive Secretary are
fo —

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 defining key issues;

o undertake special projects and
studies as requested by the
Council;

o work closely with members of the
State Liaison Committee to er-
sure adequate communication be-
tween the members, the Council,
and the interagency staff groups;

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

e coordinate, with Federal Reserve
Board staff, development of the
Council’s budget and the mori-
toring of budget performance;

e maintain liaison with the Con-
gress and with federal depari-
ments and agencies; and

e prepare the Council’s annual re-
port to Congress.

Most of the staff support in the sub-
stantive areas of concern io the
Council is p;owdﬂo by the five inter-
agency staff task forces and a Legal
Advmovy Group (LAG). The fask
forces and the LAG are responsible
for the research and other investiga-
tive work done by agency staffs on

behalf of the Council and for prepa
ing reports and policy recommen
dations for consideration by ’fh

Council. Also, the Council has es-
tablished an Agency Liaison Group,
an interagency group of senior offi-
cials responsible for the overall co-
ordination of their respective agen-
cies’ staff efforts in support of the
Council. The Executive Secretary of
the Council is an ex officioc member
of each of the five interagency staff
task forces as well as the Agency Li-
aison Group. The staff time and oth-
er resources expended on behalf of
the Courncil-related projects in 1981
were provided by the five agencies
without reimbursement and are not
reflected in the Council budget. With-
out those contributions by the agen-
cies and the individual staff members,

significant progress on Council pro-
}ects during 1981 would have been
virtually impossible.

]

As provided for in its enabling le
lation, the Council created a S
Lizison Committee composed of

state supervisors of f financial institu-
tions. The Committes advises the
Council in all areas of Council re-
sponsibility and helps to ensure ef-
fective federal-state communication
on matters of {inancial institution
supervisicn and exarnination. Un-
der the Council’s rules of ODeration,
the Conference of State Bank Super-
visors, the National Association of
State Savings and Loan Supervisors,
and the National Association o
State Credit Union Superviscrs each
designates one state supervisor io
serve on the State Liaison Commii-
tee. The remaining two positions on
the Committee are filled by state of-
ficials selected by the Council. Th
Committee currently / meefs as
group with the COH il three times a
year. In addition, the Commitiee is
represented by at least one member
at each meeting of the Council.
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Activities of the Intera

agency Staff Groups

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

e to establish uniform principles,
standards, and report forms for the
examination of financial instifu-
tions and make recommendations
for uniformity in other supervisory
matters;

o {0 develop uniform reporting sys-
temns for federally supervised insti-
tutions, their holding companies,
and subsidiaries of such institu-
tions and holding companies; and

e to conduct schocls for examiners
employed by the federal supervi-
sory agencies and make those
schools available to employees of
state supervisory agencies under
conditions specified by the Coun-
cil.

To adwminister projects in all of those
functional areas eflectively, the Coun-
cil established the following five inter-
agency staff task forces:

e Task Force on Consumer
Cornpliance

o Task Force on Examiner Education
® Task Force on Reports
o Task Force on Supervision

e Task Force on Surveillance
Systems

Each task force includes one senior
official from each agency. The Coun-
cil also established a Legal Advisory
Group composed of a senior legal of-
ficer from each agency. The task
forces and the Legal Advisory Group
provide research and analytical ,Ja—
pers and proposals on the issues the
Council addresses.

Task Force on Consumer
Compliance

The Council’s Task Force on Con-
sumer Compliance was created to
promote unitormity in the agencies’
enforcement of consumer laws and to
identify and resolve problems con-
cerning consumer compliance poli-
cies and procedures that are common
to several or all of the five agencies
represented on the Council. The task
force’s area of responsibility is those
laws and regulations that are “con-
sumer related,” that is, those passed
by Congress or promulgated by the
agencies to protect consumers con-
ducting business with financial in-
stitutions. The task force is responsi-
ble for promoting examination uni-
formity in the enforcement of the
Truth in Lending Act, the Fair Cre-
dit Billing Act, the Consumer Leas-
ing Act, the Federal Trade Commis-
sion Improvement Act, the Real Es-
tate Seitlement Procedures Act, the
Hqual Credit Opportunity Act, the
Fair Housing Act, the Home Mor“c—
gage Disclosure Act, the Electronic
Fund Transfers Act, the Community
Reinvestment Act, the Fair Debt Col-
lection Practices Act, the Right to Fi-
nancial Privacy Act, and Federal Re-
serve Regulation ¢ (Interest on De-
posits). Also, the task force addresses
issues relating to the agencies’ flood
insurance regulations, advertising
regulations, and general civil rights
policies and regulations dealing with
lending practices. It also addresses
state consumer law issues that have
an impact on the agencies’ examina-
tion programs. The task force is com-
posed of senior agency personnel
who are experienced in the area of
consumer compliance.

Activities of the Task Force

The tc sk force oversees the work of
two standing comumitiees as well as

ad hoc interagency project groups.
The standing com rrwees the Com-
munity Reinve nt  Act LRA)
Committee and '
Cormnmittee, eac
to 1961 task force ments.

The CRA Comimittee was esta
io foster unaorm implementation of
the vommmey Reinvestment Act of
1977. it also ada:ﬁsses CRA-related
issues of concern to community
groups and cthers interested in agen-
cy implementation of CRA. To ac-
commodate community groups inter-
ested in agency CRA protesx proce-
du‘ms the commitiee wrote the oam—

hlet “A Citizen's Guide to CRA.”
The pamphlet was approved by the
Council in fate 1980 and published in
the spring of 1981. By year- -end 1981,
33,000 pamphlets had been distribut-
ed to community groups, financial in-
stitutions, and agency personnel.

iy

The CRA Committee also developed
the Uniform CRA Assessment Rat-
ing System, which was designed to
give spec mc guidance to those rat-
ing an institution’s CRA perfor-
mance and to provide uniform CRA-

performance information fo those

rev*ewma applications subject to
CRA. The system was approved by
S TN

the Council and a
banking agencies effective [uly

1951,

The second standin g comnmittee, the
Fair Lending Committee, was estab-
lished to addfpso issues adated

the unifory
Equal Cre
Hair Hous:y

:y SLa ement and 2 st ipervisory poli-
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cy to be used in implementin
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and was contin by the Fair Leqd—
ing Cormmmit ’acc in 1979, after the
Counc zad been created. The sLatL—

t}“e IO”OWY’W’ ’rypes

b 202, 7 of Regulation

® imposing different terms on a
prohibited basis, in violation of
the Fair Housing Act or section
202.4 or 202.6(b) of Regulaiion B

vear-end, each of the targeied ex-
amination procedures had been de-
veloped by the task force.

The following are other projects
completed by the task force:

e a comparison of agency com-
plaint handling activities

® development of the tables to be
used for the aggregaton of Home
Morigage Disclosure Act state-
nients

e aresponse to the GAO report “Ti-
nancial Regulators Need to Focus
on Substantive Principles of Con-
sumer Legislation During Com-
pliance Hxaminations”

o resp se to the NCUA proposal
o ase consumer compliance
examination reporis to third par-
ties

5
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w0 major projects begun in 1981
will not be completed until 1982: the
study required by section 340(g) of
the 1980 Home Mortgage Disclosure
Act Amendmentis and the uniform
examination procedures for the Truth
in Lending Act (Regulation 7).

Section 340(e) of the 1980 Home
Mortgage Disclosure Act Amend-
ments requires the Council to con-
duct a study “on the feasibility and
desirability of establishing a unified
systemm for enforcing fair lending
laws and regulations, implementing
the CRA and satisfying the disclo-
sure requirements of HMDA.” The
task force’s Fair Lending C ommi“"’"ee
has begun devel opmﬁ materials
Wni be included in the study, w

to be reported to Congress by
temmber 30, 1982,
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In 1982, the task force plans to con-
finue promoting uniformity in the
agencies’ enforcement of consumer
laws. The following activities are
targeted for completion in 1982:

@&

videotape to assist examiners
co*1ducﬁng ouiside contacts for the
Fair Housing and/or Comims unity
Reinvestment Act segments of the
consumer compliance exarnination

e uniform examination
for Pederal Reserve Regulation
and the Home Mortgage Discl
sure Act

@ astudy to determine the need for
interpretive questions and an-
swers on the Umform Comruni
ty Reinvestment Act Assessmum
Rating System

o a study to determine the need to
update Uniform Community Rein-
vestment Act Examination
cedures

Pro-

» updating of the demographic ma-
terial used by examiners during a
consumer compliance examination

&

a study to determine whether in-
formation captured in the Home
Mortgage Disclosure Act
gregation 5 /Stem HoM any cost-
effective ufility for the consumer
comphc_.nce examination process
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nitinus
ecnmccd issues relating
agency implementation of Coune
approved policies and examinati

procedure
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the task force is to train examiners o
attain the hest
mance in
duties a
achieve {
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e identification of examiner frain-
ing needs and development of
programs to meet those needs

e review of training curricula and
instructor standards to provide
high quality programs

o establishment of
training facilities

appropriate

e assistance in developing training
opportunities for -examiners of
state and foreign financial institu-
tion supervisory agencies

Activities of the Task Force

In 1981, the task force concenirated
its efforts on refinement and presen-
tation of existing Council courses
and on the development of new
courses. The following examiner
training courses were conducted in
1981:

No. of
No. of  Examiners
Course Title Sessions Trained
Instructor Training 16 145
Management Workshop 16 329
Fundamentals of Data
Processing 15 281
EDP Work Program 6 105
Basic Entry Level Trust
School 7 197
Trust Workshop 2 46
Basic International
Banking 7 162
Intermediate International
Banking 5 144
Consumer Protection
School 11 293
85 1,702

These figures show a 26 percent in-
crease over 1980 in the number of
examiners trained and a 37 percent
increase in ’me number of sessions
conducted. The majority of these
classes were neio. at the Council’s
training center in Fossi'y“n, Virginia,
which is Lemg subleased from the
FDIC on an actual-usage basis. This
sacﬂhy Nm probably continue to be
used in the foreseeable future.

In addition to classes in Rosslyn,
Virginia, the Council conducted a

limited number of regional training
sessions in 1981. Regional training
sessions permit the Council t¢ con-
duct high-quality interagency train-
ing programs while reducing
member agencies’ fravel costs. It is
anticipated that the number of re-
gional sessions will be increased in
1982,

A major study of existing Council
courses and potential new courses
was undertaken in 1981. The objec-
tive of the study was to determine
the best method of delivering uni-
form examiner fraining in areas
where uniform examination proce-
dures have yet to be developed. The
findings of this study indicated that,
in certain areas, the Council could
best serve its member agencies by
developing uniform course materi-

This material would be devel-
oped cooperatively by the five
agencies and would be designated
the core material for the agencies’ in-
house training programs. This core
material would become the base in-
formation from which each agency
would then tailor its training pro-
gram to meet iis own particular
needs. Such an approach would —

o bring together experts from each
agency to develop the highest-
guality course material

e reduce the amount of staif iime
each agency would have to de-
vote to the development of new
course material

o retain the ability of each agency to
rnold the course to meet individ-
ual needs, and

e reduce the time it would take to
develop an interagency training
?ogra“r should uniformity in a

subject area be reached.

In 1981, the Consumer Compliance
Examination School, the Basic Entry
Level Trust School, and Fundamen-
tals of Data Processing were identi-
fied as courses suitable to be des-
ignated core material courses.

uring 1982, the task force will con-
tinue to identify subject areas in
which uniform training, either inter-

agency or core, would be appropri-
ate. The major empha51s in 1982 will
most likely be on the development
of core material. This will continue
tc be necessary until further pro-
gress is made in reaching uniformity
in examination philosophy and pro-
cedures.

In 1981, the Council adopted a task
force proposal to reduce significant-
ly the tuition charge for attending
Council courses in 1982. This will be
made possible by including in the
Council’s operating bu dgec the sala-
ries and fixed costs of conducting
the education program. The re-
duced tuition will make Council
courses more attractive to both fed-
eral and state examiners.

An apartment facility was leased
during 1980 to provide housing for
the students att tending Council-
approved courses and other agency
training sessions in the Washington
etropolitan area. In 1981, it is esti-
mated that the use of leased hous-
ing, as opposed to ordinary com-
mercial housing, saved the agen-
cies over $400,000. During the latter
half of 1981, the Council renegotiat-
ed the Jease on the apartments 1o
obtain a substantial reduction in the
cost of the lease, which is renewable
every six months through 1983

Task Force on Reports

Section 1006{(c) of Public Law O5—630
requires the Council to develop uni-
form epo rt;ﬂg systems for Fed erally
supervised financial institutions and
their holding companies and subsid-
jaries. To rmeet this ODJ“che, the
Council established the Task Force

on Reports.

w ot

The task force has also been given

other responsibilities related to the
ﬂevelop’nem of intera gency unifor-
mity in the reporting of periodic in-
formation needed for effective su-
pervision. The task force is thus
concerned with such issues as de-
velopment and interpretation of re-
porting instructions; application of
accounting standards {o specifi
transactions; publication and distri-

9
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Standardization of Instructions for Ke-
ports of Condition and Inicome

T

ie task force has over "the p st two

Lz
the area of aarrﬁnng ms
tions for Repo“s of Condition aﬂd
Income. In 1981, standardized in-

we e issued for the I qalgp
ments filed by banks
wuh Ws ets Of $300 million and
more. In A%O standardized instruc-
tions for banks with foreign offices
and for banks with gver 5100 million
in asseis and only domestic oifices
were issued.
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the Task Force on
inued to respond to
i nierpretation of re-
struc uo”s as wei; as proper re-

‘s‘fessed in me Lna’c'rd"—
ised by both

an;«s in 1981, relat-

ed to uniform freafmeni of interest
rate overchargﬂ reimbursements, cap-
italization of interest pursuant fo Sr“fﬂ—
ment of Financial Accounting Sta

dards 34, accounting for stripped co

pons and securities, and repor ang of
interna uonai banking facility activi-

Accrual Accounting

Another major issue that the task
force addressed in the past year was

proposal to make accrual account-

mandatory for smaller banks
mﬂhon in assets). After
rvey to assess the
ly impact, Hn Council pubnshed
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v comment a proposal that all
banks be required to adopt accrual

accounting in ftwo stages: banks
with $10 million or more in assets
beginning on January 1, 1983, and
the remainder on January 1, 1985.

From the beginning, it has been rec-
ognized that there is a distinction be-
rween reporting and recordkeeping,
a broader supervisory issue. The
Council approved both aspects, man-
dating accrual-accounting reporting
::uns1s"en« with the bove fimeiable,
r section 1006(c) of Public Law
%5 030, and recommending that the
agencies adopt accrual recordkeeping
requirements for their constituent
banks by the sarne implementation
dates, under sectionn 1006(b).

e

Other Projects

ata piocess—

X will mean
more timely and accurate call report
data. Full implementation of these
standards will significantly aid agen-
¢y supervisory activities. The task
force developed a format for the
joint summary publication in the
Council’s annual report. joint in-
teragency publication of trust de-
partment assets was implemented,
and an inter ragency survey of for-
eign frust activities was continued.

V\/h‘;Cﬂ

Task Force on Supervision

The Coundil

established tl
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program for examining bank hold-
ing company subsidiary banks. Duz-
ing 1981, the Comptroller of the
Currency and the Federal Reserve
field-tested an experimental pro-
gram in which selected holding
company systems were analyzed at
the parent-company and lead-bank
level. The proposal focuses on re-
view and evaluation of the policies,
credit and operational audits, man-
agement information systems, and
other controls at fhe holdirm com-
pany and lead bank. Th ahty and
reliability of the param s m ernal re-
poas and controls then determine
the scope of examination of the sub-
dl,lfy banks. The FDIC also partici-
ated with the OCC in this
xperiment in examinations of sev-
eral holding company organizations
that have state nonmember bank
subsidiaries. Testing was continu-
ing as of year-end 1981. If resuits of
the experiment are favorable, fur-
ther coordination may be pessible

(/)

(D "{:{

International Bawnking

In 1981, the task force approved a
merger of two interaﬁency subcom-
mittees that had been working in the
area of international bankmg The
resulting Subcommittee on Interna-
tional Banking meets io exchange
ideas and discuss mutual probipms
concerning the supervision of for-
eign banks operating in the United
States and the foreign activities of
1.5, banks. At this ume the sub-
com“nutee is re »/1ewmg e possibil-

n
U.5. branche and agencies of for-

eign banks

Risk-Only Participations/
Participations in Bankers Acceptances

A subcom 1ttee of the tas
draxm a st ment o

tances, ques1 ions
eived on whether

sk
N

participations therein relieves the is-
suing institution from limits estab-
lished by federal laws and
regulations. Lending limit issues
also arise in connection with risk-
only participations. The propcsed
policy position is intended to pro-
vide guidance to the industry on
these guestions. Because the state-
ment deals principally with legal is-
sues, it is being reviewed by the
incil’s Legal Advisory Group.

Examination Philosophies, Concepts,
and Procedures

A_ subcommittee was formed in May

£ 1979 to study the agencies’ simi-
Ea tities and differences ir examina-
tion philosophies and approaches
and to identify those areas in which
greater agency uniformity can be
achieved. The comprehensive study
requested by the task force focused
on six broad arveas: (1) inherent
agency characteristics that influence
its examination program, (2) broad
policy directives, (3} examination
planning and control, (4) use of sam-
pling in the examination, (5) struc-
ture and wuse of examination
workpapers, and (6) examination
policies and procedures by function-
al area. Five segments of the study
have been completed and interim
reports submitted to the task force,
along with an introductory paper on
the rationale for examinations.

contin-

In 1981, the subcomrmnif
th phase of

fee
ued its work on the sixth

the analysis, which consists of a re-
view of policies and objectives in 30
functional examination areas. As a
first step in this review, a compari-
son was made of the agencies’ ex-
amination

objectives and  a
rafing was assigned
he 30 functional areas
ied in the study. The goal of

this process is devaopmﬂm of a list
of 1 examination objectives
tha Council could recommend
to the nicies. The task force will
be su a report on this pro-
ject to the Council in February 1982.

tives, the subcommittee selected
certain functional areas and per-
formed an agency-by-agency com-
parison of examination policies. The
areas reviewed were chosen on the
basis of their perceived degree of im-
portance and general applicability io
all agencies. Although a fair degree
of comparability was noted, the sur-
vey suggested that the formulation
of examination ipo_icleo is heavily in-
fluenced by such factors as the in-
herent  characteristics of the
agencies the varying nature and
size of the institutions they super-
7ise, the laws and regulations each
nforces, and the role played by the
tate supervisory authorities.

ol

® o

\t its September 1981 meeting, the
Council approved a pLOL project
ca 3”‘6 for analysis of one of the
functional examination areas from
the standpoints of examination ob-
jectives, policies, and procedures.
The goal is to determine the feasibil-
ity of achieving uniformity in ap-
proach, and the area chosen for
study was the loan portfolio seg-
ment of the examination. The team
anticipates having a report ’co the
task force in January 1982, If this ap-
oroach is successful, it will serve asa
blueprint or format for achieving
umaormlt/ in the other 29 rum’ilon al
examination areas.

3»;
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Another project of the subcornmit-
tee in 1981 was development of a
discussion paper outlining the basic
core elements that sho dd_ be con-
tained in the comnmercial bank ex-
amination report. This paper was pre-
sented to the Coundil in September.

Trust Rating System

The task force formed a subcomm"
tee to review poss:ble changesto th
banking agencies’ Uniform Intcr-
agency 1rusL Rating Svystem. The
major revision come”nplated was
moving from a composite rating sys-
tem that is based on the sum of indi-
vidual ratings assigned to specific
trust operational areas to one that
permits agency discretion in assign-
ing composite or final ratings.

o e



Sharing of Computer-Maintained
Examination Information

Confidential examination data on all
federally insured banks are available
via on-line computer terminals tied
into the FDIC data base. Sharing this
information among the three bank-
ing agencies presents unique prob-
lems of security and control; there-
fore, a subcommittee has been look-
ing into these issues, and one of the
agencies has been working on a draft
agreement setting out the operating
procedures and security standards to
be followed.

Examination Procedures for the
All-5avers Certificates

The Depository Institutions Deregu-
lation Committee (DIDC) recently
adopted rules that permit the issu-
ance of a new category of time de-
posits designed to allow depositors
to take advantage of changes in fed-
eral income tax laws. Interest on
these new certificates is exempt
from federal taxes, up to certain pre-
scribed limits. The DIDC rules re-
quire institutions that issue All-
Savers Certificates (ASCs) to make a
certain portion of the funds received
available for qualified residential fi-
nancing. The task force created a
subcommittee to develop uniform
examination procedures to check for
compliance with this and other pro-
visions of the rules of ASCs. It is
expected that the examination pro-
cedures will emphasize review of
the institution’s policies, internal
control procedures, and advertising
statements.

White Collar Crime Training

The Examination Council has re-
quested the task force to review the
agencies’ policies on and ap-
proaches to the reporiing of criminal
activity comumitted in or against fi-
nancial institutions. The basic pur-
pose of this study is to determine if
there is need for greater supervisory
uniformity in this area and whether

rnotinteragency exarminer training

in white collar crime is necessary
and feasible.

Task Force on Surveillance Systems

The Examination Council estab-
lished the Task Force on Surveil-
lance Systems to deal with
surveillance and monitoring sys-
tems used by the agencies. The basic
function of the task force is to help
formulate goals, objectives, and
priorities for facilitating the develop-
ment and sharing among the agen-
cies of computer-based and other
surveillance procedures. Standard-
ized interagency systems will be
used to monitor the performance of
financial institutions and as early
warnings tools to detect emerging
financial problems. The task force
will identify and recommend to the
Council ways to achieve those objec-
tives, initially emphasizing uniform-
ity among the three federal agencies
that regulate commercial banking
activities. Council-approved sys-
tems will be implemented under the
oversight of the task force, in coordi-
nation with other Council task
forces as necessary.

Activities of the Task Force

In August of 1980, the Examination
Council gave its approval to a devel-
opment program for the Uniform
Bank Performance Report (UBPR).
The UBPR is a comprehensive re-
porting of financial data derived pri-
marily from Reports of Condition
and Income that commercial banks
file with their federal regulators. Itis
intended to be used by federal bank
examiners and analysts in conjunc-
tion with their examination and su-
pervisory activities. Although the
basic design of the UBPR was adopt-
ed in 1980, the actual development
was a major project of the task force
in 1961, undertaken in close consui-
tation with the Council’s staff coor-
dinator for this assignment. Various
programming and production de-
tails were worked out under the su-
pervision of the task force during
the past year. The project, which

will use December 1981 call report
data, remains on schedule, with a
targeted introduction date of April
1982.

The task force alsc addressed sever-
al ancillary projecis in 1981, One of
these was developing a user’s guide
for the UBPR, and another was edu-
cating examiners anc analysts in re-
gional and district offices so that
they can understand and use this
new report. Finally, at its December
1981 meeting, the Council approved
policies and precedures governing
the availability and distribution of
the UBPR. The plan approved by the
Council calls for each federal bank-
ing agency to receive reports on all
banks, for each federally insured
commercial bank to receive one
copy of its own report, and for state
supervisory authorities to be given
the opportunity to receive copies for
all banks within their respective ju-
tisdictions. Moreover, the Council
concluded that the UBPR should not
be restricted tc the institutions and
the regulators but should be pro-
vided to any individual or organiza-
tion that requests it. Coplos will
therefore be made available to tne
general public for a fee. Requests fc
the reports and user’s guides will be
handled by the FDIC, which is un-
der a contractual agreement with
the Council to serve as the servicer
and producer. The task force will
closely monitor the UBPR after pro-
duction begins and will determine
whether changes need to be made io
meet changing conditions in the fi-
nancial services industry. The report
is designed to accominodate these
modifications.

The task force frequently asks its
standing subcommittee to research
and make recommendations on vas-
ous issues that are of interest. One
su u:h prOJea was recently submitted
by a member of that subcommittee
and consists of a st udy describing
the surveillance systems prese“uy
used by the five federal financial in-
stitution regulators. All of the agen-
cies use a computer screening
program to identify institutions that
have potential or existing financial
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problems. The study constituies a
first step in a task force review of the
feasibility of developing a uniform
surveillance system

At the Council’s March 1981 meeting,
he task force presented a o*ozofyoe
1 Ba‘ﬂ k Holding Company Per-
’ieoorx (JQHCPV‘?) Dcvplop—

<1

invol v*ng poss1ug
call report.

Many of the projects undertaken by
the Council and its task forces in-
volve legal issues that must be ad-
dressed. The Legal Advisory Group
{LAG) was created shortly after
establishment of the Councdil o as-
sist in this area.

The LAGH

officers of

on the Co

eral Cour
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ale of g neral insurance. It also
provided the Council with legal ad-
vice on certain eﬁenc es’ selective re-
lease of pd ons of consumer

nation reports and
and format of Uni-
form Bank P rformance Reports. In
adrht%m the LAG ',rafteq amend-




State Liaison Commitiee Report

As set forth in section 1007 of Public
Law 95-630, the State Liaison Comi-
miitee was established “to encour-
age the application of uniform
examination principles and stan-
dards by State and Federal supervi-
sory  agencies.” The Liaison
Committee seeks to comply with
this broad mandate by assuming an
active advisory role in all areas of
Council responsibility, especially in
those areas where federal jurisdic-
tion overlaps to state-chartered in-
stitutions. A primary objective of
the Liaison Committee is to achieve
a reduction in the burden of redun-
dani supervision of state-chartered
institutions by fostering coordina-
tion and communication in the ac-
tivities of state and federal agencies.
Progress toward this obiective, with
benefits to both the industry and its
regulators, has been achieved since
the establishment of the Council,
but more notably over the past year.

Before 1981, several factors con-
strained the Liaison Committee
from fully participating in Council
issues. First, the Commitiee was un-
able to play an active role in the for-
mulation and  preparation  of
recommendations coming to the
Council, and communication of a
state perspective on Council issues
was limited to a monthly review of
the Council agenda. Another prob-
lem was the insufficient lead time in
which to study issues coming befor

the Council, which limited the Com-
mittee’s capacity to draw upon the
expertise and experience of state

regulatory agencies. Furthermore,

e intermittent attendance by Liai-
son Committee members at the
Council hindered the continuity
necessary to perform effectively the
role envisioned by Congress.

In an effort to resolve these prob-
lems, the Council at ifs June 5, 1981
meeting approved a Liaison Com-
mittee proposal providing for a full-
time staff position on the Council’s
staff. This staff person would be a
dedicated resource working full
time on matters of inferest to the
State Liaison Committee. The posi-
tion was filled in March 1981. In ad-
dition to this staff resource, the
Committee has made a concerted ef-
fort to increase its participation by
having its Chairman attend every
Council meeting and one additional
member aitend on a rotaticn basis.
Furthermore, the Liaison Commii-
tee has informed all state regulators
about the availability of Council-
conducted examiner training courses
for state examiners and has invited
state regulators’ comments on the
various projects being undertaken
by the Council's staff task forces.
These actions provide a foundation
on which the Committee feeis a per-
manent forum can be established for
state and federal regulators to meet
and address the issues of bank su-
pervision and state/federal interac-
tion on these issues.

ccomplished significant and ¢
achievementsin 19

the Financial Institutions Regu-
3

a
aison Committee feels tha
Council, with i
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cies 80 as to economiz
bined state :

In 1982, the Liaisonn Commitiee
hopes to develop improved proce-
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Record of Actions of the Council

Foliowing is a chronological record
of the official actions taken by the
Federal Financial Institutions Ex-
ymination Council pursuant to sec-
tions 1006 and 10607 of Public Law 95-
630 and section 340 of Public Law 96-
399 (Home Mortgage Disclosure Act
Amendments of 1980) during 1981.

January 15

Action. Approved a new formula for
financing the examdiner education
program, whereby the fixed cosis
associated with the program would
be covered by assessments on each
agency based on the ors;ected en-
rollment from the agency for th

year. Variable costs would be cov-
ered by tuition charges. The effec-
tive date for the new fv’na“ﬂring
arrangements is fanuary 1, 1982,

Explanation. Rec Tin

stu
day. uL.Ch cnarges crea’ted a disin-
centive for attending the Council’'s

schools, because the
charge no tuition for their own ex-
arainer training schools. By limiting
tuition charops 10 those n ecessary to
cover only variable costs

would be greater incentive for the
agencies 1o sen d their examiners to

<

. §

the Council’s schools.

Action A'oprovpd issuance, for
pu 3b11c comment, of proposed | tables
for presenting the aggre gat Hon
Mortgage Disclosure

quired by section 340 of

Mortgage Disclosur

L“o'“ne Mort igage Disclosure Act
Amendments of 1980 requires the
Exa”rlmat?o.v Council to compile,
each vear foi ca ai

politan 3

gregate FIMDA data by census tract

and to produce for each SM5A ta-
bles showing aggregate lending pat-
terns on the basis of specified
neighborhood characteristics as de-
termined by the latest available U.5.
census. These data are to be made
available to the public no later than
December 31 of the year following
the calendar year to which the data
pertain. The proposed tables were
issued for comment in order to ob-
tain the views of community organi-
zations, and other potential users of
the data, on the manner in which
the aggregate data were fo be
presented.

February 5

Action. Approved a survey of com-
mercial banks with total assets of
less than $25 million to determine
present accounting and reporting
practices at such banks and to obtain
information on ihe costs of convert-
ing from cash to accrual accounting.

Explanation. There was increasing
supervisory concern about the use
of a modified-cash basis of account-
ing in smaller comimercial banks.

e purpose of the survey was to
determine how widespread the use
of cash accounting was and to obtain
estimates of the costs to banks of
converting to accrual accounting
and reporting.

Action, Approved the 1980 annual
report of the Council

Explanation. The legislation estab-
ng the Examination Council re-
quires that, not later than April 1 of
C‘an yoa the Couna‘ prepare an
rt covering i its activities
receding year.

February 11

Action. Approved by 4-1 vote the

transmittal of two resolutions to the
Chairmen of the House and Senaie
Banking Committees. The first reso-
lution recommended that Congress
postpone the statutory requirement
to aggregate the Home Morigage
Disclosure Act (HMDA) data to be-
gin with the data for 1981 rather
than 1980. The second resolution
recommended replacing the existing
HMDA exemption based on the as-
set size of the financial institution
with one based on the size of an in-
stitution’s mortgage and home im-
provement loan portfolic.

Explanation. Delay of the aggrega-
tion of the HMDA data was suggest-
ed, because it was likely that the
1980 data would be of poor quality.
In reporting the 1980 data, financial
institutions would not be using a
standardized report form, and the
aggregate data would have to be
presented using the census tracts
from the 1970 census. Delaying im-
plementation of the statutory re-
quirements o begin with the 1981
data would allow time to effect
changes to Federal Reserve Regula-
tion C to require use of 2 stand Tard-
ized HMDA reporting form and
would also permit use of 1980 cen-
sus fract definitions. Chanmng the
basis for the exemption of an insfifu-
tion from the HMDA repultma re-
quirement from $10 million in assets
to $5 or $10 miliion in mortgage and
home improvement loans would
exempt many more institutions
while resulting in relatively little
loss in information about overall
morigage and home improvement
lending patterns. The Federal Home
Loan Bank Board re presentative dis-
sented on the first resolution be-
cause of his dissatisfaction with the
resolution format. He dissented on
the second resolution because con-
verting o an exem}ﬁmn criterion
based on the size of the morigage
a‘rﬁ home improvement loan pomo-

o could lead to a reduction in the

,..l-
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Explanation. As required by statute,
1y T tematimm (Crrireil o)

the | ion Council has estab-
lished liaison commiitee com

posed of five representatives of state
ag a pervise financial in-
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June 1%

Action. Approved a

mining
pital for su-

Explanation. The Council believed
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that an efiort should be made to
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Housing Acts and recommended its
adoption by the five agencies. The
vote was 4-1, with Council Member
Pratt dissenting. (Ixcept for the Fed-
eral Home Loan Bank Board, the
agencies approved the Council’s re-
commendation.)

Explanation. The Council believed
that a policy statement on enforce-
ment of the Acts should be issued so
as to inform the public and financial
institutions about the agencies” in-
tentions regarding enforcement.
The policy statement sets forth six
violations of the Acts that are re-
garded as serious and indicates the
kinds of enforcement actions that
will be taken when violations are
discovered. Council Member Pratt
dissented, questioning the legality,
effectiveness, and efficiency of the
retroactive enforcement aspects of
the guidelines.

August 6

Action. Approved a Federal Register
notice requesting comment on a
prop%al to recommend that the
three federal bank supervisory
agencies require accrual accounting
b/ all FDIC-insured commercial and
state-chartered  mutual savings
banks

p-m

Explanation. The Council believed
tha‘t an accrual-accounting require-
or banks would provide data
on Er Raoor:s of Condition and In-
come that would be much more use-
ful for supervisory pu'r‘r*-osos By

tors, aﬂd OWners, 1t cou
to improved bank performance.
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ic comment, of tables for presenting
the aggregafe Home Mgrtg_age Dis-
losure Act data as required by sec-
ion 340 of the Ho*no Mortgage
Disclosure Act Amendments of

e
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1980. No substantive comments
were received on the proposal
hence, the tables were approved

with only minor modifications. The
Council decided that the tables
would contain data on loan origina-
tions only; data on purchased loans
will not be presented, because dat
on the geographic distribution of th
borrowers for bans that have bee:
purchased by a financial institu .O‘;;
are not meamnéf,ﬁ
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Action. A‘cproved a
policy on enforcement ¢ i

Credit Opportunity and Fair Hous-
ing Acits and recommended its
adoption by the five agencies. The
vote for this action was 3-2, with

Council Member Isaac and Board
Member DiPrete dissenting. (The
Federal 1 eserve Board, Na conal

Credit Uni Administration, and
Office riﬂe Compt cller of the Cur-
rercy aoprov ed ihe Council’s rec-
ommendation; th Eedere& Deposi

Insurance Corporatio
Home Loan Ba:

Explanation. At its July 9 mee"cimf
the Council approved a po cy sta
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while significantly reducing report-
ing burdens on financial institu-
tions. The various proposed amend-
ments discussed by the Council, the
rationale for them, and the votes on
those proposals are described be-
fow.

A

20

Limits on Insider Loans. Proposal
rejected 3-2, with Council Mem-
bers Connell and Lord dissent-
ing. The current statute calls for a
limit on aggregate loans to each
executive officer and principal
shareholder, including their relat-
ed interests, equal to the lending
limit confained in 12 U.5.C. 84.
The proposed amendment would
have relaxed this restriction and
restored the borrowing limits ap-
plicable prior to the passage of
FIRIRCA. The majority vote
against this proposal was based
on the belief that the current limi-
tations were appropriate and
should not be changed at this
time. The SLC representatives fa-
vored the proposed amendment.

. Limits on Insider Loans Requiring

Board  Approval. Proposal  ap-
proved 3-1-1, with Mr. Thomp-
son, the FDIC representative,
dissenting and FHLBB Board
Member DiPrete abstaining. The
current statute requires board ap-
proval of any extension of credit
o an executive officer, director or
principal shareholder (mcludmw
their interests) in excess of
$25,000. The proposal, as amend-
ed, would remove the sfatutory
limit and permit the Lxamination
Council to recommend io the
agencies an appropriate dollar
limit based upon current econom-
ic conditions. An example of 2
possible limit would be two per-

+ F

i
ever is greater. The disse
vote was based on the belief tha
each agency should be able t
i s on

dleal with lozans to insiders on an
individual | Has and that involve-
ment of the Council would pose
unnecessary interferenc vith

agency operafions. The
presentatives  suppork
proposal.
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C. Overdrafts. Proposal approved 3-

1-1, thh the FDIC representative
dissenting and the FHLEB repre-
sentative abstaining. The current
statute prohibits banks from pay-
ing overdrafts of executive offi-
cers and directors. The proposal
voted on was to eliminate this
prohibition and instead review
overdrafts in the general context
of analyzing insider fransactions
of all types for preferential treat-
ment. The dissenting vote was
based on the belief that, rather
than eliminating this prohibition,
it should be expanded to include
also the interests of executive offi-
cers and directors. The SLC re-
presentatives supported the pro-
posal.

.Civil Money Penalties—Trust Viola-

tions. Proposal approved 4-0-1,
with Board Member DiPrete ab-
staining. This proposal affects
only the Office of the Comptroller
of the Currency. Currently, OCC
has statutory authority to impose
civil money penalties for viola-
tions of the National Banking Act,
but this does not include viola-
tions of trust rules and regula-
tions. The proposal approved
would extend the agency’s civil
money penalty authority to cover
trust violations.

. Civil Money Penalties—Consumer

Law  Violations. Proposal  ap-
proved 3-2, with the FDIC and
FHLBB represeniatives dissent-
ing. The agencies currently do
not have authority to impose civil
money penalties for violations of
consumer laws, except when an
institution continues a practice in
violation of a final cease-and-de-
sist order This proposal would
pr ide the agencies with author-
o those civil money penal-
s for violations of the consumer
ws themselves, as an action in-
depe‘nde nt from @sumg a cease-
nd st order. The dissenting
votes were based on the belief
that ’cﬁe agencies currently have
SL_ﬁiCienw‘; auf’n ority to enforce the

ws and that the addi-
tion of Cu’i civil money penalty

authority is unnecessary.
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F. $10,000 Limit on Other Loans to Ex-

ecutive  Officers. Proposal  ap-
proved 3-1-1, with the FDIC
representative dissenting and the
FHLBB representative abstain-
ing. The current statute places a
$10,000 limit on other loans (i.e.,
other than mortgage and educa-
tional loans) to executive officers.
The proposal voted on would
eliminate the statutory limit and
permit the Council to recommend
an appropriate dollar limit based
upon current economic condi-
tions. The dissenting vote was
based on the belief that no change
in the existing statute was neces-
sary at the present time. The S5LC
representatives supported the
proposal but indicated a prefer-
ence for eliminating the “other
loan” limit entirely and relying
instead on the overall statutory
limit on loans to insiders.

. Elimination of Reporting Require-

ments—Title VIII. Proposal ap-
proved 4-0-1, with Board Member
DiPrete abstaining. The current
statute requires institutions to
maintain comprehensive report-
ing systems for loans to insiders
from other banks that maintain
correspondent relationships with
the insiders’ banks. The pro-
posed amendment would elimi-
nate the statutory reporting re-
quirements and allow the agen-
cies to develop less burdensome
means of monitoring for abuses
in this area.

Extend Preferential Lending Prohibi-
tions to Mutual Savings Banks.Pro-
posal approved 4-1, with Board
Member DilPrete dissenting. The
existing statute (Title VIII) pro-
hibits preferential loans to execu-
tive officers, directors and prin-
cipal shareholders of banks that
maintain correspondent relation-
ships with the lending banks, but
detines “bank” to include only
those institutions that accept de-
posits and grant commercial
loans; i.e., only commercial banks.
The proposed amendment would
extend the statute’s prohibition to
cover mutual savings banks. The



[

R

=t

dissenting vote was based on the
reported absence of abuses to date
at savings and loan associations
and federally chartered mutual
savings banks.

Extend Prohibitions on Preferential
Loans by Correspondent Banks to In-
clude Interests of Executive Officers,
Directors, and Principal Sharehold-
ers. Proposal approved 4-0-1,
with Board Member DiPrete ab-
staining. The current statute pro-
hibiting preferential loans to
insiders by correspondent banks
does not cover insider interests.

Treble Damages for Violations of Ti-
tle VII. No vote was taken on this
issue. Instead, the question of
whether the Congress had in-
tended the treble damages provi-
sions of the Bank Holding Com-
pany Act to apply to violations of
Title VIII of FIRIRCA, which
amends section 1006(b) of the
Act, was turned over to the Legal
Advisory Group for analysis.

. Disclosure of Material Facts—Title

IX. Proposal approved 4-0-1,
with Board Member DiPrete ab-
staining. The current stafute re-
quires banks to make an annual
report (FFIEC Form 003) disclos-
ing the identity of principal share-
holders and information
regarding shareholders’” and ex-
ecutive officers’ indebtedness tc
both the bank and its correspon-
dents. The proposal is to elimi-
nate this burdensome reporting
requirement. The 5LC represen-
tatives supported this proposal.

. Right to Financial Privacy—Title XI.

Proposal appreved unanimously.
The current statute is not specific
in providing that federal financial
institution regulatory agencies
are permitted to exchange among
themselves unedited reporis of
examination and other supervi-
sory information without the
need for customer notice, even
absent the statutory authority of
one or more of the agencies di-
rectly to examine the financial
mstitution(s}  involved. The
proposed amendment would

clarify this issue by specifically
stating that the exchange of such
materials is perinissible. The SL.C
representatives requested that
clarification also be cobtained con-
cerning authorization for state fi-
nancial institution regulatory
agencies to be included in the ex-
change of examination informa-
tion among the federal agencies.
Legal counsel for the OCC sug-
gested that Title XI as currenily
worded does not restrict the ex-
change of information with state
agencies.

M. Technical Amendments

1. Appeals of Civil Money Penalties.
Proposal = approved unani-
mously. FIRIRCA  sections
dealing with imposition of civil
money penalties generally pro-
vide that an appeal must be
filed with the U.S. Court of
Appeals within 10 days from
the date of the order. The pro-
posal would extend the time
during which an appeal could
be filed to 20 days from the
date of service.

2. Notification to Depositors After

Merger Transactions. Proposal
approved 4-0-1, with Board
Member DiPrete abstaining.
This is primarily an FDIC is-
sue. FIRIRCA amended the
FDIC Act by adding section
8(q), a requirement that the re-
sulting bank must notify all de-
positors within 30 days of a
merger, consolidation, or as-
sumption that accounts in the

erged bank will be insured
separately for six months. The
proposed amendment would
eliminate the statutory notice
requirement but not change
the insurance provisions.

(&8

. Annual Audit of NCUA. Propo-
sal approved 4-0-1, with Board
Member DiPrete abstaining
At GAO's request, the Co u_ncz
agreed to submit an amend-
ment to the FCU Act to require
an annual GAO audit of the
NCUA on a fiscal-year basis

ather than the current-calen-

ar-year basis.

Q.o

November 5

Action. Approved two actions relat-
ing to accrual accounting and re-
porting by commercial banks: (1)
under seciion 1006(c) of Title X of

C

FIRA, requlrcd that the Reports of
Condition and Income be filed on an
accrual-accounting basis beginning
January 1, 1983, for banks with as-
sets of $10 million or more, and Jan-
uary 1, 1985, for banks with assets
under $10 million and (2) under sec-
tion 1006(b) of Title X of FIRA, rec-
ommended to the three banking
agencies the adoption of a supervi-
sory accounimg guideline that
would require banks under their au-
thority to keep their books on an ac-
crual-accounting basis with the
same implementation dates as the
reporting requirement. The vote on
the first action was 3-0-2, with
Council Member Callahan and Mr.
Croft, the Federal Home Loan Bank
Board representative, abstaining.
The vote on the second action was 2-
1-2, with Chairman Partee dissent-
ing and Council Member Callahan
and Mr. Croft abstaining. (The Fed-
eral Deposu Insurance Corpora tion
and Office of the Comptroller of the
Currency approved the Council's
recommendation that banks be re-
quired o keep their books on an ac-

crual-accounting basis, while the
Federal Reserve Board did not ap-
prove the recommendation.)

Explanation. At its August 6 meei-
ing, the Examination Council re-
qUGSLGd public comment on iis
proposal to require commercial
banks to file their Reporis of Cosd
fion and Income on an accrual-ac
counting basis and to require that
they keep their books on an accru
basis. Also, ai its February 5 met
ing, the Council had authorize
survey of commercial banks witl
seLs of less than $25 rrﬂhon to obi
nformation on the ¢ £
ng from cash to accru
A{tei akné into i

o}
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accounting basis, feeling that it re-

presented too much interference
with the prerogatives of bank

management.

December 3

Action. Approved a policy for the
distribution of the Uniform Bank
Performance Report. The vote was
4-0-1, with Board Member DiPrete
abstaining.

!
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or use by bank examin-
ysts i connection with
ation and supervisory

activities. The key features of the
distribution policy approved by the
Council are as follows: (1) each com-
mercial bank will ordinarily receive
one copy of its own report free of
charge, with any additional copies
provided for a fee; (2) state banking
departments may receive copies of
the reports of banks within the state
free of charge, with a fee charged for
any additional special requests or
orders; (3) copies of the performance
report for individual banks would
be provided to the public at a cost of
$25 per report for the current quar-
ter, though a guantity discount will
be given for large orders; and (4) a
“Uniforrn Bank Performance Report
Users’ Guide,” which explains how
to use the report as an analytical
tool, will be available without
charge to banks and state supervi-
sory agencies and to the public at a
modest cosi

~



The Federal Financial Institutions Regulatory Agencies
and Their Supervised Instituticns

The five federal financial institutions
regulatory agerncies represented on
the Council have primary federal su-
pervisory jurisdiction over more
than 36,000 domestically chartered
banks and thrift institutions, which,
on June 30, 1981, held iotal assets of
almost $3.0 trillion. The Federal Re-
serve Board and the Federal Home
Loan Bank Board also have primary
federal supervisory responsibility
tor commercial bank holding com-
panies and for savings and locan
holding companies, respectively.

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

The Board of Governors of the
Federal Reserve System (FRE)

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 confirma-
tion by the Senate, the President se-
lects two Board members to serve
four-year terms as Chairman and
Vice Chairman. In activities most
relevant to the work of the Council,
the FRB —

e 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.S. 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 responsibility
within a specific geographical area.
Each Reserve Bank has a president
and other officers, and employs a
staff of bank examiners who exam-
ine state member banks and inspect
bank holding companies located
within the Reserve Bank's district.
All national banks must be members
of the Federal Reserve 5System.
State-chartered banks may apply
and be accepted for membership.

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

The Federal Deposit Insurance
Corporation (FDIC)

The FDIC was created in 1933 as the
third federal bank regulatory agency

after the OCC and the FRB. It is
headed by a three-member Beard of
irectors, 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, fo:
six-year terms, and one of thos
elected by the board to be Ch

man. The Comptrolier of the P
rency is the third Board member and
serves on the Board during hi
her tenure as Comptroller. ?n;?_
sence of the elected Chairman,
Comptroi%er also serves as C’fﬁa"r
man of the FDIC Board of Director

The FDIC provides—

® deposit insurance for
banks and state-charte:
savings banks;

° ongoing superv:smﬂ of T
sured, state-chartered coi
cial and mutual Sd\/""‘?
that are not members ¢ f
eral Reserve System; and

@ services as irustee amd receiver of
all closed nationa '
receiver of dossci insured state-
chartered banks.

The bank Superwa\m functi
i shared with stat

o
e
[
o
8 7
.
o

al banks and stat

are not examined b’x
al regulators,
their aﬁp‘ka.ions o1
corporate changes,
plications for insur



on average total deposits of

The Federal Home Loan Bank Board
{FHLBB)
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The Federal Home Loan Bank Board
regulates the savings and loan asso-
ciations and federaily chartered mu-
tual savings banks through a combi-
nation of—

s bank system, federal, and FSLIC
insurance regulations;

o approval authority over new
charters, branches and mergers
of federal savings and loan associ-
ations and federal mutual savings
banks;

e approval of FSLW insurance for
federally and state- -chartered sav
ings and loan associations an d

federal mutual savings banks;

[

® Sug ervision of savings and loan
holding comparties; and

ey

e examination of federal and FSLIC-
insured state-chartered savings
and loan associations and federal
mutual savings bariks.

The FSLIC, under supervision of the
FHLBB, insures individual ac-
counts. All federaily chartered sav-
ings and loan associations and
mutual savings banks must be in-
sured, and state Char*erea institu-
tions may apply and be accepted for
insurance.

The FHLBB is funded by assess-
ments on the district Federal Home
Loan Banks and th ‘*SLIC and by
fees charged to 'he institutions it
examines.

The National Credit Union
Administration (NCUA)

e N"JA was created in 1970 as
1cCessor 1o the Bureau of Feder-
i C 'f. t Unions established in 1934.
iwpose of the NCUA is io
examine, supervise, and
are insurance for a‘l fed-
The NCUA also
insurance for those state
unio ns that apply
. Title XV of Pub-
ated, within the
I Credit Union
Hacility to improve
ncial mamﬂn‘y of
ms by helping
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them meet their iqLd"cy needs.
Membership in the facility is open to
all federal and state credit unions
that meet the membership require-
ments.

The NCUA is headed by a bipartisan
three-member Board appumted by
the Pfeswﬂnt, with the advice and
consent of the Senate. The Board is
headed by a Chairman, named by
the President. The Chairman and
the Board Members serve terms of
six years.

Major responsibilities of the NCUA

are—

federal credit unions;

g federal credit unions;
mining federal credit unions;

» providing administrative services
for federal credit unions;

¢ administering the National Credit
Union Share Insurance Fund
(NCUSIE); and

e managing the Central Liquidity
Facﬁn V.

In addition, the NCUA has statutor
authorily {0 exarmine and supervise
NCUSTE-insured, state-chartered
credit unions, although the current
practice is to accept examination re-
orts prepared by state supervisory
thorities. The NCUA is financed

‘CS

[

u
by operating fees assessed against
federal credit undons that it exam-

at

oF

d by share insurance premi-
ceived from NCUSIE-insured

credz unions.
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The Office of the Comp
Currency (OCC)

The OC{C was established in 1863 as
Devpari-



or other changes in corporate or
banking structure;

xamine the national banks and
their affiliates;

take various supervisory actions
against banks that do not conform
to laws and regulations or that oth-
erwise engage in unsound bank-
ing practices, including removal of
officers, negotiation of agreements

to change existing bank practices,
issuance of cease-and-desist or-
ders, and assessment of civil mon-
ey penaliies; and

issue rules and regulations con-
cerning banking operations and
governing bank lending and in-
vestment practices and corporate
structure.

The OCC is organized geographical-
ly into 14 regions, each of which is
headed by a regional administrator.
The Office is funded through assess-
ments on the assets of national
banks and by fees charged to nation-
al banks and other applicants for
certain regulatory approvals.

N
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1ES AND NET WORTH of U.S. Commercial Banks and Th

Institutions® for June 30, 1981

Savings and Loan
U.S. Commercial Banks® U.5. Branches Associations Credit Unions
and Agencies | Mutual
of Foreign Savings
State Non- Banks Banks Federal State Federal State
Total National { Member | Member Charter | Charter | Charter | Charter
Total Assets 2,951 1,131 380 417 Eval 155 363 271 41 22
Total loans and lease receivables (net) 1,832 624 196 224 94 98 318 236 27 15
Loans secured by real estate’ 908 159 34 86 3 89 307 228 1 1
Consumer loans* 229 95 19 51 * 5 11 8 26 14
Commercial and industrial loans 461 262 87 63 47 2 * *
All other loans and lease receivables® 245 115 58 27 44 1 * * =
LESS: Allowance for possible loan iosses 10 & 2 2 @ * * * *
Federal funds sold and securities purchased
under agreements to resell 84 41 12 20 7 4 = =
diie from depository institutions® 385 210 93 4z 35 4 = = 1 *
irities and other obligations’ 470 175 53 113 4 45 35 27 i2 6
U.S. Gov'i. obligations® 192 81 23 65 3 20 = = * *
Obligations of state and local gov'ts® 148 78 22 45 * 3 = = @ =
Qther securities'’ 68 16 8 3 1 22 = = 12 6
Other Assets!! 182 1 26 18 31 5 10 3 2 *
Total Liabilities 2,794 1,068 361 385 171 145 345 258 40 21
Total deposits and shares' 2,288 878 287 360 60 139 294 213 38 9
Fed. funds purchased and securities sold
under agreements o repurchase 167 95 36 i3 10 2 6 5 = =
Other borrowings® 168 32 16 4 49 3 33 30 1 *
Cther liabiliti 169 64 22 8 52 1 12 10 #
et Worth®® 156 63 18 32 @ ] 17 13 2 2
Memorendum: Mumber of institutions
repCring 36,212 4,453 1,018 8,986 342 336 1,966 1,958 12,239 4,914

than $500 million
t available separately
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e table covers institutions, including those
tories and possessions,
by the FDIC, FSLIC, or NCUSIE. All
ks in the Unii-
toRicoand U.5.
overed whether or
. The table excludes Edge and agreement

tions that are not subsidiaries of U.S. com-

cial banks.
2. Reflects the fully
1J.S. banks
ign subsidi

1

including

unimp
secured by real estate.
associations, also includes mortg;
fies, mortgage loans in process,

o
K

consolidated sfateny
.

their forei
es, branches in Pu

ked securi-
and wraparound

single-payment loans. Net of unzarned income in
installment loans.

5. Loans to financial institutions, loans for pur-
chasing or carrying securities, loans to finance agri-
cultural produclion and other loans to farmers
(except loans secured by real estate), and miscella-
neous types of loans.

6. Vault cash, cash itemns in process of collection,
and balances with U.S. and foreign banks and other
depository institutions, including demand and tiime
deposiis and certificates of deposit for all categories
of mstitutions 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 as-
sociations, also includes cash and due from deposi-
tory institutions and excludes mortgage backed
securities.

8. U.S. Treasury securities and securities of, and
loans to, U.5. government agencies and corpora-
dons, except for savings and loan associations that
do not repori these securities separately.

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

10. Customers’ Habilities on acceptances, real
property owned, various accrual accounts, and mis-
aneous assets. For U.5. branches and agencies of
reigin banks, also includes net due from head of-

it

ce

N

fice and other related institutions. For savings and
loan associations, also inciudes equity investment in

service corporation subsidiaries.

11. Includes subordinated debt.

12. Demand, savings, and time deposits, includ-
ing certificates of deposit at commercial banks, U.S.
branches and agencies of foreign bardks, and mutual
savings banks; credit balances at U.S. agencies of
foreign banks; and share balances at savings and
loan associations and credit unions, including cez-
tificates of deposit, NOW accounts, share draft ac-
counts, etc. For U.5. commercial banks, includes
$285 billion deposiis 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. asury, borrowing from Federal Reserve
Banks and Federal Home Loan Banks, subordinated
debt, and other non-deposit borrowing.

14, Depository institutions’ own mortgage bor-
rowing, Hability for capitalized leases, liability on
acceptances executed, various accrual accounts, and
miscellaneous labilities. For U.S. branches and
agencies of foreign banks, also includes net due to
head office and other related instituiions. For sav-
ings and loan associations, also includes offset items
for loans in process and for wraparound loans.

15. Capital stock, surplus, capital reserves, undi-
vided profits, etc.

16. U.5. branches and agencies of foreign banks
are not required to file reports of income.

NOTE: Because of rounding, details may not add to
totals.



INCOME AND EXPENSES of U.S. Commercial Banks and Thrift Institutions® for 12 months ending June 30, 1981

Billions of doliars

Savings and Loan
U.S. Commercial Banks? Associations Credit Unions
U.8. Branches
and Agencies | Mutual
State Non- of Foreign Savings | Federal State Federal State
Total National | Member | Member Banks'® Banks Charter | Charter | Charter | Charter
Operating Income 297 128 40 46 14 35 27 5 2
Interest and fees on loans 207 86 26 28 9 30 23 3 2
Other inferest and dividend income 73 34 12 14 4 4 3 2 *
All other operating income 1 8 2 3 1 1 1 * *
Operating Expenses 278 117 37 40 15 36 27 4 2
Salaries and benefits 31 15 4 7 1 2 2 * *
Interest on deposits and shares 176 68 21 24 12 27 20 3 1
Interest on other borrowed money 13 3 2 * * 4 3 * *
Provision for loan iosses 5 3 1 1 * = = = =
All other operating expenses 52 28 9 8 1 3 2 1 *
Net Operating Income 19 11 3 6 (1 ] * *
Securities Gains and Losses 2) 1) * * * * * = =
Taxes 4 2 1 1 * * * @ @
Net Income 13 8 2 4 1) Ly * *
Memorandum: MNumber of institutions
reporting 35,870 4,453 1,018 8,986 336 1,966 1,958 12,239 4,914

N






Staff Papers

The three staff papers that follow ad-
dress subjects that relate directly to
the work of the Examination Coun-
cil. The purpose of the papers is to
present information and discuss is-
sues on subjects of current interest.
The views expressed in the staff pa-
pers are those of the authors and not
necessarily those of the Examination
Council or the agencies represented
on the Council.
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The Uniform Bank
Report

Performance

by Donald T. Mulherin®

Staff, Federal Deposit Insurance Corporation

visory, exarnin
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deral commercial bank-

s have employed for
salance sheet and income
ort-generating sys-
perform financial

analy is and have provided this per-
formance information to the banks
they supervise. For the Federal De-
posit Insurance Corpolaﬁom the
system %as been 'Sthe ‘Com'oa’fa’dve
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*This paper is based on material deveioped by the
Examination Council’s Staff Task Force on Surveil-
1 nic S/stems Many helpful comments were also

vu’ied by Thomas Byledbal of the Council’s staff.
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ﬂi"- that if a uni-
nce system were

i common re-
port for a’naiyzmg ba ’1ks was a nec-
essary first step. The Examination
Council, therefore, ms’c:ucte 1 the
task force o ¥ feasibility of

developing a uniform bank perfor-
mance report.

reports on behalf of the
king agencies.

It was recognized that
actions renwred o bri r
into production would

siderable time and effort,
the com pﬁe;a nature of
U[SPK SOMIVVMI'C‘ and the number of

ihe Va;'ous
he UBPR
0}’\ ve con-

Cornomsmg the total systelm, all of
which not only had to be developed
but aiso thoroughly teste di. To over-
see this effort and o ensure
and timely pr odum‘ f1 I
a Council staff position was created
and an individual selected as th

Coordinator for Umrorm Perfor-
Coordinator is
or de J@»oomg aus-
D/('O‘a n in detail

will be presented in the report in the
{ ratios, perceqcams, and dol-
ures, along with correspond-
ing razie for the institution’s peer
group and percentile rankings for
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most ratios. The report is presented
in four sections. First is a summary
ratios schedt ﬂe, which includes ra-
tios on the bank’s earnings and prof-

uabihy ioan loss history, 11quid-x‘
and rate sensﬁ‘lmty, and capitaliza-
tion and growth rates. Review of
this surmary will gwe a quick syn-
opsis of the bank’s financial perfor-
mance and mgq fgi ’cr“ondmoqs that
may warrant fus

] sk ata and

other items. In orma_tion inn these

four sections is displayed in one for-

mat for banks with assets under

%360 millicn and in another for those

with total resources of $300 million
or more,

roups are included to show
gfoup of banks with similar
has performed dur-
hree general peer
group formations are used but the

i I on a combina-
tion of three factors: asset size,
branch versus nonbranch, and met-
ropolitan  versus nonmetropohtan
location. The other wv peer group
formations consist of the state aver-
age for all commercial banks within
the state and a breakdown within
the state of averages based on spe-
cific a asset sizes of the banks. The
i ins perccn’f.ﬂe rank-

s in conjuction with most of the
ra’clos These ‘raﬂmngs may be used
to determine how high or low the
IGESLE o znose of
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to recognize that a hzgh or iow pef-
centile ranking is simply a declara-



the tax benefit derived from tax-
exempt income, which nearly all
banks generate to one degree or an-
other, must be taken into account
when determining the true return
on investment. Banks differ both in
their ability to utilize this type of in-
come and in the amount of tax-
exempt assets they hold. An
adjustment is therefore made to re-
ported book operating income, by
adding in this tax benefit. This ad-
justment reduces distortions and al-
lows for more meaningful compar-
isons among banks and between dif-
ferent time periods in the same
bank.

Distribution of the UBPR

Policies and procedures governing
the distribution of the UBPR were
established by the Council in De-
cember 1981. These policies stipu-
late that each federally insured com-
mercial bank will be provided one
copy of its own report without

charge as frequently as it submits its
Report of Income, which generally
means quarterly for large institu-
tions and semiannually for small
ones. The federal banking agercies
will receive reports on all banks, and
the state supervisory authorities will
be given the opportunity to receive,
without charge, UBPRs on all banks
within their respective states (mean-
ing national banks, state-chartered
institutions, or both). It was deter-
mined that since the report is based
principally on information in the Re-
ports of Condition and Income,
which have been available to the
general public for some time, there
is no compelling reason to restrict
public access to the UBPR. Copies
will therefore be provided for a fee
to any individual or organization
that asks for the report. Instructions
on how fo obtain UBPRs and user’s
guides will be included in a March
1982 Council press release announc-
ing the availability of these publica-
tions. The Council is now consid-
ering whether there is a need to train

examiners or other users of the
UBPR so that the report’s full poten-
tial is realized.

Conclusion

The Uniform Bank Performance Re-
port is an information tool intended
to supplement, but certainly not re-
place, the on-site examination. It re-
lies chiefly on information supplied
by the institution and may be tlawed
to the degree that the source data are
incomplete or inaccurate. The report
was designed primarily tc meet the
supervisory needs of the regulatory
authorities, but it will provide infor-
mation on a bank’s financial health
that will be valuable to both the bank
examiner and bank management.
The report will be closely monitored
after its introduction, and modifica-
tions will be made as necessary so
that it remains a valuable analytical
tool for the rapidly changing finan-
cial services industry.

The Aggregation of Home Morigage
Disclosure Act Information

by Shawn McNulty
Staff, Federal Financial Institutions Examina-
tion Council

Summary of the Requirements of
the 1980 Home Mortgage Disclo-
sure Act Amendments

On October 8, 1980, Congress ex-
tended and amended the Home
Mortgage Disclosure Act (HMDA)
of 1975. With the exiension, Con-
gress directed the Federal Financial
Institutions Examination Council
(Council) to aggregate the informa-
tion institutions would now be re-
quired to report to their federal
tinancial regulators under the Act.
The Council was also directed by
Congress to establish a central de-
pository for HMDA data in each
tandard metropolitan  statistical

area (SMSA). At these deposiio-
ries, interested parties could review,
at a single location, the disclosure
reports submitted by institutions
within their SMSA.

The Home Mortgage Disclosure
Act of 1975 as a Preface to the
Aggregation Requirement

The original Home Mortgage Disclo-
sure Act was passed by Congress in
1975. The law was intended to give
citizens sufficient information to
evaiuate the performance of individ-
ual depository institutions in meet-
ing the housing-related credit needs
of their communities. The law also
was intended to give community of-
ficials a foundation upon which to
design public programs to develop
local housing and community devel-
opment initiatives.

The law’s implementing regulation,
the Federal Reserve Board's Regula-
tion C, provided that depository in-
stitutions located within an SMSA
and having assets greater than $10
million would be required to dis-
close annually certain information
on their housing-related loan activi-
ties. Institutions were required to
disclose both originations and pur-
chases of mortgage loans. Specifical-
ly, the disclosure requirement, for
both originations and purchases,
was that the institution disclose by
location (census tract or Zip code
area) the number of loans and prin-
cipal amount of the loan for the fol-
lowing loan categories:

]

FHA, FmHA, or VA loans
e other residential mortgage loans

e home improvement loans

31



e total mortgage loans on multi-
family dwellings

e non-occupant loans

Under the initial regulation, institu-
tions were only to make the disclo-
sure statement available at their
own offices for public review and
copying. The regulation did not con-
tain a reporting requirement.

In the regulation’s first five years,
housing-related loan disclosures
were used by citizens, community
groups, public officials, and reguia-
tory agencies. Citizens and commu-
nity groups gathered the disclosure
statements and evaluated the infor-
mation as an aid in determining
whether or not institutions were
meeting the credit needs of their
communities. After the Commu-
nity Reinvestment Act (CRA} was
passed by Congress in 1978, HMDA
disclosure information became a sig-
nificant tool that community groups
used to evaluate and sometimes
challenge applications that were
subject to CRA. Public officials in
many localities gathered the state-
ments to evaluate community credit
needs and to direct community
development projects. Regulatory
agencies used the disclosure state-
ments in both their Fair Lending and
Community Reinvestment Acts ex-
amnination programs.
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£ 1980 were held

cant tool used by both the regulatory
agencies and the public.

Various bills introduced during the
hearings proposed a standardized
reporting format, the establishment
of central depositories for the collec-
tion of HMDA data, and the aggre-
gation of HMDA data. Aggregation
of HMDA data was considered par-
ticularly useful by some of those tes-
tifying. Hxamples of supporting
testimony follows.

This data would be useful to
cities, community groups, and
lenders in targeting local rein-
vestment efforts, and it would al-
low for the measurement of the
successes of these ventures. At
the same time, aggregate data
would provide the agencies with
a context for measuring individ-
ual lender performance as part of
their CRA evaluations.—Allen
Fishbein, Center for Community
Change

o

e We believe such data aggregation
will have several major benefits.
Even after the delay required to
compiie statements, the data
would be in a readily usable form
for hundreds of jurisdictions.
Thus local institutions would
have valuable information to de-
velop reinvestment programs,
and federal officials could system-
atically use the data in consider-
ing alternafives for urban policy.
Data aggregation would alsc pro-
vide a more complete picture of
the mortgage market.—JoAnn
Barefoot, Office of the Comptrol-
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We believe this proposal is in
keeping with other amendments
1 increase the effectiveness and
utility of the HMDA data and
would provide local governments
and neighborhoods with another
tool in developing comprehen-
ive reinvestment and revitaliza-
rategies.—Alan  Beals,

don’t think the cost would be ex-
cessive, given the benefit to the
entire metropolitan  area . . . .
Moreover, good solid informa-
tion is essential if you are going to
have good enforcement of federal
laws and regulations that protect
equal lending opportunity and
fair housing practices.—Sandra
Solomon, National Urban Coali-
tion

» We also support the Chairman’s
(Senator Proxmire) proposal to
have the regulatory agencies ana-
lyze this information for regional
and nafional use.—Richard Ar-
rington, U.5. Conference of
Mayors

¢ This proposal is in keeping with
other amendments to increase
the effectiveness and utility of the
HMDA data and would provide
local governments and neighbor-
hood groups with another tool in
developing comprehensive rein-
vestment and revitalization strat-
egies.—Ruth  Scott, National
League of Cities

In addition to supporting aggrega-
tion, many community groups aiso
supported the concept of a central
depository in each SMS5A and a stan-
dardized disclosure format. All
those who testified considered im-
proved access and a standard format
necessary to facilitate complete and
accurate use of the HMDA data.

The Aggregation and Ceniral
Depository Provisions of the
HMDA Amendments of 1980

The HMDA Amendments were
signed into law on October 8, 1980,
as part of the Housing and Commu-
nity Development Act of 1980. The
amendments required, in part, that
HMDA disclosure statements be
made available to the public at cen-
tral depositories to be established in
each standard metropolitan statisti-
cal area and that the HMDA data be
aggregated for each SMSA.

The amendments aisc required in-



standardized format for reporting
the data. Because the HMDA data
were to be aggregated, the Federal
Reserve Board’s Regulation C re-
quired each institution to file copies
of its HMDA disclosure forms with
its federal supervisory agency.

Responsibility for establishing the
ceniral depositories and aggregating
the HMDA data was given to the
Council. Section 340(a) (3) (f) of the
HMDA Amendments requires the
Council, in consultation with the
Secretary of Housing and Urban De-
velopment, to arrange for central
depositories in each SMSA where
interested persons may inspect and
copy the HMDA disclosure state-
ments prepared by covered institu-
tions in the SMSA. Section 340(c) of
the HMDA Amendments requires
that the Council aggregate the
HMDA data by census ixact for each
SMSA, beginning with the data re-
poried for calendar year 1980.

The Act also requires that the Coun-
cil produce tables indicating, for
each SM54, aggregate lending pai-
terns for various categories of cen-
sus fracts grouped according fo
location, gc of housing stock, in-
come level, and racial characteris-
tics. These tables are to be made
available to the public by December

31 of the year foliowing the calendar
year on which the data are based.
The Act specified that the Federal
Reserve Board provide staff and
data processinﬁ resources to enable
the Council to ¢

rry out its responsi-

began to work with HUD's Office of
Policy Development and Research
to establish central depositories in
each of the SMSAs in the couniry. In
March of 1981 a letter was sent to
each central city mayor of each of the
SMSAs inviting them to participate
in establishing and maintaining
their SM5As” central depositories
for HMDA data.

The first edition of the central de-
pository directory contained 132 ad-
dresses and was distributed to the
agencies in July 1981. In October
1981, through the assistance of the
National Association of Pegloha3
Cou "1015, contact was made with re-
gional planning and intergovern-
mental councils in 82 5M5As. This
effort resulted in identifying 39 addi-
tional depositories. Next, an effort
was made to contact directly the
public libraries in the remaining
SMS5As. Currently, central dEOOSI-
tories have been deagnaa ed in 242 of
the 324 SMSAs, and it is believed
that the remaining 82 SMSAs will
soon have their depositories. The
federal financial institution regula-
tory agencies have distributed com-
pietEM 1980 HMDA disclosure state-
ments to depositories already identi-
fied and will mail lender statements
to the remaining SM5As as deposi-
tories in them are found. The final
edifion containing the remaining
central depositories should be dis-
tributed in the spring of 1982 and

published in the Federal Register at
that time.

Co;gress expected that iira
deposito es would play an essen-

imally burdensome, role

under the HMDA Amendments.
Until the amendments were passed,
the public could request an institu-
tion’s HMDA disclosure statement
at the institufion. However, o ana-
lyze community lending patterns it
was necessary to request HMDA
disclosure statements at many insti-
tutions. Now the amendments pro-
vide that HMDA Disclosure State-
ments for all covered institutions
would be available for public review
in a central location. In addition, the
Council agreed to distribute the ag-
gregate lending pattern tables to the
central depositories so that the pub-
lic could review the aggregate data
along with the individual HMDA
disclosure statements.

The depositories are required to pro-
vide access to the documenis in the
depository and to provide access to
copying facilities if a person wants
to reproduce any of the documents.
However, depositories are not re-
sponsible for the completeness or
the accuracy of the disclosures they
are provided under this program.

Congress believed thai accessibie
HMDA data would be an important
source of information for communi-
ty groups evaluating individual in-
stitutions’ lending oatL erns as well
as total SMSA len nding patierns.

Congress also believed the dat

could provide information for local
officials de eveloping housing and
initia-

community
tives,

development

1 by tbe COU”i
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SMSA “NAME”

ORIGINATIONS
(DOES Not Include TABLE I
Purchased Loans) CENSUS TRACT AGGREGATION!
Other Home Total Home
FHA, FmHA or VA Purchase Loans Total Home Improvement  Total Mortgage Non-Occupant Median Income Number of
Census Tract - Loans (""Conventional”)  Purchase Loans Loans Loans on Multi- Loans Percentage  as a Percent  Median Age Owner-
Number, (1-4 fa_mily (1-4 family (1-4 family (1-4 family Family (1-4 family Minority® of SMSA* of Housing Occupied
or dwellings) dwellings) dwellings) dwellings) Dwellings dwellings) Population Median Income Stock® Units
County
Name
No. of Principal No. of Principal \No. of  Principal No. of Principal No. of Princpal No. of Principal
Loans Amount Loans Amount Loans Amount Loans Amount Loans Amount Loans Amount Percentage  Percentage Year Number

Census Tract
0001

9999

County Name

SMSA Total

Total

SMSA percentage of minority population:
SMSA median income:

SMSA median age of housing stock:

'All census tract definitions and demographic data are based on the 1970 Census of Population and Housing.

2f a census tract number is duplicated within an SMSA, a county designation will be included.

*Minority population includes: Negroes, Hispanics and other minoerity groups as derived by calculating total population less White and Negro for each
census tract.

*Median income is determined by using median family income for a census tract.

Because the census data on housing stock age is categorized in intervals of several years, the median housing stock age of a census tract is determined by
calculating the midpoint of the interval in which the median unit falls. The midpoint (year) in which the median unit was built is presented in this column.




SMSA “"NAME”

ORIGINATIONS
(Does Not Include TABLE II
Purchased Loans) HOME LOAN DATA BY INCOME CATEGORIES
Other Home ) Total Home
FHA, FmHA or VA Purchase Loans Total Home Improvement Total Mortgage Non-Oecupant
Loans (""Conventional”) Purchase Loans Loans Loans on Multi- Loans
Census Tract Number of (1-4 family (1-4 family (1-4 family (1-4 family Family (1-4 family
Income Census dwellings) dwellings) dwellings) dwellings) Dwellings dwellings)
Category? Tracts
No. of Principal No. of Principal No. of Principal No. of Principal No. of Principal No. of Principal
Loans Amount Loans Amount Loans Amount Loans Amount Loans Amount Loans Amount
Low and
Moderate Income
Areas:

Middle Income
Areas:

Upper Income
Areas:

Column Total

'Low and moderate income category consists of census tracts whose median family is less than 80 percent of the SMSA median family income, middic income category
consists of census tracts whose median family income is between 80 and 120 percent of the SMSA median income, upper income category consists of census tracts whose
median family income is greater than 120 percent of the SMSA median family income.



SMSA “"NAME”
ORIGINATIONS

(Does Not Include
Purchased Loans)

TABLE 11
HOME LOAN DATA BY RACIAL CHARACTERISTICS

Census Tract
Racial
Category’

Number of
Census
Tracts

Other Home

Total Home

FHA, FmHA or VA Purchase Loans Total Home Improvement Total Mortgage Non-Occupant
Loans (“Conventional”) Purchase Loans Loans Loans on Multi- Loans
(1-4 family (1-4 family (1-4 family (1-4 family Family (1-4 family
dwellings) dwellings) dwellings) dwellings) Dwellings dwellings)
No. of Principal No. of Principal No. of Principal No. of Principal No. of Principal No. of Principal
Loans Amount Loans Amount Loans Amount Loans Amount Loans Amount Loans Amount

Less than 10%
minority tracts:

10% to 15%
minority tracts:

16% to 39%
minority tracts:

40% to 59%
minority tracts:

60% to 79%
minority tracts:

80% to 100%
minority tracts:

Column Total

'Minority population includes: Negroes, Hispanics and other minority groups as derived by calculating total population less White and Negro for each census tract.
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SMSA “NAME”
ORIGINATIONS

(Does Not Include TABLE 1V
Purchased Loans) HOME LOAN DATA BY INCOME CATEGORY AND RACIAL CHARACTERISTICS
Other Home Total Home
FHA, FmHA or VA Purchase Loans Total Home Improvement Total Mortgage Non-Occupant
Census Tract Loans (“Conventional”}) Purchase Loans Loans Loans on Mulii- Loans
Racial and Number of (1-4 family (1-4 family (1-4 family (1-4 family Family (1-4 family
Income Census dwellings) dwellings) dwellings) dwellings) Dwellings dwellings)
Category'! Tracts

No. of Principal No. of Principal No. of Principal No. of Principal No. of Principal No. of Principal
Loans Amount Loans Amount Loans Amount Loans Amount Loans Amount Loans Amount

Low and moderate income
less than 10%
minority tract —

Middle income
less than 10%
minority tract —

Upper income
less than 10%
minority tract —

Low and moderate income
10-15%
minority tract —

Middle income
10-15%
minority tract —

Upper income
10-15%
minority tract —

Low and moderate income
16-39%
minority tract —

Middle income
16-39%
minority tract —

Upper income
16-39%
minority tract —

Low and moderate income
40-59%
minority tract —

Middle income
40-59%
minority tract —

Upper income
40-59%
minority tract —
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SMSA “NAME"”

ORIGINATIONS
(Does Not Include
Purchased Loans) TABLE 1V (continued)
Other Home Total Home
FHA, FmHA or VA Purchase Loans Total Home Improvement Total Mortgage Non-Occupant
Census Tract Loans (“Conventional”) Purchase Loans Loans Loans on Mulii- Loans
Racial and Number of (1-4 family (1-4 family (1-4 family (1-4 family Family (1-4 family
Income Census dwellings) dwellings) dwellings) dwellings) Dwellings dwellings)
Category? Tracts
No. of Principal No. of Principal No. of Principal No. of Principal No. of Principal No. of Principal
Loans Amount Loans Amount Loans Amount Loans Amount Loans Amount Loans  Amouni

Low and moderate income
60-79%
minority tract —

Middle income
60-79%
minorty tract —

Upper income
60-79%
minority tract —

Low and moderate income
80-100%
minority tract —

Middle income
80-100%
minority tract —

Upper income

80-100%
minority tract —

"Low and moderate income category consists of census tracts whose median family income is less than 80 percent of the SMSA median family income, middle income
category consists of census tracts whose median family incorne is between 80 and 120 percent of the SMSA median family income, the upper income category consists of
census tracts whose median family income is greater than 120 percent of the SMSA median family income. Minority population includes: Negroes, Hispanics and other
minority groups as derived by calculating total population less White and Negro for each census tract.
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SMSA “NAME”

ORIGINATIONS
{Does Not Include
Purchased Loans)

TABLE V
HOME LOAN DATA BY GEOGRAPHIC LOCATION CATEGORIES

Other Home Total Home
FHA, FmHA or VA Purchase Loans Total Home Improvement Total Mortgage Non-Occupant
Loans (“Conventional”’) Purchase Loans Loans Loans on Multi- " Loans
Number of (1-4 family (1-4 family (1-4 family (1-4 family Family (1-4 family
Location Census dwellings) dwellings) dwellings) dwellings) Dwellings dwellings)
Category! Tracts
No. of Principal No. of Principal No. of Principal No. of Principal No. of Principal No. of Principal
Loans Amount Loans Amount Loans Amount Loans Amount Loans Amount Loans Amount

Central City(s):?
SMSA Less
Central
City(s):

ISMSA less central city includes all census tracts and nontracted counties outside the central city(s) but within the SMSA.
*Central city is defined as in the census. For SMSAs with more than one city name, muliiple central cities are delineated.

SMSA “NAME”

ORIGINATIONS
(Does Not Include
Purchased Loans)

TABLE VI
HOME LOAN DATA BY AGE OF HOUSING STOCK

Housing Stock Age'

Census Tracts
Categorized by Median Number of
Age of Housing Census
Stock Tracts

Time Period Median
Unit Built

Other Home Total Home
FHA, FmmHA or VA Purchase Loans Total Home Improvement Total Mortgage Non-Gcecupant
Loans {""Conventional”) Purchase Loans Loans Loans on Multi- Loans
(1-4 family (1-4 family (1-4 family (1-4 family Family (1-4 family
dwellings) dwellings) dwellings) dwellings) Dwellings dwellings)
No. of Principal No. of Principal No. of Principal No. of Principal No. of Principal No. of Principal
Loans Amount Loans Amount Loans Amount Loans Amount Loans Amount Loans Amount

1969 to March 1970
1965 to 1968
1960 to 1964
1950 to 1959
1940 to 1949

1939 or earlier

i¥g]

Census tracts are grouped according to median age. Because the census data on housing stock age is categorized in intervals of several years, the median housing stock

age of the census tract is determined by calculating the mid-point of the interval in which the median unit falls. The tracts are then arrayed in this table by the time period

in which the median unit was built.



Bank Regulatory Accounting
Standards and Their Compatability
with Generally Acaﬁpt@d
Accounting Standards for
Supervisory Reporting Purposes

by Rhoger H. Pugh, M. Robert Bowers, and
David C. Motter, Staff, Office of the Comp-
troller of ithe Currency
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fion is more acute for the bank regu
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i jon, because
ions and many savings i loan associ-

o ed by their de-

Federal &

quired for shareholder disclosure
purposes.

Shareholder disrlosures are gcne:fﬂl—
Iy required of banks and bank hold-
ing companies under four separate
standards. Holding companies sub-
ject to the jurisdiction of the Securi-
ties and Exchange Commission
must file their annual reports t
shareholders and other similar dis-
closure documents pursuant to th

Securities and Exchang@ Commis-
sion’s standards as Pnnunrlatea in
Article 9 of Regulation 5X, Account-

C)
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ing R les for Bank uo‘dn'w Com
and Banks. Indivi aua“ bank

<
1 500 shareholders are
bjectt v"me hareholder disclosure

tions of the three banking to
gencies: Regulation F of the Board

of Governors of the Federal Reserve
System (12 CFR 206), 12 CFR i1 of
the Compiroller Of é;hﬁ Currency,
and 12 CFR 335 of the Federal De-
posit Insura . These
last three regula en con-
formed by th ng agen-
cles and are identical
with respect to osure
requirements fur-
thermore, are un atutory re-
ﬁun‘emem io conform their indi-

idual bank disclosure requirements
to the standards of the 5EC or to
explain publicly why they believe
he D“C’ criteria are inappi'ops~5a'?c
v bank supervisory and reguiatory
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erstand why differences exist
AP and GAAP, one must

nal purposes-—for planning and cost
measurement and control, as a part

their management information
systems, and as the basis for the
payment of their taxes. The need to
establish such systems, to pay taxes,
and to maintain shareholder confi-
dence in published financial infor-
mation has traditionally led to the
employment of independent CPA
firms to carry out audits and to attest
to the fairness of the presentation of
the financial statements.

Members of the accounting profes-
sion, both independent CPAs and
internal accountants, are inierested
in the integrity of financial data. Us-
ing financial information, accoun-
’ran“fcs oiay an integral role in the
ablishment of internal accounting
d confrol mechanisms, the devel«
pr.i nt of financial and tax accouni-
ng systems, and the formulation of
tax sirategies. Accordingly, to give
nembers reasonable standards to
ow, the accounting profession
over the years adoptea i series
nciples and standards that its
n apply. These are col-
’ecn y known as geﬂuaﬂ‘ accept-
ed accounting principles.
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In most cases, there is not one single
principle governing the treatment o
a given transawon For examp
there are several v’ceptable meth
ds of accounting for inventory az*d
epreciation of fixed assets. It is
hat the number of circum-
stances f or which specu ic standard
do not exist exceeds the number for
which such sta*wa rds do exist. In
sut he_., ases, ting principle
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presen’zs ‘he corwhtion of the organi-
zation when applied consistently
with other principles in the same

f\

and previous years.

hJ fransacticns in 3 h ch
businesses engage, the set
solute standards for the rey
each and every transaction
y:mf‘osgmie Turthermore, GAAP
ﬁaplps are applied by accountants
unacasc—bv-r;g_s basis. ipev allow the
accountant--a trained proipsswno;—a
degree of latitude in :moiyme those

standards so as to fairly present, in the
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accountant’s judgmen’c, a business’s fi-
nancial position and results of opera-
tHons.

From accountant fo accountant,
opinions on what generally accept-
ed accounting principles apply in a
given situation may legitimately
vary within the parameters laid
down by the profession, provided
certain broad principles are fol-
lowed. This degree of latitude,
while contributing to the overall
consistency and presumed fairness
of the presentation of an individual
institution’s financial statements
over a period of time, often leads to
considerable difficulty in comparing
the financial statements of one enti-
ty with another. Hence, the applica-
tion of GAAP to the financial state-
ments of an institution mustbe thor-
oughly documented and explained
through a series of footnotes. These
fooinotes become an integral part of
the financial statement and serve to
explain the manner in which unigue
and special transactions were ireat-
ed in accordance with broader gener-
ally accepted accounting pmna—
pies. A'naiysis and investors, in seek-
ng to make interpretive comnparisons
between institutions may, by analysis
of these footnotes, draw their own
conclusions about the consistency
with which generally accepted ac-
counting principles were applied in
two or more institutions. As part of
their analytic technique, they may
then make such manual adjusiments
as they deein necessary and reason-
able to reduce the financial state-
ments of the institutions io a
sufficient degree of commonality.

r“*g o

The accounting profession also al-
lows for some interindustry differ-
ences in treaiment. This gives
mdus vies {lexibility in accounting
for circumstances unique or peculiar
to their envir nfz ent. When com-
Dﬁrmgfiu_ d GAAF approaci
or various industries on an overall
Daszs, there me‘/ be more s mﬂarity
between th VG in b ;1'<1 ?
other regui te d
transporiation, iﬁsura;nc
ties, and certain tr
riculiural corporations

OQ

basis, as do inves

The situation is quite different, how-
ever, in the regulatory and supervi—
sory spheres. Most regulated indus-
tries are subject to regulatory ac-
counting and reporting principles
that are far less flexible than the gen-
erally accepted accounting princi-
ples appiicable to those industries—
less flexible in the sense that they
allow far less latitude for individual
interpretation. However, only infre-
quently is the RAP approach totally
inconsistent with GAAP.

The tax accounting standards estab-
lished by the Internal Revenue Ser-
vice contain thousands of significant
differences from GAAP. To allow
he degree of latitude in the prepara-

on of tax returns that is permitted
und.er GAAP would result in a cha-
otic situation. The cost of collecting
taxes would sharply increase, and
the achievemeni of equity among
tax payers would be made more
difficuit.

o o

For bank regulators, a high degree
of comparability among ¢ he call re-
ports of commercial banks i
tal to efficient and eve ﬁhandeJ
supervision. It may be a i
the regulatory agencies c
lyze financial institutions’ financial
statements prepared in confor-
rmance with GAAP on an individual
stors and other fi-
nancial analysts. To a considerable
degree this is done for the larger in-
stitutions, to gain supplementary in-
formation relevant 1o supervision.
Audited statements are not available
for many smaller b aﬁks however.

Evenift 1Y HE‘Q%, rely

argu
cou

i

ix Lg smely on

of individual banks were monitored
and evaluated. The answer to that
question is simply one of economics:
budgga and personnel constraints.
Increased staff salaries and travel
costs, the increased complexity of
banking transactions, and the per-
sonnei ceilings that are the resulit of
government-wide policies to limit
the growth of the federal govern-
ment have made it impractical for
the regulatory agencies to rely on
the bank examination process as
their only means of bank supervi-
sion. To meet the challenges of the
present day and to deal with the un-
prﬂcedeq'ed changes in the struc-
ture and operations of the banking
systern that lie ahead, regulators
must develop new tools and new
procedures for carryh&g out their su-
pervisory responsibilities.

Monitoring seems to be the answer
to this dﬂemma that és, 0ﬁ‘~si“£e
F

sis of financial daka from call fLPOfTS
and other sources, supplemented by
less frequent and more special pur-
pose exarninations. qu regular
analysis of compamblc, f

i
are operafing in a manner con nsistent
with their historical patferns, con-
tinuing to be profitable, and grow-
ing in a controlled manner. Sophis-
ticated analysis also permits the reg-
ulatory agencies to pinpoint areas of
concern within individual banks.
This allows the less-frequent exami-
nations to concentrate tt
areas within a particular ban
eration that have prompted
sory concern. This, in
mizes the time exa”ni;,urs

e try
i complexi
being introduced by deregulation
and new. compe‘uaon in ba
X ts of
Th
proce durog sir ooij helpto ho
increases to an acceptabie level.
key ‘[0 tlh s new era of supervi




ingquiry is monitoring, using com-
puterized techniques to compare
banks with similar economic, re-
gional, and size characteristics. For
such analysis to be useful, the basic
financial data submitted by banks
must be consistent not only from re-
porting period to reporting period,
but from bank to bank, when com-
pared with similar banks catego-
rized by size and other criteria.
Computers cannot analyze foot-
notes efficiently; therefore, the regu-
latory agencies cannot allow the
degree of latitude in accounting
methods that would be allowable
under GAAP, although, as pre-
viously noted, an acceptable RAP
approach may not be inconsistent
with GAAP. Reporting standards
must yield dafa sufficiently consis-
terit and accurate to enable the agen-
cies to modify their examination
procedures and supervisory ap-
proaches to realize fully the efficien-
cies that modern data processing
techniques can afford.

The differences between GAAP and
RAP do not stem from the fact that
the regulatory agencies are unwill-
ing tc embrace standards adopted
by independent rulemaking agen-
cies outside of the government sec-
tor. On the contrary, the regulatory
agencies have made significant ef-
forts in recent years, particularly un-
der the auspices of the Federal
Financial Institutions Examination
Council, to establish an effective
channe] of commugnication with the
American Institute of Certified Pub-

42

lic Accountants and the Financial
Accounting Standards Board. By
promoting an awareness of their
common concerns and problems,
the federal regulatory agencies and
the mediators of accounting stan-
dards hope to be able to minimize
the differences in accounting and re-
porting requirements that banks
must address in preparing financial
statements and call reports.

The regulatory agencies are commit-
ted to confinuing progress in mak-
ing RAP consistent with GAAP, if
not identical in detail. The Examina-
tion Council’s Task Force on Reports
has consistently moved to adopt
GAAP where feasible for regulatory
accounting purposes or to adopt re-
porting standards that, while more
specific than GAAF, are nonetheless
consistent with the broader stan-
dards. An example in this area is the
treatrnent of the capitalization of im-
puted interest under SFAS 34. Re-
cent revisions of the call report
instructions, published for the first
time under the auspices of the
FFIEC, specifically state that, in the
absenice of specific call report in-
struction, banks should be governed
by GAAP in reporting new or un-
usual transactions.

Perhaps the area of most significant
difference between GAAP and RAP
is the treatment of goodwill by
banks. The regulatory agencies are
actively reevaluating their position
in this area. Though no final dedi-
sion has been reached, it is likely

that the agency reporting standards
will move closer to GAAP.

The operation of a bank surveillance
system has become an integral and
vital part of efficient and responsible
supervision of financial institutions,
and will become more so in the com-
ing decade. Responsible supervi-
sion cannot be pursued without
implementing modern data process-
ing techniques. Just as banks have
found it economically feasible to em-
ploy electronic data processing in
the handling of their own internal
transactions and accounting re-
cords, regulatory agencies cannot
effectively monitor and review the
changes with which banks are con-
fronted without emploving auto-
mated techniques.

The regulators are striving to mini-
mize differences between generally
accepted accounting principles and
reporting standards to the extent
consistent with their overall objec-
tives. They actively seek the help
and support of the accounting pro-
fession and of bankers, inviting the
profession to comment on both pro-
posed accounting standards and
regulatory standards as put forward
by the supervisory agencies. Greater
responsiveness by banks can help
ensure that differences between
RAP and GAAP are minimized
while at the same time promoting
effective and efficient supervision by
the regulatory agencies.
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Law 95-630

Title X establishing the Federal Finan-
cial Instifutions Examination Coungil is
as follows:

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

Purpose

Sec. 1002. 1t is the purpose of this
title to establish a Financial Instifu-
tions Examination Council which
shall prescribe uniform principles
and standards for the Federal exami-
nation of financial institutions by the
Office of the Comptroller of the Cur-
rency, the redera_ Deposit Insur-
ance Corporation, the Board of
Governors of the Federal Reserve
Systemn, 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 promote
consistency in such examination
and to insure progressive and vigi-
lant supervision.

Definitions
Sec. 1003. As used in this title—

(1) the term “Federal financial
institutions regulatory agencies
means the Office of the Comptrol-
ler of the Currency, the Board of
Governors of the Federal Reserve
System, the Federal Deposit In-
surance Corporation, the Federal
Home Loan Bank Board, and the
National Credit Union Admin-
istration;

(2) the term “"Council”

m
the Financial Institutions Ex
nation Council; and

ear ~S
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(3) the term “financial institu-
fion” means a commercial bank, a
savings bank, a trust company, a
savings and loan association, a
building and lcan association, a
homestead association, a cooper-
ative bank, or a crvedit union.

Establishment of the Councii

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 Deposit
Insurance Corporation,

(3) 2 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 Nation-
al Credit Union Administration
Board.

(v) The members of the Council
shall select the first chairman of the
Council. Thereafter the chairman-
ship shail rotate among the mem-
bers of the Councdil,

e

(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 wit nom addmona} corm-
pensation but shall be entitled to
reasonable ¢ prenses incurred in car-
rying out his official duties as such a
member.

Expenses of the Council

Sec. 1005. One-fifth of the costs
and expenses of the Council, includ-
ing the salaries of its employees,
shall be paid by each of the Federal

financial ms’atunons regulatory a-
genicies. Annual assessments for
such share shall be levied by the
Council based upon iis projected
budget for the year, and additional
assessments may be made during
the year if necessary.

Functions of the Council

Sec. 1006. (a) The Council shall es-
tablish uniform prmcipies and stan-
dards and report forms for the
examination of financial institutions
which shall be applied by the Feder-
al financial instifutions regulatory
agencies.

(b)(1) The Council shall make rec-
ommendations for uniformity in
other supervisory matters, such
as, but not limited fo, classify /mg
loans subject to couniry risk,
identifying financial institutions
in need of special supervisory at-

tention, and evaluating th

soundness of large loans that are

shared by two or more financial
institutions. In addition, the
Council shall make recommenda-
tions regarding the adequacy of
supervisory tools for determining
the impact of holding company
operations on the financial institu-
tions within the holding company
and shall consider the ability of
supervisory agencies io discoVer
possible fraud or questionable
and illegal payments and prac-
tices which might occur in the op-
eration of financial institutions or
their holding companie

{2) When a recommendaiion of
the Council is found unaccepted
by one or more of the appdcable

H>
Ui



Federal financial institutions reg-
ulaLG 'y agences the agency or
encies shall submit to the Coun-
c11 within a time pericd specified
by the Coundil, a written state-
ment of the reasons the recom-
mendation is unacceptable.

{c) The Council shall develop uni-
form reporting systems for Federaily
supervised financial instifufions,
their holding companies, and non-
financial institution subsidiaries of
such institutions or holding com-
panies. The authority to develop
uniform reporting systems shall n
restrict or amend the requirements
of section 12(i) of the Securities Ex-
change Act of 1934,

(d) The Council shall conduct

chools for examiners and assistant
examiners employed by the Federal
financial institutions rJgula'"rory

agencies. Such schools shall be open
to enrollment by emplovees of State
financial instifutions supervisory
agencies under conditions specified
by the Council.

ey

(e) Nothing in this title shall be

consir ued to limit or discourage
Federal regulatory agency research
and d elopment of new financial

institutions  suj rv;ieory methods
and tools, nor to preciude the field
testing of any innovation devised by
any Federal regulatory agency.

(£ Not fater than April 1 of each
year, the Council shaii prepare an
annual repo“ cove its activi
during t

Federal suoerv%sory agercies the
Council shall establish a liaison com-
mittee composed of five representa-
tives of State agencies which super-
vise financial institutions which shall
eet at least twice a year with the
Council. Members of the laison com-
mitiee shall receive a reasonable

allowance for necessary expenses in-
curred in attending meetings.

men‘!c and SLL pervision of em*oioyees
the distribution Of

among members,

administrative units.
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(b) In addition to any other au-
thority conferred upon it by t 1{
title, in carrying out its functions

der dms title, the Council ma/ ufi
lize, with their consent and to th

extent practical, the peisonnei, ser-
vices, and facilities of the Federal fi-

nancial  institutions ‘reémanor v
agencies, Federal Reserve Banks,
and Federal Home Loan Banks, with
or without reimbursement ther-ezor.

{c)in addiiion, the Council
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and fix the compe nsation o
such officers and empioyees
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(2) obtain the services of such
experts and consultants as are
necessary to carry cut the pro-
visions of the title,

Se 10 9. For the purpose of car-
this tit 1e the Co uncil shall

I g and o*onert/
orin uset 3/ Federal f1-
ions regulatory agen-
mduding "@puﬂ.a of exa-
mination of financial institutions o

i from what-
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e her with work-
papers and correspondence files
related to such reports, whether or
not a part of the report, and all with-
out any deletions

Sec. 1010. Section 117 of the Ac-
counting and Aud tng Act of 1950,
as amended b by the Federal Banking
Agency Aud1 Ac’t {Public Law 95-
5701, is further amended by:

(1) redesignating clause

(B), and () of subsection (e

(B}, (T, and (D), respeciiv 3;

and inserting in suoss tion |



B. FFIEC Examiner Education Program Course Descriptions
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Instructor Training Course

Instructor Training is a one-week
course that prepares examiners for
classroom teaching assignments.
Students learn to prepare lesson
plans, give three classroom presen-
tations, and critique 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. Aitendees should be exper-
ieniced examiners who anticipate
teaching assignments in their agen-
cy or in Council courses.

Management Workshop

The one-week Management Work-
shop emphasizes the managerial
skills needed by examiners. Aften-
dees bring survey instruments com-
pleted by themselves and by col-
leagues or subordinates, administer
self-assessment questionnaires, and
participate in small group discussion
sessions. The basic concepts are pre-
sented through lectures, films, video
tapes, and slides. The desired results
are an improved self-percepticn as a
manager and a greater knowledge of
good applied management tech-
riques. Parficipanis should have a
minimuim of five years’ examining ex-
ppneﬂce and some previous iraining
in management.

Basic Entry-Level Trust School

The Basic Entry-Level Trust School,
now ready for Council approval, in-
troduces students to the functions
and organizaﬁ@n of a frust depart-
ment, the duties and responsibilities
of a fiduciary, and the supervisory
role of the regulatory agencies. This
two-week course incorporates lec-
ture, group discussion, and case
tudies. Participants are expected to

-

)

U

have either 3 to 6 months of exper-
ience as a trust examiner or 18 to 24
months of commercial examining
experience. During 1962, this course
will be conducted by the individual
agencies wusing Council course
materials.

Basic International Banking

Students in the one-week Basic In-
ternational Banking course learn the
functicns, language, and concepis
of international banking, as well as
the role of the regulatory agencies.
Topics include nostro and vostro ac-
counis, cable and telex operations,
international lending, letters of
credit, bankers acceptances, and for-
eign exchange. Attendees are re-
quired to have a minimum of one
year of experience as an examiner.

Intermediate International Banking
School

The purpose of the five-day Inter-
mediate  International Banking
School is to bring attendee’s knowl
edge of international banking and
its regulation up to a high level of
xpertise. The course gives more ad-
vanced treatment to many of the to-
pics introduced in the basic school,
emphasing foreign exchange, inter-
nationallending, foreign credits, and
country risk. Case studies of actual
lending situations give the student
analyiical experience in these areas.
Only senior examiner-specialists
teach in this course, aided in some
sessions by an invited speaker from
the banking industry. Agencies
should care uhy review the qualifi-
cations of nominees for attendance.
Attendees must have two years’ ex-
amination experience and must have
satisfactorily completed a basic in-
ternational banking school.

Fundamentals of Data Processing

Fundamentals of Data Processing,
an entry-level course, deals with
basic computer language and sys-
tems, and the creation, utilization,
and storage of programs and data
Emphasis is on internal controls
niecessary from a supervisory stand-
point. Although not designed to
produce overall expertise in elec-
tronic data processing, the one-
week course allows examiners io
become familiar with key terminol-
ogy and concepts necessary to oper-
ate effectively in today’s increas-
ingly autcmated financial environ-
ment. Candidates for attendance
should have approximately one
year of examination experience.
During 1982, this course will be
conducted by individual agencies
using Council course material.

EDP Work Program School

The two-week EDP Work Program
School instructs EDP examiners in
the techniques of examination of a
data processing center, using the In-
teragency EDP Work Program and
the Interagency EDP Handbook. The
examiner learns to draft technical
comments for the report of examina-
tion and should be able to complete
the EDP work program in its entire-
ty. Attendees should have complet-
ed a basic course equivalent to the
Council's Fundamentals of Data
Processing, participated in a mini-
mum of two EDP examinations, and
met other requirements determined
by their agency.

Trust Workshop

The Trust W orkshop empihiasizes
current events in the fiduciary field.
Topics vary from session to session,
and the workshop features guest
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speakers from the trust industry.
Senior frust examination personnel
are designated as attendees at this
week-long conference.

Consumer Compliance Examination
School

This two-week school is being com-
pletely rewsed and updated o ad-
dress the on-going changes in
agencies’ consumer compliance pro-

grams. Topics include fair | housing,
equal credit oppor ii

riunity, fair credit
repori:mg, truth in ;enu_mgf reim-
bursement, interest on deposits, the
Community Reinvestment Act, elec-
tronic fund transfers, and many oth-

kP
o

er topics. Through working with
loan files and case studies, students
learn regulations and procedures
applicable to their agency’s exami-
nation for consumer comphance,
During 1982, this school will be con-
ducted by the individual agencies
using Council course materials.

“VE nic 1pai Securities Rulemaking

oard School (under ﬂevel@pmem)
The Munic ioai Securities Rulemak-
ing Board School, now under devel-
opment, would be a one-week

program Drovming the senior assis-
tant and < mmbs Dned examiner
with an

v understanding of mammpnl

securities dealer activities. Topicsin-
clude municipal securities dealer or-
ganization and regulatory structure,
professional qualifications, securi-
ties processing and clearance, un-
derwriting, industry practices, and
related fair-practice rules related to
trading and sales and supervision.

Other New Courses

Two additional courses are being
considered for development in 1982:

s  Small Financial Institutions EDP

e EDP Advanced Seminar



C. Financial Statements together with Auditors’ Report

We have examined the balance
sheets of the FEDERAL FINAN-
CIAL INSTITUTIONS EXAMINA-
TION COUNCIL as of December 31,
1981 and 1980, and the related state-
ments of revenues and expenses
and changes in financial position for
the years then ended. Our examina-
tions were made in accordance with

tests of the accounting records
and such other auditing procedures
as we considered necessary in the
circurnstances.

In our opinion, the financial state-
ments referred to above present fair-
Iy the financial position of the
Federal Financial Institutions Ex-
amination Council as of December
31, 1981 and 1980, and its revenues

and expenses and the changes in its
financial posifion for the years then
ended, in conformity with generally
accepted accounting principles ap-
plied on a consistent basis.

Arthur Andersen & Co.

Washington, D.C.,
February 19, 1982.
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BALANCE SHEETS as of December 31, 1981 and 1980

1981 1980
Lodging Examiner Lodging Examiner
Operations Facility Education Total Operations Facility Education Total
ASSETS
OPERATING FUND:
Cash, held by Board of Governors of
the Federal Reserve System $134,362 $145,560 $106,119 $386,041 $ 77,424 $ (50,215) $ 89,254 $116,463
Accounts receivable — 20,274 30,625 50,899 — 119,790 36,625 156,415
Total operating fund 134,362 165,834 136,744 436,940 77,424 69,575 125,879 272,878
PROPERTY FUND:
Office furniture and equipment, at cost
(Note 2) 39,433 — 17,702 57,135 40,274 — 17,885 58,159
Total property fund 39,433 — 17,702 57,135 40,274 — 17,885 58,159
Total assets $173,795 $165,834 $154,446 $494,075 $117,698 $ 69,575 $143,764 $331,037
LIABILITIES AND FUND BALANCES
OPERATING FUND:
Liabilities —
Accounts payable and accrued liabilities  $ 92,848 % 55,619 $ 62,719 $211,186 $ 13,200 $ 5,500 $ 63,065 $ 81,765
Advances from member organizations — 109,753 54,480 164,233 — 42,414 81,720 124,134
Accrued annual leave 8,487 462 1,693 10,642 7,484 — 2,066 9,550
Total liabilities 101,335 165,834 118,852 386,061 20,684 47,914 146,851 215,449
Commitment (Note 4)
Fund balance —
Balance, beginning of year 56,740 21,661 (20,972) 57,429 114,784 — — 114,784
Prior period adjustment to record accrued
annual leave (Note 2) — — — — (5,932) — — (5,932)
Revenues over (under) expenses (23,713) — 38,824 15,111 (52,112) 21,661 (20,972) (51,423)
Distribution of 1980 lodging facility
fund balance (Note 4) — (21,661) — (21,661) — — — —
Balance, end of year 33,027 — 17,852 50,879 56,740 21,661 (20,972) 57,429
Total operating fund 134,362 165,834 136,744 436,940 77,424 69,575 125,879 272,878
PROPERTY FUND:
Fund balance —
Balance, beginning of year 40,274 — 17,885 58,159 33,376 —_ — 33,376
Additions, at cost 1,153 — — 1,153 6,898 — 17,885 24,783
Disposals, at cost (1.994) — (183) 2,177y — — — _
Total property fund 39,433 — 17,702 57,135 40,274 — 17,885 58,159
Total liabilities and fund balances $173,795 $165,834 $154,446 $494,075 $117,698 $ 69,575 $143,764 $331,037

The accompanying notes are an integral part of these balance sheets.



STATEMENTS OF REVENUES AND EXPENSES for the years ended December 31, 1981 and 1980

1981 1980
Lodging Examiner Lodging Exarniner
Operations Facility Education Total Operations Facility Education Total
REVENUES:
Assessments tc member organizations
(Note 3) $568,650 — 5 — $ 568,650 $213,280 $  — 5 — $ 213,280
Rentals (Note 4) — 1,505,052 — 1,505,052 — 1,312,600 — 1,312,600
Tuition — - 421,975 421,975 — - 136,925 136,925
Total revenues 568,650 1,505,052 421,975 2,495,677 213,280 1,312,600 136,925 1,662,805
FUNDED EXPENSES:
Lodging facility rental (Note 4) — 1,462,725 — 1,462,725 — 1,268,750 — 1,268,750
Salaries and related benefits (Note 3) 301,180 35,089 61,667 397,936 165,542 17,674 45,495 228,711
Travel 20,929 — 151,366 172,295 18,770 — 43,881 62,651
Data processing 154,206 — e 154,206 — — — —
Books and subscriptions 446 — 36,641 37,087 309 — 33,925 34,234
Rental of office space {(Note 3) 58,022 — 75,770 133,792 33,015 — — 33,015
Rental and maintenance of office equip-
ment 775 — 8,499 9,274 — —_ — —
Administrative fees (Note 3) 10,500 5,950 5,950 22,400 7,094 4,515 4,514 16,123
Printing 26,874 — 23,303 50,177 14,057 — 1,402 15,459
Office supplies 1,688 826 7,334 9,848 3,336 — 5,383 8,719
Professional fees 4,300 — — 4,300 3,000 — — 3,000
Postage 6,053 o 6,579 12,632 5,166 - 301 5,467
Telephone 3,077 e 2,289 5,366 3,502 — — 3,502
Miscellaneous 2,157 —_ 4,126 6,283 3,151 — 3,045 6,196
Total funded expenses 550,207 1,504,590 383,524 2,478,321 256,942 1,290,939 137,946 1,685,827
Revenues over {under) funded ex-
penses before property additions (21,557) 462 38,451 17,356 (43,662) 21,661 (1,021) (23,022)
Property additions (Note 2) 1,153 — — 1,153 6,898 — 17,885 24,783
Revenues over {under) funded ex-
penses and property additions (22,710) 462 38,451 16,203 (50,560) 21,661 (18,906) (47,805)
UNFUNDED ACCRUED ANNUAL LEAVE
(Note 2) 1,003 462 (373) 1,092 1,552 S 2,066 3,618
REVENUES OVER (UNDER) FUNDED
EAPENSES, PROPERTY ADDITIONS
AND UNFUNDED ACCRUED ANNUAL
LEAVE 5(23,713) $ - 3 38,824 $ 15,111 $(52,112) $ 21,661 $(20,972) 3 (51,423)

The accompanying notes are an integral part of these statements.
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STATEMENTS OF CHANGES IN FINANCIAL POSITION for the years ended December 31, 1981 and 1980

1981 1980
Lodging Examiner Lodging Examiner
Operations Facility Education Total Operations Facility Education Total

SOURCES OF CASH:
Revenues $568,650 $1,505,052 $421,975 $2,495,677 $213,280 $1,312,600 $136,925 $1,662,805
Increase (decrease) in advances from

member organizations — 67,339 (27,240) 40,099 — (35,841) 81,720 45,879
Increase (decrease) in accounts payable

and accrued labilities 79,648 50,119 (346) 129,421 (32,274) 5,500 63,065 36,291

Total sources 648,298 1,622,510 394,385 2,665,197 181,006 1,282,255 281,710 1,744,975

USES OF CASH:
Funded expenses 590,207 1,504,590 383,524 2,478,321 256,942 1,290,939 137,946 1,685,827
Purchases of office furniture and equipment 1,153 — — 1,153 6,898 —_ 17,885 24,783
Increase (decrease) in accounts receivable — (99,516) (6,000) (105,516) — 119,790 36,625 156,415
Distribution of 1980 lodging facility

fund balance — 21,661 — 21,661 — — — —

Total uses 591,360 1,426,735 377,524 2,395,619 263,840 1,410,729 192,456 1,867,025

INCREASE (DECREASE) IN CASH 56,938 195,775 16,865 269,578 (82,834) (128,470) 89,254 (122,050)
CASH BALANCE, beginning of year 77,424 (50,215) 89,254 116,463 160,258 78,255 — 238,513
CASH BALANCE, end of year $134,362 $ 145,560 $106,119 $ 386,041 $ 77,424 $  (50,215) $ 89,254 $ 116,463

The accompanying notes are an integral part of these statements.
pany: 2
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Notes to Financial Statemenis as of December 33,
1981 and 1980

1. Organization and Purpose

The Federal Financial Institutions Examnination
Council (the “Council”’) was established under Title
X of the Financial Institutions Regulatory and Inter-
est Rate Control Act of 1978 (the “Act”). The pur-
pose of the Council is to prescribe uniform
principles and standards for the Federal examina-
tion of financial institutions and to make recommen-
dations to promote uniformity in the supervision of
these financial institutions. The five Federal agen-
cies which are represented on the Council, referred
to hereaiter as member organizations, are as
follows.

® Office of the Comptroller of the Currency

e Board of Governors of the Federal Reserve System

@

Federal Deposit Insurance Corporation

s Federal Home Loan Bank Board

@ National Credit Union Administration

2. Significant Accounting Policies

Fund Accounting — The Council maintains ifs ac-
counts in three self-balancing funds (each with op-
erating and property fund balances), which have
been established for the following purposes.

o 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 ob-
taining lodging for out-of-town examiners of the
member organizations who attend f{raining
courses provided by the Council, and for the rent-
als 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

L

related tuition charged to the member
organizations.
Accounting for Property — The Council does not

charge depreciation. as an operating expense. Prop-
erty additions are charged to expense in the Operat-
ing Fund in the year of acquisition; recoveries on the
disposal of property are recorded as a reduction of
expense in the Operating Fund in the year of dispos-
al. When property is acquired or sold, the property
accounts and the property fund balance accounts in
the Property Fund are increased or reduced at cost.

Accounting for Employee Annual Leave — In accor-
dance with Statement of Financial Accounting Stan-
dards No. 43, "Accounting for Compensated
Absences,”” the Council now records the liability for
employees’ rights to receive compensation for an-
nual leave. Accordingly, the accompanying finan-
cial statements for 1980 have been restated to reflect
the liability for vested employee annual leave as of
December 31, 1979, and for the incremental expense
for 1980. The current-year incremental expense for
this liability is presented in the Statements of Rev-
enues and Expenses.

1980 Reclassifications — Certain 1980 revenue and
expense balances have been reclassified to be con-
sistent with the 1981 presentation.

3. Transactions with Member Organizations

As provided by the Act, member organizations are
assessed one-fifth of the annual budgeted operating
costs and expenses of the Council. Each member
organization paid their assessed costs of $113,730 in
1981 and $42,656 in 1980. In addition, each member
organization advanced $16,344 to the Examiner
Education Fund in 1980 to finance its startup costs.
One-third of these advances were repaid to the
member organizations in 1981, and the remaining
two-thirds will be repaid in 1982.

The Board of Governors of the Federal Reserve Sys-
tem provides administrative support services to the
Council. The Council paid the Board $22,400in 1981
and $16,123 in 1980 for these services.

Member organizations provide office space and data
processing services to the Council. The Councii paid
member organizations $287,998 in 1981 and $33,015
in 1980 for office space and related services.

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 Councii.
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 financial
statements.

4. Lease of Lodging Facility

The Council leased 125 efficiency units in Arlington,
Virginia at a total cost of $1,462,725 in 1981 and
$1,268,750 in 1980. The Council was reimbursed by
the participating member organizations for these
rentals. The lease agresment, which can be renewed
for various periods through December 1983, pro-
vides for escalation of rentals based on changes in
the Consumer Price Index, Effective January 1, 1982,
the number of leased efficiency units was reduced to
100. Future minimum lease payments for these
units were approximately $514,500 at December 31,
1981.

in 1980, the operation of the lodging facility resulted
in revenues over expenses of $21,661. Since the
Council does not intend for the Lodging Facility
Fund to generate incorme in excess of actual ex-
penses, the aforementioned $21,661 will be distrib-
uted to the three sponsoring agencies (Office of the
Compiroller of the Currency, the Federal Deposit
Insurance Corporation and the Board of Governors
of the Federal Reserve System). This amount is re-
flected in the 1981 Balance Sheet as a reduction of
the Lodging Facility Fund Balance and is included in
Accounts Payable.

In 1981, the rental charges for the lodging facility
were adjusted at year-end to effectively show a
brealkeven operation for the lodging facility for the
year.
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D. Maps of Agency District or Regional Divisions
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Effective January 1, 1982, the Portland Region was mergad into the San Francisco Region.






