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Dear Mr. Chairman: 

This letter responds to your February 1992 request that we 
review regulatory policy initiatives issued to address the 
“credit crunch," i.e., the decline in credit extended by 
bank and thrift institutions. The decrease in credit 
extension by banks began during the first quarter of 1990 
and continued into the last quarter of 1992. While the 
causes for the credit crunch are debatable, including 
whether it stems primarily from a reduction in loan demand 
by prospective borrowers or a contraction in the supply of 
credit caused by tightened underwriting standards by 
lenders or some other factors, it is generally 
acknowledged as contributing to the recent recession. 

We briefed the Committee throughout this review on the 
results of our work pertaining to the development, 
content, and perceived impact of the policy initiatives. 
This letter summarizes the information discussed with the 
Committee during the briefings. Information on our 
objectives, scope, and methodology is contained in 
enclosure I. 

Bank and thrift regulators issue guidance for financial 
institution examiners and managers to enhance their (1) 
understanding of what constitutes safe and sound banking 
practices and operations, (2) compliance with banking laws 
and regulations, and (3) recordkeeping and financial 
reporting. Guidance also may be issued to implement 
provisions of banking laws, elaborate on how laws or 
regulations should be interpreted, or articulate or 
clarify regulatory policies and procedures. 

Bank and thrift regulatory agencies--the Office of the 
II Comptroller of the Currency (OCC) for nationally chartered 

banks; the Federal Reserve Board (FRB) for state-chartered 
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banks that are members of the Federal Reserve System and bank 
holding companies; the Federal Deposit Insurance Corporation 
(FDIC) for state-chartered nonmember banks; and the Office of 
Thrift Supervision (OTS) for national and state-chartered 
thrifts--have issued guidance through regulatory initiatives 
designed to assist the examiners and bank and thrift managers 
within their individual jurisdictions. Since the passage of the 
Financial Institutions Reform, Recovery and Enforcement Act of 
1989 and continuing with the passage of the Federal Deposit 
Insurance Corporation Improvement Act of 1991, the bank and 
thrift regulators have increasingly worked together to develop 
regulatory initiatives for the whole financial institutions 
industry. These efforts are often coordinated through the 
Federal Financial Institutions Examination Council--an 
interagency body that has the authority to prescribe uniform 
principles, standards, and report forms for the federal 
examination of financial institutions by regulatory agencies. 
Initiatives developed through interagency efforts may be issued 
through the Council, jointly by the participating regulators, or 
separately by each individual agency. 

Two major comprehensive interagency initiatives were published as 
joint statements on March 1 and November 7, 1991. The March 1 
initiative provided clarification or expansion of existing 
guidance on safety and soundness issues, like the valuation of 
financial institutions' loan portfolios. The November 7 
initiative also provided clarification of existing guidance but 
solely on real-estate lending issues. Both interagency 
initiatives were implemented to provide assurance that regulatory 
agencies' policies and actions were not contributing unduly to 
the decline in credit extended by banks and thrifts. However, 
these two initiatives raised concerns about whether their 
issuance would adversely affect the regulators' performance in 
promoting and ensuring safe and sound financial institution 
operations. 

RESULTS 

Much of the guidance issued by the regulators clarified existing 
policies relating to institutions' assets and capital 
requirements. By issuing the clarifying guidance, regulators 
worked to address concerns that the availability of credit to 
worthy borrowers not be affected by regulatory policies or 
depository institutions' misunderstandings about these policies. 

The two major interagency policy initiatives for the most part 
clarified or expanded upon existing guidance, including that 
specifically related to real estate lending issues. The content 
and policy positions of the guidance represented the efforts and 
consensus of the regulators, although the initiatives were 
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publicly presented by the Department of the Treasury as part of 
the administration's economic recovery program. 

While the regulators said they were satisfied with the 
initiatives' content, some were less receptive than others to 
recommendations advanced by the Treasury, such as holding the 
National Examiners' Conference in December 1991 and establishing 
an enhanced examination appeals process. However, the OTS 
Director endorsed the idea of the examiners' conference and, in 
fact, took responsibility for its organization. Regardless of 
the regulators' acceptance, agencies' reports showed that the 
Treasury's recommendations presented as part of the regulatory 
initiatives have not been extensively used by financial 
institutions. For example, few institutions had used the 
regulators' enhanced examination appeals processes. 

Separate from the issuance of the regulatory guidance, numerous 
town meetings and informal public hearings were held and attended 
primarily by congressional representatives, regulatory officials, 
lenders, and borrowers. These meetings and hearings provided a 
forum for affected parties to air their concerns about 
regulators' guidance or examiners' behaviors. Regulatory agency 
accounts of these gatherings did not show whether the two 
interagency initiatives materially affected the behavior of 
examiners, lenders, or borrowers. Overall, the regulators we 
spoke with viewed as positive the issuance of such regulatory 
initiatives to clarify, make uniform, and communicate policy 
guidance to examiners as well as the industry as a whole. 

Active Reaulatorv Environment Produced Extensive Safetv and 
Soundness Guidance 

The regulatory environment during 1991 and early 1992 was active, 
with the bank and thrift regulators working on an interagency 
basis to develop guidance for examiners and affected institutions 
regarding the safety and soundness of banking operations. While 
the guidance was usually issued separately by the individual 
regulatory agencies, its content was essentially the same. The 
purpose of such uniform guidance was to ensure the consistent 
treatment of safety and soundness issues by examiners across the 
financial institutions industry. 

In working with the regulators, we identified the individual and 
interagency safety and soundness policy initiatives that were 
published or pending beginning with March 1, 1991, when the 
regulators publicly announced comprehensive guidance to clarify 
certain regulatory and accounting policies. A major focus of 
this comprehensive guidance was to promote an appropriate balance 
between adequate credit extension and the safety and soundness of 
financial institutions. We compiled listings of reported safety 
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and soundness guidance issued by the regulators during the period 
of March 1991 through April 1992. The guidance issued during 
this period covered a broad spectrum of issues, with asset- and 
capital-related policies being the most extensive, as shown in 
enclosure II. 

e Develonment, Content, and Issuance of ComDrehensive 
.Jnteragencv Policv Initiatives 

Following discussions with regulatory officials and your staff, 
we focused our attention on two major interagency initiatives 
that were among the most comprehensive and significant. To 
further understand the regulatory environment during 1991 and 
early 1992 as well as the process used by the regulators to 
develop guidance for examiners, lenders, and borrowers, we 
concentrated on the intent, development, and issuance of these 
two initiatives. 

The March 1, 1991, initiative dealt with a variety of safety and 
soundness policies. Its stated purpose was to encourage 
increased disclosure about the condition of financial 
institutions' loan portfolios, facilitate extensions of credit to 
worthy borrowers and the working out of problem loans, and better 
ensure sound assessments of the value of real estate used as 
collateral for loans. The November 7, 1991, initiative dealt 
exclusively with the review and classification of commercial real 
estate loans. It expanded upon the general guidance provided on 
real estate loan evaluations in the March initiative. The 
November initiative "emphasized that the evaluation of real 
estate loans is not based solely on the value of the collateral, 
but on a review of the borrower's willingness and capacity to 
repay and on the income-producing capacity of the properties." 
Its stated intent was to provide clear guidance to ensure that 
loans were reviewed in a consistent and balanced manner for 
institutions throughout the industry. (See enc. III for the 
March 1 and November 7, 1991, joint policy statements.) 

By interviewing regulatory officials and reviewing related 
documents and correspondence, we identified the following key 
information about the development of these two major interagency 
initiatives: 

-- The interagency initiatives were perceived as being needed by 
both Treasury and regulatory officials on the basis of 
anecdotal information that some examiners may have been too 
harsh in their review of institutions' loan portfolios in a 
time of economic downturn, and their harshness may have 
contributed to the credit crunch. 
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-- Treasury officials initiated, coordinated, and facilitated the 
development of these interagency initiatives. Their issuance 
was presented by Treasury as an integral part of the 
administration's program for addressing the credit crunch and 
promoting economic recovery. (See enc. IV for the related 
Treasury Department press release.) 

-- Although Treasury officials were instrumental in facilitating 
the development and expediting the issuance of these 
interagency initiatives, the initiatives' content and the 
policy positions they presented came from regulatory agency 
officials. 

-- For the most part, the initiatives were viewed by the 
regulators as a clarification or elaboration of existing 
guidance, not as new policy positions. 

-- The March 1 initiative essentially compiled several policies 
and/or guidelines that were already in draft policies in one 
or more agencies but for various reasons had not yet been 
published. 

-- The November 7 initiative dealt exclusively with real estate 
lending issues, with the agencies striving for consistent 
treatment of like issues across the industry. 

Enclosure V contains a more detailed chronology of the events 
that led to the development and implementation of these 
initiatives. 

v Initiatives Included Clarifications With A Couple of 
Provisions Rgksina Some Controversv 

From our review of the agencies' files, it appeared that most of 
the policy positions contained in these two interagency 
initiatives were generally accepted across the agencies and the 
industry. However, guidance on highly leveraged transactions 
(HLT) and loan splitting included in the March 1 initiative was 
somewhat controversial. 

HLTs were defined in the initiative as transactions that involve 
the restructuring of an ongoing business concern financed 
primarily with debt. The definition of an HLT has been a 
controversial issue between the industry and regulators and has 
been changed several times since its establishment in 1989. The 
purpose of the March 1 HLT definition was to provide a consistent 
means of aggregating and monitoring this type of financing 
transaction. 
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After the March 1 initiative, several explanatory documents were 
published as further clarification of the HLT definition. 
Nevertheless, regulators continued to receive numerous questions 
regarding the HLT definition, which had become confusing and 
required time-consuming interpretations. After careful 
consideration of comments received since the March 1 
clarification, the agencies determined that the new HLT 
definition had largely accomplished its purpose and should be 
discontinued. Now, examiners are expected to identify the 
appropriate classification of these transactions from their 
reviews of loan portfolios without benefit of a standard HLT 
definition. 

Loan splitting, or the division of a loan into performing and 
nonperforming portions based on collectibility, was originally 
suggested in late 1990 by a group of bankers in OCC's 
northeastern district. OCC discussed the proposal with the other 
regulatory agencies and the Securities and Exchange Commission. 
Although the proposal was mentioned in the March 1 interagency 
initiative, it was separately presented in proposed guidance that 
was issued for public comment on March 18, 1991. The proposal 
was very controversial.1 The regulators intended the proposed 
treatment to improve financial reporting for nonperforming loans 
when, in effect, it raised questions of consistency with 
generally accepted accounting principles. The controversial 
proposal was withdrawn in July 1991. 

packauo and Public Presentation of the ComDrehensive 

Regulatory officials advised us that they were comfortable with 
the development of the March 1 and November 7 interagency 
initiatives because they wanted to dispel the perception that 
examiners were contributing to a credit crunch, and they believed 
that more consistent treatment of real estate lending issues was 
important and was done without compromising the examination 
process. While the OTS Director was quite enthusiastic in his 
support of the examiners' conference, some regulatory officials 
were less receptive than others to the packaging and public 
presentation of the initiatives by Treasury, which included 
holding the National Examiners' Conference, establishing an 
enhanced examination appeals process, and certifying and randomly 
auditing examinations for compliance with the initiatives. 

'We were among those who took issue with the loan splitting 
proposal for valuing nonperforming assets, as stated in a letter 
to the regulatory agency heads from the Comptroller General on 
April"3, 1991 (GAO/OCG-91-1). 
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The purpose of the examiners' conference was to improve upon 
ongoing communication and understanding of the joint supervisory 
policies, and to promote uniformity among examiners through those 
attending the conference from all four federal regulators. The 
other Treasury-encouraged processes (appeals, certification, 
random audits) involved policies issued separately by the 
agencies, which were to further ensure that the interagency 
guidance was being fully implemented by field examiners. The 
regulators generally considered their communication channels and 
existent appeals and quality assurance programs to be sufficient 
to ensure that the interagency initiatives were understood and 
effectively implemented. Even so, they agreed to the Treasury's 
packaging and presentation of the initiatives because they 
believed that most examiners were already doing what was called 
for in the initiatives and that these Treasury-advocated 
processes would validate the examiners' positions as being 
appropriate. 

Although little information has been reported nationally on the 
Treasury-encouraged processes, information obtained on the 
enhanced appeals processes seemed to support the regulators' 
belief. Our review of information reported through the 
regulatory agencies pertaining to the enhanced examination 
appeals processes showed that few appeals had been submitted by 
institutions and when the 
generally been sustained. Y were, the examiners' positions had 

For example, OTS reported only eight 
enhanced appeals as of September 8, 1992. Most of the eight 
requests were declared ineligible; however, one did result in a 
depository institution getting partial recovery of a loan that 
had been classified as a loo-percent loss by the examiner. This 
decision was made following the revelation of new information, 
which the examiner did not have at the time of the original 
clas5ification. For the two cases reported by OCC under its 
enhanced appeals program, one was redirected by the filing bank 
to the OCC district office and the other is now under review. 
The few reported appeals, and the even smaller number sustained, 
have been encouraging for the regulators. Such reports support 
regulatory officials' view that examiners have been following 
policy guidance. 

'The agencies' enhanced examination appeals processes that had 
been implemented did not promise that appeals would be 
confidentially held from examiners. We took issue with the 
inclusion of a confidentiality provision that was discussed among 
the regulators during the examiners' conference. We raised our 
concern in testimony, Bank Suoervision: Observations on the 
National Bank and Thrift Examiners' Conference (GAO/T-GGD-92-10, 
Jan. ~3, 1992), before the House Committee on Banking, Finance and 
Urban Affairs. 
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Despite the enhanced examination appeals process, complaints 
continued to be made by lenders and borrowers about examiners 
adversely impacting the lending environment. A forum for airing 
such complaints was provided through more than 200 town meetings 
and informal hearings hosted throughout the country by 
congressional representatives with ,participation by regulatory 
and Treasury officials. Some complainants suggested that they 
were reluctant to file an appeal in fear of recrimination8 from 
examiners. In response to continuing complaints on September 1, 
1992, Treasury called for more town meetings to be convened by 
OCC and OTS agency heads and suggested that FDIC and FRB 
officials be encouraged to participate. Additional town meetings 
have since been held. 

Perceived Imnact of the Interaaencv Initiatives on Examiners, 

We obtained some perspective on the anticipated impact of the 
initiatives on examiners, lenders, and borrowers, by reviewing 
reports of town meetings and asking regulators questions about 
the initiatives. 

The purpose of the town meetings was, among other things, to 
better ensure effective communication of the guidance-- 
particularly those policy positions dealing with real estate 
valuatlon-- and to learn of the primary concerns of lenders and 
borrowers. Aside from regulatory and congressional 
representatives, most of the participants at these meetings were 
home builders, real estate developers, bankers, and owners of 
small businesses. The participants quite clearly believed that 
credit availability was restricted or nonexistent; however, there 
was some variance in opinion as to what caused the problem. Some 
blamed the regulators while others offered other reasons. A 
participating regulatory official expressed the views of Some 
regulators when he suggested that the meetings provided a forum 
for airing complaints and clarifying guidance; he also said that 
little was accomplished in terms of reaching solutions. More 
information on perceptions about the initiatives from the town 
meetings and public hearings is contained in table VI.l. 

Overall, the regulators' responses to our questions showed that 
they believed their coordination efforts had been positive, 
although they had no quantifiable evidence of the impact on 
examiners, lenders, and borrowers. In the regulators' view, the 
clarified guidance would result in more consistent examinations, 
particularly involving the valuation of real estate loans, along 
with enhanced safety and soundness practices among financial 
institutions whose managers should now be more cognizant about 
examiners' positions on issues like loan quality and capital 
requirements. To illustrate, one regulatory official suggested 

8 GAO/GGD-93-15R Credit Availability Guidance 



B-248521 

that perhaps lenders would experience an enhanced level of 
comfort in refinancing loans or rolling over loans. Ultimately, 
regulatory officials believed the clarification of guidance 
advocating a balanced approach in examination procedures should 
help the lender in meeting the credit needs of sound borrowers. 
See table VI.2 for more information on the guidelines' 
anticipated effect on examiners, lenders, and borrowers. 

We provided a draft of this letter to agency officials, who 
generally agreed with the information presented, and we 
incorporated their comments where appropriate. 

As arranged with the Committee, we are sending copies of this 
letter to the Secretary of the Treasury, the Acting Chairman of 
FDIC, the Chairman of the Board of Governors of the Federal 
Reserve System, the Acting Comptroller of the Currency, and the 
Acting Director of OTS. Copies will be available to others upon 
request. 

The major contributors to this letter are listed in enclosure 
VII. If you have any questions, please contact me on (202) 512- 
8678 or Mark J. Gillen, Assistant Director, on (202) 898-7196. 

Sincerely yours, 

@- 

3/QO&d& 

James L. Bothwell 
Director, Financial Institutions 

and Markets Issues 
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ENCLOSURE I 

The objectives of our review were to provide information on the 
(1) regulatory guidance relative to the safety and soundness of 

ENCLOSURE I 

OBJECTIVES, SCOPE, AND METHODOLOGY 

bank and thrift operations during the recent recession; (2) 
development, content, and presentation of the two comprehensive 
interagency initiatives issued by regulators during this period; 
and (3) impact of these two interagency initiatives on the 
behaviors of examiners, lenders, and borrowers. 

To accomplish our objectives, we did work at the Federal Deposit 
Insurance Corporation (FDIC), Federal Reserve Board (FRB), O ffice 
of the Comptroller of the Currency (OCC), O ffice of Thrift 
Supervision (OTS), and the Department of the Treasury. Our work 
covered safety and soundness policy initiatives reported to us by 
the bank and thrift regulatory agencies, which were issued or 
under development during the time period of March 1991 through 
April 1992. Our work at the Treasury focused on its efforts to 
coordinate or facilitate the issuance of the March 1 and November 
7, 1991, comprehensive interagency policy initiatives, which were 
aimed at clarifying certain regulatory and accounting policies in 
an effort to address credit availability problems. 

We solicited safety and soundness policy initiatives from the 
regulators and compiled the reported issuances by agency and 
chronology. On the basis of additional information and 
discussions with agency officials, we updated the compilation as 
needed for completeness and accuracy and further analyzed the 
initiatives by categorizing them according to CAMEL components 
(i.e., capital adequacy, asset quality, management, earnings, and 
liquidity--which are used by the agencies to measure the relative 
safety and soundness of banks). Also, we prepared matrices of 
the initiatives by selected subjects (credit availability, 
capital, assets, and earnings) to facilitate comparison. From 
this broad compilation, we narrowed the focus of our review to 
include the two most comprehensive initiatives issued by the 
regulators, which relate to many of the issues of concern about 
credit availability. 

We reviewed agency files and periodically met with regulatory 
officials to obtain an understanding of the work that was 
involved in the origination, development, and implementation of 
the March 1 and November 7, 1991, initiatives. Also, we provided 
queations to the four regulators concerning the development and 
effect of the initiatives' policy positions and asked that 
officials respond orally or in writing. Through oral information 
provided by OTS officials and written responses from OCC, FDIC, 
and FRB, we obtained regulators' official views on the 
anticipated effect of the initiatives on the behavior of 

12 



ENCLOSURE I ENCLOSURE 3 

examiners, lenders, and borrowers. We did not however, review 
examination cases to ensure understanding of or compliance with 
the policy initiatives. 

Additionally, from a review of written summaries of regional town 
meetings and hearings, we learned of perceptions about the credit 
crunch and certain concerns about some of the guidance. Further, 
we reviewed news articles and public statements of 
representatives of several trade and professional organizations 
to obtain some perspective on how the interagency policy issues 
were perceived by the financial institutions industry. 

We did our work in Washington, D.C., between March 1992 and 
October 1992 in accordance with generally accepted government 
auditing standards. 
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ENCLOSURE II 

LICY GUIDANCE RELATED TO THE SAFETY 
NESS OF FINANCIAL INSTITUTIONS, 

BY RW,?IiAW 

We compiled regulatory policy guidance related to the safety and 
soundness of financial institutions, by regulatory agency and 
subject. In compiling these initiatives, we began with March 1, 
1991, when the regulators publicly announced their joint 
statement, which included guidance to clarify certain regulatory 
and accounting policies. Officials from the four federal bank 
and thrift regulatory agencies agreed that a compilation of 
safety and soundness guidance issued, beginning with the March 1, 
1991, joint interagency policy statement, would provide a 
reasonable basis for understanding the regulatory environment 
during the economic downturn of the early 1990s. 

Tables II.1 to II.5 compile interagency and individual policy 
initiatives listed by regulatory agency and subject. Also, to 
facilitate comparison across the agencies, table II.6 presents 
the policy initiatives by selected subject. 

1.1 
/.’ :,, 

.’ 
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Through April 1992 

ENCLOSURE II ENCLOSURE I I 

Table 11.1: Joint Regulator* PolIcv Guidance Related to the Safetv and Soundness of Financial Institutions, March 1991 b 

Agency I Date I 
I 

Title I Purpose/Description 

General : 

1 Credit availability 
.- 

OCC, FDIC, 
FRB, OTS 

OCC, FDIC, 
FRB, OTS 

.& Assets 

03-01-91 

12-16-91 National 
through Examiners' 
12-17-91 Conference 

Joint Statement on 
Supervisory 
Policiesa 

Guidance was designed to contribute to a climate in which banks and 
thrifts make loans to creditworthy borrowers and work constructively witi 

borrowers experiencing financial difficulties, consistent with safe and 
sound banking practices. Included guidelines to clarify regulatory and 
accounting policies pertaining to such issues as (1) recognition of income 
for certain nonperforming loans, (2) valuation of real estate loans in 
exams, and (3) guidance on other issues relating to nonaccrual assets and 
formally restructured debt. 

Convened to review and discuss the interagency policy statement on the 
review and classification of commercial real estate loans (11-07-91) and 
to conxnunicate other initiatives and policies related to credit 
availability with senior examiners of the four regulatory agencies. 

Real estate 

OCC, FDIC, 
FRB, OTS 

Nonaccrual 

FFIECb 
Applies to 
FDIC, FRB, 
OCC, OTS 

11-07-91 

03-18-91 

Interagency Policy 
Statement on the 
Review and 
Classification of 
Commercial Real 
Estate Loan!? 

Reporting Standard 
Concerning the 
Return of a Loan 
With a Partial 
Charge-Off to 
Accrual Status 

Intent was to provide clear and comprehensive guidance to enable 
supervisory personnel to review loans in a consistent, prudent, and 
balanced manner and to make all interested parties aware of the guidance. 
Guidelines (which expand on the March 1 statement) cover loan portfolio 
review procedures, indicators of troubled loans, analysis of loans and 
collateral values, and the review of institutions' loss allowances. 

1 

Request for comments on a proposal to establish criteria under which 
depository institutions, for purposes of the Call Reports, may return 
nonaccrual loans with partial charge-offs of principal to accrual status 
without first recovering the partial charge-off or becoming fully current 
in accordance with the contractual loan terms. (Also referred to as *loan 
splitting.") 
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ENCLOSURE II ENCLOSURE II 

1 Agency 
FFIEC 
Applies to 
FDIC. FRB, 
OCC, OTS 

Appraisals 

FFIEC 
Applies to 
FDIC, FRB, 
OCC. OTS 

FFIEC 
Applies to 
FDIC, FRB, 
OCC, OTS 

FFIEC 
Applies to 
FDIC, FRB, 
OCC, OTS, 
NCUA 

Date 

08-05-91 

04-26-91 

06-06-91 

12-20-91 

-.-- --.- ----- 

Title 

Withdrawal of 
Proposal on 
Returning Certain 
Nonaccrual Loans 
to Accrual Status 

Extension of Notice extended to December 31, 1991, the effective date when federally 
Deadline for Use regulated depository institutions must use state-certified or -licensed 
of Certified or appraisers for appraisals in connection with most real estate-related 
Licensed financial transactions pursuant to Title XI of the Financial Institutions 
Appraisers in Reform, Recovery and Enforcement Act (FIRREA) and applicable rules and 
Federally Related regulations. Extension was to facilitate an orderly, nationwide 
Transactions implementation of the requirement by the specified date. 

Revised Guidelines 
Regarding State 
Certification and 
Licensing of 
Appraisers 

Guidelines were intended to assist the states in establishing effective 
certification and licensing procedures for real estate appraisers involved 
in federally related transactions. Certified or licensed appraisers must 
be used for certain transactions starting January 1, 1992. 

Use of Certified 
or Licensed Real 
Estate Appraisers 

The Federal Deposit Insurance Corporation Improvement Act (FDICIA) of 1991 
postponed (from Dec. 31, 1991, to Dec. 31, 1992) the date when federally 
regulated depository institutions must use state-certified or -licensed 
appraisers in connection with certain real estate transactions. 
(Extension provided to help facilitate an orderly, nationwide 
implementation of FIRREA by giving the states additional time to implement 
their appraiser qualification standards.) 

Debt securities/Securities 
1 I 

FFIEC 
Applies to 
FDIC, FRB, 
OTS, OCC, 
NCUA 

08-02-91 Supervisory Policy 
Statement on 
Securities 
Activities 

Purpose/Description 

In response to comments received and other considerations, FFIEC decided 
that its proposal relating to nonaccrual loans should be withdrawn. (See 
03-18-91 issuance.) 

Request for additional public comment on Section III of the proposed 
Supervisory Policy Statement that was initially published for comment on 
January 3, 1991. As proposed on Aug. 2, Section III defined "high-risk 
mortgage securities" in a specific quantitative manner and specified that 
such securities were not suitable investment portfolio holdings for 
depository institutions. Also, other aspects of Section III were changed 
from the January proposal. 
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* 

Agency Date Title Purpose/Description 

FFIEC 01-17-92 Revised Policy Policy includes expanded guidance on the suitability of acquiring and 
holding high-risk mortgage securities and zero-coupon bonds. It also 4 

Applies to Statement on 
FDIC, FRB, Securities outlines analyses and documentation required of depository institutions 
occ Activities that purchase and retain these securities. 

Miscellaneous 

FDIC, FRB, 
occ 

FDIC, FRB, 
occ 

OCC, FDIC, 
FRB 

03-15-91 

07-10-91 

02-11-92 

Guidance on Highly In response to frequently asked questions from examiners and others, this 
Leveraged jointly adopted guidance was provided to assist in the consistent 
Transactions (HLT) application of the HLT definition. 

The Supervisory Joint request seeking public comment on all aspects of the HLT definition 
Definition of and criteria as well as comments on specific issues raised by questions 
Highly Leveraged that the agencies have received. 
Transactions 

Modification of 
the Supervisory 
Definition of 
Highly Leveraged 
Transactions 

Definition/Components 

FFIEC 
Applies to 
FDIC, FRB, 
occ 

02-11-92 Bank Reports and 
Capital Guidelines 

This notice discontinued (after June 30, 1992) (1) the supervisory 
definition of HLTs and (2) the reporting of HLT exposure by banking 
organizations regulated by the three agencies. Pending completion of the 
phaseout, the definition and the requirement for banks to report their IiLT 
exposure will continue, with certain modifications to the previous 
definitions. 

To obtain comments on a proposed change in the definition of loans 
"secured by one-to-four-family residential properties" as that term is 
used for reporting loans in the Call Reports filed quarterly by insured 
commercial and FDIC-supervised savings banks. Definition would be revised 
to include certain loans to builders for the construction of one-to-four- 
family residences that have been presold to home purchasers and meet 
certain other prudential criteria. 

Note: This table contains guidance provided by regulators that covers jointly issued or interagency regulatory policy 
initiatives. Guidance may also appear in the table by individual agency. 

'LOne of two major comprehensive interagency policy statements discussed in the report. 

bThe Federal Financial Institutions Examination Council (FFIEC) was created as an interagency body empowered to prescribe 
uniform principles, standards, and report forms for the federal examination of financial institutions by the regulatory 
agencies (including the National Credit Union Administration), and to make recommendations to promote uniformity in the 
supervision of financial institutions. 
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Table 11.2: Reaulato ~~ ~~ -----fl-T;iii&hce Related tom Safetv ~-and Soundness Policies for Banks SuDervised by FDIC. March 1991 Through a 

April 1992 

Date I Title/Number I Purpose/Description 

Capital c 

03-18-91 Revisions to Leverage Provided copy of final rule which was intended to make the definition of capital 
Capital Standards, under the leverage requirements more consistent with risk-based capital 
FIL-12-91 guidelines that became effective at the end of 1990. The revised rule combined 

a more narrow definition of capital with a lower minimum acceptable ratio of 
capital to assets; it was consistent with measures adopted by other federal 
regulatory agencies. 

04-03-91 Disallowing the Use of Provided information and guidance on the stated subject, which covers the new 
Bankruptcy to Evade authority included in the Crime Control Act of 1990. Section 2522(c) of the 
Conunitment to Maintain the Crime Control Act of 1990 amends the Bankruptcy Code to require that, in Chapter 
Capital of a Federally 11 bankruptcy cases (i.e., those in which a debtor company seeks to reorganize 
Insured Depository its debt), the trustee shall seek to immediately cure any deficit under any 
Institution, 191-047 commitment by a debtor to maintain the capital of an insured depository 

institution. 

05-08-91 Revisions to the Report of Provided revised pages and instructions to the report of examination relating to 
Examination, #91-072 recent changes in Part 325 of the FDIC Rules and Regulations, which changes the 

leverage capital standard and adopts risk-based capital guidelines. 

05-21-91 Basle Committee on Banking Provided a copy of the subject paper for informational purposes to each FDIC 
Supervision Paper on field office and to each state within an FDIC region. 
Measuring and Controlling 
Large Credit Exposures, 
#91-077 

06-18-91 Capital Provisions in Discussed changes in "leverage" capital requirements and provided revised 
Enforcement Actions, language for capital provisions in enforcement actions. 
191-093 

07-12-91 Revisions to Core Page 3-- Provided clarification and additional guidance on several items that should be 
Analysis of Capital, included as part of the instructions for the Core Page 3 of the bank examination 
#91-107 manual--Analysis of Capital. (For policy guidance on subjects closely related 

to the analysis of capital, refer to #91-072, Revisions to the Report of 
Examination, May 8, 1991: #91-071, Allowance for Loan and Lease Losses, May 7, 
1991; and #91-082, ALLL, June 4, 1991.) 
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ENCLOSURE II ENCLOStfRE II 

Date 

Assets 

03-08-91 

04-18-91 

Title/Number 

Proposal to Revise the 
Capital Treatment of 
Intangible Assets, 
FIL-28-92 

Proposal to Implement 
Preferential Capital 
Treatment for Certain 
Multifamily Housing Loans 
and Collateralized 
Securities, FIL-29-92 

New Financial Statement 
Disclosures About Debt 
Securities Held as Assets, 
1191-041 

Amortization of Discounts 
on Certain Acquired Loans 
and Debt Securities, 
191-057 

Real Estate Loan Standards 
Could Ease Credit Crunch, 
PR-58-91 

Monitoring of Banks With 
Exceptional Growth and/or 
High Concentration Levels 
in the Commercial Real 
Estate Portfolio, #91-066 

Purpose/Description 

Provided copy of proposed rule which revised the treatment of intangible assets 
under FDIC's capital maintenance regulation. As proposed, limited amounts of 
purchased mortgage servicing rights and purchased credit card relationships 
would be recognized for purposes of calculating Tier 1 capital under FDIC's 
leverage capital and risk-based capital standards. 

Provided copy of proposed rule which was to amend risk-based capital guidelines 
to provide for the assignment of loans secured by multifamily residential 
properties ("multifamily housing loans") that meet certain prudential criteria 
to the 50-percent risk weight category. Prior to the proposal, such loans are 
assigned to the loo-percent risk weight category. 

Distributed copies of the American Institute of Certified Public Accountants' 
Statement of Position 90-ll--"Disclosure of Certain Information by Financial 
Institutions About Debt Securities Held as Assets." 

Provided guidance to examiners concerning the amortization of discounts on 
certain acquired loans and debt securities. This guidance reflects the views of 
the Accounting Standards Executive Committee of the American Institute of 
Certified Public Accountants as expressed in its August 1989 Practice Bulletin 
No. 6, "Amortization of Discounts on Certain Acquired Loans." 

In a speech, the FDIC Chairman cited a lack of clear standards for real estate 
lending as a contributing cause to the credit crunch situation. He urged 
banking and real estate industry trade groups to work with regulators in 
developing unambiguous lending standards that could serve the dual purpose of 
preventing losses and freeing up credit. 

Requested comments and recommendations regarding a prototype monitoring tool, 
developed by the Analysis and Monitoring Section, for identifying banks 
exhibiting significant concentrations and growth in commercial real estate 
lending. 
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ENCLOSURE II ENCLOSURE II 
- 

I 

l 

I 

Date 

35-17-91 

96-04-91 

06-17-91 

06-18-91 

06-28-91 

07-08-91 

07-29-91 

20 

Title/Number 

Municipal Bonds Supported 
by Guaranteed Investment 
Contracts Issued by 
Executive Life Insurance 
co. ( #91-076 

Allowance for Loan and 
Lease Losses, 191-082 

Refinancing Commercial Real 
Estate, 191-092 

Allowance for Loan and 
Lease Losses. H91-093B 

Guidance on Adequacy of 
Allowance for Loan and 
Lease Losses, FIL-34-91 

Real Estate Appraiser 
Regulations, #91-104 

Real Estate Loans and 
Nonaccrual Loans. 191-120 

Purpose/Description 

Jpdated the Jan. 24, 1991, memo to regional directors concerning the subject 
securities. (Referred to 191-010, which stated that examiners should request 
financial institutions holding municipal bonds that are fully, or materially, 
supported by guaranteed investment contracts issued by Executive Life Insurance 
Company to charge off or provide for an allowance for losses of 50% of the 
doubtful classifications. These bonds were also to be put in nonaccrual 
status.) 

Guidance provided a worksheet for examiners (1) to use in reviewing the adequacy 
of an institution's allowance for loan and lease losses (ALLL) and (2) to serve 
as documentation supporting the level for the institution's ALLL recomwnded by 
the examiner. Also, it provided documentation for future examination planning 
and might be useful in preparing for enforcement proceedings. 

Provided guidance to examiners regarding refinancing of medium term cowaercial 
real estate loans. Established policy guidance that financial institutions, 
whether they have a concentration in real estate or not, can choose to refinance 
a sound mini-perm (5- to 7-year) real estate development loan without being 
automatically criticized for doing so. 

Provided a revised page 5 for transmittal #91-071 dated May 7, 1991--Allowance 
for Loan and Lease Losses (and shown in this table as Guidance on Adequacy of 
Allowance for Loan and Lease Losses, FIL-34-91, dated June 28, 1991). The 
revision clarified guidance that, when determining allocations for the ALLL, a 
loan should either be reviewed individually or as part of a pool, but not both. 

Provided guidance to examiners regarding the examination of the adequacy of the 
ALLL and a discussion paper on the applicable accounting literature (addressing 
the adequacy of the ALLL for banks and thrifts). 

Distributed questions and answers about Title XI of FIRREA, which were prepared 
by the Appraisal Subconxnittee of FFIEC. The connnentary information was intended 
to help state appraiser regulatory agencies and others in understanding some of 
the positions and interpretations of the Subcommittee. 

Transmitted the Federal Reserve's memo on examination guidelines on real estate 
loans and reporting issues pertaining to nonaccrual loans--SR 91-16 (FIS), July 
16, 1991. The guidance, which represented FRB's supplement to the March 1, 
1991, interagency statement on the same subject matter, was sent to FDIC 
regional staff for informational purposes. 
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ENCLOSURE II ENCLOSURE II 

Date 

19-05-91 

19-20-91 

11-01-91 

11-01-91 

11-07-91 

11-19-91 

Title/Number 

Nonaccrual Loans and Other 
Troubled Loans, #91-136 

Proposed Amendments to 
Appraisal Regulations, 
FIL-48-91 

Monitoring of High Growth 
and/or High Concentration 
Levels of Commercial Real 
Estate Loans, 191-157-B 

Appraisal Regulation, 
191-158 

Interagency Policy 
Statement on the Review and 
Classification of 
Conxnercial Real Estate 
Loans, PR-168-91, FIL-54-91" 

Audit and Review Program 
for Real Estate Appraisal 
Evaluations, 191-167 

Purpose/Description 

Distributed copies of (1) FFIEC's notice announcing the withdrawal of the 
proposed reporting standard for the return of a partially charged off nonaccrual 
loan to accrual status and (2) OCC's BC-255, which contained supervisory and 
reporting guidance on certain troubled loan issues. 

Provided copy of proposed amendments. If adopted, the amendments would decrease 
the number of transactions requiring an appraisal prepared by a certified or 
licensed appraiser, thereby reducing the costs of these transactions. The 
proposed amendments would (1) raise the threshold to $100,000 from $50,000 for 
transactions covered by the regulation, (2) permit the use of appraisals made 
for loans insured or guaranteed by an agency of the federal government, and (3 1 
clarify that the appraisal requirements do not apply to mineral rights, timber 
rights, or growing crops. 

Guidance transmitted lists of banks that reflected high cownercial real estate 
loan growth and/or that had potentially excessive concentration levels of 
commercial real estate loans based on Call Report data through June 30, 1991, 
and it provided advice on the development status of a new on-line procedure that 
was to generate such reports by using FDIC's mainframe computer. 

Transmitted a manual that gave the regional offices a central reference for 
material relating to appraisal law and regulations that originated from Title XI 
of FIRREA. 

Policy provided clear and comprehensive guidance to enable supervisory personnel 
to review loans in a consistent, prudent, and balanced manner and to make all 
interested parties aware of the guidance. Guidelines (which expand on the March 
1 statement) cover loan portfolio review procedures, indicators of troubled 
loans, analysis of loans and collateral values, and the review of institutions' 
loss allowances. 

Guidance (1) established a program for audits of appraisal evaluations and any 
adjustments made to them in connection with the assessment of a financial 
institution's asset quality and (2) instructed examiners to prepare separate 
memos detailing situations encountered in banks where a significant number of 
appraisals are deficient in quality or are unreasonably conservative or liberal. 
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02-13-92 

02-18-92 

03-10-92 

Management 

04-09-91 

05-30-91 

08-15-91 

L 

-_. -.---. 
Title/Number 

Extension of Deadline For 
Use of Certified or 
Licensed Real Estate 
Appraisers, FIL-4-92 

FDIC Clarifies Liquidation 
and Supervision Policies, 
PR-21-92 

Interagency Modification of 
the Supervisory Definition 
of Highly Leveraged 
Transactions, FIL-14-92 

Final Real Estate Appraisal 
Rules. PR-37-92 

Possible Safeguards Against 
Adverse Contracts, 
FIL-16-91 

Directors' and Officers' 
Liability and Fidelity Bond 
Insurance in Failing Banks, 
t91-079 

Proposed Rule on Insider 
Transactions, FIL-43-91 

Purpose/Description 
7 

Provided copy of FFIEC Appraisal Subcormtittee advisory related to FIRREA 
appraisal requirements. FDICIA postponed (from Dec. 31, 1991, to Dec. 31, 1992) 
the date when federally regulated depository institutions must use state- 
certified or -licensed appraisers in connection with certain real estate 
transactions. (Extension provided to help facilitate an orderly, nationwide 
implementation of FIRREA by giving the states additional time to implement their 
appraiser qualification standards.) 

Clarified liquidation and supervision policies used by FDIC for handling 
performing loans that become receivership assets as a result of the failure of 
an insured bank. 

In July 1991, the three bank regulatory agencies issued a request for public 
conunent on whether and how to revise the supervisory definition of HLTs. In 
response to comments received, the three agencies made plans to phase out the 
HLT definition and discontinue reporting of HLTs by bank organizations after 
June 30, 1992. (See table 11.1, "Miscellaneous," 02-11-92.) 

Announcement of approved amendments to real estate appraisal regulations that 
will reduce the number of real estate transactions requiring an appraisal by a 
certified or licensed appraiser, thereby reducing the costs of the loans to 
FDIC-supervised banks and to borrowers. (See FIL-48-91 dated Sept. 20, 1991.) ! 

Provided copy of proposed rule issued by FDIC intended to prevent any depository 
institution insured by FDIC from contracting for goods, products, or services in 
a way that would adversely affect its safety and soundness. 

Guidance clarified responsibilities for preserving possible claims under 
directors and officers and fidelity bond insurance in failing banks. 

Provided copy of proposed rule related to insider transactions. Purpose was to 
establish certain requirements designed to ensure that business dealings between 
insured nonmember banks and the banks' insiders are conducted in the arm's 
length fashion necessary to promote safe and sound banking, including adequate 
review and control by the banks' boards of directors. Proposed rule would 
provide additional safeguards against abuses in business dealings other than 
extensions of credit. These include preferential sales, leases, conmissions, 
fees, and deposit interest rates. 
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Date 

10-18-91 

03-03-92 

03-10-92 

Liquidity 

Title/Number 

Proposed Limits on Golden 
Parachutes, Other Director 
and Employee Payments 
Subject to Misuse, 
FIL-51-91 

Lending Limits Section 
22(h), Federal Reserve Act, 
FIL-17-92 

Loans to Executive 
Officers, Section 22(g), 
Federal Reserve Act, FIL- 
18-92 

Purpose/Description 

Provided copy of proposed rule intended to prevent the improper disposition of 
institution assets and to protect the financial soundness of insured depository 
institutions, depository institution holding companies, their subsidiaries and 
affiliates, and the federal deposit insurance funds. Proposal was to stop 
abuses in two basic areas: (1) large cash payment to an executive officer when 
that individual resigns (gold parachute arrangement) and (2) reimbursements or 
up-front payments for liabilities or legal expenses of an officer, director, or 
employee incurred in connection with an administrative or civil enforcement 
action. 

Provided copy of proposed rule which would amend Regulation 0 (rules governing 
loans to bank officers, directors, principal shareholders, and their related 
interests). The amendments, which implemented Section 306 of FDICIA, tightened 
previous statutory limits on extensions of credit to bank insiders. This 
guidance informed FDIC-supervised banks that final rule changes, when adopted, 
would also apply to state nonmember banks as a result of Section 18(j)(2) of the 
Federal Deposit Insurance Act and Section 337.3 of FDIC's rules and regulations. 

Provided copy of final rule which amended FDIC regulations limiting extensions 
of credit by insured nonmember banks to their executive officers. The amendment 
conformed FDIC's regulations to recent statutory changes that brought loans by 
insured nonmember banks to their executive officers within the restrictions of 
Section 22(g) of the Federal Reserve Act. 

01-09-92 New Limits on Brokered 
Deposits, FIL-3-92 

Provided guidance to all insured banks and savings associations related to 
section 301 of FDICIA, which significantly limited the use of brokered deposits 
by insured depository institutions. The new law amended Section 29 and added a 
new Section 29A to the Federal Deposit Insurance Act. FDIC was required to 
promulgate final regulations to carry out Section 301. However, insured 
depository institutions were instructed to continue to comply with current 
regulations until the effective date of the new regulations. 
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Date I Title/Number I Purpose/Description 

04-22-91 

07-22-91 

08-29-91 

08-30-91 

Joint Statement on 
Supervisory Policies, 
PR 30-91: FIL 8-91a 

Problem Memoranda (Forms 
662OflO and 6620111). 
191-063 

Restrictions on S&Ls 
Converting to Banks, 
FIL-25-91 

FDIC Examiner Participation 
in Exams of National and 
State Member Banks, 1191-115 

Regional Credit Crunch 
Meetings, 891-131 

Alternative Procedures to 
Recommend Action Under 
Sections 8(a) or 8(t) of 
the Federal Deposit 
Insurance Act Against 
Savings and Loans, #91-132 

Examination of National 
Data Processing Companies, 
1191-139 

Guidance was designed to contribute to a climate in which banks and thrifts make 
loans to creditworthy borrowers and work constructively with borrowers 
experiencing financial difficulties, consistent with safe and sound banking 
practices. Included guidelines to clarify regulatory and accounting policies 
pertaining to such issues as (1) recognition of income for certain nonperforming 
loans, (2) valuation of real estate loans in exams, and (3) guidance on other 
issues relating to nonaccrual assets and formally restructured debt. 

Reminded the examination staff of the need to maintain high-quality production 
standards in the creation of "problem bank" memoranda, which provided a means of 
communicating conditions and regulatory strategies with respect to weakened 
institutions to the most senior levels of FDIC. 

Provided copy of final rule which required federally insured savings and loans 
that convert to bank charters to continue adhering to restrictions on high-risk 
activities. Adopted rule addressed FDIC's concern that under state law, a 
savings association that undergoes a "charter flip" could escape safeguards 
Congress imposed to protect the Savings Association Insurance Fund from losses 
caused by high-risk investments. 

Memo transmitted senior staff agreement with OCC and FRB concerning FDIC 
examiner participation in exams of national and state member banks. The 
agreement addressed exam guidelines designed to facilitate FDIC needs and ensure 
a spirit of cooperation among examiners. 

Provided guidance for responding to requests for FDIC participation in credit 
crunch meetings, which were sponsored by Members of Congress. 

Guidance established procedures to facilitate the recommendation of enforcement 
actions against savings associations. Guidance provided that the process can be 
expedited by (1) including the enforcement action in a separately captioned part 
of the problem institution memo entitled "Recommended Enforcement Action and 
Proposed Contents" and (2) limiting contents of recommended action to provisions 
needed to address primary deficiencies. 

Identified large data processing companies that would be subject to a national - 
exam from 1992 through March 1993. Schedule was established by the Electronic 
Data Processing Subcommittee of the FFIEC Task Force on Supervision. 
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Date Title/Number Purpose/Description 

)9-10-91 FDIC Savings Association Distributed questionnaire that was designed to ensure that proper attention is 
Supervisory directed to the specific supervisory responsibilities over certain savings 
Responsibilities, 1191-140 association activities placed with FDIC by enactment of FIRREA. 

19-12-91 ‘ Nonbank Data Processing Identified nonbank data processing servicers and examinations for conversion to 
Services, 891-142 the new on-line examination tracking system currently being developed. 

10-01-91 Electronic Data Processing Distributed the FFIEC paper relating to the electronic data processing (EDP) 
Risks in Mergers and risks in mergers and acquisitions, which was recently approved by the Task Force 
Acquisitions, 191-145 on Supervision. Guidance provided that reconsnendations contained in the paper 

be implemented in association with mergers and acquisitions involving 
conversions of information systems. 

11-22-91 Regular Comrmnication With Updated the Division of Supervision's documentation procedures for communicating 
Bankers on Exam Standards with bankers and reiterated currently outstanding instructions in this area. 
and Practices, 191-169 This guidance was in line with one aspect of the program announced by the 

Secretary of the Treasury on Oct. 8, 1991, which requested the four regulatory 
agencies to develop a method for regular communication with bankers to determine 
their views on the fairness and balance of exam standards and practices. 

12-05-91 Regional Credit Crunch Revised existing instructions on expected regional office attendance at regional 
Meetings, 1191-173 credit crunch meetings. (Changed guidance provided in 191-131 dated Aug. 29, 

1991.) Regional directors now have discretion as to the appropriate 
representation at such meetings: however, in making selections, they should 
consider the general level of comparability with the representatives of the 
other banking agencies attending as well as the visibility of the meeting. 

12-23-91 Improved Communication of Established examination and regional office procedures to ensure that recent 
Supervisory Policies, policy statements regarding the supervisory impact on sound credit availability 
i/91-184 are adequately communicated to examiners and bankers. (Statements include Joint 

Statement on Supervisorv Policies (03-01-91). the Interaaencv Policv Statement 
on the Review and Classification of Commercial Real Estate Loans (11-07-91). and 
Refinancing Commercial Real Estate (06-17-91). 

02-07-92 Procedures for Requesting Policy established a third process for institutions desiring a review of 
Review of Supervisory supervisory decisions to request a review by written submission to the Division 
Decisions, FIL-11-92 of Supervision Director in Washington. (Note: The other two procedures 

involved a request to the on-site examiner or the regional office Division of 
Supervision.) 
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Date 

03-04-92 

03-19-92 

03-23-92 

03-23-92 

03-23-92 

Title/Number 

Off-Site Review Program for 
Large Insured Depository 
Institutions. #92-039 

Shared Application Software 
Reviews, 192-045 

Growth Monitoring System 
Off-Site Review Program, 
1192-047 

GAEL Off-Site Review 
Program, #92-048 

Bimonthly Status Reports on 
Communication of Various 
Supervisory Policies to 
Bankers, #92-049 

Purpose/Description 

Replaced the Large Bank Analysis Program with the Off-Site Review Program for 
Large Insured Depository Institutions. The new program's four-part objective is 
to (I) use information technology, advanced analytical techniques, and optimal 
human resources: (2) screen all insured institutions quarterly; (3) identify and 
prioritize those that require further (usually on-site) supervisory attention: 
and (4) avert and control risk to the deposit insurance fund. 

Transmitted copies of two shared application software reviews, which were done 
during the second half of 1991. The program, which was approved by FFIEC's 
Supervision Task Force, provides for interagency review of widely used shared 
computer application software. 

Memo restated existing Growth Monitoring System off-site review procedures and 
added requirements for the documentation, the tracking of recosmtended 
supervisory action, and the susxsarization of results. In general, changes are 
to ensure that off-site monitoring resources are optimally used to fulfill 
FDIC'S supervisory and insurance responsibilities. 

Guidance was designed to revise and strengthen the CAEL Off-Site Review Program 
to ensure that the benefits derived from off-site reviews are realized more 
broadly and that program effectiveness is enhanced. Regions are required to 
track review results and follow-up action on CAEL-listed banks. (Note: CAEL, 
which refers to rapital adequacy, asset quality, earnings, and liquidity, is a 
supervisory tool that uses off-site data to monitor cormnercial banks between 
examinations.) 

Reiterated to regional personnel the importance of communicating supervisory 
policies to bankers and of keeping adequate records on those conxnunications. 
(See memos 91-169 dated Nov. 22, 1991, and 91-184 dated Dec. 23, 1991.) Also, 
this guidance established a bimonthly reporting system to the Washington Office 
summarizing actions taken in these areas. 

%e of two major comprehensive interagency policy statements discussed in the report. 
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--Table X.3: R~~~~af~~J-~ib~~~-~-Re~ated to Safetvand Soundness Policies for Banks Sunervised bv FRB. March 1991 Throuah c 
April 1992 

1 Date I Title/Number I Purpose/Description 

Capital t 

03-01-91 Asset Quality Ratings for Provided guidelines on the calculations for the revised asset quality ratio and 
CAMEL Purposes Under the included the substitution of risk-based capital components as a replacement for 
Tier 1 Capital Definition, primary and total capital. 
SR Letter 91-7 (FIS) 

04-24-91 Field Testing of Revised Transmitted revised examination report pages that implement changes as a result 
Pages of the Examination of the adoption of new risk-based capital guidelines. 
and Inspection Reports 
Incorporating the New Risk- 
Based Capital Measures, 
AD Letter 91-25 (FIS) 

07-26-91 Analysis of Risk-Based Transmitted a set of statements to Federal Reserve Banks showing the components 
Capital for the 50 Largest of the risk-based capital statistics for each bank holding company in their 
Bank Holding Companies district that ranks among the nation's 50 largest. 
(BHCs), AD Letter 91-49 
(FIS) 

10-31-91 Risk-Based Capital Requested comment on the inclusion in Tier 1 risk-based capital of perpetual 
preferred stock meeting certain terms and conditions. 

01-14-92 Perpetual Preferred Stock Approved proposal to lift the limit on the amount of noncumulative perpetual 
for Risk-Based Capital preferred stock that BHCs may include in Tier 1 capital for the purpose of 
Purposes calculating their risk-based and leverage capital ratios. Cumulative perpetual 

preferred stock will continue to be included in Tier 1 capital for BHCs, up to a 
limit of 25 percent of Tier 1 capital. 

02-19-92 Regulatory Capital Request for comment on a proposal regarding revision of the risk-based capital 
Treatment of Identifiable standards allowing the inclusion of certain intangibles in the risk-based 
Intangible Assets capital calculation. Under the proposal, purchased mortgage servicing rights 

and purchased credit card relationships (PCCR) would be included in the Tier 1 
capital computation provided that, in the aggregate, they do not exceed a limit 
of 50 percent of Tier 1 capital and provided that PCCRs do not exceed a sublimit 
of 25 percent of Tier 1 capital. 

04-10-92 Risk-Based Capital Requested comments on proposed revision regarding the risk weighing of certain 
multifamily mortgages and certain collateralized obligations. 
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Date I Title/Number I Purpose/Description 

Assets 

03-28-91 

04-15-91 

04-29-91 

05-17-91 

07-03-91 

07-12-91 

Shared National Credit 
Program for 1991, 
AD Letter 91-19 (FIS) 

Changes in Allocated 
Transfer Risk Reserve 
Determinations on Banking 
Institutions' Assets, 
SR Letter 91-12 (IB)" 

New Summary Examination 
Report Form to Be Used for 
Examination of Government 
Securities Activities, 
AD Letter 91-26 (SA) 

Extension of the Deadline 
for Licensed and Certified 
Real Estate Appraisers to 
12-01-91, AD Letter 91-32 
(FIS) 

Highly Leveraged 
Transactions 

Change in Allocated 
Transfer Risk Reserve 
Determinations on Banking 
Institutions' Assets, 
SR Letter 91-15 (FIS)* 

Announced that the Shared National Credit Program's on-site examination phase 
was about to commence. The AD Letter enclosed necessary reporting forms and a 
suggested draft transmittal letter for use in forwarding the reporting forms to 
all BHCs, state member banks, and state-licensed branches and agencies of 
foreign banks that reported shared national credit information in response to 
the Federal Reserve's first-day letter for the 1991 program. 

Transmittal letter for an interagency statement by FRB Board of Governors of the 
Federal Reserve System, OCC, and FDIC regarding changes in allocated transfer 
risk reserves and loss requirements mandated in accordance with provisions of 
the International Lending Supervision Act of 1983 and Section 211.43 of 
Regulation K. Guidance was also provided on the distribution of the statement 
to state member banks and banking Edge Act corporations. 

Requested that a separate report summarizing findings of examination of 
government securities broker/dealer and custody activities of all state member 
banks (located within their districts) be completed and forwarded to FRB each 
time the government securities activities of state member banks covered by 
Treasury regulations are examined. Stated that examination results of 
government securities activities should also continue to be included in the 
Commercial or Trust Examination Report furnished to the bank. 
the new report form. 

Enclosed copy of 

Announced the extension, by the Appraisal Subcommittee of FFIEC, of the 
effective date for requiring state-certified and -licensed appraisers to be used 
for appraisals done in connection with federal, related transactions. Attached 
a copy of the FFIEC Appraisal Subcommittee press release. The extension was 
necessary because the state's certification and licensing programs were in 
varying degrees of implementation. 

Notification of proposed regulation on the supervisory definition of HLTs. 

3 

Transmittal letter for an interagency statement by FRB, OCC, and FDIC regarding 
changes in allocated transfer risk reserves and loss requirements mandated in 
accordance with provisions of the International Lending Supervision Act of 1983 
and Section 211.43 of Regulation K. Guidance was also provided on the 
distribution of the statement to state member banks and Edge Act corporations. 

28 
l 



ENCLOSURE II ENCLOSURE II 
C 

Date 

07-16-91 I 

08-15-91 

08-15-91 / 

09-12-91 

09-23-91 

10-11-91 

10-25-91 

11-07-91 

29 

Title/Number 

Supplementary Examination 
Guidelines on Real Estate 
Loans and Certain Report 
Issues Pertaining to 
Nonaccrual Loans, 
SR Letter 91-16 (FIS) 

Information on the Real 
Estate Appraisal 
Regulation, AD Letter 91-55 
(FIS) 

Shared National Credit 
Program, AD Letter 91-56 
(FIS) 
Criticizediclassified Asset 
Data at Largest BHCs, 
AD Letter 91-64 (FIS) 

Classification Guidelines 
for an Asset When a 
Substantial Portion Has 
Been Charged Off, 
SR Letter 91-18 (FIS) 

Environmental Liability, 
SR Letter 91-20 (FIS) 

Review of Government 
Securities Activities, 
SR Letter 91-22 (SA)a 

Interagency Examination 
Guidance on Commercial Real 
Estate Loans, 
SR Letter 91-24 (FIS)b 

PurposelDescription 

Reiterated the basic principles of the March 1 interagency statement on credit 
availability-- specifically, that institutions should work with creditworthy 
borrowers to meet their financing needs. Issues addressed included the prudent 
management of asset concentrations, the refinancing and rollover of real estate 
construction loans, and the restructuring of nonaccrual assets subject to the 
Financial Accounting Standards Board's (FASB) Statement No. 15. 

Transmitted questions and answers prepared by the Appraisal Subconmtittee of 
FFIEC regarding the requirements of Title XI of FIRREA. 

Transmitted to Reserve Banks the 1991 list of shared national credits and their 
disposition, together with write-ups for criticized shared national credits held 
by financial institutions in the recipient's district. 

Requested that each Reserve Bank complete an attached worksheet for the top 50 
BHCs in its district for the period ending June 30, 1991. Reserve Banks were 
asked to provide criticized and classified asset data, plus Tier 1 capital and 
loan loss reserve balances twice a year for the top 50 BHCs, as of June 30 and 
December 31. 

Addressed the classification of loans when a substantial portion has been 
charged off. This guidance reiterates long-standing policy in this area and 
presents a classification framework for a partially charged-off loan that is 
intended to reflect the repayment prospects of the remaining recorded balance of 
the loan. 

Guidance on the examination of banking organizations loan portfolios with 
respect to environmental liability. Outlines elements of loan policies to 
mitigate liability. Transmittal for discussion paper on environmental liability 
and its impact on banking organizations. 

Guidance for evaluation and on-site inspection of BHCs, banks, and branches * 
engaged in government securities dealing. Transmittal for listings of affected 
entities and contacts at those companies. 

Transmittal for the November 7, 1991, interagency policy statement on the review 
and classification of commercial real estate loans. Supplement to guidance 
presented in the March 1, 1991, joint policy statement. 



ENCLOSURE II ENCLOSURE II 

Title/Number Purpose/Description 

Interagency Examination Transmittal letter for the press release and joint staff Brandus issued 
Guidance on Comaercial Real regarding examination guidance on conxaercial real estate loans, November 1991. 
Estate Loans, 
SR Letter 91-25 (FIS)b 

11-08-91 Examination Review 
Procedures-- Programs for 
Evaluating and Reviewing 
Use of Appraisals, 
SR Letter 91-26 (FIS) 

Requested that each Reserve Bank set up a procedure to review examiners' use of 
appraisal information when classifying real estate loans. The review process is 
designed to promote the use of consistent and reasonable assumptions when 
assessing real estate values. 

11-08-91 Interagency Meeting of Announced the Interagency Examiners Conference to be held December 16-17, 1991, 
Federal Financial in Baltimore to discuss regulatory policies and procedures and their effects on 
Regulatory Examination the availability of credit. Also discussed a meeting of Federal Reserve senior 
Staff, December 16-17, officers in charge of supervision to be held on December 18, 1991. 
1991, AD Letter 91-78 (FIS) 

12-05-91 National Examiners' Provided information on the National Examiners' Conference, which was held to 
Conference, AD Letter 91-85 review and discuss the November 7, 1991, "Interagency Policy Statement on the 
(FIS) Review and Classification of Commercial Real Estate Loans." Also communicated 

other initiatives and policies related to credit availability with senior 
examiners of the four bank regulatory agencies. 

12-10-91 Shared National Credit Letter announced the connnencement of the 1992 Shared National Credit Program. 
Program for 1992, Contained guidance on mailing forms and letters to state member banks and state- 
SR Letter 91-28 (FIS) licensed U.S. branches and agencies of foreign banks participating in the 

program. 

12-30-91 

12-13-91 Changes in Allocated Transmitted an interagency statement regarding changes in allocated transfer 
Transfer Risk Reserve risk reserves and loss requirements under the International Lending and 
Determination on Banking Supervision Act of 1983 and Regulation K. This information is used to assess 
Institutions' Assets, the exposure of financial institutions in foreign countries and is considered 
SR Letter 91-30 (FIS)a confidential. 

Delay in the Federal Transmitted the extension of the effective date for the use of licensed and 
Effective Date for the certified appraisers as required by FDICIA. The date for compliance with the 
Mandatory Use of Licensed ' federal regulation was extended until December 31, 1992. 
and Certified Real Estate 
Appraisers in Federally 
Related Transactions, 
SR Letter 91-32 (FIS) L 
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ENCLOSURE 11 

Dl-09-92 

01-10-92 

01-31-92 

02-06-92 

02-10-92 

02-10-92 

02-10-92 

03-02-92 

03-09-92 

31 

Date Title/Number PurposelDescription 

Shared National Credit 
Program for 1992, 
AD Letter 92-3 (FIS) 

Explained the Shared National Credit Program for 1992 and discussed staffing 
needs from the Reserve Banks for the program. r 

Supervisory Policy 
Statement on Securities 
Activities, SR Letter 92-l 
WS) 

Addressed the selection of securities dealers and requires depository 
institutions to establish prudent policies and practices for securities 
transactions. 

Loss Experience on 
Residential Construction 
Projects, AD Letter 92-9 
(FIS) 

Requested information from each Reserve Bank regarding the riskiness of various 
types of residential construction projects. 

Supervisory Definition of 
Highly Leveraged 
Transactions 

Discontinued the use of the supervisory definition of HLTs after June 30, 1992. 
Also transmitted revisions to the definition to be used until June 30, 1992. 

Treatment of Value Impaired 
Classifications for Asset 
Quality Purposes, 
SR Letter 92-2 (FIS) 

Revised the treatment of assets impaired by protracted transfer risk problems. 
The letter updates examination procedures to be consistent with current 
practices. 

Underwriting Up to $15 
Million of Equity 
Securities in a Single 
Subsidiary Under Regulation 
K, SR Letter 92-3 (FIS) 

Discussed the clarification of FRB's 1991 revisions to Regulation K, including 
the higher investment limits under Section 211.5(d)(14). In order to take 
advantage of these limits, investors must receive prior approval from FRB. 

Criticized/Classified Asset Requested that Federal Reserve Banks complete attached worksheet providing 
Data for Top 50 BHCs, criticized and classified asset data (plus Tier 1 capital and loan loss reserve 
AD Letter 92-14 (FIS) balances) on a quarterly basis for the top 50 BHCs. 

Shared National Credit Implemented a credit screening program for use during the 1992 Shared National 
Program--Screening of Credit Review. The screening program was developed to reduce the amount of 
Credits, SR Letter 92-5 examination resources expended during the review, without sacrificing the 
WIS) integrity of the review. 

State Requirements for Provided a state-by-state listing of the requirements for the use of licensed or 
Certified and Licensed certified appraisers. The letter provided guidance on whether the federal 
Appraisers, SR Letter 92-7 requirements or the individual state requirements should be followed when 
WS) examining state member banks. 



ENCLOSURE II 
I 

Date Title/Number 

Shared National Credit 
Program for 1992, 
AD Letter 92-21 (FIS) 

03-26-92 

ENCLOSURE II 
I 

r Purpose/Description 

Transmitted forms to be used for the 1992 Shared National Credit Program. 

Management 

12-16-91 

02-13-92 Regulation 0 

Proposed Revisions for the 
Report of Bank Holding 
Company Intercompany 
Transactions and Balances 
(FR Y-8). AD Letter 91-88 
(FIS) 

Earnings 

03-19-91 Quarterly Monitoring of 
Large BHC Earnings, 
AD Letter 91-17 (FIS) 

05-21-91 Quarterly Monitoring of 
Large BHCs Earnings, 
AD Letter 91-33 (FIS) 

09-06-91 Quarterly Monitoring of 
Large BHC Earnings, 
AD Letter 91-60 (FIS) 

10-10-91 Revised Procedures for 
Submitting the Quarterly 
BHC Earnings Report, 
AD Letter 91-73 (FIS) 

Transmitted for review and cement a proposed revised form for the "Report of 
Bank Holding Company Intercompany Transactions and Balances" (FR Y-8). 

Proposed rule to revise Regulations 0 and Y required by Section 306 of FDICIA. 

Transmitted December 31, 1990, earnings information for all BHCs with 
consolidated assets over $1 billion. 

Transmitted March 31, 1991, earnings information for all BHCs with consolidated 
assets over $1 billion. 

Transmitted June 30, 1991, earnings information for all BHCs with consolidated 
assets over $1 billion. Indicated that a floppy disk containing this 
information was also sent. 

Prescribed procedures for Reserve Banks to submit to FRB a quarterly earnings 
report for BHCs in their district with more than $1 billion in total assets. 

Transmitted September 30, 1991, earnings information for all BHCs with 
consolidated assets over $1 billion. 
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ENCLOSURE II ENCLOSURE II 

3 

i 

Date 

11-29-91 

,iquidity 

16-06-91 

18-07-91 

12-19-91 

01-24-92 

General 

03-05-91 

Title/Number Purpose/Description 

Quarterly Monitoring of Transmitted revised September 30, 1991. earnings information for all BHCs with , 
Large BHC Earnings, consolidated assets over $1 billion. 
AD Letter 91-83 (FIS). 
Supersedes AD Letter 91-81 
(FIS) 

Sale of Uninsured Annuities 
by State Member Banks and 
BHCs, SR Letter 91-14 (FIS) 

Interest Rate Risk, 
AD Letter 91-54 (FIS) 

Guidance to Foreign Banks 
in Complying With New 
Deposit-Taking 
Restrictions, 
SR Letter 91-31 (IB) 

FDIC Limits on Brokered 
Deposits, AD Letter 92-8 
(FIS) 

Federal Reserve Press 
Release and Interagency 
Policy Statement on Credit 
Availabilityb 

Quarterly Bank Surveillance 
Procedures, AD Letter 91-14 
(FIS) 

Guidance on the examination objectives and guidelines with respect to the 
marketing and sale of uninsured annuities by state member banks and BHCs. 
Included information on improper marketing practices that may lead customers to 
believe products are insured. 

Transmitted a proposed examination framework for measuring interest rate risk at 
banks. The proposal is built around a simplified, duration-based measure of 
risk to identify banks that may have relatively high levels of exposure. 

Provided guidance to foreign banks in complying with provisions of FDICIA 
Section 214(a). The guidance was designed to assist foreign banks in adjusting 
to the restrictions before the adoption of final rules and regulations. 

Transmitted FDIC notice to all insured depository institutions of the provisions 
of Section 301 of FDICIA. It described limits on accepting brokered deposits, 
which will vary depending upon the capital classification of the insured 
depository institution. In addition, all deposit brokers will be made to 
register as deposit brokers with FDIC. 

Guidance was designed to contribute to a climate in which banks and thrifts make 
loans to creditworthy borrowers and work constructively with borrowers 
experiencing financial difficulties, consistent with safe and sound banking 
practices. Included guidelines to clarify regulatory and accounting policies 
pertaining to such issues as (1) recognition of income for certain nonperforming 
loans, (2) valuation of real estate loans in exams, and (3) guidance on other 
issues relating to nonaccrual assets and formally restructured debt. 

Announced the distribution of the December 1990 Systemwide bank screens and 
exception lists for all member banks. Also announced that the state member bank 
portion of the exception lists and the surveillance ratios by peer group are 
available for on-line access. 

33 
. 



ENCLOSURE II 

~ 

Changes in Investments or 
Activities (FR Y-6A), 
AD Letter 91-15 (FIS) 

ENCLOSURE II 

Purpose/Description 

Requested conments on revisions being considered for the "Bank Holding Company 
Report of Changes in Investments or Activities" (FR Y-6A). Transmitted a copy 
of the report form and instructions. The revisions to the report and 
instructions focused on simplification of the reporting process and 
clarification of the report instructions. Additionally, the issue of altering 
the reporting cycle to collect information on an event-driven basis was to be 
considered. 

03-14-91 Delegation of Section Notice of delegation to Reserve Banks of authority for processing applications 
4(c)(8) Applications to to own, control, or operate a savings association. Provided guidelines for 
Own, Control, or Operate a processing applications and related financial analysis, including guidance on 
Savings Association, referring applications for FRB action in instances in which the savings 
SR Letter 91-8 (FIS) association is conducting impermissible nonbanking activities or operating out- 

of-state branches. 

03-14-91 December 1990 BHC Announced the distribution of the December 1990 Systemwide BHC screens and 
Surveillance Procedures. exception lists for BHCs with consolidated assets over $150 million and 
AD Letter 91-16 (FIS) multibank holding companies. Announced that Reserve Banks' preliminary 

evaluations of the financial condition of those companies in their districts 
that failed the screens was due to FRB's surveillance section on March 22, 1991. 

03-19-91 Priority Criminal Referrals Guidelines on information to be provided to FRB regarding criminal referrals for 
and Attorneys, Accountants, the purpose of determining if formal enforcement actions are warranted against 
and Appraisers as individuals. 
"Institution-Affiliated 
Parties," SR Letter 91-9 
(F-1 

03-22-91 Reports to Congress Transmittal letter for the Federal Reserve's report to Congress pursuant to 
Regarding Administrative Section 918 of FIRREA. Letter contained statistical information of Federal 
Enforcement and Criminal Reserve enforcement actions for 1990. 
Investigatory and 
Prosecutorial Activities, 
SR Letter 91-10 (FIS) 

03-22-91 Nationwide Survey of 
Examiners and Liquidators 
Sponsored by FDIC, 
AD Letter 91-18 (FIS) 

Announced FDIC's decision to sponsor an ongoing nationwide survey of examiners 
and liquidators to find out about conditions in local residential and comrcial 
real estate markets across the U.S., and its invitation to the other banking 
agencies to join in the project. The letter notified the Reserve Banks of the 
survey and asked them to participate. 

. 



ENCLOSURE II ENCLOSURE II 

Date 

03-23-91 

03-28-91 

03-29-91 

04-10-91 

04-12-91 

04-19-91 

04-22-91 

-_-----..- 
Title/Number 

Advances by Banking Edge 
Corporations to Parent 
Institutions, 
SR<Letter 92-8 (FIS) 

BHC Reporting Requirements 
for March 31, 1991, 
SR Letter 91-11 (FIS) 

Nationwide Survey of 
Examiners and Liquidators 
Sponsored by FDIC (follow- 
up), AD Letter 91-20 (FIS) 

Diskettes Containing 
Financial Data on the 50 
Largest BHCs, 
AD Letter 91-21 (FIS) 

1991 Joint Interagency 
Supervision Conference, 
April 23-26, 1991, 
AD Letter 91-22 (FIS) 

Statistical Report on 
Applications Activity, 
First Quarter 1991, 
AD Letter 91-23 (FIS) 

Financial Data for RTC 
Conservatorships and 
Minimally Capitalized 
Thrifts, AD Letter 91-24 
(FIS) 

Purpose/Description 

Guidance on the examination of advances by Edge Act corporations to parent 
institutions. Discussed certain situations inconsistent with safe and sound 
banking practices where concentrations exceed prudent standards. 

Transmitted a sunxaary of changes to bank holding company reports for March 31, 
1991, and the Federal Register Notice published for comments on those changes. 
Federal Reeister Notice also announced the Federal Reserve's intention to 
release data to the public submitted on certain schedules containing risk-based 
capital information. 

As a follow-up to the previous letter on this subject, this letter announced 
that 46 officers and senior examiners were selected to participate in the FDIC- 
sponsored National Survey of Examiners and Liquidators to Assess Real Estate 
Conditions, which was expected to begin approximately 10 days from the writing 
of the letter. 

Transmitted diskettes containing financial ratios and statistics about the 
condition of the 50 largest BHCs for year-end 1990. This quarter's version was 
the same as that for the third quarter. Also stated that the data systems for 
the too 50 BHCs would soon be made available to the general DUbliC. 

Provided logistical information and agenda for the Joint Interagency Supervision 
Conference in Dallas, TX, to be held April 23 to 26, 1991. 

Transmitted the first quarter 1991 Report on Applications Activity. 

Transmitted a diskette containing financial information for 209 Resolution Trust 
Corporation (RTC) conservatorships operating on April 15, 1991. The diskette 
also contained a listing of minimally capitalized private sector thrifts (core 
capital less than or equal to 3 percent of assets), based on December 31, 1990, 
data. 
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Date 

D5-06-91 

D5-06-91 

05-10-91 

05-10-91 

06-03-91 

06-03-91 

06-05-91 

TitlelMumber 

Second Originals for 
International Application 
and Prior Notifications (FR 
K-l) and for Report of 
Changes in Foreign 
Investments (FR 2064). With 
Accompanying Instructions, 
AD Letter 91-28 (IB) 

Interdistrict EDP Pooling 
Program, AD Letter 91-29 
(FIS) 
Database Containing 
Financial Data on all BHCs 
and Commercial Banks, 
AD Letter 91-30 (FIS) 

Summary of Supervision 
Automation Conference. 
AD Letter 91-31 (FIS) 

Civil Money Penalties and 
the Use of the Civil Money 
Penalty Assessment Matrix, 
SR Letter 91-13 (FIS) 

Minutes of the Annual 
System Conference of Trust 
Examiners, AD Letter 91-34 
(SAla 

Tuition Assistance for 
State Examiners, 
AD Letter 91-35 (FIS) 

Purpose/Description 

Transmitted a set of second originals for international applications and 
notifications under Regulation K (FR K-l), and the Report of Changes in Foreign 
Investment filed by holding companies, member banks, and Edge Act and agreement 
corporations. Both forms were extended without revision through April 30, 1992, 
after which recently completed revisions to Regulation K would require revisions 
to both. 

Announced 1992 Interdistrict EDP Pooling Program, briefly describing its 
benefits and requirements for participation. 

Announced the availability of the Financial Institutions Database of financial 
information on all BHCs and banks as of December 31, 1990. 

Transmitted a summary of the Supervision Automation Conference hosted by the 
Federal Reserve Bank of Dallas on March 5-7, 1991. Also contained a sunmary of 
the major automation activities of each Reserve Bank since the last conference 
and an agenda and list of attendees for the conference. 

Provided guidance on the expansion of FRB's authority to assess civil money 
penalties as a result of the passage of FIRREA. Also transmitted a copy of the 
civil money penalty assessment matrix and provided guidance for its use. 

Transmitted minutes of the 1991 System Conference of Trust Examiners. 

Requested that each Reserve Bank continue to budget funds for the training of 
state bank examiners as originally called for in SR Letter 86-10. This letter 
was sent out after some Reserve Banks did not budget for state training 
assistance in 1991. 
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Date 

36-05-91 

D6-11-91 

06-11-91 

06-11-91 

06-19-91 

06-21-91 

06-24-91 

Title/Number 

Proposed Regulatory Reports 
Monitoring Program, 
AD Letter 91-36 (FIS)" 

Quarterly Bank Surveillance 
Procedures, AD Letter 91-37 
(FIS) 

Two-Day Training Seminar on 
BHC Reporting Requirements, 
AD Letter 91-38 (FIS) 

Conference of Officers in 
Charge of Supervision, July 
18-19, 1991, 
AD Letter 91-39 (FIS) 

Renewed Form FR U-l, 
AD Letter 91-40 (FIS) 

Nationwide Survey of 
Examiners and Liquidators 
Sponsored by the FDIC, 
AD Letter 91-41 (FIS) 

March 1991 BHC Surveillance 
Procedures, AD Letter 91-42 
tF=) 

- 

Purpose/Description 

Transmitted for cmnt a draft of the internal manual that would be used by 
Federal Reserve personnel to implement the proposed Regulatory Reports 
Monitoring Program. The new program aims to (1) establish a uniform procedure 
Systemwide for monitoring the timeliness and accuracy of reports filed with the 
Federal Reserve System and (2) promote the filing of timely and accurate reports 
by financial institutions through the use of FRB's civil money penalty 
assessment authority against state member banks, BHCs, foreign financial 
institutions and their branches and agencies, and institution-affiliated parties 
that file late, false, or misleading regulatory reports. Requested that 
comments be submitted by June 28, 1991. 

Announced the distribution of the March 1991 Systemwide bank screens and 
exceptions lists for all member banks. Also stated that when FFIEC made 
available the March 31, 1991, Uniform Bank Performance Report tapes, they would 
be distributed to the Reserve Banks. 

Announced, described, and provided agenda for a 2-day training session to be 
held by staff in the Division of Banking Supervision and Regulation on July lo- 
ll, 1991, on the reporting requirements contained in the BHC automated reports 
(FR Y-9C, FR Y-9LP, FR Y-9SP, Y-llQ, and FR Y-11 AS) and on related issues to 
ensure accurate reporting of information by BHCs. 

Announced that the Federal Reserve Bank of Cleveland would host the Meeting of 
Officers in Charge of Supervision on July 18-19, 1991. Also provided logistical m 
information for attendees. I 

Transmitted a "second original" of the Form FR U-l (Statement of Purpose for an 
Extension of Credit Secured by Margin Stock). The form was renewed without 
revision for use through June 30, 1994. 

Announced that FDIC's Real Estate Survey had been shifted to a quarterly basis 
and the second survey would be conducted from July 8 through July 19, 1991. 

Announced transmittal of the March 1991 Systemwide BHC screens and exception 
lists for BHCs with consolidated assets over $150 million and multibank holding 
companies. Also stated that Reserve Bank preliminary evaluations of the 
financial condition of those companies that failed screens were due on July 1, 
1991. 
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ENCLOSURE II ENCLOSURE II 
..- __.~~. . 

I . (SA) 
07-11-91 Diskettes Containing 

Financial Data on the 50 
Largest BHCs, 
AD Letter 91-44 (FIS) 

Purpose/Description 

Transmitted latest Regulation G statistics. The release included the amount and 
type of credit to purchase or carry margin stock ("purpose credit") outstanding 
as of June 30, 1990, and the amount and type of purpose credit extended during 
the period from July 1, 1989, to June 30, 1990. 

Transmitted diskettes containing financial ratios and statistics about the 
condition of the 50 largest BHCs for the first quarter 1991. 

07-12-91 Equal Opportunity Report, Transmitted most current address list, including each regional director's nape 
AD Letter 91-45 (FIS) and office phone number, for the Office of Federal Contract Compliance PrograQIS, 

Department of Labor, in order to assist Federal Reserve examiners in reporting 
on compliance of state member banks with Executive Order 11246, which dictates 
that banks must submit Form EEO-1 and have on file a written affirmative action 
program. 

07-12-91 Financial Data for RTC Transmitted a diskette containing financial information for 188 RTC 
Conservatorships and conservatorships operating on July 5, 1991. The diskette also contained 
Minimally Capitalized financial data for 220 minimally capitalized private sector thrifts (core 
Thrifts, AD Letter 91-46 capital less than or equal to 3 percent of assets), based on March 31, 1991, 
(FIS) data. 

07-12-91 Conference of Reserve Bank Transmitted a copy of the agenda and list of attendees for the Supervision 
Officers in Charge of Conference to be held at the Cleveland Reserve Bank on July 18-19, 1991. 
Supervision, Federal 
Reserve Bank of Cleveland, 
July 18-19, 1991, 
AD Letter 91-47 (FIS) 

07-22-91 Application and Supervision Transmittal letter for revisions to policy regarding application and supervision 
Standards for De Novo State standards for de novo state member banks. Described expanded policy coverage 
Member Banks, and elements of applications analysis and supervisory requirements. 
SR Letter 91-17 (FIS) 

07-24-91 Semiannual Update of the Transmitted for completion, staff and skill profiles for the Federal Reserve 
Examiner Resource Database, System's Examiner Resource Database. Information was to be updated as of June 
AD Letter 91-48 (FIS) 30, 1991, for Reserve Bank nonofficer professional staff and was to reflect 

personnel changes since December 31, 1990. 
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Date TitlelMumber 

17-26-91 Review of Certain 
Supervisory and Examination 
Policies, Procedures, and 
Practices, AD Letter 91-50 
(FIS) 

38-02-91 PC Disk Copies of the 
November 1990 Commercial 
Bank Examination Manual and 
the June 1991 Bank Holding 
Company Supervision Manual, 
AD Letter 91-51 (FIS) 

38-02-91 Statistical Report on 
Applications Activity, 
Second Quarter and First 6 
Months of 1991, 
AD Letter 91-52 (FIS) 

08-06-91 SR Letter Index Revision, 
AD Letter 91-53 (FIS) 

08-21-91 Interdistrict Inspection/ 
Examination Requirements 
for 1992, AD Letter 91-57 
WS) 

08-28-91 Revision of the Bank 
Holding Company Supervision 
Manual, AD Letter 91-58 
WS) 

08-30-91 

09-06-91 

Quarterly Bank Surveillance 
Procedures, AD Letter 91-59 
(FIS) 

Fall Conference of Officers 
in Charge of Supervision, 
AD Letter 91-61 (FIS) 

ENCLOSURE II 

Purpose/Description 

Transmitted outline plan for undertaking the Systemwide review of the 
effectiveness, efficiency. and consistency of examination policies and 
practices. The document incorporates the approach that was discussed at the 
Zleveland Senior Officers Meeting on July 19, 1991. 

Transmitted three PC disks containing the Commercial Bank Examination Manual, 
and three other disks updating, through June 1991, the Bank Holding Company 
Supervision Manual. 

Transmitted the Report on Applications Activity for the second quarter and first 
6 months of 1991. 

Announced that the Index of SR Letters had been revised as of the end of June 
1991. The revised version of the index replaced the July 1989 edition. 

Requested information to assist in scheduling interdistrict BHC inspections for 
state member bank examinations. 

Transmitted a copy of Supplement 2 to the Bank Holding Comnanv Supervision 
Manual, which updated it through June 1992. 

Announced distribution of the June 1991 Systemwide bank screens and exception 
lists for all member banks. Noted that data used in these screens and exception 
lists were preliminary and that the screens would be reproduced in mid-September 
using final data. 

Confirmed/announced that the Fall Conference of Officers in Charge of 
Supervision would be held at FRB on October 8-9, 1991. Mentioned need to review 
the work of the supervision groups that were established at the Cleveland 
Conference. 
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Date 1 

09-10-91 

09-11-91 

09-18-91 

09-18-91 

09-19-91 

09-19-91 

09-20-91 

Title/Number 

1992 EDP Examination 
Schedule--Multiregional 
Data Processing Servicers 
(MDPS), AD Letter 91-62 
(FIS) 

Diskette Containing 
Financial Data on the 50 
Largest BHCs, 
AD Letter 91-63 (FIS) 

Revised Edition of Manual 
on Procedures for 
Processing Applications, 
AD Letter 91-65 (FIS) 

June 1991 BHC Surveillance 
Procedures, AD Letter 91-66 
(F-1 

System International 
Examinations Scheduling 
Meeting and Merchant and 
Investment Bank Examination 
Task Force Meeting, 
AD Letter 91-67 (IB) 

1992 Interdistrict Pooling 
Assignments, 
AD Letter 91-68 (FIS) 

1992 Shared Application 
Software Review (SASR) 
Schedule, AD Letter 91-69 
(FIS) 

Purpose/Description 

Transmitted the 1992 multiregional data processing servicers' examination 
schedule detailing the servicer to be examined, date, and lead agency. Advance 
notice was provided to assist Reserve Banks in scheduling interagency 
examinations. 

Transmitted diskettes containing financial ratios and statistics about the 
condition of the 50 largest BHCs for the first half of 1991. 

Announced the distribution of the revised Manual on Procedures for Processing 
Apnlications and transmitted "Notes to the Manual on Procedures for Processing 
Applications." 

Announced the transmittal of the June 1991 Systemwide BHC screens and exception 
lists for BHCs in each district with consolidated assets over $150 million and 
multibank holding companies. Each Reserve Bank's preliminary evaluation of the 
financial condition of those companies in its district that failed were due on 
September 25, 1991, to the manager of FRB's Surveillance Section. 

Announced the international examinations scheduling meeting to take place on 
November 13, 1991, and another meeting to be held on November 14 and 15 to 
review the Merchant and Investment Bank Examination Manual for possible 
revision. 

Transmitted the tentative schedule of pooling assignments for 1992. Information 
concerning EDP examinations for inclusion into the pooling program as well as 
examiner resources were provided in response to AD 91-29 (FIS) dated May 6, 
1991. 

Transmitted list of the four major software vendors subject to review in 1992 in 
FFIEC's Shared Application Software Review Program. 
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ENCLOSURE II ENCLOSURE II 

Date 

09-30-91 

10-02-91 

10-02-91 

10-07-91 

10-11-91 

10-21-91 

10-31-91 

---... 

TitleiNumber 

Nationwide Survey of 
Examiners and Liquidators 
Sponsored by the FDIC, 
AD-Letter 91-70 (FIS) 

Cormtunication Efforts 
Regarding Credit 
Availability Concerns, 
SR Letter 91-19 (FIS) 

Fall Conference of Senior 
Officers in Charge of 
Supervision, October 8-9, 
1991, AD Letter 91-71 (FIS) 

Meetings With Senior Bank 
Executives on Credit 
Availability Issues, 
AD Letter 91-72 (FIS) 

Financial Data for RTC 
Conservatorships and 
Minimally Capitalized 
Thrifts, AD Letter 91-74 
(F=) 

EDP Interagency 
Examination, Scheduling and 
Distribution Policy, 
SR Letter 91-21 (FIS) 

Annual Report of 
International Fiduciary 
Activities (Form FFIEC 
006--Reporting Year 1991), 
AD Letter 91-75 (FIS) 

Purpose/Description 

Announced that FDIC would undertake the quarterly real estate survey during the 
first half of October. 

Transmitted information to each Federal Reserve Bank indicating that Members of 
Congress in their districts might sponsor "town meetings" to address credit' 
availability concerns. The letter encouraged the Reserve Banks to participate 
in these meetings and to provide FRB staff with short susxnaries of discussions 
at meetings attended. 

Transmitted the agenda and list of attendees for the Fall Conference of Senior 
Officers in Charge of Supervision to be held on October 8-9, 1991. 

Meetings were held to strengthen understanding of issues affecting credit 
availability and the conditions banks were facing, determine questions bankers 
had regarding FRB's policies, and solicit the banks' views on further steps to 
be taken to address credit availability concerns. 

Transmitted a diskette containing financial information for 96 conservatorships 
and 564 cases resolved by RTC through October 4, 1991. Also included data for 
183 minimally capitalized (core capital less than or equal to 3 percent of 
assets) private sector thrifts operating on October 4, 1991. 

Transmittal letter for the revised EDP Interagency Examination, Scheduling and 
Distribution Policy of September 1991. 

Transmitted a copy of the Annual Report of International Fiduciary Activities 
(Form FFIEC 006) and related instructions for the reporting year 1991. 
Information collected by this and similar forms has been used by FFIEC since 
1978 to establish and maintain an information base for international fiduciary 
activities of U.S. banks, BHCs, and Edge Act corporations. A list of 
institutions in the recipient's district known to engage in international 
banking activities was also enclosed. 
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ENCLOSURE II ENCLOSURE II 
m 

Date Title/Number Purpose/Description 

10-31-91 Systemwide Review of the Announced the postponement of the November 22, 1991, meeting to discuss draft -B 
Effectiveness, Efficiency, reports from the six study groups working on the project. Instead, there was to 
and Consistency of be a conference call on that date among the working group heads. 

' Examination Policies and 
Procedures, November 22, 
1991, Meeting, 
AD Letter 91-76 (FIS) 

11-06-91 Form FFIEC 004, Transmittal letter for Form FFIEC 004, used by executive officers and principal 
SR Letter 91-23 (FIS) shareholders of member banks to report their indebtedness to their boards of 

directors. 

11-07-91 Interdistrict Trust Requested information from each Reserve Bank regarding the bank's need for out- 
Examiner Pooling for 1992, of-district assistance in its trust examination activities and its ability to 
AD Letter 91-77 (FIS) assist other districts. 

11-14-91 Statistical Report of Transmitted the third quarter 1991 Report on Applications Activity. 
Applications Activity for 
the Third Quarter of 1991, 
AD Letter 91-79 (FIS) 

11-15-91 Federal Reserve's Practices Transmittal letter for draft letter to Reserve Bank presidents describing the 
for Resolving Bankers' System's practices for resolving bankers' questions and concerns regarding the 
Questions Regarding the examination process and findings. 
Examination Process, 
SR Letter 91-27 (FIS)' 

11-15-91 Annual System Conference of Announced and provided logistical information on the Annual System Conference of 
Trust Examiners, Trust Examiners to be held February 19-21, 1992. 
AD Letter 91-80 (FIS) , 

11-29-91 Quarterly Bank Surveillance Transmitted September 1991 Systemwide bank screens and exception lists for all 
Procedures, AD Letter 91-82 member banks in the recipient's districts. 
(FIS) 

12-04-91 Distribution of Treasury Announced the establishment of a system for distributing to Federal Reserve 
Interpretations Under the System examiners interpretations issued by the Department of the Treasury of its 
Government Securities Act rules issued under the Government Securities Act of 1986. 
of 1986, AD Letter 91-84 
WS) 
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ENCLOSURE II ENCLOSURE II 

Date 

12-05-91 

12-11-91 

12-12-91 

12-13-91 

12-16-91 

12-30-91 

01-08-92 

Title/Number Purpose/Description 

Request for Comments on the 
Draft Revisions to the 
Commercial Bank Examination 
Manual, AD Letter 91-86 
(FIS) 

Diskette Containing 
Financial Condition on the 
50 Largest BHCs, 
AD Letter 91-87 (FIS) 

Requested that comments from Reserve Banks on the draft revisions to the 
Commercial Bank Examination Manual (sent under separate cover) be sent to FRB by 
January 24, 1992. 

Transmitted a diskette containing financial ratios and statistics pertaining to 
the condition of the 50 largest BHCs for the third quarter 1991. 

Communication and 
Examination Procedures 
Concerning Credit 
Availability, 
SR Letter 91-29 (FIS) 

Addressed the communication of credit availability policies and set forth 
certain examination procedures to document compliance with these policies. In 
discussing the communication of these policies, the SR letter reemphasized the 
importance of (1) continuing to obtain the views of bankers regarding credit 
availability and (2) ensuring that examiners and bank management understand the 
credit availability policy statements and related guidance. 

Policy on Resolving 
Examination Differences, 
S Letter 2546 

September 1991 BHC 
Surveillance Procedures, 
AD Letter 91-89 (FIS) 

Outlined the circumstances and requirements for appealing examination findings 
and conclusions. Specifically, the S Letter provided for the review of material 
and significant disagreements between bankers and examiners by senior Reserve 
Bank officials, including the Reserve Bank president. 

Announced the transmittal of the September 1991 Systemwide BHC screens and 
exception lists for BHCs with consolidated assets over $150 million and 
multibank holding companies. Stated that Reserve Banks' preliminary evaluations 
of the financial condition of companies in their districts that failed the 
screens were due on January 3, 1992. 

1991 Reserve Bank 
Evaluations, 
AD Letter 91-90 (FIS) 

Nationwide Survey of 
Examiners and Liquidators 
Sponsored by FDIC, 
AD Letter 92-l (FIS) 

Discussed the "ground rules" for the evaluation of the 1991 performances of 
Reserve Bank supervision and regulation activities. Mentioned the problem of 
uniformly high ratings among the banks and the fact that ratings would be 
assigned by FRB staff that year, instead of by the banks themselves. 

Announced that FDIC would undertake the quarterly real estate survey during the 
second half of January. Examiners would be asked broad questions about 
conditions and trends in the areas in which they worked most in recent months. 
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Date Title/Number 

01-08-92 Financial Data for RTC 
Conservatorships and 
Minimally Capitalized 
Thrifts, AD Letter 92-2 
(FIS) 

01-09-92 Request for Comments on 
Draft Revisions to the 
Commercial Bank Manual, 
AD Letter 92-4 (FIS) 

01-21-92 Annual Questionnaire and 
Database Update, 
AD Letter 92-5 (FIS) 

01-22-92 Training Seminar on Bank 
Holding Company Reporting 
Requirements Effective With 
the March 1992 Reporting 
Date, AD Letter 92-6 (FIS) 

01-24-92 FFIEC Risk Management 
Seminar, AD Letter 92-7 
(FIS) 

01-31-92 Annual Meeting of the 
Conference of State Bank 
Supervisors and the Senior 
Vice Presidents' 
Conference, April 10-13, 
1992, 

Purpose/Description 

Transmitted a diskette containing financial information in LOTUS format for RTC I 
thrifts and minimally capitalized private sector thrifts as of January 1, 1992. I 
Financial data were as of September 30, 1991. 

Transmitted certain examination checklists that were inadvertently left out of 
the original package of draft revisions to the Commercial Bank Examination 
Manual previously sent out for conment. 

Transmitted for completion the "1991 Annual Questionnaire for Reserve Bank 
Supervision Departments" and the professional staff and skill profiles for the 
Examiner Resource Database (June 30, 1991) to be updated as of December 31, 
1991. 

ENCLOSURE II ENCLOSURE II 
1 

Announced a training seminar to be held by the Division of Banking Supervision 
and Regulation and the Division of Information Resources Management on February 
6-7, 1992. 

Transmitted an FFIEC press release regarding three risk management planning 
seminars that it will conduct in 1992 for bank chief executive officers. FFIEC 
asked that the press release be sent by the Reserve Banks to the chief executive 
officers of each state member bank in their districts. 

Announced the annual meeting of the Conference of State Bank Supervisors in 
Charleston, SC, on April 10-13, 1992, and the Spring meeting of Federal Reserve 
Senior Officers in Charge of Supervision at the same location on April 10. 

Transmitted copies of the agenda and the list of attendees for the Conference of 
Trust Examiners of the Federal Reserve System to be held February 19-21, 1992. 
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ENCLOSURE II ENCLOSURE II 

Date 

01-31-92 

02-06-92 

02-21-92 

02-21-92 

03-02-92 

03-03-92 

03-03-92 

Title/Number 

Electronic Versions of the 
Current Commercial Bank 
Examination Manual and Bank 
Holding Companv Supervision 
Manual, AD Letter 92-12 
(FIS) 

Statistical Report on 
Applications Activity, 
Fourth Quarter and Year 
1991, AD Letter 92-13 (FIS) 

Guidance for Compliance 
With New Notice 
Requirements for Branch 
Closings, SR Letter 92-4 
(FIS) 

Interdistrict Trust 
Examiner Pooling Schedule 
for 1992, AD Letter 92-15 
(FIS)' 

December 1991 Bank 
Surveillance Procedures, 
AD Letter 92-16 (FIS) 

Request for Information on 
Communication Efforts 
Regarding Credit 
Availability Concerns and 
Related Matters, 
AD Letter 92-17 (FIS) 

Quarterly Monitoring of 
Large Bank Holding Company 
Earnings, AD Letter 92-18 
WIS) 

Purpose/Description 

Announced the availability of automated versions of the Commercial Bank 
Examination Manual and the Bank Holdinn Companv Suoervision Manual. 

Transmitted the Report on Applications Activity, fourth quarter and year 1991. 

Provided guidance on the implementation of FDICIA Section 228. Section 228 
revised FDICIA to require that banks give notice to the federal regulatory 
agencies and the public before closing any branch. 

Transmitted the confidential schedule of trust examinations for the 
interdistrict pooling program, 1992. 

Transmitted the December 1991 Systemwide bank screens and exception lists for 
all member banks in the recipient's district. 

Requested a variety of types of information from the Reserve Banks regarding 
their efforts to communicate credit availability policies to bankers and 
examiners. 

Transmitted December 31, 1991, earnings information for all BHCs with 
consolidated assets over $1 billion. 
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ENCLOSURE 11 ENCLOSURE II 

Date 

)3-05-92 

13-16-92 

33-17-92 

D3-24-92 

03-26-92 

03-2 7-92 

03-27-92 

03-31-92 

46 

Title/Number 

Interim Procedures for the 
Processing of Applications 
Filed by Foreign Banks to 
Zstablish Branches, 
lgencies, Commercial 
Lending Subsidiaries, and 
Representative Offices in 
the United States, 
SR Letter 92-6 (FIS) 

December 1991 BHC 
Surveillance Procedures, 
AD Letter 92-19 (FIS) 

Delegation of Authority to 
Issue Consent Orders, 
AD Letter 92-20 (FIS) 

State Requirements for 
Certified and Licensed 
Appraisers--Update, 
SR Letter 92-9 

Notification to State 
Member Banks and BHCs 
Regarding FASB Statement 
No. 109, SR Letter 92-10 

Diskette Containing 
Financial Condition on the 
50 Largest BHCs, 
AD Letter 92-22 (FIS) 

Bank Listing, 
AD Letter 92-23 (FIS) 

Alternate Examination 
Programs, AD Letter 92-24 
(FIS) 

. 

Purpose/Description 

Provided guidance on the application requirements contained in the Foreign Bank 
Supervision Enhancement Act of 1991 (contained in FDICIA). This act requires 
all foreign banks to obtain prior approval from FRB before opening a branch, 
agency, etc., in the U.S. 

Transmitted the December 1991 Systemwide BHC screens and exception lists for 
BHCs with consolidated assets over $150 million and multibank holding companies. 
Reserve Banks' preliminary evaluations of the financial condition of companies 

- in their districts that failed the screens were due March 23, 1992, 

Announced the delegation by the Board of Governors to the General Counsel, 
effective February 28, 1992, of the authority to issue, on behalf of FRB, 
consent orders against the financial institutions regulated by the Federal 
Reserve and individuals associated with them. 

Transmittal letter for document containing an analysis of state implementation 
dates for the enforcement of the certification and licensing requirements for 
appraisers. Document notes changes in the enforcement dates and changes in the 
type of state law. 

Transmittal for letter to be sent to state member banks and BHCs indicating that i 
FASB 109 should not be adopted for regulatory reporting and capital adequacy 
purposes until the Federal Reserve completes a review of its impact. 

Transmitted a diskette containing financial ratios and statistics about the 
condition of the 50 largest BHCs for the year ending 1991. 

Transmitted a listing of banks compiled from various warnings, alerts, and 
bulletins issued by foreign and U.S. bank regulatory authorities. 

Requested a variety of information to assist the Federal Reserve in assessing 
its ongoing examination relationships with the states. This information was 
requested to assist the Federal Reserve in carrying out its statutory 
responsibilities under FDICIA. 



ENCLOSURE II ENCLOSURE I I 

* 9 
Date Title/Number Purpose/Description 

04-08-92 International Supervision Requested comments on interim revisions to Regulations K and Y required by Title 
II of FDICIA. These revisions relate to the U.S. operations of foreign banks ' 
and their branches. 

Confidential, not for public release. 

bone of the two major comprehensive interagency policy statements discussed in the report. 
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ENCLOSURE II ENCLOSURE II 

Table 11.4: ReRUlatorv Guidance Related to Safetv and Soundness Policies for Banks Suoervised bv OCC. March 1991 Thrwnh 1 
ADril 1992 

Date I Title/Number I Purpose/Description 

1 Capital 

I 05-29-91 

08-08-91 

09-17-91 

04-09-92 

04-13-92 

Assets 

03-01-91 

Classified Asset Ratios, 
EB 91-5 

Final Rule, National 
Bank Lending Limit Loan 
Commitments, BB 91-29 

Risk-Based Capital Model 
for Bankers, BB 91-37 

Notice of Proposed 
Rulemaking on the Risk- 
Based Capital Treatment 
of Residential 
Construction Loans 
Secured by Presold 
Homes. BB 92-19 

Notice of Proposed 
Rulemaking on Intangible 
Assets, BB 92-18 

Flood Disaster 
Protection Act--Mortgage 
Protection Program, 
BB 91-20 

05-09-91 -5 I . . 

Examination Guidance for 
Community Development 
Investments, BB 91-18 

Informed all examining personnel of a change in OCC policy regarding calculation of 
classified assets as a percentage of capital. 

Transmitted final rule providing that any loan commitment, which together with 
other loans to the same borrower was within the bank's lending limit at the time 
the commitment was made, qualifies as an actual loan for lending limit purposes. 
Such commitments mav be funded. even if the bank's lendina limit later declines. 

Announced that the Supervisory Research Division of OCC had developed a model that 
estimates the risk-based capital ratio‘using Call Report information. The model 
was being made available to national banks and other interested parties in an 
effort to increase risk-based capital planning. An order form was enclosed. 

Transmitted proposed rule which amended the risk-based capital guidelines to 
include in the 50-percent risk weight category certain loans to builders to finance 
the construction of presold one-to-four-family residential properties. The effect 
of the proposal would be to move these loans from the loo-percent risk weight 
category to the 50-percent risk weight category. 

Transmitted proposed rule to amend OCC's minimum capital ratio (leverage ratio) and 
risk-based capital guidelines with respect to the treatment of intangible assets 
held by national banks. 

Transmitted a copy of the Federal Emergency Management Agency's notice of its 
Mortgage Portfolio Protection Program. The program provides a way to ensure that 
flood insurance is maintained on mortgage loans covered under the Flood Disaster 
Protection Act and the Comptroller's flood insurance regulation (12 U.S.C. 4001 et - 
w. and 12 C.F.R. 22). 

Transmitted revisions to OCC's commercial and consumer examination guidance for 
national bank investments in cotmnunity development corporations and community 
development projects. This issuance replaced BB 91-11, which was rescinded. 
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ENCLOSURE II ENCLOSURE II 

Date 

05-20-91 

07-12-91 

07-30-91 

08-02-91 

08-13-91 

08-20-91 

09-17-91 

Title/Number 

Nonaccrual Loan Issues, 
BB 91-19 

Highly Leveraged 
Transaction Definition, 
BB 91-26 

Troubled Loan Workouts 
and Loans to Borrowers 
in Troubled Industries, 
BC 255 

Final Rule, Community 
Reinvestment Act, 
BB 91-28 

Withdrawal of FFIEC 
Proposal on Return of a 
Loan With a Partial 
Charge-Off to Accrual 
Status, BB 91-31 

Home Mortgage Disclosure 
Act--Examination 
Procedures, BB 91-33 

Home Mortgage Disclosure 
Act--1991 Counties 
Within Metropolitan 
Statistical Areas, 
BB 91-39 

Purpose/Description 

Expanded certain of the regulatory and accounting policies addressed in the joint 
interagency statements on March 1, 1991. Bulletin also provided responses to 
specific questions about the accrual of income on troubled loans. 

Transmitted a proposed supervisory definition of HLTs. The proposal was published 
jointly by OCC, FDIC, and FRB. The three agencies requested public conraent on all 
aspects of the definition and the criteria for determining whether a credit 
qualifies as financing for an HLT (deleted when OCC eliminated HLT definition). 

Provided a summary of supervisory and reporting guidance to help banks deal with 
troubled borrowers or nontroubled borrowers operating in troubled industries. 
Guidance covered some issues previously discussed in the March 1. 1991, interagency 
statements. 

Transmitted the final rule amending OCC's Cormnunity Reinvestment Act of 1977 
regulation (12 C.F.R. 25). The final rule, published in the Federal ReRiSter (56 
FR 26899, June 12, 1991). became effective July 12, 1991. Also transmitted a 
complete copy of the Community Reinvestment Act regulation, 12 C.F.R. 25, as 
amended (superseded by BB 91-44). 

Announced that the four bank regulatory agencies, under the auspices of the FFIEC 
Task Forces on Supervision and Reports, announced on July 31, 1991, that the 
proposed reporting standard for returning partially charged-off loans to accrual 
status had been withdrawn. The original proposal had been released for comment on 
March 18, 1991. Attached was a copy of the notice of withdrawal as it appeared in 
the Federal Resister on August 5, 1991. 

Transmitted revisions to OCC's Comptroller's Handbook for Compliance and 
Comptroller's Handbook for Consumer Examinations. The revisions to the handbooks 
were in compliance with the FFIEC Task Force on Consumer Compliance recommended 
examination procedures for Regulation C of the Home Mortgage Disclosure Act (12 
C.F.R. 203). 

Transmitted a "Counties Located Within Metropolitan Statistical Areas" listing. 
Reporting institutions must use the codes and numbers from the listing when 
preparing their 1991 Home Mortgage Disclosure Act Loan Application Registers. This 
list superseded the one included with Banking Bulletin 89-41 dated December 14, 
1989. 
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ENCLOSURE 11 ENCLOSURE II 

Purpose/Description 

Transmitted and requested conmnents on proposed amendments to FRB's Regulation C. 
The proposed amendments were mostly technical and were based on the first year's 
experience with data collected under the 1989 amendments to the Home Mortgage 
Disclosure Act. One substantive change called for financial instituti.ons to begin 
using 1990 census tract numbers (instead of 1980 numbers) for reporting property 
location beginning January 1, 1992. 

Announced OCC encouragement of all national banks and their majority-owned mortgage 
lending subsidiaries (if any) to submit their Home Mortgage Disclosure Act Loan 
Application Registers in machine-readable format. Explained that other federal 
agencies were also encouraging their supervised institutions to provide the 
information in the same format. Also attached an order form for OCC's Home 
Mortgage Disclosure Act Microcomputer Program and a booklet including information 
about it. This issuance replaced Banking Bulletins 90-30, October 10, 1990; 90-30, 
Supplement 1, December 21, 1990; and 91-04, January 28, 1991. 

Policy provided clear and comprehensive guidance to enable supervisory personnel to 
review loans in a consistent, prudent, and balanced manner and to make all 
interested parties aware of the guidance. Guidelines (which expanded on the March 
1 statement, Banking Bulletin 91-7) covered loan portfolio review procedures, 
indicators of troubled loans, analysis of loans and collateral values, and the 
review of institutions' loss allowances. Statement dated 11-07-91 was transmitted 
by OCC on 11-05-91. 

Transmitted a copy of the May 20, 1991, FFIEC Appraisal Subcommittee letter, which 
reminded institutions that selection or employment of real estate appraisers based 
solely upon membership in appraisal organizations or professional designations is 
discriminatory. Guidance was sent because the original distribution was believed 
to be inadequate. 

Transmitted the final rule amending OCC's Community Reinvestment Act of 1977 found 
at 12 C.F.R. 25. This rule became effective July 12, 1991. Also transmitted a 
copy of the Community Reinvestment Act regulation, as amended, to be kept as a 
reference. This bulletin replaced BB 91-28. 

Date 

10-04-91 

10-17-91 

11-05-91 

11-13-91 

11-13-91 

12-03-91 

Title/Number 

Proposed Changes to 
Regulation C, BB 91-40 

Home Mortgage Disclosure 
Act--Filing Home 
Mortgage Disclosure Act 
Loan Application 
Registers, BB 91-42 

Interagency Policy 
Statement on Commercial 
Real Estate, BB 91-43" 

Discrimination Against 
Real Estate Appraisers 
Based on Membership or 
Lack of Membership in 
Professional 
Organizations, AL 91-5 

Final Rule on Community 
Reinvestment Act, 
BB 91-44 

Final Rule on Home 
Mortgage Disclosure Act, 
BB 91-46 

Transmitted a copy of FRB's final rule amending Regulation C (Home Mortgage 
Disclosure 12 C.F.R. 203). The amended rule was effective January 1. 1992. 
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ENCLOSURE II ENCLOSURE II 

Date Title/Number 

12-03-91 

12-24-91 

12-24-91 

01-10-92 

01-21-92 

01-23-92 

02-06-92 

Implementation of Transmitted a copy of the final rule on lease financing transactions (12 C.F.R. 23) 
Leasing Regulations, for national banks. The action resulted from an amendment to 12 U.S.C. 24 by 
BB 91-47 Section 108 of the Competitive Equality Banking Act. 

Fair Credit Reporting 
Act--Interagency Policy 
Statement, BB 91-50 

Discounted Cash Flow 
Model, EC 259 

Supervisory Policy 
Statement on Securities, 
BC 228 (Revised) 

Notice of the 
Discontinuance of the 
Definition of Highly 
Leveraged Transactions, 
BB 92-l 

New Implementation Date 
for Licensed or 
Certified Appraisers, 
AL-92-l 

Policy Statement on 
Analysis of Geographic 
Distribution of Lending 
(Temporary Insert), 
BB 92-3 

Purpose/Description 

Transmitted a copy of FFIEC's news release announcing its approval of a policy 
statement on Prescreening bv Financial Institutions and the Fair Credit ReDortinq 
&. The statement was designed to provide federally insured financial 
institutions with greater guidance on a number of issues that have arisen regarding 
prescreening, including circumstances under which institutions might withdraw an 
offer of credit. OCC, as a member of FFIEC, adopted this policy statement. 

Established the recently distributed Discounted Cash Flow Model as the only one OCC 
examiners may use in evaluating loans supported by real estate or other real estate 
owned, and outlined the appropriate use of the model. 

Transmitted FFIEC supervisory policy statement on securities activities that was 
adopted by the four bank regulatory agencies. The statement revised and updated 
the April 1988 FFIEC supervisory policy statement on the "Selection of Securities 
Dealers and Unsuitable Investment Practices," which OCC adopted and issued in 
Banking Circular 228 on April 14, 1988. 

Announced that the definition of HLTs was being phased out by the three federal 
bank regulatory agencies. It was to be discontinued after the June 30, 1992, 
regulatory reporting period. In the meantime, all prior delisting criteria were 
replaced with interim delisting criteria, which would be effective for the two 
remaining reporting periods. Also transmitted a copy of the interagency statement 
to discontinue the definition. 

Alerted national banks that FDSCIA postponed the December 31, 1991, implementation 
date regarding the use of licensed and certified appraisers to no later than 
December 31, 1992; however, states could elect to implement their programs sooner. 

Transmitted FFIEC's Policy Statement on Analyses of Geographic Distribution of 
Lending. OCC, as a member of FFIEC, had adopted this statement. The purpose of 
this policy statement was to articulate the agencies' view concerning the need for 
institutions to analyze the geographic distribution of their lending patterns as 
part of their Community Reinvestment Act planning process, to indicate what the 
agencies expect of the institutions they supervise, and to give guidance on how 
financial institutions can meet these expectations. 
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ENCLOSURE II 

Date 

12-12-92 

)2-12-92 

12-20-92 

12-20-92 

02-20-92 

03-04-92 

03-13-92 

Title/Number 

Amendment to Equal 
Credit Opportunity Act, 
BB<92-5 

HMDA--Microcomputer 
Program Version 2.0, 
BB 92-7 

Real Estate Limited 
Partnerships, AL-92-3 

Allowance for Loan and 
Lease Losses (ALLL), 
BC 201 (Revised) 

. 

Transfer Risk, BC 201 
(Revised), Supplement 1 

Revised Uniform 
Interagency CRA 
Examination Procedures 
(Temporary Insert), 
BB 92-11 

Shared National Credit 
Program, PPM 5100-2 

ENCLOSURE II 

Purpose/Description 

Transmitted notice that section 223(d) of FDICIA, which amended Section 701 of the , 
{qua1 Credit Opportunity Act (15 U.S.C. 1691) by adding at the end the following: 
"(e) Each creditor shall promptly furnish an applicant, upon written request by the 
applicant made within a reasonable period of time of the application, a copy of the 
nppraisal report used in connection with the applicant's application for a loan 
that is or would have been secured by a lien on residential real property. The 
creditor may require the applicant to reimburse the creditor for the cost of the 
appraisal." 

Transmitted a microcomputer disk containing OCC's Home Mortgage Disclosure Act 
program, version 2.0, and instructions for its use. 

Provided advice to national banks considering investing in real estate limited 
partnerships as part of their community development program that they should be 
aware that such limited partnerships may not meet the standards for permissible 
community development investments under certain cited rules and regulations. 

Required banks to maintain an ALLL that is adequate to absorb all estimated 
inherent losses in the bank's loan and lease portfolio. Banks must (1) maintain an 
effective loan review system and controls that identify, monitor, and address asset 
quality problems in an accurate and timely manner and (2) adequately document the 
bank's process for determining the level of allowance. (Note: OCC held a 
nationwide conference call with examiner duty stations to discuss guidance before 
sending it to the banks.) 

Provided guidance on general reserves as required by the International Development 
and Finance Act of 1989. The supplement underscores the importance of maintaining 
an adequate allowance that takes into account the transfer risk inherent in 
international lending activities, including lending to highly indebted countries. 

Transmitted the revised Uniform Interagency Community Reinvestment Act Examination 
Procedures and checklist. The attachments replaced the examination procedures and 
the worksheet contained in the Comptroller's Handbook for Comoliance dated 
September 1991. 

Established OCC's policies regarding the Shared National Credit Program and 
delineated the roles and responsibilities of the Multinational Banking Department 
and districts in the administration and participation in the program. Rescinded 
and replaced Examining Circular 189 dated May 5, 1980. 
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w 

Date 

t- 

03-20-92 

03-20-92 

03-31-92 

04-23-92 

05-09-91 

06-14-91 

06-14-91 

Management 

Title/Number 

Review and 
Classification of 
Copmercial Real Estate 
Loans, EC 234 (Revised) 

Guidelines for Troubled 
Real Estate Loans, BC 
208 (Revised) 

Guide to Fair Mortgage 
Lending, BB 92-17 

Real Estate Appraisal-- 
Final Rule, BB 92-20 

Bank Purchases of Life 
Insurance, BC 249 
(Revised) 

Asset Management, BC 254 

Asset Management, EC 256 

Purpose/Description 

Transmitted a copy of the "Interagency Policy Statement on the Review and 
Classification of Commercial Real Estate Loans" and rescinded Examining Circular 
234 and its Supplement 1, and Banking Circular 208 and its Supplement 1, in light 
of the issuance of the interagency statement. 

Transmitted a revised EC 234 to conform with the interagency policy statement on 
commercial real estate loans and provided additional clarification on the ongoing 
appraisal and evaluation requirements of a troubled real estate loan. 

Transmitted an FFIEC pamphlet entitled "Home Mortgage Lending and Equal Treatment." 
The pamphlet outlined a preventive approach for financial institutions to help 
ensure their compliance with the Equal Credit Opportunity Act and the Fair Housing 
Act. It was designed to assist financial institutions in performing self- 
assessments to ensure that no unlawful policies, procedures, or standards exist. 

communicated OCC's final amendments to the appraisal regulations. Amendments 
included raising the de minimis amount from $50,000 to $100,000, allowing the use 
of appraisals prepared for U.S. government insurers or guarantors, and adding 
definitions of "real estate" and "real property." 

Provided general guidelines for national banks to use in determining &ether they 
could legally purchase a particular life insurance product. 

Guidelines identified minimum requirements that a national bank should meet in 
performing asset management services for other banks, savings associations, or 
government agencies. 

Expanded the guidance provided in Banking Circular 254 regarding national banks' 
and their operating subsidiaries' asset management activities. It discussed asset 
management contracting: provided guidelines relating to operational, financial, and 
legal risks associated with asset management activities; and contained sample 
supervisory questions addressing a national bank's ability to engage in this 
activity. 

Earnings 

10-10-91 Dividend Policy, Provided additional guidance for examiners concerning dividend payments by national 
BB 91-41 banks. Updated OCC's handbook and transmitted general policy guidance on such 

payments. L 
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1 

Date Title/Number Purpose/Description 

10-10-91 Dividend Approval Provided guidance on processing and evaluating requests for approval of proposed _ 
Requests, EC 257 dividend payments. 

03-09-92 Proposed Rule on Transmitted a proposed rule to increase OCC's assessments on national banks by 27 
Revision of Assessment to 30 percent. OCC also proposed to change the way the assessment schedule was 
Schedule, BB 92-13 indexed to compensate for imbalances caused by inflation or deflation. 

Liquidity 

05-29-91 

06-14-91 

02-20-92 Regulation CC 
~.. Amendments, BB 92-9 

03-10-92 

03-27-92 

General 

03-01-91 

03-11-91 

Final Rule on Amendments 
to Regulation D, 
BE 91-22 

Money Market Deposit 
Accounts, EB 91-6 

Stock Appraisals, BC 259 

Accounting for Income 
Taxes, BB 92-16 

Transmitted a copy of technical amendments to FRB's Regulation D. The effective 
date of the amendments was April 24, 1991. Also transmitted a chart that outlined 
Regulation D deposit requirements, which included changes created by the technical 
amendments. 

Announced that examination procedures for interest on deposits begin with step 12 
on page 76 of the Comntroller's Handbook for Comnliance. It also stated that as a 
result of recent bank activity involving "sweep" accounts, step 16.a. was further 
clarified by the addition of a new step, 16.~. Step 16.~. was included in the 
bulletin. 

Transmitted FRB's proposed rule and interim rule amending Regulation CC to conform 
to amendments to the Expedited Funds Availability Act from FDICIA. FRB requested 
comments by March 27, 1992. 

Informed all national banks of the valuation methods used by OCC to estimate the 
value of a bank's shares when requested to do so by a shareholder dissenting to the 
conversion. merger, or consolidation of his/her bank. Summarized results of 
appraisals were performed by OCC between January 1, 1985, and September 30, 1991. 

Provided guidance to banks that they should not adopt the provisions of Financial 
Accounting Standard 109 for regulatory reporting purposes until the appropriate 
reporting treatment has been determined. I . 

Joint Agency Policy 
Statement, BB 91-7" 

Transmitted the joint agency policy statements issued by OCC, FDIC, FRB, and OTS on 
March 1, 1991. These statements were meant to clarify certain regulatory and 
accounting policies of the agencies. 

Joint Agency Statements Highlighted instances in which existing policy has been changed by the March 1, 
Clarifying Certain 1991, interagency statements and reiterated or clarified certain existing policies 
Regulatory Policies, where necessary. 
EB 91-2 
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. 

Date 

03-13-91 

04-08-91 

04-08-91 

04-18-91 

05-17-91 

05-29-91 

05-29-91 

06-20-91 

06-20-91 

Title/Number 

Bank Secrecy Act-- 
Reporting Suspicious 
Transactions, BC 251 

Civil Money Penalty, 
PPM 5000-7 (Revised) 

Civil Money Penalties, 
BC 253 

Supervisory Monitoring 
System Security, EB 91-3 

Peer Review Program, 
PPM 5000-29 

Commentary on Final 
Amendments to Regulation 
Z, BB 91-23 

Interim Rule on Real 
Estate Settlement and 
Procedures Act (RESPA)-- 
Section 6 Amendments, 
BB 91-24 

Examination Review 
Process, EB 91-7 

Examination Review 
Process, BB 91-25 

Purpose/Description 

Stated requirements for financial institutions in instances of cash transactions 
exceeding $10,000 and for those that seem suspicious in nature. The circular 
provided the Internal Revenue Service (IRS) Criminal Investigation Division 
telephone number for reporting suspicious transactions. 

Set forth OCC's policies governing the initiation, processing, and assessment of a 
civil money penalty. It replaced PPM 5000-7 (rev) dated January 28, 1988. 

Provided guidance to OCC's national bank examiners, national banking institutions, 
and their institution-affiliated parties regarding the use of OX's civil money 
penalty authority. 

Announced that the policy toward the supervisory monitoring system security had 
changed. The change allowed examiners and supervision personnel better access to 
bank information in the supervisory monitoring system security. 

Established OCC's peer review program for bank supervision. Described the peer 
review process and defined areas of responsibility for the Office of the Chief 
National Bank Examiner, district management, the peer review teams, and team 
leaders. This issuance eliminated PPM 5400-6. 

Transmitted a copy of final amendments to FRB's official staff comnentaq to 
Regulation Z. The effective date of the amendments was April 1, 1991, but 
compliance was optional until October 1, 1991. 

Transmitted interim rule and request for comments, as published in the Federal 
Register, implementing the provisions of Section 6 of RESPA (12 U.S.C. 2601 et 
sea. ) . Section 941 of the Cranston-Gonzalez National Affordable Housing Act 
amended RESPA by adding a new section 6, which set forth procedures regarding the 
transfer of mortgage servicing for any federally related mortgage loan. Comments 
on the rule were due by June 25, 1991. 

Bulletin provided guidance that examiners should review PPM 5000-28 at their next 
meeting with the bank's board of directors in order to promote better understanding 
of this policy. 

Bulletin issued to national banks reminding and encouraging them to use the 
established procedures (in PPM 5000-28) that banks may follow to request a review 
of examiners' conclusions. Guidance also permitted banks to request a review if 
they question the application of an OCC policy in the examination of their 
institution. 
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Date 

07-24-91 

08-13-91 

08-20-91 

08-26-91 

09-17-91 

10-28-91 

11-13-91 

11-14-91 

11-18-91 

Title/Number 

Final Rule, 12 C.F.R. 
21, Minimum Security 
Devices and Procedures, 
88'91-27 

3CC Banking Issuances 
Listing, BB 91-30 

Real Estate Settlement 
Procedures Act-- 
Examination Procedures, 
BB 91-32 

Uniform Rules of 
Practice and Procedure 
Governing Administrative 
Enforcement Proceedings, 
BB 91-34 

Bank Secrecy Act-- 
Modified Identification 
Verification Procedures, 
BB 91-38 

Supervision of Federal 
Branches and Agencies, 
PPM 5130-l (Revised) 

Misuse of Form PD 1832, 
AL 91-6 

Enforcement Policy, 
PPM 5310-3 (Revised) 

OCC Supervision Policy, 
EC 258 

Purpose/Description 

Transmitted a copy of the final rule that was published in the Federal Register on * 
June 28, 1991, and became effective on July 29, 1991. The rule, which amended 12 
C.F.R. Part 21 (Minimum Security Devices and Procedures), implemented Section 911 
of FIRREA. This section amended the Bank Protection Act of 1968 (12 U.S.C. 1881 et 
m.) by eliminating financial institutions' periodic reports on security devices 
and procedures. The amended Part 21 requires that such reports be presented 
annually to the bank's board of directors. 

Transmitted current listing of OCC banking circulars and bulletins through August 
1, 1991. This listing replaced those that were distributed with Banking Bulletin 
W -11 dated April 6, 1990 (deleted when updated listing issued). 

Transmitted a temporary insert to OCC's Comntroller's Handbook for Compliance. The 
insert contained revised examination procedures that should be used to ensure 
compliance with the Real Estate Settlement Procedures Act. 

Transmitted an August 9, 1991, copy of the Federal Register in which OCC published 
its revised rules of practice and procedure governing administrative enforcement 
proceedings. These rules were codified in 12 C.F.R. Part 19. 

Transmitted a Treasury letter and guidance on "Modified Identification Verification 
Procedures." The modifications outlined exception guidelines to the Bank Secrecy 
Act recordkeeping and reporting requirements for law enforcement and revenue 
officers who are performing their official duties. 

Delineated the roles and responsibilities of the International Banking and Finance 
Department and the districts in the supervision of branches and agencies of foreign 
banks. 

Announced that there have been several instances of misuse of the Form PD 1832, 
"Special Form of Detached Assignment for United States Registered Securities," and 
explained appropriate instances for the form's use. 

Discussed OCC enforcement policy covering the formal and informal enforcement 
actions available to the agency. 

Outlined OCC's policy for the supervision of national banks and provided examining 
personnel with the framework necessary to examine banks effectively and comrmnicate 
their findings. 
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ENCLOSURE II 

I 11-27-91 

12-02-91 

12-23-91 

12-31-91 

01-03-92 

01-06-92 

01-15-92 

01-23-92 

01-24-92 

/ 

Title/Number 

semiannual Agenda of 
iegulatory Actions, 
3B‘91-45 

lotice of Comptroller of 
the Currency Fees for 
1992, BB 91-48 

XC Supervision Policy, 
BB 91-49 

Definitions of Informal 
and Formal Enforcement 
Actions, PPM 5310-3 
(Revised), Supplement 1 

Enforcement Policy, 
BC 256 

Strategic Plan for 1992, 
PPM 1000-7 (Supplement 
5) 
Communication of Policy 
Clarifications, EB 92-l 

IRS Revised Currency 
Transaction Report, 
AL 92-2 

Interagency EDP 
Examination, Scheduling, 
and Report Distribution 
Policy, EC 261 

ENCLOSURE II 
t 

Purpose/Description 

Transmitted a copy of OCC's Semiannual Agenda of Regulatory Actions. It provided a 
short description of the regulations that were under review or scheduled for review 
ln the coming months as well as a description of completed regulatory actions. 

Informed all national banks of fees charged by OCC for 1992. 

Transmitted an OCC Examining Circular outlining the agency's supervision policy. 
The circular was intended to provide the agency's examining personnel with the 
framework necessary to examine banks effectively and conmnunicate their findings. 

Provided definitions of the informal and formal enforcement actions covered in PPH 
5310-3 (revised), which was issued on November 14, 1991. These definitions were 
requested by the OCC management meeting in Kansas City. 

Transmitted an OCC internal policy and procedure directive (Enforcement Policy, PPM ' 
5310-3, revised, Nov. 14, 1991). Policies were designed to provide timely and 
effective responses whenever OCC deems enforcement action necessary to address 
safety and soundness or compliance issues identified as part of the supervisory 
orocess. 

Transmitted OCC's 1992 Priority Objectives, which, together with district or 
division budget and staffing plans, described what OCC expected to achieve during 
the vear and the resources that would be available to do it. 

Established procedures ensuring that interagency policy statements and OCC banking 
issuances related to the supervisory impact on sound credit availability were 
effectively communicated to bankers. Also, in part, these guidelines were intended 
to promote consistency among regulatory agencies and to avoid misunderstandings 
about policies that might hinder the availability of credit to sound borrowers. 

Announced that IRS has revised its Currency Transaction Report, IRS Form 4789, 
effective September 1991. The revised form will expire on September 30, 1994. The 
new form is now available from IRS for distribution to and use by financial 
institutions. 

Transmitted a joint policy statement by FFIEC. The policy updated procedures for 
joint or rotated examinations of data centers providing services to insured 
financial institutions supervised by more than one federal regulatory agency. It 
also provided policy for the administration of the Multiregional Data Processing 
Servicer Program. Replaced BC 109 dated May 31, 1978, and its supplement. 
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-.- ..-- . ._._” __ _ . 

Date Title/Number I Purpose/Description 

Dl-29-92 Fraudulent Use of Debt Alerted national banks to the possibility of fraudulent use of canceled, iarproperly 
Security Certificates in canceled, and uncanceled debt security certificates as collateral for loans or to 
the National Banking receive payments from banks as paying agents. 
System, BB 92-2 

02-12-92 Interagency EDP Announced that BC 109 dated May 31, 1978, and its supplement dated May 8, 1979, 
Examination, Scheduling, have been rescinded. The circulars described FFIEC procedures for rotated EDP 
and Report Distribution examinations of nonbank servicers and the Multiregional Data Processing Servicers 
Policy, BB 92-6 program. EC 261, dated January 24, 1992, contains the revised procedures for OCC's 

continued participation in rotated EDP examinations and the program. 

02-12-92 Adoption of New Transfer Informed registered transfer agents of the adoption of Rule 17Ad-15 by SEC. This 
Agent Rules by SEC, new rule affects all transfer agents. The rule (17 C.F.R. 240.17Ad-15), effective 
BB 92-8 February 24, 1992, requires every transfer agent to establish written standards and 

procedures pertaining to the acceptance of signature guarantees. 

02-20-92 Request for Comment on Transmitted a Federal Register Notice requesting connnent by March 10, 1992, on DCC 
Presidential Regulatory regulations, policies, and procedures that should be improved or eliminated because 
Initiative, BB 92-10 they impose a substantial burden. The request was an outgrowth of the President's 

regulatory review program to promote economic growth and reduce the burden of 
government regulation. 

02-21-92 Update of Implementing Provided the average Federal Funds Rates for each of the past 5 years. This figure 
Guidelines to the is to be used to calculate the credit for deposit balances of trust department 
Uniform Interagency funds when evaluating the earnings, volume trends, and prospects component of the 
Trust Rating System, Uniform Interagency Trust Rating System in banks that do not make internal income 
TEC 14, Supplement 1 allocations. 

02-26-92 Examination Review Circular transmitted a revised copy of PPM 5000-28 to all banks and examining 
Process, BC 257 offices. Guidance established procedures that banks may follow to request a review 

of an examination finding or supervisory action and described levels of review 
available to resolve substantive disagreements between national banks and OCC 
personnel. 

02-26-92 Examination Review This issuance revised the original PPM 5000-28 issued 04-30-91. It described the 
Process, PPM 5000-28 levels of review available to resolve exam-related disagreements and the procedures 
(Revised) for requesting a review. 
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Date Title/Number Purpose/Description 

03-12-92 Capital Markets Training Established policies and responsibilities regarding participation in the Capital 
Program, PPM 3220-22 Markets Training Program. The program was designed to increase expertise in all 

‘ aspects of capital markets, such as funding, interest rate risk management, 
investments such as mortgage-backed securities, off-balance sheet items, and other 
related activities. It replaced the Investment Securities Training Program, PPM 
3220-6, issued October 1, 1983. 

03-18-92 Disclosure of Mortgage Transmitted an unofficial interpretation of mortgage broker fee disclosure 
Broker Fees Under RESPA, requirements under RESPA (12 U.S.C. 2601 et seq.) issued by the Department of 
BB 92-14 Housing and Urban Development, the agency with primary regulatory and enforcement 

authority under RESPA. 

03-18-92 RESPA--Revised Transmitted revisions to OCC's Comntroller's Handbook for Compliance and 
Examination Procedures Comptroller's Handbook for Consumer Examinations, which meet FFIEC's approved 
(Temporary Insert). examination procedures for the Real Estate Settlement Procedures Act (12 U.S.C. 
BB 92-15 2601, et seq.) and the Housing and Urban Development Act of 1968 (12 U.S.C. 1701), 

Section 577, Housing Counseling. These revisions were necessary to implement the 
changes required by the Cranston-Gonzalez National Affordable Housing Act. 

04-09-92 South Africa Freeze, Transmitted a copy of the final rule (31 C.F.R. 545.099--Lifting of Sanctions) 
BC 211 (Revised) issued by the Department of the Treasury, Office of Foreign Assets Control, that 

codifies Executive Order 12769, which repealed two executive orders concerning the 
Comprehensive Anti-Apartheid Act of 1986. 

04-09-91 Multiregional Data Supplemented Multiregional Data Processing Servicer policy and updated the list of 
Processing Servicers, vendors in the program. This replaced PPM 5220-3, Supplement 1 (Revised). dated 
EC 261, Supplement 1 October 3, 1990. 

04-09-92 Reimbursement Pursuant Announced the interpretation, by the U.S. Court of Appeals for the Eighth Circuit, 
to Section 108 of the of the term "immediately preceding examination." The interpretation was contrary 
Truth in Lending Act to that of OCC. The circular stated that OCC would continue to operate under its 
(Federal Court original interpretation except in states covered by the Eighth Circuit. 
Decision), EC 262 

%ne of two major comprehensive interagency policy statements discussed in the report. 
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Table 11.5: Regulator-v Guidance Related to Safetv and Soundness Policies for Thrift Institutions SuDervised by OTS. Narch 
1991 Through April 1992 

I: Date I Title/Number I Purpose/Description 

Capital 

04-08-91 

04-16-91 

04-22-91 

04-26-91 

05-24-91 

Leverage Ratio and Capital 
Plans 

Miscellaneous Capital and 
Capital-Related Amendments 

Leverage Ratio Requirement 

Capital Requirements on 
Recourse Arrangements 
(Interim). RB 26 

Capital Adequacy, TB 38-2a 

1 
Announced that OTS would soon publish a Notice of Proposed Rulemaking to revise 
the leverage ratio requirement for savings associations to be no less stringent 
than that adopted by OCC for national banks. If adopted as proposed, the 
leverage ratio requirement would be 4 percent or higher for all but the most 
highly rated savings associations. The memo suggested that the regions should 
inform associations that fail their current capital standards to assume such a 
leverage ratio requirement in designing their capital plans. 

Notification of proposed rule which would (1) amend OTS regulations by 
clarifying and removing obsolete or incorrect references to OTS' interim final 
rule setting minimum regulatory capital requirements for savings associations, 
(2) correct citation errors and add language clarifying the regulations 
contained in its risk-based capital regulation and the capital distribution 
regulation, and (3) clarify the treatment of sales with recourse and maturing 
capital instruments for purposes of the capital regulations and the status of 
savings associations in compliance with an approved capital plan. Final rule 
issued 07-29-92. 

Notification of final rule which would subject thrifts to same leverage ratio 
requirements as banks (required by statute) and would clarify numerous capital- 
related issues, including the important question of when a thrift is "in 
compliance" with capital requirements. 

Interim guidance for the determination of capital requirements on recourse 
arrangements, which, in general, calls for capital to be required equal to the 
value of the underlying assets. 

Informed thrifts operating under capital or accounting forbearances that such 
forbearances should be eliminated in determining whether the thrifts comply with 
the new capital regulation. 

60 
. 



ENCLOSURE II ENCLOSURE II 

Date 

06-21-91 

11-19-91 

11-19-91 

01-17-92 

01-23-92 

04-09-92 

04-13-92 

Title/Number 

Capital Plans 

Capital Adequacy, TB 38-3a 

Capital Adequacy, TB 50 

Supervisory Conversions 

Policy Clarifications 
Related to the Capital Rule 

Policy Clarifications on 
Capital Rule: Follow-Up to 
January 23, 1992, 
Memorandum 

Residential Bridge Loans 

Purpose/Description 

Announced that, effective immediately, the Washington concurrent review process 
for the approval of capital plans for larger institutions was discontinued. 
Regional directors could act on all capital plan submissions, including those 
that were in the process of a concurrent review. In order to assist Washington 
staff in monitoring capital actions for nationwide consistency, regional 
directors were asked to submit copies of analyses and letters approving or 
denying capital plans, including first-time submissions, amendments, and 
resubmissions; letters terminating existing capital plans; and any regional 
management reports on capital plans. This request covered actions taken after 
this date. 

This document transmitted policies regarding minimum capital standards that 
would be applied to significant voluntary unassisted transactions, including 
acquisitions of control, mergers, mutual-to-stock conversions, and branch 
purchases. 

This document required that thrifts with a 4 or 5 MACRO rating could not enter 
into third-party contracts outside the normal course of business unless approved 
by the regional director. (OTS rates the safety and soundness of savings 
institutions using the components management, asset quality, yapital, risk 
management, and operating results.) 

Notification of proposed rule which would make it easier for mutual thrifts that 
fail their capital requirements to recapitalize by converting to stock form. 
Final rule issued 11-02-92. 

To ensure that OTS policies and actions did not inadvertently or unnecessarily 
curtail credit availability, the memo set forth adopted guidance -on two specific 
issues-- valuation allowance on assets subject to the "deduction from capital" 
requirement and treatment of thrift premises. 

Answered questions that arose on how to implement policies first discussed in a 
01-23-92 OTS memo that clarified several policies relating to deductions from 
capital and the definition of "premises." 

Reduced the risk-weighted capital requirement for conservatively underwritten 
construction loans on presold homes. Adopted a rule that banking agencies had 
proposed. 
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Date 

04-13-92 

04-13-92 

Assets 

04-26-91 

10-18-91 

11-07-91 

TitlelNumber 

Computation of Capital 
Deduction for Assets With 
General Valuation 
Allowances TB-38-4 

Regulatory Capital: 
Intangible Assets 

Qualified Thrift Lender 
Test 

Refinancing Commercial Real 
Estate Loans 

Purchased General Valuation 
Allowances 

Interagency Policy 
Statement on the Review and 
Classification of 
Commercial Real Estate 
Loans" 

Purpose/Description 

Guidance provided that OTS, in computing regulatory capital, would offset 
* general valuation allowances against the deduction requirement applicable to 

investments in and loans to certain subsidiaries and equity investments. 

Notification of proposed rule which would amend the risk-based capital 
regulation to set forth the types of intangible assets that savings associations 
may include in calculating capital for purpose of compliance with their tangible 
capital, leverage ratio, and risk-based capital requirements. The proposal also 
set forth certain limitations and other requirements that would apply to 
qualifying intangible assets under the proposed rule. 

Notification of proposed rule which would revise OTS' qualified thrift lender 
regulations to implement amendments made by Title III of FIRREA. The proposed 
rule imposed a more restrictive definition of *'qualified thrift investments" and 
required savings associations to maintain a higher percentage of these 
investments. 

Memo reiterated policy to encourage savings associations to work with sound 
borrowers so that credit availability is not inappropriately reduced. 

Announced that, because instructions for reporting of some purchased general 
valuation allowances were ambiguous before a clarification was issued in 
September 1991, institutions reporting purchased general valuation allowances on 
the basis of an alternative interpretation of the policy consistent with 
generally accepted accounting principles (GAAP) could continue to.do so for 
assets that were recorded before July 1, 1991. 

Policy provided clear and comprehensive guidance to enable supervisory personnel 
to review loans in a consistent, prudent, and balanced manner and to make all 
interested parties aware of the guidance. Guidelines (which expand on the March 
1 statement) covered loan portfolio review procedures, indicators of troubled 
loans, analysis of loans and collateral values, and the review of institutions* 
loss allowances. t 
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11-22-91 

01-10-92 

04-13-92 

Title/Number 

Implementation of New 
Guidance on Commercial Real 
Estate Loans 

Federal Financial 
Institution Regulators' 
Examination Staff 
Conference (memo to all 
conference participants) 

Supervisory Statement of 
Policy on Securities 
Activities, TB-52 

Exclusive Leases 

Appraisals 

Purpose/Description 

Reviewed the major points of the March 1 joint policy statement and transmitted 
a copy of the July 11, 1991, issuance addressing the refinancing of c-rcial 
real estate loans. The memo also surmnarized the major points of the Novembet 7 
interagency policy statement and requested that regional supervisory staff 
review all three documents. The memo suggested that these statements be 
discussed with institutions' boards of directors during discussions of 
examination findings; that reviewing officials should keep these policies In 
mind when reviewing examinations; and that statements should be included in 
examination reports, verifying that these steps were taken. 

Purpose of conference was to review and discuss the recently issued interagency 
policy statement on the review and classification of commercial real estate 
loans and to communicate other initiatives and policies related to credit 
availability. 

Adopted FFIEC statement on securities activities. The new guidance addressed 
the selection of securities dealers, required depository institutions to 
establish prudent policies and strategies for securities transactions, described 
securities trading and sales practices that are unsuitable when conducted in an 
investment portfolio, indicated characteristics of loans held for sale or 
trading, and established a framework for identifying when certain mortgage 
derivative products are high-risk mortgage securities that must be reported in a 
"trading" or "held for sale" account. 

Proposal to remove 20-year-old rule limiting leasing arrangements with shopping 
centers. No similar rule for banking agencies. 

Notification of final amendments to the appraisal regulations (from FIRREA) (1) 
eliminated the requirement for certified or licensed appraisals on real estate 
transactions having a value of $100,000 or less and (2) defined "real estate" 
and "real property" so as not to apply to mineral rights, timber rights, or 
growing crops. 

I Management 

: I 
? 

07-25-91 Transactions With Final rule pertaining to transactions between savings associations and their 
Affiliates and subsidiaries and affiliates, and loans-to-one borrower limitations. 
Subsidiaries, Loans to One 
Borrower Limitations 
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Date 

08-05-91 

11-08-91 

04-09-92 

04-09-92 

04-13-92 

Title/Number 

Agency Approval of Officers 
and Directors 

Executive Compensation, 
RB 27 

Loans to Executive 
Officers, Directors, and 
Principal Shareholders of 
Savings Associations 

Operating Subsidiaries 

Fidelity Bonds 
- 

Purpose/Description 
r 

Proposed rule which would implement FIRREA requirement to review and approve new 
officers and directors of troubled depository institutions and their holding k 
companies. The banking agencies have already adopted final rules. 

Guidance to regulatory personnel for the review of employment contracts. 
Clarified policy relating to executive compensation and employment contracts. 

Notification of proposed rule which amended regulations pertaining to insider 
transactions by adopting a rule governing extensions of credit by savings 
associations to their executive officers, directors, and principal shareholders, 
and to related interests of such persons. Final rule issued 10-06-92. 

Notification of proposal which allowed thrifts to move activities permissible 
for thrifts to separate subsidiary. Proposal did not expand range of 
permissible activities: national banks have had authority for years. Final rule 
issued 10-29-92. 

Required thrifts to obtain same level of fidelity bond insurance coverage as 
banks. Previously, thrifts had higher standards. 

Earnings 
I I 

08-19-91 Tax Issues, TB 49 Discussed the accounting for income tax benefits associated with bad debts. 
Also attached SEC's Staff Accounting Bulletin No. 91, which provided interim 
guidance. 

Liquidity 
I 1 

10-23-91 Excessive Interest Rate 
Risk Exposure Levels 

Transmitted a table listing private sector institutions that might be 
excessively exposed to interest rate risk. The table was based on data reported 
on the June 1991 Thrift Financial Report and the results of OTS Market Value 
Model calculations contained in the Schedule 9 Report on the Thrift Time Series. 
The memo also provided a definition of an institution that is excessively 
exposed to interest rate risk and instructions for using the table. 

General 
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Date Title/Number I Purpose/Description 1 

03-01-91 

03-12-91 

03-27-91 

03-29-91 

03-29-91 

04-01-91 

04-09-91 

Joint Agency News Release, 
"Regulators Issue Joint 
Supervisory Policies"* 

Revised OTS 1991 
Examination Strategy 

Special Limited Examination 
Program 

Implementation of 12-10-90 
Delegation to Release 
Certain Confidential 
Information 

Uniform Accounting 
Standards 

Formal Enforcement Actions 
and Compliance Examinations 

Quality Assurance Program 

Guidance was designed to contribute to a climate in which banks and thrifts make 
loans to creditworthy borrowers and work constructively with borrowers 
experiencing financial difficulties, consistent with safe and sound banking 
practices. Included guidelines to clarify regulatory and accounting policies 
pertaining to such issues as (1) recognition of income for certain nonperforming 
loans, (2) valuation of real estate loans in exams, and (3) guidance on other 
issues relating to nonaccrual assets and formally restructured debt. 

Transmitted the revised OTS 1991 examination strategy. The revisions applied to 
institutions with assets in excess of $1 billion and revised the requirement to 
perform an additional limited scope examination during the first half of the 
year for those institutions that were scheduled for a full scope. risk-focused 
examination during the second half of the year. The limited scope examination 
is now optional. 

Transmitted the general guidance and procedures for the special limited 
examination program. Examiners were instructed to follow these procedures for 
special limited examinations in accordance with the OTS 1991 examination 
strategy. 

Provided initial policies and procedures from the Midwest Region for 
implementing a December 10, 1990, Delegation to Release Certain Confidential 
Information. The Midwest Region's policies and procedures were provided to 
assist other regions in developing their own implementing polices and procedures 
for the delegation. 

Notification of proposed rule which would revise and consolidate OTS accounting 
standards. The rule would replace several prescriptive rules that are no longer 
necessary with GAAP standards and would make thrift standards more consistent 
with bank standards. Final rule issued 09-02-92. 

Requested that regional directors ensure that appropriate supervisory actions, 
including formal enforcement measures such as cease and desist orders and civil 
money penalties, are being taken against associations with poor levels of 
compliance with consumer protection and public interest laws. Preliminary 
examination data indicated that such measures did not appear to be used as often 
as might be warranted. 

Reaffirmed OTS regional operation's connnitment to the Quality Assurance Program 
and transmitted to the regions copies of the final Qualitv Control Handbook and 
the National 1991 Quality Program time frames. 
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r 
Date Title/Number Purpose/Description 

04-12-91 Transmittal of RTC Announced a more formalized transmittal of RTC conservatorship examination 
Conservatorship reports to RTC. The new transmittal process would include a cover memorandum 
Examinations : highlighting any significant issues uncovered during the exam process. 

05-23-91 : Industry Recordkeeping Indicated that recent examination experience and transfer of thrifts to RTC had 
shown that too many thrifts' books and records were in poor condition. Memo 
stressed that a thrift's books and records are very important and therefore must 
be maintained in good condition. Memo urged regional examiners not to hesitate 
to use the full range of enforcement tools, including civil money penalties, to 
correct the situation. 

05-28-91 Enforcement Time Standards A recently completed Inspector General's audit reconsnended that OTS develop and 
implement appropriate national time standards based on revised, event-specific 
guidelines for enforcement actions. The audit also recosunended that office 
directors should be held accountable for meeting established standards and for 
ensuring written justification for those actions not meeting the standards. 
This memo communicated the standards adopted in response to the audit. 

05-29-91 TB-12 Compliance Memo introduced an oversight program to ensure compliance with Thrift Bulletin 
12 (TB 12). "Mortgage Derivative Products and Mortgage Swaps." TB 12 
established guidelines for the use of "high-risk" mortgage derivative products. 
The guidelines required that the board of directors adopt and enforce a written 
policy authorizing and governing the use of these instruments. The guidelines 
also required an association to conduct a sensitivity analysis of the expected 
performance of the instruments before purchase and to monitor and document their 
performance after purchase. This memo requested that the regions submit the 
required documentation for three institutions in their region indicating that 
they had done the above. 

05-31-91 RB-18 Compliance Memo provided a listing of thrifts without any enforcement actions and MACRO 
ratings of 3, 4, or 5, as of May 10, 1991. The information was provided so that 
regional directors could determine whether the waiver of enforcement action 
required by RB-18 (Regulatory Bulletin) had been documented: correct the listing 
to reflect instances where enforcement action was taken but not entered into the 
monitoring system; and initiate enforcement action if necessary. The memo asked 1 
that regional directors evaluate thrifts in their regions and report back within 
45 days. 

1 
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06-18-91 

06-28-91 

07-03-91 

- i 

. : 07-12-91 

07-18-91 

08-06-91 

08-12-91 

08-13-91 

/ 

Title/Number Purpose/Description 

jupplemental Authorization Supplemented December 10, 1990, memorandum regarding the release of confidential , 
to Release Confidential regulatory information under certain provisions to FRB. This memorandum 
Information expanded regional directors' authority to release MACRO ratings, examination 

dates, and the status of capital plans, in response to requests from FRB 
regarding Daylight Overdrafts. 

iolding Company Examination Announced that the streamlined holding company examination procedures developed 
tnterim Procedures by the Affiliates Task Force were approved by the Policy Review Committee on 

June 4, 1991. The memo transmitted the procedures, highlighting major changes 
from current procedure. and indicated that they should be implemented no later 
than July 1, 1991. 

!linimum Security Devices Notification of proposed rule which revised regulation on minimum security 
devices and procedures to reflect changes in the technology of security devices, 
and to implement changes made by FIRREA. 

Specialized Accreditation Transmitted a booklet describing OTS' new accreditation programs for Compliance 
Process and EDP personnel. The Compliance designation is Federal Compliance Regulator 

and the EDP designation is Federal Information Systems Regulator. The memo 
announced that the Specialized Accreditation Programs would be fully effective 
on April 1, 1992. After that date, individuals leading examinations and 
performing the other functional qualifications for accreditation must either be 
accredited or exempt. Also provided other key dates for the program. 

OTS Regional Structure and Discussed and attempted to clarify confusion resulting from OTS' field 
Regulatory Notices reorganization regarding the proper OTS titles and addressees that should appear 

on certain notices required by different regulations. 

Initial Regulatory Plan 
Guidelines 

Transmitted the initial release of guidelines for the narrative section of the 
automated Regulatory Plan. Also transmitted the schedule for implementing the 
remaining sections of the Regulatory Plan. 

"Problem" Savings 
Associations 

Provided a standard definition of the term "problem association" to avoid 
confusion about the use of the term. 

Rules of Practice and 
Procedure in Adjudicatory 
Proceedings 

Report of Service 
Corporations/Subsidiaries 
Engaging in Insurance 
Brokerage Activitv 

Notification of final uniform administrative hearing rules for practice and 
procedures for formal enforcement actions. 

In light of several recent failures of insurance companies, this memo outlined 
the appropriate scope of examinations of institutions and their affiliates 
engaging in insurance activities. It also transmitted a "Report of Subsidiaries 
Engaging in Insurance Brokerage Activity" to facilitate future exams. 
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Date Title/Number Purpose/Description 

09-13-91 Supervisory Profile Transmitted the updated release of the regulatory plan guidelines that includes 
Installment of the the supervisory Profile Data System installment. The first phase of 
Regulatory Guidelines implementation occurred on July 25, 1991. The second phase, scheduled for 

September 18, 1991, was to update the system with activation of the Supervisory 
Profile section, which included implementation of the streamlined Profile Data 
System. Also provided the schedule for the remaining implementation of the 
Regulatory Plan. 

09-13-91 Thrift Administration The Thrift Administration Review Program was designed to address deficiencies in 
Review Program internal controls, books, records, and loan files. One of the major components 

within the program was to proactively determine if deficiencies exist in OTS 
Group IV institutions and if so, to make corrections. This memo outlined 
measures that OTS would implement in Group IV institutions and transmitted for 
comment a copy of a questionnaire to be distributed to management in Group IV 
institutions. 

09-23-91 Holding Company Reporting Notification of proposed rule which amended reporting requirements for holding 
Requirements companies to reflect changes necessitated by FIRREA. The rule also consolidated 

filing instructions for several forms. Final rule issued 08-10-92. 

09-26-91 New Procedures for Requested that regional directors ensure compliance with reconmnendation 6 of the 
Examination Workpaper Inspector General's recent audit. Recommendation 6 focused on the issue of 
Controls storing workpapers at thrifts and the necessary safeguards for doing so. The 

memo stated that this issue would be the subject of an Inspector General's 
follow-up audit to be held sometime in 1992. 

09-27-91 Mid-Year Examination Update Transmitted a variety of attachments to all examination staff designed to 
address concerns identified by the Inspector General, regional quality assurance 
teams and OTS regional management. The intention was to restate and redefine 
general examination guidelines, clarify loan sampling procedures, affirm 
examination time frames, establish guidelines for an examination time frames 
matrix, convey changes in OTS's holding company exam approach, and update the 
role of regulatory plans. The materials embodied in the attachments were 
ultimately to be incorporated into the regulatory handbook. 

10-02-91 Distribution of Holding Because holding company examinations are conducted in conjunction with the lead 
Company Reports to the FDIC thrift examination, and the holding company examination specifically focuses on 

the holding company's effect on its subsidiary association, FDIC should receive 
copies of all holding company examination reports. In light of this, this memo 
instructed regional directors to instruct all holding companies that they should 
provide all examination responses and other examination-related correspondence 
to FDIC as well as OTS. 
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l-K--- Title/Number Purpose/Description . 

Rescission of Memoranda and To streamline and clarify long-standing guidelines provided to thrift 
Bulletins RB l-la institutions and regulatory staff, OTS has either incorporated guidance into its 

< : regulatory handbook or determined it to be obsolete. 

New Preliminary Examination Transmitted the newly revised Preliminary Examination Response Kit and explained 
Response Kit the major objectives behind the revisions. 

Revised Compliance, EDP, Conveyed the revised OTS policies and procedures for specialized program 
and Trust Policies and examinations, which were developed from the work of the Compliance Task Force. 
Procedures 

10-21-91 

10-28-91 

11-07-91 

11-25-91 Random Audit Program 

12-09-91 

01-22-92 

01-30-92 

03-12-92 

f 
04-02-92 

To ensure that examiners are using valuation techniques that are consistent with 
the interagency policy statements, OTS implemented a random audit program to 
determine how examiners are using appraisals (and any management adjustments to 
the appraisals) in the loan evaluation process. This audit supplemented the 
current regional office review of Reports of Examination for reasonableness of 
conclusions and recommendations and for consistency with supervisory policy. 

RTC Conservatorship 
Examinations 

Implementation of the 
Report of Examination 
Confirmation Statements 

Revised the OTS conservatorship examination program that was sent to regional 
directors on October 9, 1990. 

This memo reiterated guidance for ensuring that the 03-01-91 and 11-07-91 
interagency policy statement requirements have been met by following examination 
procedures, communicating policy statements to financial institutions, and 
confirming (by a signed statement) that exam report information is consistent 
with the interagency policies. 

Modifications to the OTS Communicated several modifications to the OTS examination strategy. The 
Exam Strategy, Calendar Day modifications were made in part to incorporate guidance from the Mid-Year 
and Person Day Requirements Examination Update dated September 27, 1991. The original thrust of the 

strategy remains the same: to continue to require an on-site presence in every 
institution during each calendar year. 

Savings Association 
Membership, Federal Home 
Loan Bank System 

Notification of proposed rule which would require all savings associations to be 
members of the Federal Home Loan Bank System. Under review by OTS. 

Monthly Thrift Financial 
Report 

This transmittal eliminated the Monthly Thrift Financial Report, which reduced 
thrift costs $4 million and OTS costs by $500.000. 
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04-06-92 Supervisory Review Process This memo described a supplemental process whereby bank and thrift institutions 
can, on a confidential basis, request a review of actions that occur during an 
examination. The process is to help resolve disagreements that arise during the 
exam process and ensure open lines of conununication between thrifts and OTS. 

04-09-92 Policy Statement on Notification of final rule which would permit nationwide branching for federally 
Branching chartered thrifts to the full extent permitted by statute. 

04-20-92 Applications Restructuring Notification of final rule which would substantially reduce application/approval 
requirements in many areas, especially for healthy thrifts. Effective 06-30-92. 

tie of two major comprehensive interagency policy statements discussed in the report. 
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Table 11.6: Regulatorv Policv Guidance Related to the Safetv and Soundness of Financial Institutions, bv RePulator and 
Selected Subiect. March 1991 ThrouRh ADtil 1992 

t 

FDIC 

Credit availability' 
I FRB I occ I OTS 

Joint Statement on Supervisory Federal Reserve Press Release Joint Agency Policy Joint Agency News 
Policies, PR-30-91, FIL-8-91 and Interagency Policy Statement, BB 91-7 Release, 
(03-Ol-91)b 

"Regulators 
Statement on Credit (03-Ol-91)b 
Availability (03-01-91)b 

Issue Joint Supervisory 
Policies" (03-01-91)b 

* * * * **** 
Guidance was designed to 

Real Estate Loan Standards Could contribute to a climate in Joint Agency Statement 
Ease Credit Crunch, PR-58-91 which banks and thrifts make Clarifying Certain 
(04-18-91) loans to creditworthy Regulatory Policies, 

borrowers and work EB 91-2 (03-11-91) 
In a speech, the FDIC Chairman constructively with borrowers 
cited a lack of clear standards experiencing financial Highlighted instances in 
for real estate lending as a difficulties, consistent with which existing policy was 
contributing cause to the credit safe and sound banking changed by the March 1, 
crunch. He urged banking and practices. Included 1991, interagency 
real estate industry trade guidelines to clarify statements and reiterated 
groups to work with regulators regulatory and accounting or clarified certain 
in developing unambiguous policies pertaining to such existing policies where 
lending standards that could issues as (1) recognition of necessary. 
serve the dual purpose of income for certain 
preventing losses and freeing up nonperforming loans, (2) 
credit. valuation of real estate loans 

in exams, and (3) guidance on 
other issues relating to 
nonaccrual assets and formally 
restructured debt. 
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FDIC 

Refinancing Conrsercial Real 
Estate, #91-092 (06-17-91) 

Provided guidance to examiners 
regarding refinancing of medium 
term commercial real estate 
loans. Established policy 
guidance that financial 
institutions, whether they have 
a concentration in real estate 
or not, can choose to refinance 
a sound mini-pens (S- to 7- 
year) real estate development 
loan without being automatically 
criticized for doing so. 

**** 

Real Estate Loans and Nonaccrual 
Loans, 891-120 
(07-29-91) 

Transmitted the Federal 
Reserve's memo on examination 
guidelines on real estate loans 
and reporting issues pertaining 
to nonaccrual loans--SR Letter 
91-16 (FIS), 07-16-91. The 
guidance, which represented 
FRB's supplement to the 03-01-92 
interagency statement on the 
same subject matter, was sent to 
FDIC regional staff for 
informational purposes. 

FRB 

Supplementary Exam Guidelines 
on Real Estate Loans and 
Certain Reporting Issues 
Pertaining to Nonaccrual 
Loans, SR Letter 91-16 
(07-16-91) 

Reiterated the basic 
principles of the March 1 
interagency statement on 
credit availability, 
specifically, that 
institutions should work with 
creditworthy borrowers to meet 
their financing needs. Issues 
addressed included the prudent 
management of asset 
concentrations, the 
refinancing and rollover of 
real estate construction 
loans. and the restructuring 
of nonaccrual assets subject 
to Financial Accounting 
Standards Board's Statement 
No. 15. 

UCC 

Nonaccrual Loan Issues, 
BB 91-19 (05-20-91) 

Expanded certain of the 
regulatory and accounting 
policies addressed in the 
joint interagency 
statements on 03-01-91. 
Bulletin also provided 
responses to specific 
questions about the 
accrual of income on 
troubled loans. 

**** 

Troubled Loan Workouts and 
Loans to Borrowers in 
Troubled Industries, BC 
255 (07-30-91) 

Provided a summary of 
supervisory and reporting 
guidance to help banks 
deal with troubled 
borrowers or nontroubled 
borrowers operating in 
troubled industries. 
Guidance covered some 
issues previously 
discussed in the March 1, 
1991, interagency 
statements. 

ENCLOSURE II 

UTS 

Refinancing Commercial 
Real Estate Loans 
(07-11-91) 

Memo reiterated policy to I 
encourage savings 
associations to work with 
sound borrowers so that 
credit availability would 
not be inappropriately 
reduced. 
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FDIC 

Nonaccrual Loans and Other 
Troubled Loans, 991-136 
(09-05-91) 

Distributed copies of (1) 
FFIEC's notice announcing the 
withdrawal of the proposed 
reporting standard for the 
return of a partially charged- 
off nonaccrual loan to accrual 
status and (2) OCC's BC-255, 
which contained supervisory and 
reporting guidance on certain 
troubled loan issues. 

FRB 

Classification Guidelines for 
an Asset When a Substantial 
Portion Has Been Charged Off, 
SR Letter 91-18 (FIS) 
(09-23-91) 

Addressed the classification 
of loans when a substantial 
portion has been charged off. 
This guidance reiterated long- 
standing policy in this area 
and presented a classification 
framework for a partially 
charged-off loan that is 
intended to reflect the 
repayment prospects of the 
remaining recorded balance of 
the loan. 

occ 
Withdrawal of FFIEC 
Proposal on Return of a 
Loan With a Partial 
Charge-Off to Accrual 
Status, BB 91-31 
(08-13-91) 

Announced that the four 
bank regulatory agencies, 
under the auspices of the 
FFIEC Task Forces on 
Supervision and Reports, 
announced on July 31, 
1991, that the proposed 
reporting standard for 
returning partially 
charged-off loans to 
accrual status had been 
withdrawn. The original 
proposal had been released 
for comment on March 18, 
1991. 

ENCLOSURE 11 

OTS 
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FDIC 

Regional Credit Crunch Meetings, 
891-131 (08-29-91) 

Provided guidince for responding 
to requests for FDIC 
participation in credit crunch 
meetings that are sponsored by 
Members of Congress. 

* * * l 

Regional Credit Crunch Meetings, 
191-173 (12-05-91) 

Revised existing instructions on 
expected regional office 
attendance at regional credit 
crunch meetings. (Changed the 
guidance provided in t91-131 
dated 08-29-91.) Regional 
directors now have discretion as 
to the appropriate 
representation at such meetings; 
however, in making selections, 
they should consider the general 
level of comparability with the 
representatives of the other 
banking agencies attending as 
well as the visibility of the 
meeting. 

FRB 

Communications Efforts 
Regarding Credit Availability 
Concerns, SR Letter 91-19 
(FIS) (10-02-91) 

Transmitted information to 
each Federal Reserve Bank 
indicating that Members of 
Congress in their districts 
may sponsor "town meetings" to 
address credit availability 
concerns. The letter 
encouraged the Reserve Banks 
to participate in these 
meetings and to provide FRB 
staff with short summaries of 
discussions at meetings 
attended. 

**** 

Meetings With Senior Bank 
Executives on Credit 
Availability Issues, 
AD Letter 91-72 (FIS) 
(10-07-91) 

Meetings were held to 
strengthen understanding of 
issues affecting credit 
availability and the 
conditions banks were facing, 
determine questions bankers 
had regarding FRB's policies, 
and solicit the banks' views 
on further steps to be taken 
to address credit availability 
concerns. 

occ OTS 
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FDIC 

t 

Interagency Policy Statement on 
the Review and Classification of 
Commercial Real Estate Loans, 
PR-168-91, FlL-54-91 (ll-07-91)b 

Policy provided clear and 
comprehensive guidance to enable 
supervisory personnel to review 
loans in a consistent, prudent, 
and balanced manner and to make 
all interested parties aware of 
the guidance. Guidelines (which 
expanded on the March 1 
statement) cover loan portfolio 
review procedures, indicators of 
troubled loans, analysis of 
loans and collateral values, and 
the review of institutions' loss 
allowances. 

FRB 

Interagency Examination 
Guidance on Coimnercial Real 
Estate Loans, SR Letter 
91-24 & 25 (ll-07-91)b 

occ 

Interagency Policy 
Statement on Cormnercial 
Real Estate, BB 91-43 
(11-05-91)b 

Statement dated 11-07-91 
was transmitted by OCC on 
11-05-91. 

**et 

Guidelines for Troubled 
Real Estate Loans, BC 208 
(Revised) (03-20-92) 

Transmitted a revised EC 
234 to conform with the 
interagency policy 
statement on commercial 
real estate loans and 
provided additional 
clarification on the 
ongoing appraisal and 
evaluation requirements of 
a troubled real estate 
loan. 

OTS 
Interagency Policy 
Statement on the Review 
and Classification of 
Consnercial Real Estate 
Loans (ll-07-91)b 
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FDIC 

Audit and Review Program for 
Real Estate Appraisal 
Evaluations, 1391-167 (11-19-91) 

Guidance (1) established a 
program for audits of appraisal 
evaluations and any adjustments 
made to them in connection with 
the assessment of a financial 
institution's asset quality and 
(2) instructed examiners to 
prepare separate memos detailing 
situations encountered in banks 
where a significant number of 
appraisals are deficient in 
quality or are unreasonably 
conservative or liberal. 

FRB 

Examination Review 
Procedures--Program for 
Evaluating and Reviewing Use 
of Appraisals, SR Letter 91-26 
(FIS) (11-08-91) 

Requested-that each Reserve 
Bank set up a procedure to 
review examiners' use of 
appraisal information when 
classifying real estate loans. 
The review process was 
designed to promote the use of 
consistent and reasonable 
assumptions when assessing 
real estate values. 

occ 

Peer Review Program, PPM 
5000-29 (05-17-91) 

Established OCC's peer 
review program for bank 
supervision. Described 
the peer review process 
and defined areas of 
responsibility for the 
Office of the Chief 
National Bank Examiner, 
district management, the 
peer review teams, and 
team leaders. 

ENCLOSURE II 

OTS 

Random Audit Program . 
(11-25-91) 

Ensured that examiners 
are using valuation 
techniques that are 
consistent with the 
interagency policy 
statements. OTS 
implemented a random 
audit program to 
determine how examiners 
are using appraisals (and 
any management 
adjustments to the 
appraisals) in the loan 
evaluation process. This 
audit would supplement 
the current regional 
office review of Reports 
of Examination for 
reasonableness of 
conclusions and 
recommendations and for 
consistency with 
supervisory policy. 
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FnTr 
L YLV 

I FRB I occ I OTS 

Interagency Meeting of Federal 
Financial Regulatory 
Examination Staff, December 
15-17, 1991, AD Letter 91-78 
(FIS) (11-08-91) 

Announced the Interagency 
Examiners Conference to be 
held December 16-17, 1991, in 
Baltimore to discuss 
regulatory policies and 
procedures and their effects 
on the availability of credit. 
Also discussed a meeting of 
Federal Reserve senior 
officers in charge of 
supervision to be held on 
December 18, 1991. 

Federal Financial c 
Institution Regulators‘ 
Examination Staff 
Conference (memo to all 
conference participants) 
(11-22-91) 

Purpose of conference was 
to review and discuss the 
recently issued 
interagency policy 
statement on the review 
and classification of 
connnercial real estate 
loans and to comnunicate 
other initiatives and 
policies related to 
credit availability. 

**** 

National Examiners' 
Conference, AD Letter 91-85 
(FIS) (12-05-91) 

Provided information on the 
National Examiners' 
Conference, which was held to 
review and discuss the 
November 7, 1991, "Interagency 
Policy Statement on the Review 
and Classification of 
Commercial Real Estate Loans." 
Also communicated other 
initiatives and policies 
related to credit availability 
with senior examiners of the 
four bank regulatory agencies. 
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FDIC 

Improved Communication of 
Supervisory Policies, 191-184 
(12-23-91) 

Established examination and 
regional office procedures to 
ensure that policy statements 
regarding the supervisory impact 
on sound credit availability 
(03-01-91, 11-07-91. and 06-17- 
91) are adequately cormntnicated 
to examiners and bankers. 

**** 

Regular Communication With 
Bankers on Examination Standards 
and Practices, 191-169 
(11-22-91) 

Updated the Division of 
Supervision's documentation 
procedures for communicating 
with bankers and reiterated 
currently outstanding 
instructions in this area. 

FRB 
Cosmtunication and Examination 
Procedures Concerning Credit 
Availability, SR Letter 
91-29 (FIS) (12-12-91) 

Addressed the cosununication of 
credit availability policies 
and set forth certain 
examination procedures to 
document compliance with these 
policies. The SR letter 
reemphasized the importance of 
(1) continuing to obtain the 
views of bankers regarding 
credit availability and (2) 
ensuring that examiners and 
bank management understand the 
credit availability policy 
statements and related 
guidance. 

occ 

Conmiunication of Policy 
Clarifications, EB 92-l 
(01-15-92) 

Established procedures to 
ensure that interagency 
policy statements and OCC 
banking issuances related 
to the supervisory impact 
on sound credit 
availability were 
effectively communicated 
to bankers. Also, in 
part, these guidelines 
were intended to promote 
consistency among 
regulatory agencies and to 
avoid misunderstandings 
about policies that might 
hinder the availability of 
credit to sound borrowers. 

OTS 

Implementation of the , 
Report of Examination 
Confirmation Statements 
(01-22-92) 

Memo reiterated guidance 
for ensuring that the 
03-01-91 and 11-07-91 
interagency policy 
statement requirements 
have been met by 
following required 
examination procedures, 
comunicating policy 
statements to financial 
institutions, and I 
confirming (by a signed 
statement) that exam 
report information is 
consistent with the 
interagency policies. 
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* 

OTS 

Implementation of New 
Guidance on Commercial 
Real Estate Loans 
(11-07-91) 

Reviewed the major points 
of the March 1 joint 
policy statement and 
transmitted a copy of the 
July 11, 1991, issuance 
addressing the 
refinancing of commercial 
real estate loans. The 
memo also summarized the 
major points of the 
November 7 interagency 
policy statement and 
requested that regional 
supervisory staff review 
all three documents. The 
memo suggested that these 
statements be discussed 
with institutions' boards 
of directors during 
discussions of 
examination findings, 
that reviewing officials 
should keep these 
policies in mind when 
reviewing examinations, 
and that statements 
should be included in 
examination reports, 
verifying that these 
steps were taken. 

FDIC 

Bimonthly Status Reports on 
Zommunication of Various 
Supervisory Policies to Bankers, 
ff92-049 (03-23-92) 

Reiterated to regional personnel 
the importance of communicating 
supervisory policies to bankers 
and of keeping adequate records 
on those cosrnunications. (See 
nemos #91-169 dated 11-22-91 and 
1!91-184 dated 12-23-91.) Also, 
this guidance established a 
bimonthly reporting system to 
the Washington Off ice 
summarizing actions taken in 
these areas. 

FRB 

Request for Information on 
Communication Efforts 
Regarding Credit Availability 
Concerns and Related Matters, 
AD Letter 92-17 (FIS) 
(03-03-92) 

Requested a variety of types 
of information from the 
Reserve Banks regarding their 
efforts to communicate credit 
availability policies to 
bankers and examiners. 

occ 
Examination Review 
Process, EB 91-7 
(06-20-91) 

Bulletin provided guidance 
that examiners should 
review PPM 5000-28 at 
their next meeting with 
the bank's board of 
directors in order to 
promote better 
understanding of this 
policy. 

**** 

Examination Review 
Process, BB 91-25 
(06-20-91) 

Bulletin issued to 
national banks reminding 
and encouraging them to 
use the established 
procedures (in PPM 5000- 
28) that banks may follow 
to request a review of 
examiners' conclusions. 
Guidance also permits 
banks to request a review 
if they question the 
application of an OCC 
policy in the examination 
of their institution. 

79 



ENCLOSURE II 

FDIC 

Interagency Modification of the 
Supervisory Definition of Highly 
Leveraged Transactions, 
FIL-14-92 (02-18-92) 

In July 1991, the three bank 
regulatory agencies issued a 
request for public cormnent on 
whether and how to revise the 
supervisory definition of HLTs. 
In response to cosnnents 
received, the three agencies 
made plans to phase out the HLT 
definition and discontinue 
reporting of HLTs by banking 
organizations after June 30, 
1992. (See table II-l, 
"Miscellaneous," 02-11-92.) 

FRB 

Supervisory Definition of 
Highly Leveraged Transactions 
(02-06-92) 

Discontinued the use of the 
supervisory definition of HLTs 
after June 30. 1992. Also 
transmitted revisions to the 
definition to be used until 
June 30 1992. 

OCC 

Final Rule on the 
Definition of Highly 
Leveraged Transactions, 
BB 92-1 (01-21-92) 

Announced that the 
definition of HLTs was 
being phased out by the 
three federal bank 
regulatory agencies. It 
was to be discontinued 
after the June 30, 1992, 
regulatory reporting 
period. In the meantime, 
all prior delisting 
criteria were replaced 
with interim delisting 
criteria, which were 
effective for the two 
remaining reporting 
periods. Also transmitted 
a copy of the interagency 
statement to discontinue 
the definition. 

ENCLOSURE II 
. 

OTS 

80 



ENCLOSURE II 

I FDIC 

Requesting Review 
of Supervisory Decisions, 
FIL-11-92 (02-07-92) 

Policy established a third 
process for institutions 
desiring a review of supervisory 
decisions to request a review by 
written submission to the 
Division of Supervision Director 
in Washington. (Note: The 
other two procedures involved a 
request to the on-site examiner 
or the regional office Division 
of Supervision.) 

ENCLOSURE 11 
L 

Federal Reserve's Policy on 
Resolving Examination 
Differences. S Letter 2546 
(12-13-91) 

Outlined the circumstances and 
requirements for appealing 
examination findings and 
conclusions to Reserve Bank 
staff. Specifically, the S 
Letter provides for the review 
of material and significant 
disagreements between bankers 
and examiners by senior 
Reserve Bank officials 
including the Reserve Bank 
president. 

FRB occ OTS 

I Examination Review 
I 

Supervisory Review e 
Process, BC 257 (02-26-92) Process (04-06-92) 

Circular transmitted a 
revised copy of PPM 5000- 
28 to all banks and 
examining offices. 
Guidance establishes 
procedures that banks may 
follow to request a review 
of an examination finding 
or supervisory action and 
describes levels of review 
available to resolve 
substantive disagreements 
between national banks and 
OCC personnel. 

* * * * 

Examination Review 
Process, PPM 5000-28 (02- 
26-92) 

This issuance revises the 
original PPM-5000-28 
issued 04-30-91. It 
describes the levels of 
review available to 
resolve exam-related 
disagreements and the 
procedures for requesting 
a review. 

Memo described a 
supplemental process 
whereby bank and thrift 
institutions can, on a 
confidential basis, 
request a review of 
actions that occur during 
an examination. The 
process is to help 
resolve disagreements 
that arise during the 
exam process and ensure 
open lines of 
commrunication between 
thrifts and OTS. 
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ENCLOSURE II ENCLOSURE II 
L 

I I t 1 
FDIC I FRB I occ I OTS 

Canital: Risk-Based 

Proposal to Revise the Capital Regulatory Capital Treatment 
Treatment of Intangible Assets, or‘ Identifiable Intangible 
FIL-28-92 (04-09-92) Assets (02-19-92) 

Provided copy of proposed rule 
which revised the treatment of 
intangible assets under FDIC's 
capital maintenance regulation. 
As proposed, limited amounts of 
purchased mortgage servicing 
rights and PCCRs relationships 
would be recognized for purposes 
of calculating Tier 1 capital 
under FDIC's leverage capital 
and risk-based capital 
standards. 

Requested comments on a 
proposal regarding revision of 
the risk-based capital 
standards allowing the 
inclusion of certain 
intangibles in the risk-based 
capital calculation. Under 
the proposal, purchased 
mortgage servicing rights and 
PCCRs would be included in the 
Tier 1 capital computation 
provided that, in the 
aggregate, they do not exceed 
a limit of 50 percent of Tier 
1 capital and provided that 
PCCRs do not exceed a sublimit 
of 25 percent of Tier 1 
capital. 

+ * * * 

Risk-Based Capital (01-14-92) 

Approved proposal to lift the 
limit on the amount of 
noncumulative perpetual 
preferred stock that BHCs may 
include in Tier 1 capital for 
the purpose of calculating 
their risk-based and leverage 
capital ratios. Cumulative 
perpetual preferred stock will 
continue to be included in 
Tier 1 capital for BHCs, up to 
a limit of 25 percent of Tier 
1 capital. 

Notice of Proposed 
Rulemaking on Intangible 
Assets, BB 92-18 
(04-13-92) 

Notice of proposed rule to 
amend OCC's minimum 
capital ratio (leverage 
ratio) and risk-based 
capital guidelines with 
respect to the treatment 
of intangible assets held 
by national banks. 

**** 

Risk-Based Capital Model 
for Bankers, BB 91-37 
(09-17-91) 

Announced that the 
Supervisory Research 
Division of OCC had 
developed a model that 
estimates the risk-based 
capital ratio using Call 
Report information. The 
model is being made 
available to national 
banks and other interested 
parties in an effort to 
increase risk-based 
capital planning. An 
order form was enclosed. 

Regulatory Capital: 
Intangible Assets 
(04-13-92) 

Notification of proposed 
rule which would amend 
the risk-based capital 
regulation to set forth 
the types of intangible 
assets that savings 
associations may include 
in calculating capital 
for purposes of 
compliance with their 
tangible capital, 
leverage ratio, and risk- 
based capital 
requirements. The 
proposal also set forth 
certain limitations and 
other requirements that 
would apply to qualifying 
intangible assets under 
the proposed rule. 

a2 
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ENCLOSURE II 

FDIC FRB 

Asset Quality Ratings for 
CAMEL Purposes Under the Tier 
1 Capital Definition, SR 
Letter 91-7 (FIS) (03-01-91) 

Provided guidelines on the 
calculations for the revised 
asset quality ratio and 
included the substitution of 
risk-based capital components 
as a replacement for primary 
and total capital. 

* * * * 

Field Testing of Revised Pages 
of the Examination and 
Inspection Reports 
Incorporating the New Risk- 
Based Capital Measures, AD 
Letter 91-25 (FIS) (04-24-91) 

Transmitted revised 
examination report pages that 
implement changes as a result 
of the adoption of new risk- 
based capital guidelines. 

**** 

Risk-Based Capital (10-31-91) 

Requested comment on the 
inclusion in Tier 1 risk-based 
capital of perpetual preferred 
stock meeting certain terms 
and conditions. 

occ 

ENCLOSURE I I: 
. 

OTS 
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ENCLOSURE II 

FDIC 

Proposal to Implement 
Preferential Capital Treatment 
for Certain Multifamily Housing 
Loans and Collateralized 
Securities, FIL-29-92 (04-10-92) 

Provided copy of proposed rule, 
which was to amend risk-based 
capital guidelines to provide 
for the assignment of loans 
secured by multifamily 
residential properties 
("multifamily housing loans") 
that meet certain prudential 
criteria to the 50-percent risk 
weight.category. Prior to the 
proposal, such loans were 
assigned to the loo-percent risk 
weight category. 

FRB 

Risk-Based Capital (04-10-92) 

Requested comments on proposed 
revision regarding the risk 
weighing of certain 
multifamily mortgages and 
certain collateralized 
obligations. 

* * * * 
Analysis of Risk-Based Capital 
for the 50 Largest Bank 
Holding Companies (BHCs), 
AD Letter 91-49 (FIS) 
(07-26-91) 

Transmitted a set of 
statements to Reserve Banks 
showing the components of the 
risk-based capital statistics 
for each BHC in their district 
that ranks among the nation's 
50 largest. 

occ 
Notice of Proposed 
Rulemaking on the Risk- 
Based Capital Treatment of 
Residential Construction 
Loans Secured by Presold 
Homes, BB 92-19 (04-09-92) 

Transmitted proposed rule 
which amended the risk- 
based capital guidelines 
to include in the 50- 
percent risk weight 
category certain loans to 
builders to finance the 
construction of presold 
one-to-four-family 
residential properties. 
The effect of the proposal 
will be to move these 
loans from the loo-percent 
risk weight category to 
the 50-percent risk weight 
category. 

ENCLOSURE I I 
z 

OTS 

Residential Bridge Loans 
(04-13-92) 

Reduced the risk-weighted 
capital requirement for 
conservatively 
underwritten construction 
loans on presold homes. 
Adopted a rule that 
banking agencies had 
proposed. (Final was 
issued 04-02-92.) 

Capital: Leverage 
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ENCLOSURE II 

FDIC 

Revisions to Leverage Capital 
Standard, FIL-12-91 (03-18-91) 

Provided copy of final rule, 
which was intended to make the 
definition of capital under the 
leverage requirements more 
consistent with risk-based 
capital guidelines that became 
effective at the end of; 1990. 
The revised rule combined a more 
narrow definition of capital 
with a lower minimum acceptable 
ratio of capital to assets; it 
was consistent with measures 
adopted by other federal 
regulatory agencies. 

**** 

Capital Provisions in 
Enforcement Actions, 891-093 
(06-18-91) 

Discussed changes in "leverage" 
capital requirements and 
provided revised language for 
capital provisions in 
enforcement actions. 

FRB occ 

ENCLOSURE II 
.I 

OTS 

Leverage Ratio 
Requirement (04-22-91) 

Notification of final 
rule which would subject 
thrifts to same leverage 
ratio requirements as 
banks (required by 
statute) and would 
clarify numerous capftal- 
related issues, including 
the important question of 
when a thrift is "in 
compliance" with capital 
requirements. 
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F 
1 

FDIC I FRB I occ I OTS 

Capital: Definition/Components 

Revisions to Core Page 3-- 
Analysis of C'apital, l/91-107 
(07-12-91) 

Provided clarification and 
additional guidance on several 
items that should be included as 
part of the instructions for the 
Core Page 3 of the bank 
examination manual--Anilysis of 
Capital. (For policy guidance 
on subjects closely related to 
the analysis of capital, refer 
to #91-072, Revisions to the 
Report of Examination, May 8, 
1991; 1191-071, ALLL, May 7, 
1991; and 091-082, ALLL, June 4, 
1991.) 

Classified Asset Ratios, 
SB 91-5 (05-29-91) 

Informed all examining 
personnel of a change in 
XC policy regarding 
:alculation of classified 
assets as a percentage of 
capital. 

I 

Miscellaneous Capital and 
Capital-Related 
Amendments (04-16-91) 

Notification of proposed 
rule which would (1) 
amend OTS regulations by 
clarifying and removing 
obsolete or incorrect 
references to OTS' 
interim final rule 
setting minimum 
regulatory capital 
requirements for savings 
associations, (2) correct 
citation errors and add 
language clarifying the 
regulations contained in 
its risk-based capita1 
regulation and the 
capital distribution 
regulation, and (3) 
clarify the treatment of 
sales with recourse and 
maturing capital 
instruments for purposes 
of the capital 
regulations and the 
status of savings 
associations in 
compliance with an 
approved capital plan. 
Final rule issued 07-29- 
92. 
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ENCLOSURE II: 
1 

OTS 

Capital Requirements on t 
Recourse Arrangements 
(Interim), RB 26 
(04-26-91) 

Interim guidance for the 
determination of capital 
requirements on recourse 
arrangements, which, in 
general, calls for 
capital to be equal to 
the value of the 
underlying assets. 

**** 

Capital Adequacy, 
TB 38-3a (11-19-91) 

Transmitted policies 
regarding minimum capital 
standards that will be 
applied to significant 
voluntary unassisted 
transactions, including 
acquisitions of control, 
mergers, mutual-to-stock 
conversions. and branch 
purchases. 
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ENCLOSURE II ENCLOSURE II 
a 

OTS 

Policy Clarifications , 
Related to the Capital 
Rule (01-23-92) 

PO ensure that OTS 
policies and actions do 
not inadvertently or 
unnecessarily curtail 
credit availability, memo 
set forth adopted 
guidance on two specific 
issues--valuation 
allowance on assets 
subject to the "deduction 
from capital" requirement 
and treatment of thrift 
premises. 

a*** 

Policy Clarifications on 
Capital Rule: Follow-Up 
to January 23, 1992, 
Memorandum (04-09-92) 

Answered questions that 
arose on how to implement 
policies first discussed 
in a 01-23-92 OTS memo 
that clarified several 
policies relating to 
deductions from capital 
and the definition of 
"premises." 

FDIC FRB occ 

88 



ENCLOSURE II 

FRB OCC 

ENCLOSURE II 
m 

OTS 

Computation of Capital , 
Deduction for Assets With 
General Valuation 
Allowances, TB 38-4 
(04-13-92) 

Guidance provided that 
OTS, in computing 
regulatory capital, will 
offset general valuation 
allowances against the 
deduction requirement 
applicable to investments 
in and loans to certain 
subsidiaries and equity 
investments. 

**** 

Supervisory Conversions 
(01-17-92) 

Notification of proposed 
rule which would make it 
easier for mutual thrifts 
that fail their capital 
requirements to 
recapitalize by 
converting to stock form. 
Final rule issued 11-02- 
92. 
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ENCLOSURE II ENCLOSURE 11 
m 

FDIC I FRB I occ I OTS 

Capital: Differential regulation/Policy 
Capital Adequacy, TB-50 
(11-19-91) 

Provided that thrifts 
with a 4 or 5 MACRO 
rating cannot enter into 
third-party contracts 
outside the normal course 
of business unless 
approved by the regional 
director. 

Capital: Plan 
Capital Adequacy, 
TB 38-2a (05-24-91) 

Informed thrifts 
operating under capital 
or accounting 
forbearances that such 
forbearances should be 
eliminated in determining 
whether the thrifts 
comply with the new 
capital regulation. 
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FDIC FRB occ 

ENCLOSURE II 

OTS 

Capital Plans (06-21-91) d 

Announced that, effective 
immediately, the 
Washington concurrent 
review process for the 
approval of capital plans 
for larger institutions 
was discontinued. 
Regional directors could 
act on all capital plan 
submissions, including 
those that were in the 
process of a concurrent 
review. In order to 
assist Washington staff 
in monitoring capital 
actions for nationwide 
consistency, regional 
directors were asked to 
submit copies of analyses 
and letters approving or 
denying capital plans, 
including first-time 
submissions, amendments, 
and resubmissions; 
letters terminating 
existing capital plans; 
and any regional 
management reports on 
capital plans. This 
request covered actions 
taken after the date of 
the request. 
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ENCLOSURE II ENCLOSURE 11 

FDIC I FRB I OCC I OTS 

Capital: Administrative 1 
Revisions to the Report of 
Examination, k91-072 (05-08-91) 

Provided revised pages and 
instructions to the report of 
examination relating to recent 
changes in Part 325 of the FDIC 
Rules and Regulations, which 
changed the leverage capital 
standard and adopted risk-based 
capital guidelines. 

* * * * 

Basle Committee on Banking 
Supervision Paper on Measuring 
and Controlling Large Credit 
Exposures, 1191-077 (05-21-91) 

Provided a copy of the subject 
paper for informational purposes 
to each FDIC field office and to 
each state within an FDIC 
region. 
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FDIC I FRB I OCC I OTS 

Capital: Miscellaneous E 
Disallowing the Use of Final Rule, National Bank 
Bankruptcy to Evade Commitment Lending Limit Loan 
to Maintain the Capital of a Commitments, BB 91-29 
Federally Insured Depository (08-08-91) 
Institution. 891-047 (04-03-91) 

Provided information and 
guidance on the stated subject, 
which covered the new authority 
included in the Crime Control 
Act of 1990. Section 2522(c) of 
the Crime Control Act of 1990 
amended the Bankruptcy Code to 
require that, in Chapter 11 
bankruptcy cases (i.e., those in 
which a debtor company seeks to 
reorganize its debt), the 
trustee shall seek to 
imnediately cure any deficit 
under any commitment by a debtor 
to maintain the capital of an 
insured depository institution. 

Transmitted final rule 
which provided that any 
loan commitment, which 
together with other loans 
to the same borrower was 
within the bank's lending 
limit at the time the 
commitment was made, 
qualifies as an actual 
loan for lending limit 
purposes. Such 
commitments may be funded 
even if the bank's lending 
limit later declines. 
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ENCLOSURE II ENCLOSURE I I 1 
FDIC I FRB I OCC I OTS 

Assets: Real estate 

Monitoring of Banks With Loss Experience on Residential Real Estate Limited 
Exceptional Growth and/or High Construction Projects, AD Partnerships, AL-92-3 
Concentration Levels in the Letter 92-9 (FIS) (01-31-92) (02-20-92) 
Commercial Real Estate 
Portfolio, l/91-066 (05-03-91) Requested information from Provided advice to 

each Reserve Bank regarding national banks that are 
Requested comments and the riskiness of various types considering investing in 
reconxaendations regarding a of residential construction real estate limited 
prototype monitoring tool, projects. partnerships as part of 
developed by the Analysis and their community 
Monitoring Section, for development program that 
identifying banks exhibiting they should be aware that 
significant concentrations and such limited partnerships 
growth in commercial real estate may not meet the standards 
lending. for permissible community 

development investments 
* * * * under certain cited rules 

and regulations. 
Monitoring of High Growth and/or 
High Concentration Levels of 
Commercial Real Estate Loans, 
#91-157-B (11-01-91) 

Guidance transmitted lists of 
banks that reflected high 
commercial real estate loan 
growth and/or that had 
potentially excessive 
concentration levels of 
commercial real estate loans 
based on Call Report data 
through June 30, 1991, and 
provided advice on the 
development status of a new on- 
line procedure that was to 
generate such reports by using 
FDIC's mainframe computer. 

1 
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ENCLOSURE II ENCLOSURE II 
c 

c FDIC I FRB 1 occ I OTS 

Assets: ALLL 

Allowance for Loan and Lease 
Losses, #91-082 (06-04-91) 

Guidance provided a worksheet 
(1) for examiners to use in 
reviewing the adequacy of an 
institutions's ALLL and (2) to 
serve as documentation 
supporting the level for the 
institution's ALLL recommended 
by the examiner. Also, the 
worksheet provided documentation 
for future examination planning 
and may be useful in preparing 
for enforcement proceedings. 

* * * * 

Allowance for Loan and Lease 
Losses, t91-093B (06-18-91) 

Provided a revised page 5 for 
Transmittal No. 191-071 dated 
May 7, 1991--Allowance for Loan 
and Lease Losses (and shown in 
this table as Guidance on 
Adequacy of Allowance for Loan 
and Lease Losses, FIL-34-91 
dated June 28, 1991). The 
revision clarifies guidance 
that, when determining 
allocations for ALLL, a loan 
should be reviewed either 
individually or as part of a 
pool, but not both. 

Changes in Allocated Transfer 
Risk Reserve Determination on 
Banking Institutions' Assets. 
SR Letter 91-12 (FIS)= 
(04-15-91) 

Transmitted an interagency 
statement by FRB, OCC, and 
FDIC regarding changes in 
allocated transfer risk 
reserves and loss requirements 
mandated in accordance with 
provisions of the 
International Lending 
Supervision Act of 1983 and 
Section 211.43 of Regulation 
K. Also provided guidance on 
the distribution of the 
statement to state member 
banks and banking Edge Act 
corporations. 

Allowance for Loan and 
Lease Losses, BC-201 
(Rev.) (02-20-92) 

Required banks to maintain 
an ALLL that is adequate 
to absorb all estimated 
inherent losses in their 
loan and lease portfolios. 
Banks must (1) maintain an 
effective loan review 
system and controls that 
identify, monitor, and 
address asset quality 
problems in an accurate 
and timely manner and (2) 
adequately document their 
process for determining 
the level of allowance. 
(Note: OCC held a 
nationwide conference call 
with examiner duty 
stations to discuss 
guidance before sending it 
to the banks.) 
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OTS FDIC 

Guidance on Adequacy of 
Allowance for Loan and Lease 
Losses, FIL-34-91 (06-28-91) 

Provided guidance to examiners 
regarding the examination of the 
adequacy of ALLL and a 
discussion paper on the 
applicable accounting literature 
(addressing the adequacy of the 
ALLL for banks and thrifts). 

FRB 

Change in Allocated Transfer 
Risk Reserve Determinations on 
Banking Institutions' Assets, 
SR Letter 91-15 (FIS)= 
(07-12-91) 

Transmittal letter for an 
interagency statement by FRB, 
OCC, and FDIC regarding 
changes in allocated transfer 
risk reserves and loss 
requirements mandated in 
accordance with provisions of 
the International Lending 
Supervision Act of 1983 and 
Section 211.43 of Regulation 
K. Guidance was also provided 
on the distribution of the 
statement to state member 
banks and banking Edge Act 
corporations. 

Changes in Allocated Transfer 
Risk Reserve Determination on 
Banking Institutions' Assets, 
SR Letter 91-30 (FIS)= 
(12-13-91) 

Transmitted an interagency 
statement regarding changes in 
allocated transfer risk 
reserves and loss requirements 
under the International 
Lending and Supervision Act of 
1983 and Regulation K. This 
information is used to assess 
the exposure of financial 
institutions in foreign 
countries and is considered 
confidential. 

occ 
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ENCLOSURE II ENCLOSURE I I ‘ 

F FDIC FRB I OCC I OTS 
Assets: Appraisals 

Real Estate Appraiser 
Regulations, '191-104 
(07-08-91) 

Distributed questions and 
answers about Title XI of 
FIRREA. which was prepared by 
the Appraisal Subconsnittee of 
the FFIEC. The commentary 
information is intended to help 
state appraiser regulatory 
agencies and others in 
understanding some of the 
positions and interpretations of 
the Subcommittee. 

* * * * 

Appraisal Regulation, t91-158 
(11-01-91) 

Transmitted a manual that gives 
the regional office a central 
reference for material relating 
to appraisal law and regulations 
that originated from Title XI of 
FIRREA. 

Information on the Real Estate 
Appraisal Regulation, AD 
Letter 91-55 (FIS) (08-15-91) 

Transmitted questions and 
answers prepared by the 
Appraisal Committee of FFIEC 
regarding the requirements of 
Title XI of FIRREA. 

1 
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ENCLOSURE II 

FDIC 

Proposed Amendments to Appraisal 
Regulations, FIL-48-91 
(09-20-91) / 

Provided copy of proposed 
amendments. If adopted, the 
amendments would decrease the 
number of transactions requiring 
an appraisal prepared by a 
certified or licensed appraiser, 
thereby reducing the costs of 
these transactions. The 
proposed amendments would (1) 
raise the threshold to $100,000 
from $50,000 for transactions 
covered by the regulation, (2) 
permit the use of appraisals 
made for loans insured or 
guaranteed by an agency of the 
federal government, and (3) 
clarify that the appraisal 
requirements do not apply to 
mineral rights, timber rights, 
or growing crops. 

FRB 

Extension of the Deadline for 
Licensed and Certified Real 
Estate Appraisers to 12-01-91, 
SR Letter 91-32 (FIS) 
(05-17-91) 

Announced the extension, by 
the Appraisal Subcommittee of 
FFIEC, of the effective date 
for requiring state-certified 
and -licensed appraisers to be 
used for appraisals done in 
connection with federally 
related transactions. 
Attached was a copy of the 
FFIEC Appraisal Subcommittee 
press release. The extension 
was necessary because the 
states' certification and 
licensing programs were in 
varying degrees of 
implementation. 

occ 
Discrimination Against 
Real Estate Appraisers 
Based on Membership or 
Lack of Membership in 
Professional 
Organizations, AL-91-5 
(11-13-91) 

Transmitted a copy of the 
May 20, 1991, FFIEC 
Appraisal Subcommittee 
letter, which reminded 
institutions that 
selection or employment of 
real estate appraisers 
based solely upon 
membership in appraisal 
organizations or 
professional designations 
is discriminatory. 
Guidance was sent as a 
result of an indication 
that the original 
distribution was 
inadequate. 

ENCLOSURE II 
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FDIC 

Final Real Estate Appraisal 
Rules, PR-37-92 (03-10-92) 

Announced approved amendments to 
real estate appraisal 
regulations that will reduce the 
number of real estate 
transactions requiring an 
appraisal by a certified or 
licensed appraiser, thereby 
reducing the costs of the loans 
to FDIC-supervised banks and to 
borrowers. (See FIL-48-91 dated 
Sept. 20, 1991.) 

FRB occ 
Real Estate Appraisal-- 
Final Rule, 88-92-20 
(04-23-92) 

Conmnunicated OCC's final 
amendments to the 
appraisal regulations. 
Amendments include raising 
the de minimis amount from 
$50,000 to $100,000. 
allowing the use of 
appraisals prepared for 
U.S. government insurers 
or guarantors, and adding 
definitions of "real 
estate" and "real 
property." 

ENCLOSURE IX 
* 

OTS 

Appraisals (04-13-92) 

Notification of final 
amendments to the 
appraisal regulations 
(from FIRREA) (1) 
eliminated the 
requirement for certified 
or licensed appraisals on 
real estate transactions 
having a value of 
$100,000 or less and (2) 
defined "real estate" and 
"real property" so as not 
to apply to mineral 
rights, timber rights, or 
growing crops. 
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FDIC 

Extension of Deadline For Use of 
Certified or Licensed Real 
Estate Appraisers, FIL-4-92 
(01-13-92) 

Provided copy of FFIEC Appraisal 
Subcomaittee advisory related to 
FIRREA appraisal requirements. 
FDICIA postponed (from Dec. 31, 
1991, to Dec. 31, 1992) the date 
when federally regulated 
depository institutions must use 
state-certified or -licensed 
appraisers in connection with 
certain real estate 
transactions. (Extension 
provided to help facilitate an 
orderly, nationwide 
implementation of FIRREA by 
giving the states additional 
time to implement their 
appraiser qualification 
standards.) 

FRB 

Delay in the Federal Effective 
Date for the Mandatory Use of 
Licensed and Certified Real 
Estate Appraisers in Federally 
Related Transactions, AD 
Letter 91-32 (FIS) (12-30-91) 

Transmitted the extension of 
the effective date for the use 
of licensed and certified 
appraisers as required by 
FDICIA. The date for 
compliance with the federal 
regulation was extended until 
December 31, 1992. 

**** 

State Requirements for 
Certified and Licensed 
Appraisers, SR Letter 92-7 
(FIS) (03-09-92) 

Provided a state-by-state 
listing of the requirements 
for the use of licensed or 
certified appraisers. The 
letter provided guidance on 
whether the federal 
requirements or the individual 
state requirements should be 
followed when examining state 
member banks. 

OCC 

New Implementation Date 
for Licensed or Certified 
Appraisers, AL-92-l 
(01-23-92) 

Alerted national banks 
that FDICIA postponed the 
December 31, 1991, 
implementation date 
regarding the use of 
licensed and certified 
appraisers to no later 
than December 31, 1992: 
however, states may elect 
to implement their 
programs sooner. 

ENCLOSURE II 
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FDIC I FRB I occ I OTS 

Assets: Debt securities/Securities aCtivitieS 

New Financial Statement Underwriting Up to $15 Million Supervisory Statement of 
Disclosures About Debt of Equity Securities in a Policy on Securities 
Securities Held as Assets, #91- Single Subsidiary Under Activities, TB-52 
041 (03-08-91) Regulation K, SR Letter 92-3 (01-10-92) 

(FIS) (02-10-92) 
Distributed copies of the Adopted FFIEC statement 
American Institute of Certified Discussed the clarification of on securities activities. 
Public Accountants' Statement of FRB's 1991 revisions to The new guidance 
Position 90-11--"Disclosure of Regulation K, including the addressed the selection 
Certain Information by Financial higher investment limits under of securities dealers, 
Institutions About Debt Section 211.5(d)(14). In required depository 
Securities Held as Assets." order to take advantage of institutions to establish 

these limits investors must prudent policies and 
receive prior approval from strategies for securities 
FRB. transactions, described 

securities trading and 
sales practices that are 
unsuitable when conducted 
in an investment 
portfolio, indicated 
characteristics of loans 
held for sale or trading, 
and established a 
framework for identifying 
when certain mortgage 
derivative products are 
high-risk mortgage 
securities that must be 
reported in a "trading" 
or "held for sale" 
account. 
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FDIC I FRB I occ I OTS 

Assets: Administrative 

New Sumnary Examination Report 
Form to Be Used for 
Examination of Government 
Securities Activities, AD 
Letter 91-26 (SA) (04-29-91) 

Requested that a separate 
report surmnarizing findings of 
examination of government 
securities broker/dealers and 
custody activities of all 
state member banks (located 
within their districts) be 
completed and forwarded to FRB 
each time the government 
securities activities of state 
member banks covered by 
Treasury regulations are 
examined. Examination results 
of government securities 
activities should also 
continue to be included in the 
Coranercial or Trust 
Examination Report furnished 
to the bank. Enclosed copy of 
the new report form. 
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FDIC FRB 

Environmental Liability, SR 
Letter 91-20 (FIS) (10-11-91) 

Guidance on the examination of 
banking organizations' loan 
portfolio with respect to 
environmental liability. 
Outlined elements of loan 
policies to mitigate 
liability. Transmitted 
discussion paper on 
environmental liability and 
its impact on banking 
organizations. 

**** 

Review of Government 
Securities Activities, SR 
Letter 91-22 (SA)= (10-25-91) 

Guidance for evaluation and 
on-site inspection of bank 
holding companies, banks, and 
branches engaged in government 
securities dealing. 
Transmitted listings of 
affected entities and contacts 
at those companies. 

occ 
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FDIC FRB 

Shared National Credit Program 
for 1991, AD Letter 91-19 
(FIS) (03-28-91) 

occ OTS 

Announced that the Shared 
National Credit Program's on- 
site examination phase is 
about to commence. The AD 
Letter enclosed necessary 
reporting forms and a 
suggested draft transmittal 
letter for use in forwarding 
the reporting forms to all 
BHCs, state member banks, and 
state-licensed branches and 
agencies of foreign banks that 
reported shared national 
credit information in response 
to the Federal Reserve's 
first-day letter for the 1991 
program. 

**** 

Shared National Credit 
Program, AD Letter 91-56 (FIS) 
(08-15-91) 

Transmitted to Reserve Banks 
the 1991 list of shared 
national credits and their 
disposition, together with 
write-ups for criticized 
shared national credits held 
by financial institutions in 
the recipient's district. 
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FDIC 

LO5 

FRB 

Shared National Credit 
Programs for 1992, AD Letter 
91-28 (FIS) (12-10-91) 

Letter announced the 
coamtencement of the 1992 
Shared National Credit 
Program. Transmitted guidance 
on mailing of forms and 
letters to state member banks 
and state-licensed U.S. 
branches and agencies of 
foreign banks participating in 
the program. 

* * * * 

Shared National Credit Program 
for 1992, AD Letter 92-3 (FIS) 
(01-09-92) 

Explained the Shared National 
Credit Program for 1992 and 
discussed staffing needs from 
the Reserve Banks for the 
program. 

Shared National Credit 
Program--Screening of Credits, 
SR Letter 92-5 (FIS) 
(03-02-92) 

Implemented a credit screening 
program for use during the 
1992 Shared National Credit 
Review. The screening program 
was developed to reduce the 
amount of examination 
resources expended during the 
review without sacrificing the 
integrity of the review. 

occ OTS 

. 
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Problem assets 

Treatment of Value Impaired 
Classifications for Asset 
Quality Purposes, SR Letter 
92-2 (FIS) (02-10-92) 

Revised the treatment of 
assets impaired by protracted 
transfer risk problems. The 
letter updated examination 
procedures to be consistent 
with current practices. 

Assets: Miscellaneous 

Amortization of Discounts on Asset Quality Ratings for Qualified Thrift Lender 
Certain Acquired Loans and Debt CAMEL Purposes Under the Tier Test (04-26-91) 
Securities, 1191-057 (04-17-91) 1 Capital Definition, SR 

Letter 91-7 (FIS) (03-01-91) Notification of proposed 
Provided guidance to examiners rule which would revise 
concerning the amortization of Provided guidelines on the OTS' qualified thrift 
discounts on certain acquired calculations for the revised lender regulations to 
loans and debt securities. This asset quality ratio and implement amendments made 
guidance reflects the views of included the substitution of by Title III of FIRREA. 
the Accounting Standards risk-based capital components The proposed rule imposed 
Executive Committee of the as a replacement for primary a more restrictive 
American Institute of Certified and total capital. definition of "qualified 
Public Accountants as expressed thrift investments" and 
in its August 1989 Practice required savings 
Bulletin No. 6, "Amortization of associations to maintain 
Discounts on Certain Acquired a higher percentage of 
Loans." these investments. 
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FDIC 

Municipal Bonds Supported by 
Guaranteed Investment Contracts 
(CICs) 1ssued:by Executive Life 
Insurance Co., #91-076 
(05-17-91) 

Updated the Jan. 24, 1991, memo 
to regional directors concerning 
the subject securities. (Refers 
to #91-010, which states that 
examiners should request 
financial institutions holding 
municipal bonds that are fully, 
or materially, supported by 
guaranteed investment contracts 
issued by the Executive Life 
Insurance Company to charge off 
or provide for an allowance for 
losses of 50 percent of the 
doubtful classifications. These 
bonds were also to be put in 
nonaccrual status.) 

**** 

FDIC Clarifies Liquidation and 
Supervision Policies, PR-21-92 
(02-13-92) 

Clarified liquidation and 
supervision policies used by 
FDIC for handling performing 
loans that become receivership 
assets as a result of the 
failure of an insured bank. 

ENCLOSURE II 
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FRB OCC OTS 
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F Assets: Lease 

FDIC I FRB I occ I OTS 

Earnings: Accounting issues 

Accounting for Income 
Taxes, BB-92-16 (03-27-92) 

Provided guidance to banks 
that they should not adopt 
the provisions of 
Financial Accounting 
Standard 109 for 
regulatory reporting 
purposes until the 
appropriate reporting 
treatment has been 
determined. 

Exclusive Leases 
(04-13-92) 

Proposal to remove 20- 
year-old rule limiting 
leasing arrangements with 
shopping centers. No 
similar rule for banking 
agencies. 

Tax Issues, TB 49 
(08-19-91) 

Discussed the accounting 
for income tax benefits 
associated with bad 
debts. Also attached 
SEC's Staff Accounting 
Bulletin No. 91, which 
provided interim 
guidance. 
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FDIC 

EaminQS : Dividends 

FRB occ 

Dividend Policy, BB-91-41 
(10-10-91) 

Provided additional 
guidance for examiners 
concerning dividend 
payments by national 
banks. Updated OCC's 
handbook and transmitted 
general policy guidance on 
such payments. 

* * * * 
Dividend Approval 
Requests, EC-257 
(10-10-91) 

Provided guidance on 
processing and evaluating 
requests for approval of 
proposed dividend 
payments. 

ENCLOSURE 11 
I 

OTS 

Uniform Accounting 
Standards (03-29-91) 

Notification of proposed 
rule which would revise 
and consolidate OTS 
accounting standards. 
The rule would replace 
several prescriptive 
rules that are no longer 
necessary with GAAP 
standards and would raake 
thrift standards more 
consistent with bank 
standards. Final rule 
issued 09-02-92. 

. 

I 
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c FDIC I FRB I occ I OTS 

?amings: Miscellaneous 

Juarterly Monitoring of Large 
BHC Earnings, AD Letter 91-33 
(FIS) (05-21-91) 

Transmitted March 31, 1991, 
earnings information for all 
BHCs with consolidated assets 
over $1 billion. 

i*** 

Quarterly Monitoring of Large 
BHC Earnings, AD Letter 91-60 
(FIS) (09-06-91) 

Transmitted June 30, 1991, 
earnings information for all 
BHCs with consolidated assets 
over $1 billion. Indicated 
that a floppy disk containing 
a LOTUS file of this 
information was also sent. 

**** 

Revised Procedures for 
Submitting the Quarterly BHC 
Earnings Report, AD Letter 
91-73 (FIS) (10-10-91) 

Prescribed procedures for 
Reserve Banks to submit to FRB 
a quarterly earnings report 
for BHCs in their districts 
with more than $1 billion in 
total assets. 

1 
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FDIC FRB occ OTS 

Quarterly Monitoring of Large 
BHC Earnings, AD Letter 91-81 
(FIS) (11-19-91). See note, 
AD Letter 91-83 (FIS). 

Transmitted September 30, 
1991, earnings information for 
all BHCs with consolidated 
assets over $1 billion. 

**** 

Quarterly Monitoring of Large 
BHC Earnings, AD Letter 91-83 
(FIS) (11-29-91). Superseded 
AD 91-81 (FIS). 

Transmitted revised September 
30, 1991, earnings information 
for all BHCs with consolidated 
assets over $1 billion. 

* * * * 

Quarterly Monitoring of Large 
Bank Holding Company Earnings, 
AD Letter 92-18 (FIS) 
(03-03-92) 

Transmitted December 31, 1991, 
earnings information for all 
BHCs with consolidated assets 
over $1 billion. 

'LMany of the policy guidance issuances that appear under credit availability could also be classified under another 
category. For conciseness, the policy issuances are listed under only one category. 

bone of the two major comprehensive interagency policy initiatives issued by all four regulatory agencies. 

=Confidential--not for public release. 
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0 on at- to nonaccrual 
s This guidanc8 covers a range of 
8ccounting issum, including CULL barn&s income rmcognition 
on nonperforuing loans, troeunt of aultiPl# 108n8 to on# 
borzumr, 8nd 8cquisition of lmll8CCmJ81 8S8at8. 

Th8 four 8ganciu also issued a gonor st8tUmnt that stnssod 
th impurtanc~ of financial irutitutioru vorklng vitb borrowan 
who nuy k axperiencinq temporary bifficultiu. The gmeral 
strtemsnt di8~us#es previously r#l8#8#d policies tb8t 6881 with 
incrused di8closute on non#ccru#l louu and guidance on th 
8PPlication of tb8 definition of Highly Ww89md Tran88CtiOns 
(HLTs). The St8t8m8nt 8180 8ddr888U reqfU&8tOry pol~Cie8 On 
capi-1 levels 8nd loan concontr8tion8, 88 they tmhta t0 
institution8' ability to make loti to cradit-uorthy borrowers. 

Thm #gurciu vi11 sand the cl#rifiutlon8 and st8teunts to ffold 
l x8ninerm and depository institutions. Tim 8ganciu uy also 
issue lors detailed puid8nCO on ttm i##ue# covered in tod8y's 
joint 8t8tamnts. Copies of the 9urer81 rt8tament end the joint 
policy qufd~linrs released today 8re 8V8il8ble frM thS OCC, 
FDIC, Iw), and 6Ts. 
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Recent credit problem h8VS underscored the iuport8nca of 
prudent lending pr8ctices to the overall safety 8nd SOUndXl888 of 
the nation's financi81 l ystu. me emergence of credit probleu# 
in 8 nuaber of sectors of the economy h88 prompted uny 
depository institutions to review their lmnding practices as 
Well 88 their capuity to meet Credit d-da. XrUry inStitUtiOn8 
have vi8ely tightened credit l t8nd8rd8 Vh8rO such St8ndards hd 
become too 1W88. others have roduc8d the pace of lending in 
response to the need to Shore up their capital po8ition8 and 
8trengthon their bal8hCe sheets. 

Xt is poesible, however, that som depo#itory institution8 
may h8ve become overly cautious in their lending pr8cticea. In 
SOme iMtanCe8 this caution ha8 been attributed t0 ConcaMs On 

the part of lenders that the regulator8 of depO8itOry 
institution8 are applying excessively rigorous examination 
standards. 

The hdrral banking 8nd thrift regulator8 do not vant th0 
availability of credit to sound hotrowers to be 8dVerSely 
affected by supemisory policie8 or depo8itOry in8titution8~ 

uisUnderStmding8 8bout them. A8 8 result, the agencies today 
are issuing 8 series of guidelines and statements that are 
intended to cl8rify regul8tory policies in a number of areas 8nd 
reduce concerns depository irmtitutions uy h8ve 8bout extensions 
of credit- +o sound borrowers. Specifically, the guidelines 8nd 

statement8 released today: (1) encourage enh8nCed disclosure to 
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the public, (2) facilitate extensions of credit to sound 
borrowers and the workout of problem loans, and (3) better assure 
sound assessrants of the value of real l st8ta by depository 
institutions and Fadaral l XaminatS. 

Recant concerns related to a tightening Of credit have 
focused the l qencies 8 attention on regulatory policies wut their 
,affects on institutions' willizagnus b extend new credit and to 

work Vith troubled borrowar8. The guidelines and statements 
released today, which have been under development for SOme th, 
are not intended, nor are they expected, to *80lve* 811 Credit 
availabilfty problems. when c~nrbi'nad with other steps that have 
bean taken (Such as lover money market intrre8t rat88 and Churgas 
in rue-8 requirements), thesa initiatives should help 
facilitate prudent credit extensions to sound borrowers. 

Enhubced disclosure will help to ensure that the public is 
better informed &bout the nature of institutions' pOrtfolAO8. 
Tha neu guidarrca recently i8sued by the office of the Comptroller 
of tha Currency (occ) on suqqested disclosures of more det8iled 
infomnation about nonaccrual loan8 in public financial 
statements, snd recent banking aqency guidelines on Highly 
Leveraged Tran8action8, should help by differentiating anong 
broad proups of asuts vith varying degrees of risk. 

Depository institutions have traditionally worked with their 
borrowers who are experiencing problems. In the current economic 
environment, it is especially important for inmtitutions to avoid 
shuttirq off credit to sound borrovats, especially in 8aCtOrS Of 
the aconoay that are experiencing temporary problems. 

Consbtmt with sound banking practices, dep6SitOrY 
inmtitutions, including those with lov capital positions, should 
work in en appropriate and constructive fashion with borrowers Y 
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who may be experiencing temporary difficulties. Such efforts may 
include rusoneble workout arrangements or prudent steps to 
restructure extensions of credit. Irmtitutions that have in 

place effective internal control8 to manage and reduce exca88iva 
concentrstions over a reasonable period of time, need not 
automtit78lly refuse credit to sound horrovers because of the 
borrower’s particular industry or guqraphic location. 

The documents rala88ad today by the Federsl bank and thrift 
regulatory agencies aim to facilitate the uorkout of problem 
loan8 by l ddressinq the inCOop@ 8CCrUl treatment Of fOmal1.Y 
r88ttuctumd debt and acquired nonkzcrual loans consistent with 
qanarally accepted accounting principles. Further, there is a 
clarification of the accounting traatrpmt of multiple loans t0 8 
Single borrower when Some, but not all, of the lo8ns to the 
borrower are troubled. 

The l qencias have also clarified vhan payments asy be 
recognized as Income on a C88h basis for loans that have been 
Parthlly chm$ed-off. In addition, the aqencies are developing 
guidelirm that 8ddrass how institutions can accma inCOme On 
loans that hwe been partially charged-off. _ 

Finally, the l qancias 8ra also clarifying their policies oh 
the supe~isoxy valuation of real estate. The policies provide 
th8t the evaluetion of loen loss rasmmas or net carrying values 
for real l stete loans should reflect a realistic market analymis 
and not be bassd solely on liquidation valuas. 

1. 

&, Di&&gura of No- Nonaccrual loans 
vay widely with respect to their quality and cash 
qeneratinq capacity. corweguently, the simple total of such 

116 



. 

ENCLOSURE III ENCLOSURE III 

4 

loans on an institution's books may not be a good indicator 
of the institution's financial polition. One method to 
address this is to provide more information to tha.public on 
these l sset8. For example, UsefUl supplemental df8CbSkUa8 
might include information on the amount of charge-offs taken 

on nonaccrUal loans, the smowk of cssh payments received on 
thaw assets, and the portion of these loans thst generate 
substantial Cash flov. 

OCC recently issued a Banking bulletin that COntdnS 
suggestiona for the voluntary disclosure of additional 
infotMtion on nonaccrual l&s. The Federal regulatory 
agencies fully SUppOrt the voluntary disclosures of the type 

suggested by the OCC and described in the attached 
8t8tmment. 

b. DUure of W LsvS 
The ?edaral banking agencies have prsvi~~sly dsveloped a 
uniform kpawisory definition for ?RTs. The purpose of the 
definition is to provide a consistent means to monitor loans 
to ffLT borrowers. The agencies have recently provided the 
attached additional guidsncs to examiners and bankers on the 
application of this definition. This guidance stresses that 
the HLT designation dws not imply a SUp8wfSOry Criticism 
of the credit. 

!Fhe guidance also makes clear that certain extensions 
of credit, SUCh as loans to debtors-in-possession (DIPS), do 
not fit the definition of KLT loans and should not ba so 
rep&ted. The criteria for the removal of a loan from XLT 

SktUS have been expanded in the attached doctllarnt. The 
qencies will continue to review these critsris to determine 
if other steps are warranted in view of the characteristic8 
and performance of HLT credits, including the quality and 
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reliability of the borrower18 cash flow. 

There appears to be some concern that any new lending 

by institutions that fail to meet minimum capital 
requirement8 will result in supervisory criticism. While it 
is 888entiel that dapo8itory irutitutionr that fail to mart 
minimum capital standards take effeCtiV8 and timely steps to 
address this deficiency, such inrrtitutioru 8ra not 
necessarily required to cease prudent, low-risk lending 

activities. Institution8 shobd attain capital compliance 
in a pxudent manner that strengthens their financial 
COnditiOnS. Institutions that seek to improve their 
capital-to-assets ratios through shrinking their balance 
8h88tS should avoid 8ctions that raise their risk exposure, 
such as the sale of all high-quality asaats or of core 
deposits. Such actiona by tham8alve8, or the return81 to 
lend t0 8knd borrOVar8, fail to achieve the important 
objective of improving the quality of under-capitalitad 
in8titUtiOnS’ POrtfOliOS. 

The agencies share common procedure8 to address capital 
deficiencies at dapO8itOry institutions. In general, each 
agency requires such institutions to prepare a plan that 
details the Step8 they will take to attain th8 minimum 
capital levels. Approved plana generally do not preclude a 
continuation of sound lending activities, including prudent 
Stops to work with borrower8 encountering financial 
difficulties. 

Similarly, there appears to be some concern that 
institutions with loan concentrations are automatically 
turning down good loans. The banafits of adequate portfolio 
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diversification are well recognized by depository 
institutions and their regulators. Although the regulatory 
ngencies have not established rigid rules on asset 
concentrations, they are in 8greement that, as a utter of 
sound operating policy, depository institutions should 
establish and adhere to policies that control wconcentration 
risk. l 

Institutions that have in place effective internal 
COntXWls to manage and reduce undue concentrations over 8 
rusonablo period of time, need not automatically refuse 
crdit to sound borrovers. The purpose of institutions' 
policies should be to improve the overall quality of their 
portfolios. The replacement of unsound loans with sound 
loans can enhance the quality of a depository institution's 
portfolio, even when concentxation levels are not reduced. 

3. 

Questions have been r8isad regarding the reCognitiOn Of 
inCon on loans that have bun partially charged-off. This 

subject is not explicitly addressed in the agencies' 

regulatory reporting requirements. The agencies wish to 
Clarify that payments can be recognized as income on a a 
kW& for loans that have been paflially charged-off, 
Vithout requiring that the prior charge-off first be 
rewvered, so long as the remaining book balance is deemed 
fully collectible. 

The agencies, along vith the Securities and Exchange 
Commission (SEC), l 8ch plan to solicit public comment on 
proposed guidelines which vould allow certain nonperfomning 
loans to be placed back on accrual status once the loans are 
reduced to an appropriate level through charge-offs. Auy 
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formal guidance issued will be based on the comments 
received from the public and on-going discussions between 
the l ganCie8 and the SEC. 

The agencies have released today supervisory guidance 
on a variety of other issues related to nonaccrual assats 

and fonmlly restructured debt. These guidelines include a 

discussion of regulatory reguirannts related to cash basis 
ho88 recognition, multiple loans to one borrower, and the 
acquisition of nonaccmml assets. 

In recent months, there have bean significant declines 
in real astate values in camin markets. In response to 
these declines, l acaminers have reviewed the adequacy of 
institutions' loan loss resemms and, where they believed it 
appropriate, have required additional resemes based on, in 
Part, their estimates of ma1 estate values. 

These actions have locued attention on the techniqUeS 
used to assess the value of real estate, especially 

comerci81 real l st8te. It is important that valuation 
techniques reflect not only existing market conditions, but 
also reasonable expectations of the prOp8rty’S perfoxaance 
in the market over time. The Fedem regulatory agencies 
are reiterating their policy on the assessment of real 
estate v&lues and the establishment of loan loss reserves. 

The basic thrust of this guidance is to ensure that 
incoma property loans not be assessed solely on the basis of 
Uquidation values but also on the income-producing capacity 

of the properties over time. Supervisory evaluations should 
take into account the lack of liquidity and cyclical nature 
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of real l $kte markets and the temporary imbalances in the 
supply and demand for real estate that may occur. 

5. 

The agencies want to make clear their policy that any 
institution may request a review of any major decision 
reached as part of the supervisory process, including those 
related to asset classification and required reserve levels. 
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DISCLOSURE OF NONA-AL ASSETS 

ENCLOSURE III 

The purpose of the attachod schedule is to provide a 
suggested format to banking and thrift organizations for 
reporting more information in public disclosures about nonaccrual 
assets, including loans, laasw, ud securities. The additional 
disclosurss presented in this guidsnw are not required. 
However, financial institutions are wcoursgmd to disclose 
publicly this type of information or other information deemed 
useful or relevant, in order to impram understanding of the 
impact of nonaccrual assets on the-institution@8 financial 
condition and results of opwations. Such disclosures may 
utilize whatever format is considerad appropriate by the 
financial institution. 

In recent months, the financial +utitutions industry and 
their analysts have placed increasing emphasis on the amount Of 
nonaCCrUal usits at banking and thrAft organizations. current 
public disclosures about these sssets have generally hen limited 

to the total amount of nonaccrual assets, interest Income, and 
interest foregone, Such inforsation may not be sufficient to 
fully l %pl8in the impact of nonaccraal assets on the earnings 8nd 
financi81 condition of financial institutions. As a result, some 
financial institutions have said they want to make additiohal 
disclosures about nonaccrual assets in their annual reports. 

Attached is an example of a forsat #at could be used to 
provide additional infomation on the characteristics of 
nonaccrual assets and their contribution to net income. This 
infomatlon may prove useful in assessing the prospects for ths 
orderly workout and ultimate repayment of assets placed in 
nonaccrual status. Nonaccrual loans to developing countries ate 
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zot intended to be inciuded in the l tt8ched example, because 
these are generally disclosed separately. 

The detail provided :n the exa8ple aay not be considered 
appropriate or necessary for all banks. Some banks may ehct to 

disclose aope specific categories of nonaccnaal assets or only 
part. of the data in the example. Otbus may wish to disclose . 
principal payments on nonaccrual assets, associated collateral 
valuer, or other siqnlf:canr facts. Financial institutions say 
alto consider providrnq appropriate similar disclosures related 
mm -II ctber teal estate cwnaa. inciuckng net cash inflows from the 
ZXCPettieS, and a seqrraattm of properties with significant net 
tasti ;rrz1ows. 

Attacksent 
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Oonorally, the l crwl @I lncomo LB diecontinwd ubor tbo full collocthI Or prbelpal or ~ntorort 1s in doubt, or rhon the 
paywnt of prln~l 
tbo procnrr ol co I 

@I l r lrterort bm boco~ cmntroct-lly 90 &)o pr#t dW (ml~## the ebll~~thn I# both ~1). l ~curad ati In 
Ioct&m. lanecrud loon0 mountul to LB at Dee-r Jl, 1990. 

cbar9~-ello on thorn0 Loons ol 8-. 
thir mount 11 net of l 99r09ate 

Curthor Inlorratlon re96rdlng tho bmlmco of nonaccrual loan0 at Docmbrr 31, 
Infornatlon, I* OS follwrr 

1900, wd rolrtod Intercat payment 

Contractually part duo ulthr 

0 oubrtw8tlal porlorunw (11 
0 IIIrltod porlorunco (2) 
0 no porlonumo 

Contractually currant, howor0r.t 

0 poynwc ln full of prlnalpd 
or intorwt In doubt 131 

o otbor 44) 

total 

Dook blwco 
l t Deco&or 

Jl, 100 
#!II 

blwc~ at 
Docwbor 31, Lmtoroat 

recovery 0r 

prior partial 
- --amMauL M 

: 8 : 0 I 8 

roductlon 0r 

: t t 
s 0 0 
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(1) While unable to cure contractwl delinquency, the borrower 
in this category would be coheistently making substantial 

Periodic payments relative to the required periodic paylaents dur. 
If l bstantial performance is disclosed, management should be 
able to identify a threshold of puformancm which it coneiders to 
be subetantbl. While there is not a specified minimum, the 
threshold should be sufficient to provide 8 meaningful 
distinction within the information disclosed. This threshold or 
definition used should also be discloeed. 

The detezmination of substantial performance will differ 
depending upon the loan ropeyment terms. ?or amortizing low, 
both principal and interest payments veuld likely be considered. 
For loans with contractual interest-only payments and then a 

single principal payment at 8 spocifid time, intere8t 

performance only might be considered. HwWer, if a 8ignificmt 
principal pmyment were missed, then performance would likely be 
considered something less than substantial. In any went, 
managerent rhould disclose its definition of asubstantiala 
perf om8nce. 

(2) Borrwer is demonstrating less than substantial perfozmmce, 
as defined, but is making some periodic payment. 

(3) While not contractually past duo, the loan has been placed 
on nonacczual status due to doubt as to the full collection of 
principal or interest. Interest payments on such loans are being 
applied to reduce principal to the extent necessary to eliminate 
doubt as to full collectibility of the book balance. 

(4) Thke i8 no longer doubt as to full collectibility of 
principal or interest. Hwever, for other reasons, the loan is ' 
reported as nonaccrual. For example, interest income- i8 being 
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recorded on a cash basis, while the borrover demonstrates a 

period of prforrmnce or interest payments are recorded as loan 
loss recoveries. 

(5) Net of charge-offs to-date and interest payments applied to 
principal. The book balance should not include 8ny reductions 
for any allocations of the allowance for loan and lease losses, 
if such allocations are made. 

(61 Represents the application of cash interest payments during 
1990, on the loans in nonaccrual status at December 31, 1990, 
from the time those loans were placed on noneccnral status. The 
anmmt should not include the cash interest payments during the 
year from my of these loans prior to their placement on 
nonaccrual st8tus. 

It will be likely that some loans will move between categories 
between reporting dates. In such cases, year-to-date cash 
interest payment data would be reclassified to the same category 
where the period-end balance is reported. 

(7) Additionally, management may consider it useful to disclose 
the yield provided from cash payments of interest on nonaccrual 
loans. A simple rate might be disclosed or data provided to 
allov the reader to determine the yield, as follows: 

I . 

(8) As the cash interest data in the table relates to 
year-end balances only, the disclosure might provide a 
weighted average book balance of loans on nonaccrual status 
at December 31, 1990, for the period they were in nonaccrual 
status during the year then ended. The average balances 
vould be properly weighted when aggregated, to reflect the 
relative amount of time vithin the year that individual 
loans were in nonaccnaal status. 
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(b) It may prove difficult to monitor and repott weighted 
average bslances suggested in (a), above, because they 
relate to period-end b8lanCeS. Alternetivelyr mermgement 
might supplement the suggested t@ular disclosure with the 
follwing tvo disclosures related to nonaccru81 wtivity for 

the entire reporting periods 

a- 

-v 

Cash interest payments on all noneccllual loans while in 
nonsccru81 atatus during the period (including loans no. 
longer in nonaccrual status at period end). The emount 
of pqments applied to pr&cipel should gener8lly be 
distinguished from those which contributed directly t0 
income to facllitrte the determination of yields. 

Avenge balance of all nonaccrual loans during the 
period. 

i 
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SUPERVISORY GUIDANCE REGARDING THE 
DEFINITION OF HIGHLY--=D TRANSACTIONS WLTs) 

The guidslines below are intended to SUPPlnPent ths 
anifom interspency definition of HLTs and the existing 
?rocedures for applyinq this definition. 

Qua&ax. A hrphly-leveraged transaction is a type Of 
finanClng which involvas zar restructuring of an ongoing business 
ancern financsd primarily with debt. The purpose of an 
rndividual credit is most :mportant vhen initially detenaining 
SLT status. Once an ind:*.‘: dual c&it is designated as an HLT, 
ail currently outstandrnq and future obligations of the S8M 
torrover are also inciuaed ;n HLT tot818 until such time 88 ths 
tor:ciJer is removed from HLT status. 

The regulatory purpose of the HLT definition is to 
provide a consistent means of aggregating and monitoring this 

type of Citmncing transaction. The KL,T designation does not 
l=lPly a supmwisory crlt:cism of a crsdit. Before any HLT or any 
ct.CIer credit is critrclzcd. an examiner reviews a whole r8we of 
factors on a credit-by-credit basis. These factors include cash 
flOU, pemr81 ability to pay interest and principal on 
outstanding debt, economic conditions and trends, the borrowr4s 
future prospects, the quality and continuity of the borrower’s 
xana,qement, and ths lender's collateral position. p8rticipation 

of banking organizations rn highly-leveraged transactions is not 
considered inappropriate so long as it is conducted in a sound 
and prudent manner, including the saintetmnce of adequate C8piWl 
and loan loss resames to support the risks associated with these 
transactions. 
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The agenciu have further considered the question of whether some 

DIP loans should be included in thr KLT portfolio. On0 impoeant 

consideration in this regard is that the bankruptcy l St8te is 
considered a legally separate and distinct borrowor from thm pre- 
bankruptcy borrower. In addition, lmna to DIPa generally do not 

meet the RIZ purpose test. Further, tha chapter 11 bankruptcy 
code is designed to promote DIP lending and, thereby, affords 

significant protection to DIP lendere in order to pre8eNe the 
value of the bankruptcy estate and to promote rehabilitation of 
the debtor. Therefore. cmart-approyed debtor-in-poseession (Or 
trustee-in-possession1 frnancinq for a business concern in 
Chapter 11 reorganizarron proceedings will qenerally be exempt 
from HLT designation. ~11 pre-petition debt of an HLT bortow*r 
and my post-reorganirataon debt (after a company emerge8 from 
Chapter 11 benkruptcy) urll continue to be included in HLT 
exposure until delirtrng occurs. 

. Options 
are being added to the specific HLT delisting criteria th8t make 

borrowers eligible for delisting from HLT status when 811 direct 
"luyout, acquisition, or recapitaliration debt satistyinq the HLT 
purpose test has been paid and vhen companies perform Well for 

an extended period of time, despita operating with hiqh leverage= 
Further, the wording of the specific delistinq criteria 
pertaining to exposures designated as HLTs because of the 75 
percent leveraqe test is being made consistent with these new 
cptions. The general delisting criteria are reiterated balow 

along with the four specific ways to become l liqible for 
delisting from HLT status. 

(al V -- For credits to become eligible for 
removal from HLT status, a company must demonstrate an 
ability to operate successfully as a highly-leveraged 

. 
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company over a period of time. Under normal circaamstances, 
two years should be sufficient for the credit to show 
performence and to validate the appropriateness of 
projectlone. The banking orqanitation should conduct a 
thorouqh review of the obligor to include, at a minimum, 
overall management performance against the business plan, 

cash flou coverages, operating merqine, status of amet 
sale%, if applicable, reduction in leveraqe, and industry 
risk. 

(b) &sif,ic crlte. .a L. -- In a_ddition to these general 
criteria, at least me of the follwinq specific criteria 
must be met to brco=le eligible for delistinq: 

(1.) For exposures that Vera included becausa,of the 75 
percent leverage test, exposures are l liqible for 
delisting from HLT status when leverage is reduced 
belov 75 percent, and the company has demonstrated an 
ability to continue sanricinq debt satisfactorily 
vithout undue reliance on unplanned suet sales. 

(2) If tvo years have passed since a company's most 

recent acquisition, buyout, or recapitaliration 
satisfying the HLT purpose test, then the borrwer's 

credits are eligible for delistinq from HLT status if 
U,l debt satisfying the HLT purpose test is repaid in 
Full, even if the borroweras total liabilities to total 
assets leverage ratio continues to exceed 75 percent. 
The refinancing of HLT purpose-related debt through 
additional borrowings does not constitute a repayment 
of HLT debt. Rather, the repayment of debt must occur 
from cash qenerated from operations, planned sales Of 
assets, or a capital injection. 
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(3) For exposures that Vera included because of the 75 
percent leverage tast, a borrower’s credits are 
l liqible for delisting when the borrwmr satisfies the 

general performance criteri8 for delistinq for at least 

4 (four) consecutive years since ita last buyout, 
acquisition, or recapitalirationinvolvinq financing: +he 
Cwpany has a positive net worth; end the comp8ny”r 
lwuaqe ratio does not siqnificantly exceed its induetry 
nom. Although this CritariS does not require leVW8ga 
to be reduced to less than 75 percent, the borrower must 

demonstrate an ability tQ continue servicing debt 
satisfactorily vlthout undue reliance on unplanned 
l aut sales. 

(4) For those exposures that arose under the adoubl.inQ 
of liabilitres to greater than SO percent* leveraqe 
criteria, delisting is l cceptabli based upon the 
qeneTa1 criteria in (a) above and a deronstratid 
ability to satisfactorily continue to service the debt. 

As was stated in previous guidance, any significant change* 
in 3e borrover*s financml condition after delisting should 

Cause the exposure to be revioved for relistinq. 
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SUPERVISORY GUIDANCZ 011 CERTAIN ISSUES 
RELATING TO NONACCRUAL ASSETS 

AND FORHALURESTRDCl!URED DEBT 

. Currant ragulUsxy 

raporting roquiramants.do not preclude the Cash basis 
recognition of income on nonaccrual aaaata (including loans 
that have bean partially charpad off), providrd that tha 
remaining book balance of tha loan is daamad fully collaCtibla. 
Recognition of interest income on l Cash basis should 
ba liritad to that which vould have bran accrued on thS 
racordad balance at thr contraCtua1 rata. Any cub intaraat 
received in l xcass of this limit sharrld ba racordad as 
racovariaa of prior charge-offs until these charge-offs have 
ban fully racovarad. 

. to m . Aa a ganaral principla, 
nOnaCCma1 status for an asset should be dataminad based on an 
assessment of the individual assot's collectibility and p8mSnt 
ability and parfozmanca. Thus, vhan one loan to a borrower is 
placed in nonaccrual status, a dapository institution does not 
automatiCally have to place all otbu axtensions of credit to that 
borrovar in nonaccrual statua. uhm l dapository institution ham 
multiple loans or othar wtansions of credit outstanding to 
a single borrovar, and one loan masts criteria for nonacclual 
status, the depository institutian l hould l valuata its other 
eXtenSiOna of credit to that borrower to datarmina vhathar one or 
more of thSSS other assets 8hould also be placed in nonaccru81 
status. 

of no- A depository institution 

(or the receiver of a failed 1nstitut;on) may sell loan8 or debt 
sacuritias that the institution had maintained in nonaccrual 
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status. Such loans or debt sacurifiu th8t have bean acquirad from 
an unaffili&tad third party by a dapoaitory institkion should ba 

-ported by the purchaser in 8ccordanca with AICPA Practice 
Bulletin No. 6. When the critarir 8paCifiad in this Bulletin us 
m*f, these suet8 may ba placed in 8ccnml statue.’ 

vv. Aloanorothudabt 
inatmmant that has bean' formally 7 in accordance with 
FASB Statament No. 15 so as to be rmuonably assured of rapaymant 
and of parformancr according to 8 raaammbla repayment l hadula 
need not k maintained in a nonaccmaal st8tu8.' In raturnfng tha 
loan to l txru81 status, sustaimd historical payment parforaance 
for a raaammbla time prior to the rastmacturing may ba takan IntO 
account. 

A FASD 15 restructuring may raault in a market yield on fhS 
recorded invaatmant in the loan, i.e., 8n l ffactiva intaraat zata 
that is aqua1 to the rata that tha depository institution ia 
villinq to l cccipt for a new loan with comparable riak. While 8 
loan or othar debt instrunant that qualifia8 &a a FASB Statmont 
NO. 15 rastructuring must be disclosad &a such in the year that the 
rSstNCturing took place, rastnwtured assets that yield Wkat 
rates of interest need n&t continua to ba raporfed as F3Sb 13 

troubled debt restructurings in subsaquant years. 

' Practice Bulletin No. 6, s of Dv 

m*  
Amrricen Imtituta of Cartifiad 

Aaxauntmts, August 1909. 

* St&tamant of financial Accounting Standards No. 15, 
bv Debfors wars for Trulad Da& 

Financial Accounting Standards Board, June 
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s. Bacau80 8n l m lysis of the Allovanca for Lo&n 
and Lease Loaaaa (Ax&L) requires an aasassmant of the ralativa 
credit risks in the portfolio, mny dapoaitory institutions 
attribute for analytical purpose8 portions of tlaa AL&&to loans and 
other 8asat8 classifiad 'SUbSt&lbd&tb' 'w m8rmgamant or 8 
supanrisory 89ancy. Management ny do this bacauaa it baliavaa, 
based on past history or othu factors, that there say ba 
unidantifiad loaaaa l sociatad with loans claasifiad in this 
category in the l ggragata. 

Furtharmora, management say u-8 this analytical 8pproacb in 
estimating the total amount nacass8ry for the AU& 8nd in compuing 
the AI&L to various catagoria8 of laans over time. As a genarml 
rule, an individual loan classifiad at&standard may raaain in 
accrual status 88 lon9 as the ryyuhtary reporting raquiramenta for 
accru81 tra8tmant l e met, even whaa an attribution of the AI&L has 
bean made. 
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Offke of the Comptroller of the Currency 
Federal Deposit Insurance Corporation 
Federal Reserve Board 
Ofh of Thrift Supervision 

Interagency Policy Statement on the Review and 
Classification of Commercial Real Estate Loans 

On Match 1.1993. the four agencies - the omce of tlK ctnupaollcr of ti clumncy* 
the Federal Dqosir lltswaa COtpmti~ tile Federal Rcsrve Boud ud t.k Offlcc 
ofnyihSupcnririan=iiwwdgencnl13uidrlin#thtsddrrsedawide~Of 
supcwisofy polkia lncludc4l in tllc Mae i!5muccwutblicfdi-ofthe 
workmt of pmblans bans, lending by und~plized lnuitutions, and a m 
statement on the valuation of real estate loans. 

nc attacllcd policy staumaltcxpandsupcmthcM~1aadsubsequentgui~~ 
it relates to the review md classification of amnexcial real estate loans. 

‘Ihc~licysutemuutmphasizesrhuthcwrJuuionofhllestatelo~isnotbaJcd 
solely on the value of the collateral. but on a review of ti borrower’s WillhgIKSs and 
capa$ty to npay and on the income-pmducing capacity of the pmpe!tles. 
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. tlwfacto!sexaminm consider in tkir miew of ltxllvidual loans, including tk USC 
ofappmhlsandI&-onofcnllltnrlv~~ 

l the dassiflcadw guldcllncs followed by the agawk induding the trcaanent of 
guu;mtccx=l 

l the factors considcrcd in the evalution of an instia&m’s allowance for loan and 
lcasc losses. 

7th statement is intended LO cnsurc that aU supervisory pusonnel. lending institutions 
andothcrintcnsted panics have rclearundemMding ofthciigmcics’ policies. 
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Interagency Policy Statement on the Review and 
Classification of Commercial Real Estate Loan9 

Examiner Review of Commercial Real Estate bans 

ban Policy and Administration Review. As pan of the analysis of an Wtitutb’s 
COUUtlCKi8l feal cstale ban portfolio, examitws review lending p0liCiCS. 1Orn 
adfniniantion pfacedan and mdit risk amtml pmccdurcs. The znaWcmW of 
pNdWl u&ten hdbg policiu, cffcuivc intcmal systems md conUOlS, aId thorOU& 
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Avrilrble~aton.arhuprmiufor--radvvrlueaf--am 
abwQtiollnt#empbymultmndL.mdvwrncyntes,areorfulitlwdwtino~ 
wnditial of colmmal rulcslalamulrcl& wakmsses dlscbsdbyQue~Of 
statistics may indlcatc tbat a real estate ma&et is cxpuicncing difflwlti~ thm may 
rCSultincashflowproblansforWvidualrc8lcstatcprojeas,dcdMgrr?lcstpre 
-lam, and ultimately, in tmublcd coma&al lul estate 1~ 

Indicators of potential or actual difficdtics in commctial real estate projects may 
include: 

l An excess of siadlar projeas under wnsuucdon 

l Consuucrion delays or other mplmned advetsc events remking in cost Ovc~ 

that may require ralcgoutbn of lo8n tclms. 

l Lack of a d feasibility study or analysis that rcflazts ament md n@lY 
8nticipated market conditims. 

l Qwges in COnccpt or plan (for example, a condominium project convcrtd to an 
8puOnaU pjeU because of unfavorable market conditions). 

l Rcntwncusbns or sales diswunfs resulting in cash flow Wow the level projected 
in the Ofigiml feasibility study or appmhl. 

l Concessions on finishing tenant sp8cc. moving expenses, and lease buyouts. 

2 



ENCLOSURE III ENCLOSURE III 

l Loalswithnoor-bollowcreqully. 

l LaugalrplarluiHundwclopcdpropcrtywhwcthcboKow~’onlysourwof 

KpaymentisthcsalcofthcpfopcKy. 

l Lrwrrkr#loaIpdvrl~ththaveb#ndrivenupbyrqridhlmwetof 
ownership. but without any wmsponding impr~ements to the ptopcrfy or suppon- 
ablcinwaupmjccti~tojustifyan ilXlUSCillVlllllC 

. Additional advances to service an existing loan thu lacks crcdlble support for full 
repayment from reliable souxes. 

l Lourz IO bomwas wirh no developmax plans or noncun~ dwclopfnwt plans 

l Renmak cxmsiws and nfinancings that lack credible support for full repayment 
. from reliable sources and that do not have a reasonable repayment schedule: 

/ 
Examiner Review of Individual LWU, Induding the Analysis of Collateral Value. 
l%e focus of an examiner’s review of a commercial mal estate loa including thdhg 
w~ilrmenu,irthcrbilityofthelovru,krcpPidThtpriacipatfraonthukuon 
this analysis ate the income-producing potential of rhc underlying collateral and th 
bofTowcr*s willillgnus and capacity to rqmy under the cxisling loan terms fnxn the 
bofmwcr’s aher fcswrcu if IyEcs!Wy. In waluating rhc cwcraIl risk assoclued with 
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AdironmtedurhilowurrlyzisismrppPprirtcmethodfor~dwvrlucof 
incomt-pr#ltudngnrlcsutcwlluenla ni~appwchi~diKugcdinmo~daril~ 
huchmcnt 2 7his analysis should not be based solely on tk cutrctp prfomsnc~ of 
the WbUd or similar pqmtics: nthcr. it should take into aammt. on a dismumed 
bash. the rbility of the real estate to genenu income over time based upon MsoWblC 
and wppoKablc asmmpliorls. 
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7becapacityofrppprrytO;geaente~flowl0s#viccrloanisev8luated~ 
uponrents(0rtrla),expcns#andnterofoccuprPEytb8tplcrewRubly-~ 
k8chiwcdovuohnc ltledeterminrtian0fulclcvel0f~~~ 
rarulnsessbDuidkbasaYupaQ8ndysisofaurent8ad~y~ 
tlmiKtamdldmr,arkinlpinto cooddaiorlhlsforlwllwds~~ ‘Ibe 
mlysisofcollaudvaluesthajdwtkbascduponasimpkpaojecdoaof~ 
lewbofnctopudqinamwi.fm8rkctsmdepllcssedorndeerrpEuluive~ 
butcarlbccxpcacdaverr fWW8blCpaiodOfliXllClOKtlRtltOWtlXl8l(arwited) 
wrxlillons. Judgmclxisimfolvalin~tbctimcdptitwilltrLepbr~ 
pmputy to achiwe robilizcd occupancy 8nd ratt8l m 

. 

EXaminWdofmXm8kedjustmcnUt08ppraidurumpciotBfOrmditclrJllyrir 
purpowbasalonwomcaseswnalioslilatafclmllkclyfowwr. forwumple*= 
examiner would mt necessarily assume that a building will kc~tnc vaant just 
kuusc1I1exiStinO~whois~uanrerrbovetodty’smukaratcmrY 
vacatcthcpmpcrtywhcnthecurrcntleasccxpirrJ. Ontbc0therhatxLmadj~~ 
to value mry be appmpdatc for credit analysis purpOses w&n tk VlluptiOrl aStttttCS 
rrnewJuthe~-mulretntc.~thunucisa~leerr;rimueoftbe 
cxpcctuimariiurauufhetimcofnncw8L 

wkn lstimating me value of illlcomc-prodlIciag real c5tMh diswuut ntts and “up” 
nunshouldRilcclMsoMbleutpeauiaulboutfhenteafnaunthuinvestonr 
require under nofmal. ofderiy and swainable market conditions. Exaggerate& 
imprudart, Of uwsainably high or low d&count tam ‘ap” m and income 
projections shuld sot be used. Direct @alkation of nambilizal income flows 
skuldrlsonotbcased. 

ASSumpions, when nxxruly made by qualified appraisers (and, as rppropriate. by 
institution monrgemcnt) and whar consistent with the discusion Ibovc. should be 
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ENCLOSURE III 

CIassiflcation Guide!incs 

Ill w8lll8tltlg wmmudal reaJewecrcdifsforpossibleci8sdkdraexrmiaenqrply 
Lunbnl dusiflcatlw dcflnitlons (Attachma 3).‘@  In duumbing the apprq#d 
cludncation wnsidcf8bll should k given to 8ll lmpormnt llifofnlation w Kp8ymalt . 

The 10an’S YeCOrd Of performance t0 date is important and musl be taken into 
wnsideraxion As a gmcral principle, a prforming wmmcrcial real csratc loan should 
WC WtOmtiCally be chssified or chargedoff solely because lbc value of the 
underlying wlhtcral has declined LO an ~XUOUXU that is lea than the ban balatxc. 
However, it would be qmpriate to clasify a performing 10an when welldefined 
weaknmscs exist that jeopardize repayment. such as the lack of credible support for 
full Rpaymcrlt from lcliablc sources” 

lbcsc principles hold for individual credits. wan if p~rtiom or segmunS Of mC 
industry u) which tk borrower klonlp 1pc expcricn63ng financial difiicultics. lk 
~iiluatbn of cacb aedit rhould be based upon the fundamaaal chimaeri~ticS 
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ENCLOSURE III ENCLOSURE III 

InruessingtheAULduringuuminnriorrritirimpononttorccolyritethu 
tIMIU@%nt’S pmccss, methodology, and undalying 8ssumptions nqui!C 8 8ubQtrmtipl 
degree of judgment. Even when UI insthtion mrinuirrs sound loan 8dministntian 8nd 
coll#don proccdums and effective internal systems 8nd amuok the cstimrion of 
anticipated losses may not k precise due to the wide range of factors that must be 
considered. hurhtr. tbc ability to cstim8u anticipued loss a0 spazific lo8ns and 
categories of loans improves over time as subswtive informlrian 8ccurauiatcs 
Rguding the faCton affecting rqaycaent prospects. when mtnagemcnt has (8) 
m8int8incd effcctivc systems awl controls for identifying, madtoting and addressing 
8~~1 quality problems and (b) analyzed all significant frcfon 8ffecting tk 
collectibility of the ponfolio, considerable weight should k given to management’s 
estimates in assessing fhc adequacy of the ALLL. 
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ENCLOSURE III ENCLOSURE III 
At~c llmal! 1 . 

TREATMENT O F  GUARANTEES 
IN THE CLASSIFICATION PROCESS 

l ‘Ihetmumftbc~islruchttl8Ihcanpruvidcsupportfortcp8ymatt0ftbe 
inbekebwyinwttoieorinpusdulingtbeK!m8iningb8ttscrm;d 

l lbeguuuntcshotddbclcg8Ilyulforeuble. 

Considemtiotts  rebtbq to 8 guarantor’s  fbancial capacity . ‘be lax liag ins titutiott 
mst be sufk iau infottn;ption an the gu8m0f’s  Plnandd contiidot~ income 
upmy, c8sb flow, cuuingenl li8bilities . and other reiemx fac tas  (i&ding aedit 
ntingS,whUt8wihble)to danonscrafcthcguamuot'sfjIlPllEaI~tO fultiUthc 
obQptiou Also.itisimpotwxtoconsidertkttumber8tmlamuttttafgtt8mms 
~ytluadedbyrguurntor,inordu~deurminetbatbc~~hrsthe 
fkunc irlurpac ity tofulfinIhtamtingatt~th8te~ 

Conddmtkms rebttrg to I ~toe alllinp~~ to rrpsy. Emkm cmnally  
rtlyonthciruuly s isofthc~r’sAlllDdsl~lllC lUSUmC8~SSU) 
perform unius  thefe is  ev idaic c  IO the ammy. This  assumption mry be modified 
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Tht!n9tufcoftlxguaranteeisalsoamsldettdbyexaminas. Forexampksane 
gwMerr for teal estate projects only pertain to the development and casmxtion 
phrses of the ptoject. As such, these limited guaraws wouldnotbereiiedupanlo 
Nppoft 8 uoublai ban pftcr the complctjon of wsc pbaB 

147 

Exminen 8lso amsidcr the htitutiat’r intent to enfotcc tk gwatuce and whether 
thercarcvalidrcawnstoprwludeaninrriattatfxwmpurPirqptlte~ A 
hisloty of timely enfofumcnt and successful collcctloa of the full amount of 
guvuuets will k 8 positive amsidenrion in the classlification proca. 
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ENCLOSURE III ENCLOSURE I I I 
AtMlmalt~ 

THEVALUATIONOFINCOME-PRODUCINGREALESTiTE 

Apprrwcbcrr to tht Valuation of Real Estate 

2. fWket~aDirectSalesComparisonApprwch?histpproachMmines 
tbepriceofsimilarpropeniesth8thavesaldrecerulylnrhelocalmarku, 
csdmdng rhe value of the subject property based on tk compaablc pt~pWics’ 
Sdlbg ptiac It is very important that the charaaeristics of the observed 
ttanshotts be simiiv in terms of market location. 6n8ncing terms. ptopenY 
condhbn and use. timing, and transacdon costs. Iht market apptoach generally 
is used in valuing owner-occupied residettthl pqxrty because wmp8rabic sales 
dur 8~ typicaliy available. When at@uate sales data BIc rwihbk. 8n Mzlyst 
guw8Ily will give the most weight to this type of estimate. Oftea however, the 
8Vdabk S&S d&8 for WUUDC&~ proptttie~ 8re not &fkkttt to jWtifY 8 
cofxiusial. 

3. lb Lncomc Approach The economic value of an income-producing ptoprty 
is tk disumud vaiuc of the fucun na opating inwme stream, including pny 
kwsion” vaiue of property when sold. lf wmp3itive markets ate workhg 
prfccdy, the obscnwd sales price sbdd be apal to this vrrlue. For unique 
pOpeftits or ln markets that 8re thin or subject to disorderfy or unusual 
WtitiaaS market value based on 8 comparable sales approach mry be either 
tttUVril8bk or distorted. ln such cases, the income approaclt ls usually the 
rppmptiau mefhod for valuing the property. 

I 
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ENCLOSURE III ENCLOSURE III 

Valuation of Troubled Income-Producing hpehS 

Whtnualna=popnyircxpcrlcnclagfinmeilldlfflculdcsductolcaaalnwka 
-bWldUCtOiUOlVWZb8WflSti~d8t8OUcompurbicpS8lU~ 
=-toobt8ia Troublalproprricsm8ybchrdtom8tlca,mdxmn8l 
fIolacin0 vf!tIlS tlUy Wt k 8vtilrbl. t i&UCOVU, fOfCCd ud &@8!i~ tiCS 
~doUtatcttt8tkaacthity. WhaimCuscofcomprnblcsismfersiblc(whiEh~ 
of&m mC me for canmerdiil prop~rdes~ tk net preseta vrlue of the mos ranubk 
CxpccutiW of the proprcy’s incomc-pmducing apaclty - not just la today’s mcuka 
bulovcrtiIne - offcts the most appmpriau method of v8luation in the supervisory 
proctu. 

Esthms of the propmy’s vdue should be based upon rwaonablc md suppo~b~ 
proj~ons of the dcunninanu of fuaue net opaiting income: rents (or sales), 
expenses axi rates of occupancy. Judgment is involved in es&wing all of these 
fWn. ‘Ihe primary umsidcntions for these projections include his&al 1eVels and 
utncls, the cunrnt market performance achieved by the subject and sit&r propt@S. 
and c!WtKmicrrlly feasible and defensible pmjeaions of fututc danaml md stq@Y 
condidons. ‘f’o tk extent that curreut market activity is dominated by 8 lit&d 
number Of Uansacdo~ or liquidation sales, high “capitalization” and di%outU r8fa 
implied by such transactions should not be used. Rather. analysts should use Rlcs that 
rcfkct m8rka amdidons tha an neidur highly spadadve nor dqmsscd for the type 
of pqmty being valued and that property’s location 

1 
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ENCLOSURE III ENCLOSURE III 

Glossary 

3. a msomble time is allowed for exposure in the opn mruktr; 

5. the price repmenu the normal consideration for the proputy sold unafkacd by 
Ipeirlolcseuivclinvrdngorsales COIIC&OIN~IMC~ bjf ~lyonc srssocia~ 
withtksalc. 

Marketing period.Ihc turn in which an owner of a pmpcny is actively aaemptiq to 
sellUstprPprtyiorcanpetitiveandopcnmukct 

Net operating iname (NOI). Annual income after dl qensu have ken dcduual. 
except for dc~hach and debt stk~~. 
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Att8dlma3t 3 
. (i3asalcatlon Defhltid 
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ENCLOSURE IV ENCLOSURE IV 

i’ TREASURY NEWS 
Domwtmant of the treurury a Warhlngton, D.C, l Tohphono 326-2041 

mbugosd until 3PX 
octohr I, l99i 

Contact: 
Claire Buch8n 
6664773 

BA81ro TIU CRBDIT CRUNQ 20 ?ROltoTB BcoNoxxc aRoNTN 

Becretuy of the Treuury wicholu Br8dy tod8y announced now 
Steps in tha Administr8tion'* ongoing efforts to l ddr*aS .mt 
Chll)lCh. problems idsntifiad by the businasr eorprsunity, burkrrr, 
and rayulatora. The steps build on the President’8 l conomicr 
8genda and are aimed at su8tainisq tha economic recovery. 

“M8int8kng th* economic racovuy depanda kh bank8 playing air 
tradition81 role, businesses asking investments, end oonsumem 
Purchasing goods end 8e~i~es,~ nr8dy s8id. Recent statistics 
l hw aaploymant level8, housing st8rta 
rising. 

, end industrial production 
The Administration w8nts to insure that proper b8lamr 

Lh the regul8tion of the b8nking 8ector continue8 the.upvud 
trend and that Congress passes other Administration economic 
grouth propos818. 

The Mainistr8tion*s new steps were developed in eonsult8tioa 
Wi+h the Federal Reserve Doerd, Federal Deposit Insurance 
Corporation, Office of the Comptroller of the Currency, 8nd the 
Office of Thrift Supervision. They l e designed to promote 
confidence and balance in the lending environment, and to help 
businesses 8nd consumers in their economic 8ctivity. 

The hdministr8tion's proqr8r builds on the previous effort8 by 
the Tre88ury Department 8nd financial regul8tor8 to assure tb8t 
sound businesses 8nd consumers can get needed credit. The88 
efforta include encour8ging lenders to uke prudent loans aM 
l ssuring tJmt l xmhers perfora their reviews in a b8lanced. 
sensible manner. The federal banking end thrift regulators have 
stat.4 th8t they do not want the availability of credit to l ound 
barrower to be 8dver8ely 8ffectrd by 8upervi8ory policies oz 
depository institutions@ misunderstondinps about tham. 

In particular, the Administr8tion, while 8voiding any 
encouragement of regulatory laxity, v*nts-to ensure th8t the 
specific guidance issued by the regulators over the p8st sevu81 
months is being fully implemented by examiners in the field, and 
th8t additional opportunities for 8ssuring bal8ncad regulation 
are pursued. Among the l e88 addressed 8re: 

ND-1491 
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ENCLOSURE IV ENCLOSURE IV 

II Directives that bankers should work conrtructively with 
borrowers experiencing taporary difficulties and 
f8cilitata the orderly rutructuring of credits; 

Prudent refinancing 02 economically sound commercial 
real aatata loans; 

Improved veritication by regulatory supervisors that 
racant policy changes and clarifications are 
appropriately applied in each examination; 

Enhancements in the process for appeals of alleged 
misapplication of regulatory standatds; 

Harmonization of the treatment of preferred stock in 
U.S. capital standards with other signatory countries 
under the Basle capital accord; 

Appropriate application 02 valuation standards 
especially in real estate credits so as to avoid a 
liquidation approach to valuation; 

Improved guidance in the appraisal process and steps to 
reduce excessive appraisal costs for lenders; 

Legislative action to rake permanent rocent EPA 
regulations to limit lender liability for envirommntal 
cleanup of loan collateral properties; 

This program is in addition to the President's comprehensive 
economh growth package, which has been stalled in the COngttSS. 
These proposals designed for increasing job-creating investment 
includs: reducing the capital gains tax, permanently extending 
the research and experimentation tax credit, establishing 
enterprise zones, and promoting saving through Family Savings 
Accounts and expanded Individual Retirement Accounts. "These 
proposals should be voted upon without delay," Brady said. 

mCOngreSS can also help by passing the Administration's 
comprehensive banking reform legislation and approving its 
nominees for top financial regulatory positions which are before 
the Senate. Holding up these measures and appointment%-creates 
further uncertainty about fiscal, monetary, and regulatory 
policiea,W Brady said. 

Details of the Administration program are found on the attached 
fact sheet. 
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ENCLOSURE IV ENCLOSURE IV 

u. s. s of Bv 

Conform U. S. treatment of Preferred Stock in Tier One 
capital with other countries under the Basle accord. No 
amendment to the Basle capital standards is needed. 

Removing this ceiling will give bank holding companies an 
additional method of raising Tier One capital, as there are 
investors who prefu preferred stock to common shares. 

This could result in an increase in Tier One capital and 
tbU8 expand lending capacity. 

The target date for completing this conforming change is 
Octobw 31, 1991. 

1. 

Each agency has an existing appeals process for bankers who 
believe that examiners have made an error in their 
evaluation of loans. Although the guidalineo issued March 
1st encouraged bankers to take advantage of this mechanism, 
few bankers have done so. 

Thus, it is recommended that the appeals process be 
strengthened by allowing a banker to appeal directly to 
senior officials or a Reserve Bank President separate from 
the supervisory process. Investigations would be conducted 
in a confidential manner. 

Each regulatory agency will implement this system by 
November 15, 1991. 

2. -rove minatiPePlpnaa*mcnt 

In order to further assure that consistent and balanced 
examination standards are applied, agencies will take the 
following steps: 

1 
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ENCLOSURE IV ENCLOSURE IV 

a. Regional ruparvi?lory management will be required to: 

1) make sure that the Narch 1st policy changes and 
clarifications, and all subsequent guidelines, 
have bean effectively communicated to each 
examiner; 

ii) make sure that these policy changes and guidelines 
have been explained to the banker by the examiner 
in each examination; and 

iii) certify that these policy changes and 
clarifications, and all subsequent guidance, have 
been followed by examiners in each exam. 

These policy changes and clarifications include the 
instruction #at: 

0 bankers should work in an appropriate and constructive 
fashion with borrowers who may be experiencing 
temporary difficulties; 

0 income producing property loans are to be aaaeaaed on 
the income-producing capacity of the properties over 
time. Examiners should take into account the lack of 
liquidity and cyclical nature of real estate markets. 
Liquidation appraisal values are to be used only if the 
property is to be liquidated; 

0 banks with real estate concentrations should not 
automatically refuse new credit to sound real estate 
developers or to work with existing borrowers; 

0 regulatory agencies do nnf; have rigid rules (or 
percentages) on asset concentrations, as bankers and 
regulators know well the benefits of adequate portfolio 
diversification; 

0 institutions attempting to raise capital by shrinking 
assets should avoid actions such as the sale of all 
high-quality assets. Such actions by themselves, or 
the refusal to make sound, new loans, fail to achieve 
an important goal of improving the quality of the 
institution's loan portfolio; 

0 bankers and examiners should not lump all real estate 
together: distinctions should be made. For example, 
credit for a residential builder, should not be 
automatically penalized by local oversupply conditions 
in commercial office development; 

0 bankers should facilitate the orderly restructuring of 

2 
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ENCLOSURE IV ENCLOSURE IV 

troubled credits by using established techniques under 
FASB 19, "Troubled Debt Restructuringsm; and 

0 banks should be able to prudently refinance commercial 
real estate loans without fear of regulatory 
retribution (Tnini-pena" guidance). 

b. The agencies will develop a method for regular 
communication with bankers by central office and/or 
regional senior personnel to detemine banker views on 
the fairness and balance of examination standards and 
practices. Examples of this communication would 
include polling and regular meetings with bankers. 

The agencies will implement these changes by November 15, 
X991. 

C. 
. te V-on Pw 

The bank and thrift regulatory agencies have been developing 
a uniform and comprehensive set of real estate examination 
guidelines, especially for real. estate in troubled markets. 
These detailed guidelines cover loan classification 
procedures, indicators of troubled loans, proper analysis of 
appraisals and loan values, and proper reserve analysis. 

These guidelines will be released by October 31, '1991 and 
Will be distributed to all examiners -- and bankers. 

2. Use of mmia.&i 

As a part of Subsection 1 above, a letter will be sent by 
the primary regulator to every bank chief executive 
outlining the guidelines for using appraisals emphasizing 
balance and appropriate time lines. 

3. 

The regulatory agencies would establish quality control 
through a random audit program to determine how examiners 
are using appraisals in the loan documentation process. 

This can be implemented by October 31, 1991. 

4. 1 costg 

The Administration supports the actions taken recently by 
the regulatory agencies to limit the costs of appraisals on 
residential real estate loans by raising the minimum loan 
Site subject to appraisal requirements to $100,000 from 550,000. 
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TU Admini8tration calls on the regulatory agencies to 
cmnsider additional Amps that can be taken administratively 
to lover the burden of appraisal costs, especially for home 
buyer8 and tmall business. 

The agencies will report their recommendations to the 
Secretary of the Treasury by January 1, 1992. 

Y the De-on Of Hit!&&y LaVeraeQQ 

Leveraged borrowers in businesses such as cable television 
or broadcast media have cited the HLT definition as 
unreasonably restraining credit to their industries. 

The agencies published their definition for public comment 
in the FIdQral m. The comment period concluded on 
September 23, 1991, resulting in over 200 comment lettus. 

The regulatory agencies will review the comments and propose 
improvements to the definition by December 1, 1991. 

E. 

The Treasury Secretary has requested that by mid-November, 
1991, the regulatory agencies convene a meeting of all key 
supervisory management and senior field examination 
professionals. 

Examiners would participate in a series of meetings about 
the economy and a thorough briefing on the policy changes 
and guidelines and their application. 

11. -0SALB THAT WOULD HELP CURE THE CREDIT CRlJNa 
WIRE ACTION BY CONgRESS 

The Administration supports a number of legislative proposals 
that would promote savings and economic growth, make the 
financial sector more efficient and create a better climate for 
lending. These include: 

A. 

The President's Banking Reform bill will spur confidence for 
investment by assuring that the United States has a modern 
banking system with stronger, safer banks. 

Stronger, more competitive banks would have greater 
flexibility in working with borrowers to avoid future credit 
crunches. 

4 
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Banks have been reluctant to rake certain loans becawe of 
recent court cases that have found lenders liable for 
l nvfrohmental clean-up costs , even when the bank's only 
interest in a property is a security interest to seoure a 
loan. 

To address this uncertainty concern, the EPA issued a 
proposed regulation interpreting the Superfund Act which 
would properly limit lenders g liability for any Superfund 
clean-up costs as long their participation is merely that of 
a lender, and not a long term operator. 

TO make this certainty permanent, the Administration is 
supportive of efforts to further clarify these rule changes 
in statute. 

ent's Growth v 

To increase demand and boost asset values, including real 
estate, the Administration continues to urge Congress to 
pass the President's growth package. The program would: 

0 reduce the capital gains tax rate; 

0 enhance personal savings through an expanded Individual 
Retirement Account (IRA) and Family Savings Account; 

0 make the Research and Experimentation (R&E) tax credit 
permanent; 

0 increase federal investment in science, technology and 
infrastructure; 

0 reform the education system; and 

0 keep the discipline of the budget agreement. 

D. weas for Peoylatorv Posit&~ 

Three out of four bank and thrift regulatory agencies are 
without a Senate-confirmed head. Presidential nominees for 
regulatory positions awaiting Senate confirmation, include 
two members and the Chaiman of the Federal Reserve Board, 
as well as the Comptroller of the Currency and the Chairman 
of the FDIC. 

The Administration urges Congress to eliminate uncertainty 
about the direction of monetary policy and regulatory 
leadership by acting quickly to confirm the President's 
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nominees. Congress’ preoccupation with second guessing 
regulators has continued to exacerbate the credit cmnch. 

Some in Congress and the American Bankem Aeeociation point 
Out that recent court decisions, a developing social 
acceptability of bankruptcy, and aggressive tacftice by 
borrowers have weakened bankruptcy practices and thus, 
reduced the willingness of bankers to lend. 

The Justice Department has recently undertaken a 
comprehensive review of the bankruptcy law and practice. 
The President has asked the Acting Attorney General to 
complete this review, analyze pending legislative 
initiatives, and, together with the Secretary of the 
Treasury, evaluate their impact on credit extensions by 
financial institutions. 

This report will be made to the Economic Policy Council in 
January 1992. 

The Economic Policy Council and the regulatory agencies will 
continue to review the credit crunch and related issues. 
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EVENTS IN THE DEVELOPMENT OF REGULATORY 
J NITIA TVS N 

ECONOMIC RECOVERY PROGRAM 

Date 

Aug. 1989 

Jan. 1990 

Feb. 1990 

July 1990 

Summer 1990 

Sept. 1990 

Nov. 1990 

Jan. 1991 

Event 

FIRREA enacted and signed into law by President George 
Bush. 

In a speech to the National Association of Home Builders 
Board of Directors in Atlanta, Department of Housing and 
Urban Development Secretary Jack Kemp referred to the 
credit crunch as a “regulatory reign of terror.” 

Comptroller of the Currency Robert Clarke issued an 
advisory letter warning about deficiencies and negative 
trends in national bank real estate lending involving 
underwriting standards, structuring and documentation of 
appraisals, and risk identification. Although the letter 
stated that the advisory was not intended to discourage 
sound real estate lending, it was seen by some as having 
contributed to the “credit crunch.” 

In testimony before the Senate Banking Committee, Federal 
Reserve Board Chairman Alan Greenspan acknowledged that 
there was a credit tightening and expressed concern that 
bankers may have stepped over the line in tightening 
lending standards. 

Secretary of Commerce Robert Mosbacher went on a 30-city 
series of conferences with borrowers who had unsuccessfully 
sought credit. The overall message that emerged from the 
meetings was that credit was tightening, and worthy 
borrowers could not get credit. 

Treasury held roundtable meetings with financial 
institution representatives that further explored the 
credit crunch issue. - 
During a meeting with Treasury Secretary Nicholas Brady, 
President Bush directed Secretary Brady to take the lead in 
exploring the credit crunch issue. 

Secretary Brady assigned Treasury staff to a credit crunch 
project. The group was to answer the question--“Is there a 
credit crunch, and if there is, is overly burdensome 
regulation contributing to it?” 
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Apr. 1991 

June 1991 

July 1991 

4 Sept. 1991 

Oct. 1991 

164 

Date 

Jan. 1991 

Jan. - Feb. 
1991 

Event 

In his State of the Union message, President Bush said that 
the credit crunch is a serious impediment to an economic 
recovery. In calling for bank reform legislation, the 
President said: “I do think there has been too much 
pessimism. Sound banks should be making more sound loans 
now, and interest rates should be lower, now.” 

Secretary Brady held a series of meetings with the bank and 
thrift regulators. These meetings were coordinated by 
designated Treasury officials and resulted in a list of the 
principal issues to possibly ease the credit crunch. 

Mar. 1991 The four banking regulatory agencies issued a joint policy 
statement addressing those areas that emerged from their 
earlier meetings with Treasury. 

Apr. 1991 At a Dallas meeting of Treasury officials and bank 
examiners from the four regulatory agencies, there was 
further discussion of the credit crunch among the 
regulators and Treasury. During the meeting, the 
regulators agreed that more should be done to ensure 
consistent valuation of real estate loans. 

An interagency working group began to study commercial real 
estate valuation issues. This work eventually resulted in 
the November 7 Joint Policy Statement. 

Seventy Members of Congress signed a letter to FDIC 
Chairman William Seidman urging him to support President 
Bush’s credit crunch efforts. 

OCC issued a new circular that allowed for troubled debt 
restructuring and continued lending to industries in which 
a bank may already have a concentration. This was issued 
in response to bankers’ requests for the power to do what 
they were already allowed to do under existing accounting 
standards. 

Town meetings, usually hosted by Members of Congress and 
including representatives of lenders, borrowers, and 
regulators, began being held around the country. 

Secretary Brady issued a press release announcing new steps 
in the administration’s ongoing efforts to address the 
credit crunch. The press release discussed, among other 
things, the enhanced examination appeals process, the 
certification process, the random audit program, and the 
National Examiners’ Conference. 
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Date 

Nov. 1991 

Event 

The bank regulatory agencies issued their joint policy 
statement primarily addressing asset valuation. The press 
release issued with the statement also mentioned the 
National Examiners Conference and the random audit program. 

Dec. 1991 The National Examiners' Conference was held to discuss the 
joint interagency statements among senior bank and thrift 
regulatory agency officials. 

Jan. - Aug. Town meetings continued and the regulators worked to 
1992 implement the initiatives discussed in the joint policy 

statements. The regulators also continued to report to the 
Treasury on several of the programs. 

Sept. 1992 Secretary Brady sent a memo to OTS Director Timothy Ryan 
and Acting Comptroller of the Currency Stephen Steinbrink 
requesting that they hold meetings with bankers and 
borrowers across the country to hear specific allegations 
about regulatory policy and examiner behavior. Thememo 
also asked OTS and OCC to invite the Federal Reserve and 
FDIC to participate in the meetings. 
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PERCEPTIONS OF THE EFFECT OF CREDIT CRUNCH ISSUES 
ND ANTICIPATED BEHAVIOR OF INDUSTRY PLAYERS 

Although anecdotal information has been widely reported about the 
credit crunch and its causes and possible effects on lenders and 
borrowers, we did not find quantitative information compiled or 
reported specifically addressing the impact of the credit crunch 
on affected segments of the financial institutions industry. 
However, we did review regulators' accounts of nationwide town 
meetings and Informal hearings where lenders and borrowers could 
voice their concerns about the credit crunch to congressional and 
regulatory officials. We used this information to gain a 
perspective on credit availability issues of concern to lenders 
and borrowers as well as to gain insight on how regulators were 
communicating and clarifying their comprehensive policy guidance 
to the financial institutions community. Excerpts of these 
accounts containing participants' views expressed at these 
gatherings are in table VI.l. 

Furthermore, in the absence of quantifiable data, we talked with 
regulatory officials or obtained their written responses on what 
effect they believed the interagency guidance was likely to have 
on examiners, lenders, and borrowers. The agency officials' 
views are shown in table VI.2, broken down by the two joint 
interagency policy statement provisions and the Treasury- 
advocated initiatives as they are thought to impact examiners, 
lenders, and borrowers. 
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wl9 VI.11 ?@rCJOiVDd ImnmUt of the Credit Crunch bv PArtiQi9Ants at Town Metina8/Eoarina~, July 1991 Through Anti1 1992 

Participmnt OCC I oT9 I FDIC I RIB 

Londerr BAnk/ThriLt 

Bankorm roa8aurod A bankor aaid that ho A bankar aaid that banks According to a banker, 
borroworo that wwy wee thought the regulmtors werm making loanm for Although mtandardm hew 
available, but aredit uoed A wre middlo-of-tho- equipment, plmnt hew tightmod in l m 
l tandardr worm toughmr and road approach in his most apmnsion, and plmnt c7amom (i.a., ram1 wtato 
more dooumentation would recant examination, Acquisition, but devolopwnt), bmnkers 
be oxpoctmd. comparmd to a vary "by- spwulativo projoct.8 worm willing to mmke 

tbo-book," strict approach gonermlly ware not loans to creditworthy 
In rosponso to A dovolopor in his previous obtaining finmncing. borrworn . 
who made three emotional umminmtion. 
roqurmt* for wney to A banker commented that A pmrticipant believed 
continua construction, a one banker Amid thmt the the Zocue on sophimticatod that loan desund wmm down 
bmnker told him that ho loan*-to-ono-borrowor rule documentation and numhrm duo in large part to the 
l AW p.opla lik. him daily. limitmd him institution's had taken away %?haractar rwenion. 
They cams into the bank ability to extend loans** in the banking 
with a l peculativo real construction loans. industry. According to A banker, 
l mtata developwnt mmny bankora were 
project, no pro-rantAl8, Sow bankers l tmtod that One bmnker said ho **copping out" on the 
no equity, and wanted risk-based capital rule believed tha credit crunch promsuros on them by 
Walking around eonoy." cmuso their institutions was real, and ha blaming tha regulators. 
The bmnker told him that to l toer clear of attributed it to fear. He 
such lomns wmro not going construction lending, oven said that society 
to be made, but that a for romidontiml function8 primmrily on 
good plan with equity And properties. risk taking, and banking 
a good chance of WEMA~ wan about rink taking. 
would be conmidorod by hia Bankers said that landing The hope for reward and 
bank. warn limited becmuso of the the fur of punishment 

uncertainty of how far wra both strong 
A bank proaident said that ram1 oatmtm value would motivators. In bmnking, 
his bank did not have fmll. theme two motivators 
funds Available to land needed to be balanced 
without liquidmting Loan officorr are more against l ach other Zor the 
investments or buying worried about what the system to function -At. 
funda, AO the bank warn examinerm are going to Por the past 2 years, the 
landing carafully. think than they are about fear of punishment for 
Regulator8 WITS not all of what they can afford to do rlak tmking had far 
the problem. for the customer. BOW outweighed the hopm for 

bankorm agreed, saying reward. The banker 
This bank premident smid that they hopmd they had believed that bankers 
that his bmnk had lots of not passed up mow loans feared the regulators and 
liquidity and was willing that they should have that regulatora wme the 
to land but that credit mmde. punishers of rink takera, 
wms not availmblo aa it And they were doing 80 
was in the past. Ha maid A hanker commented that with a vengeance. 
that OCC warn not being over the past few yeara, 
Arbitrary and warn working there hmd bemn A change According to A banker, 
with his bank on real for tha worse in the customore are highly 
state loans. attitude of examiners. concorned about the future 

and do not want to take on 
Bankers did not solely morm debt until they have 
blmmm regulators. A few mom confidence; they are 
regimtered their reducing their debts even 
frustration with when they could eamily 
bmnkruptcy BAWD, qualify to borrow more 
suggaoting that they would money. 
like to see the roturn of 
debtor's prisons. 
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Partioipaat OCC OTS FDIC ?Rs 

A banker mid that 
regulator8 did not pause 
problems, they merely 
rebated. 80 mid that 
although bankera and 
l xamlnmrm dimagreed 
l metimm, examinorm were 
doing a good job. Thrifts 
and dwelaperm wad to 
work togothsr, but WU8A 
@hangad that. Em Mid 
that thrift@ wore 
competing with developers 
to got rid of property. 

A bankar said that while 
there warn a perooption 
that banks were 
withholding now lading to 
qualified cumtomera, he 
did not believe this 
l ituation existed at 
healthy banks. Bowover, 
he did acknowledge that 
for commerdel borrwue, 
partiaularly in rmal 
wt.&e, thinga ware net 

9-- 

According to l ome bankera, 
the days of lending with 
no borrwer equity and 
without takeoutm were 
over. 

Borrower: Real eetete buildar/Daveloper 

Developerm raised concuns 
about the banking bill. 
There wan fear that the 
capital limitation0 and 
early intervention would 
uko the problem worse. 
There warn l ome comment 
that the l dminimtration 
l hould ba doing more to 
solve the problu. 

A builder maid that buyers 
warm not buying for fur 
of losing their jobe. Ee 
maid that unemployment warn 
on the rim@, and it warn 
affecting thm building 
indurtry. Lending had hit 
bottom M credit l tandardm 
tighter&ad. Be believed 
that bankera were fearful 
of regulator*. 

A realtor amaarted that a Some dwelopera beliwed 
significant factor that capital requirement8 
contributing to the real were oauming banks to 
mutate doclino during thim curtail lending. 
recem8ion wan the new 
definition of Developers and realtors 
nonperforming loana. The rtremmd to regulator8 
over-built roal oatate the need to continue to 
market warn forcing inform bankem and 
building. into distress examiners about the March 
able0 or foroclosuros am 1 guidance and that it 
their balloon notea came allwed banks to work 
duo, and banks would not with troubled borrowerm. 
offar refinancing. 

A doveloper maid that PDIC 
and RTC were contributing 
to the "downfall*' in the 
economy by dimposing of 
propartisa right now. He 
beliwed that holding off 
would be b&tar because 
the agencies would obtain 

On0 dovoloper heliwed 
regulators over-regulated 
and c8umod tha problem. 
Rm maid that nw 
legimlation and tax 
daductiom in the real 
*stat0 area wwm needed. 

prices clomer to book 
value. 

A developer l txted that 
thriftm he'd prwioumly 
dealt vith were a11 gone. 
The remaining thrifts did 
not work vith borroworrl 
they foreclomod the minute 
pamt due etaturn occurred. 
80 said ho had worked with 
SOW commercial banks and 
that logimlation was 
ne@od to help the 
industry. 
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Participent OCC ms PDIC IRS 

A builder diacummed 
problem in buying r-1 
l rotate from RTC. ItTC 
solos hed cawed a mupply 
problem and had driven 
down l ppraioal~. 

A wmmary of devoloper’8 
romarko: lo credit warn 
availablm for land 
acquisition for housing. 
. .Sinn of commmrcial rob1 
l mtato had WVed t0 All 
real eatsto landing. . .4- 
6 Iponthm invontory, no 
building going on except 
for individuals. . . 
Decline in value duo to 
oversupply. 
, .Londor# were tolling 
dovolopers that they had 
to reduce their real 
estate holdinga. 

A contractor said that 
part of today's credit 
crunch stewed from the 
flush of overly optimistic 
growth projections and 
puroly Speculative 
commercial office 
dwolopwnt during the 
1980B. "It would be 
convmnient, but 
irremponmible, to solely 
bla#m financial 
inmtitutiona or their 
regulators for current 
problem@. To relax 
capital, aaaet, and other 
ruloa too much could risk 
a larger financial crimia 
and a longer, deeper, 
recession. Soma of the 
policiss adopted by 
Congram to cure the 
mc~ewem of the 1980s are 
almo believed to be part 
of the problem." 

A doveloper noted that 
**over-building and 
creditworthinomn should be 
taken sorioumly. BWeVOrp 
such conmidorations cannot 
and should not inhibit 
appropriate, wen-handed, 
and fair overmight of the 
entire lending/borrowing 
procos8. Excemea of the 
past mumt not ba an excu8a 
for shackling furthor real 
eatate developwnt.s* 
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Participant OCC I OTS I PDIC I TRB 

Borrower: Buoinoss roprosontativo 

Tho wnor of an auto puta 
buainM# maid ho bad !i 
pan 02 deaon~trated 
parfoNiIoo, but him oash 
flw bad been reduced and 
ho had to a011 at a 
dimtromm price. Elm bank 
told him tbat OCC required 
tha bank to get rid of 
this (hia) loan. 

The wner of a ahipping 
buainoss aaid that major 
banks told him that 
regulatora vould not lot 
them make loans. on the 
other bend, ho maid that 
small bank. told him thst 
they did not have the 
expertise to lend in soms 
8p~ialirmd araao, much an 
him businosa. 

An auto doalor aaid that 
while the regulators did 
not grant loma, thay did 
control tho loan loan 
amount that the bank warn 
roquirod to met snide in 
cab0 of a loan 
foroclosuro. Thin limited 
bank book loans to thoae 
considered to be tho 
**cream of tho crop." 

Business people wuo 
concerned that the real 
l stato construction woes 
had taken the capital from 
the banks and there would 
not be any loans for them. 

Borrwert Organiaation repro8ontative 

On0 realtor complained 
that new hoar buyora could 
not quslify for loma. 
The Fedora1 Rousing 
Administration had 
lncraaaed down paymente 
and mortgage premiums, 
which had roaulted in many 
purchasers having their 
loans foreclosed upon. 

According to a A ropreaentative of a 
reprementativo of the atate banker8 amsooiation 
Small Business claimed that the rolo of 
Administration, plonty of the regulator wea 
money wea available, and l ssontially to guard 
the organiration bed againat exceaa (both too 
increased its landing much and too little 
volume over the pant year. credit) and to move 

bankers tward thm 
moderate cantor. 
Regulators were not able 
to carry out thoir rolma 
bwaume of congreamional 
demands placed upan tbem- 
-*Turront regulator 
strictness and 
inconaiotoncy reflect 
congrosaional mixed 
aignsls.v 
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Participant OCC I WII I PDIC I FRB 
Borrower: Miacollenooua 

Many claimm wuo mado that 
benko aimpay did not make 
loans on any tern if they 
involved r-1 l ~t&o. 

Borrowers oxpromo 
diaaatiafaction in deeling 
with l ither a thrift run 
by the government or a 
failod bank or thrift. 

Several members of the 
audience rained the 
contentious issue 
concerning the legal 
landing limit rulo imposed 
on the thrifts. 

Some borrwera appeared to 
be corPplainiag aoro about 
the inebility to roll wor 
existing lofma than abaut 
the ability to finenco neu 
projoctr. 

Commercial borrawera 
indicated that existing 
foara of losing credit 
linoa had constrained 
their plans for grwth. 

Regulatory repreaontative 

In reeponao to a developer In response to a bankor's A regulator recognized 
who aaid that the March complaint that examiner8 that tho state had 
initiative had not made vere nw asking for cash experienced rapid growth 
any differenco to tho flown and occupancy ratw during the 19808 and 
bankers, a reprmsentativo on co~rcial property that, aa far beck am the 
stated that banks wore nw when they never used to, mid-eighties, they had 
able to recogniae income an OCC reprrsontativo maid c8utioned banks about the 
earlier than kforo on that in good timaa, ovuheated economy. 
loans they had pertially examinora wuo not am 
charged off. likmly to pey am much On0 regulatory 

attention to thoeo numbua repreaontativo asserted 
One rmgulator noted that am they vere in bad tims. that while regulators 
%eetinga gonerate a lot would not ignore problem 
of diecusaion but, am In remponso to a banker'e croditm, unsound credit 
usual, no real molutiona. complaint about the practicea, or overstated 

xubjoctivity involved in eetimetea of capitel 
classifying aaeeta, an 0TS adequacy, they also 
reproaentativo replied, recognized that wrrly 
**C1aaaification k stringent regulation can 
l ubjoctivm. No one ha8 have hermtul l ffecta. 
been able to convert it to They did not want bankers 
a computer progrem. That to maka changes in their 
ir why examiners rely credit decisions baaed 
heavily on management to upon fear of 
waluata a barrwu’a %nwarranted*P criticlam 
creditwofthineaa.*~ Ho by bank regulatora. The 
went on to explain that repreaantative informed. 
examiner* did not have participants that a year 
access to the borrwer the ago regulators met with 
way the institution did, American Benkets 
and in much an environment A8aociation officiala to 
their tondoncy wan to be explain their concerns 
con8ervativa. about loan quality and to 

oxpress thoir tmlimf that 
bankm ahould continua to 
makm mound loena to 
creditworthy borrowers. 
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P4rtlaipmt OCC UT8 

An PDIC r*prorentatlve 
tried to simplify thm 
appoal8 proce88 on 
diaputablo cla88iZications 
by asking bankarm to 
inform than of specific 
loans that evaminors had 
criticized, which they 
believed wore still good 
loanm. 

TDXC PRB 

A regulatory official 
l aid that regulator8 have 
thres tasks, which 
Inaludo that they l nmura 
that (2) kmnkm &opt and 
adhero to mound aredit 
principals, (2) the bookm 
accurately tofloat the 
value of l amotm and 
liabilitio8, and (3) 
managezmnt nystemm are in 
place to track bank 
l ctivitie8 and anticipate 
and adjust to changing 
mark& conditiona. The88 
tasks do not mean that 
ths regulator8 cannot 
cooperate with bank8 to 
solve their problem.. 
Bowever, regulators mu8t 
bs ready to cl080 bank8 
that cannot l urviva in a 
competitive mark.+--to do 
otherwise would load to 
an inefficient banking 
8y8tem. The regulator 
reminded participant8 of 
regulatory policy that 
any bank may requo8t a 
formal review of any 
msjor docirion rrachod a8 
part of the supervimory 
(appeal8) proco88. 

State ropresontstivo 

A Banking Cormmi88ioner 
8aid that, in fairne88 to 
regulators, Congress had 
given conflicting signals 
to the agencies (too 
tough, too easy, etc.) 
while actively discussing 
whether to re8tructure 
the 8goncie8 out of their 
responsibilities. (While 
Momborm of congrmma 
acknowledged this 
situation, they expressed 
frustration over 
small/medium businesses 

I 
kkdomic ropromant8tive 

being unable to obtain 
credit.) 

One academic said he 
believed there warn no 
shortage of monia8 for 
commercial real satate 
propertiee and that a 
correction in property 
valumm, rather than a 
credit crunch, exi8ted. 
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Partiaipnt OCC I OTB I PDIC I FRn 

Member of Congro88 

L L 

ENCLOSURE VI 

1 
Several Mmbarm of 
Congress exprea8ed the 
opinion that permiatont 
financial prom8uro8 on 
bU8ineSSem was a csoncarn 
and that thorn was a 
wido8pread perception 
that exuainor behavior 
had not chanamd 
materially. - 

Wotai Thorn0 g8theringS Wore gOnerally hosted by t4ember8 of COngrOSS with partiCip44tiOn by ropraaentativoa from moat (if not all) 
of the regulatory aganciem. The gathoringa were provided for lender8 and borrower8 to air their concerns about credit 
availability irauea. 

123 



EN%LOSURE VI ENCLOSURE VI 

Cn*r8. Lend* Ana Borrmrm f St0 ' 

Examinorm I LOndOES I abrrwera 

Joint $tatmmmt on Bu~ervirory POlialAA, MAroh 1, 1991 

DlrcloAute ef nsnaccrual loans to the public 

llhauld not h~vs muah impact on 
acuinerr becrure it is privrily 
intOnde!l for us0 of stock rrkmt 
AnAlymtm. 

CO&l&d iHprOW A M* AJlalySt’S Could enGOUrAge inStitUtiOo8 to wark 
peramption of nonAcArua1 lOAna by with borrwmrm urperiencing temporary 
providing information on the r8turn financial difficulties, COnSiStellt with 
provldmd to a bAnk by thorn0 Aoaotm. l afa and mound principlem. The 

onhAncod disclomure8 could provide A 
User0 of the financial 8tatAm8nt8 should mom dotailed analysis of nonaccrual 
hAve a bettor undormtanding of the loAn*. 
quality of nonaccrual ammote. Thim 
could put the lander in 8 more favorable Improved percaption of the nature of 
finAncia1 light. thorno loans could make bank8 more 

willing to work with their troubled 
borrowers. 

DiAClOSUr8 of iILT8 

Guidance could potonticrlly decrease the Guidance could potentially remove the 
volruw of loans reported am BLTs am well Stigma Of FILT dooignation from 
as decreamo the numbor of potential IndSvidual borrouerm or potential 
borrowerr that w8re previously borrowor who did not l hara the 
designated HLTm. charact8rimticm commonly attributed to 

highly leveraged l ntitioa, thoroby 
making it eaai8r for them to maintain 
or obtain credit. 

sound borroware who are 8180 highly 
lsvoraged my bm able to wro rudily 
obtain credit. 

Moderate impACt on Certain IndUStriem 
that wore dofined as highly 1worAged. 

Continued landing to mound borrarorm by undercapitalized inatitution8 

Any mi8under8tAndinga of perceived Loan growth to sound borroworm may b8 
rmgulatory action8 on lmnding activities encouraged. 

' by in8titutions should M rmduced. 
PotentiAlly improve8 environwnt for 

Potentially reduce8 fmar of criticism if borrowers dealing with undmrcapitalized 
an Und8rCSpitaliZed bank mAkea now loan8 bank8 and could increase credit 
to sound borrowers. availability. 

Continued landing to sound borrowore in an indU8try in which the in8titution Already hAA a concentration 

Statemnt reaffirmm and roinforcoa 
rximtinp policy. 

Potentially redUCeA fear Of CritiCimm if Potentially improvem l nvironwnt for 
A bAnk MkeS a lwn to a mound borrW8r bOrrOwerA to obtain credit. 
within an eximting concentration. 

To the oxt8nt that londorm were not 
londing bocaume of concontrationa, this 
policy clarified l xaminorm' intent. 
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Bxuiner8 Londera Borrowerm 

Recognition of incou for cartain nonperforming loans 

Guidance makes it clear that incow can Troubled borrowers may banefit by bank8 
be rocognirmd on a cash bmim on who would be more willing to work with 
nonaccrual loana when the remaining them. 
rocordod balances of the loan& are fully 
collectible. This may raduca 
unmco444ry pronaurom on in4titutiona 
that hamper them from working with 
borrauera experiencing tanporary 
financial difficulties. 

Permits camh ba~im income recognition on 
partially chargod-off loan@, thereby 
providing an incantiva for banka to work 
with troubled borrowere. 

Valuation of real l stato loanm 

Bheuld l nhanae the conaiatency of Should enhance a lender'm ability to Should enhance a borrower's ability to 
exuniner evaluations of real estate aseems a11 of the factors involved in better underatsnd fectorr involved in 
loana. All groupa (eraminors, lenders, ovaluatlng the rimka aamociated with evaluating rink0 aamociated with real 
and borrowars) should have a better real eatate lending. estate lending. 
undermtandlng of the agencies' 
practicoa regarding those evaluationa. Potentially lmprovee the environment for Could improve environment for potential 

bank landing. borrcwers to obtain credit. 

Treatment of multiple loans to one borrower 

Policy emph8mlrom traditional procedurem 
whereby the borrower'm ability to repay, 
whether one loan or multiple loana, is 
determined on a loan-by-loan review. 
Thi8 may allow landera the flexibility 
to work with troubled borrowers who have 
multiple loana without a concern that 
the total indebtednorm to the borrowarm 
would automatically be placed in a 
nonaccrual status if ona loan is already 
considered nonaccrual. 

Could reduce nonaccrual totalo for those 
londorr that combined all related loana 
together when one loan was nonaccrual. 

Acquisition of nonaccrual l e*ots 

rho American Institute of Certified Clarifies imue for 1enderWacquirera. 
Wblic Accountanta issued Practice Hay make inatitutione more willing to 
bOletin No. 6 on nonaccrual amaeta acquire nonaccrual aa@ats of failed 
Icquired at a discount, but this bankm or thrifts. 
;uidanao warn not addresmed in the Call 
Iqport instructiona and glomsary on 
ionaccrual l tatum--guidance did not 
Iqplicitly addrear acquired nonaccrual 
ldanm. Effort wa8 directed at 
:]iarlfylng Call Report guidance in this 
12.a. No significant impact is 
dpected as it im a technical amendment 
:o conform regulatory reportm to OAAP. 
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Trmamnt of formally restructured lbt 

Call Report instruction8 war-8 not alur 
and UAP standards are silent on 
whuJmr 4 foraal rootructurlng of 4 
nonmorucrl loan oan be used to roatoro 
4 loan to 4oorual l tatum. In 1990, OCC 
issuad 4ooounting guidanae that 
raquired soas period of payment 
parformanao bofora 4 rostructurd loan 
could bs rm8tored to l ccrudl status. 
Although no interaganay poaltion had 
bean l stabllshed, l oee institutions 
miaundarstood OCC'm 8ccounting guidance 
44 applying to institutions not 
mqm-vimed by CCC. The March 
initiative clarifies the l ppropriatm 
regulatory roportlng troatmnt for 
roatructumd loans. Thir clarification 
l nhanc.8 consistency and provide4 for 
coherent reporting and exaxination 
practices axong the agencie8. 

Promoter the us0 of troubled debt 
restructuring accounting as an affective 
way to work out of 4 problem loan 
situation. 

Hay make it wrier for horrawarm to 
rastruature loans. 

May make londera more willing to 
rostructuro loans to borranra with 
reduced cash flou. 

Accrual treatment of substandard 1 IS for which mmmgoment attributes sow portion of the allowance for loan lomses 

No direct impact expected. Policy 
reiterates l xlsting practices that it 
is the institution4f responsibility to 
dotermine the level of their loan loss 
romervom . Hanagement ie l xpoated to 
consider 411 relevant events that may 
roault in 4 borrowu’a inability to 
repay the debt. This would necorsarily 
include a rovhu of 411 clamsified 
loans for potential loss. 

Should l ncourago lendora to review their 
loan portfolio and make the appropriate 
increases to ths allowance for loan 
lassos on the baa14 of thmir most 
reliable information, including 
l stinatem of anticipated loa8 for 
l ubmtandard loarm, without concerna that 
this estimation would require the loan 
to be placed on 4 nonacorual 4tatu4. 

May reduca nonaccrual totals. I 

BPC prmforred stock 

BBCs will ba provided with momswhat 
oxpandod sources of Tiu 1 capital. 
This may result in IncreaseS in the 
amount of noncumulative perpetual 
preferred stock issued by BWCs, although 
noncumulative proforred 8tock 18 not a 
co-n instrumant for U.S. banking 
orgbni4btions. To the l xtont that BBCs 
dwnmtream proceeds frox those offering6 
to their submidiary banka, those banks 
may have larger capital levola and 
consequently larger lending limits. I 

Ex4minmrs Landers Borrowmrm 

lt6 
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Bxaminus Landera Borrewors 

Intaragoncy Policy IltAtent on the Review and Classification of CoamerciAl Deal g4t~t4 Loans, bovmr 7, Iggl 

This policy suvos 4s an upanslon of Although exuelnation policies wuo By l lirinating nisundorstanding And 
the Marah 1 statennt in that it already c-iaated to examinera, pramoting consi8tancfawng the 
prwidaa additional guidanom for bankare, and the genaral public, 4genc1.4, tbo policy potentiAlly 
uuinara and financial institutions depository institutiona wua mmde aware improvaa the environment for borrowus 
conaorning landing isauos and credit of tha critaria for idmtifying and to obtain cradit and for banks to work 
availability. Itm purpose la to classifying troubled collowroial rul with troubled borrowers. 
eliminate any signifiaant ditferenaaa l st4to lowis. Being aaaimtad by 
in the l gmnciaat rul l atatm-related comprohensivo guidance on the regulatory 
examination policiem and to clarify viewpoint, lendora should be able to 
thoso pollcios for bankors and work with troubled borrower8 and oxtond 
mcaminws so there would k no new credits within the parawtar8 of 
q isundmrrtandinga about the rules. The safo And sound banking guidolinoa. 
guidAnco clarifies existing policy but 
doer not proporno any new approaches to Could hAve a moderata impact upon 
examination techniques. londors who did not fully under8tAnd 

exuainor review procedures. 
Reaffirxa And roinforcoa existing 
Policy And l nmuroo thAt 411 of the 
Agoncios are conmiotont. 

Preaaury-Advocated InitiAtivam to Bnsure Impleeentation of Interagency Policies, October 4, 1991 

Rovlew of l upervisory findings (onhAncod l x4minAtion 4ppo4ls procoss) 

!xAminers are l xpoctod to continue to Documsntation of A practice previously 
rdoquataly support their findings and followed on an inform4l basis may 
bffmctivmly comunicato them to provid8 banks with 4 greater feeling of 
management so that no appeals will ba confidence that thay will rmcaiva 4 fair 
iweuary. and accuratm aaaoaament in mxaminations. 

Existonce of thim mothod for resolving 
dlffaroncos may cauu bankors to ba 
momwhat more acaomodating to sound, 
creditworthy borrowers. 

801~s to l auro that bankus understand 
thair right6 to appeal examination 
findings that they belimvo to be 
inconnistont with agency policies. 

National Examinars' Conference 

carved to clarify and achiovo groater To the oxtsnt that the meeting Assured This may allow institutions to 
niformity axong 411 l xaminorm. conformity with policies and procedures, facilitate prudent and l afo lmnding to 

lendmrs should feel more confidant creditworthy borrowars. 
#hould gAin 4 bettor UndorstAnding of regarding the consistent applic4tion of 
gancy policio4. theae policioa during the examination 

procemm. 
Ioemphrsized l xioting policies: 

Random audit program 

‘$a addition of thim process to the Londors should benefit through the Borrowers should banefit through the 
~@stiIIg reVleU prograx should promotm consistent application of thasa conaimtont application of theso 
hm conmistmt applicAtion of procedurem to l naure that the procedure4 to ensure that tha 
~pamination policiaa And prActic8a. Aa examination and the valuation of real l x4nination and the valuation of rul 
uch, the review procodurom l rvm to l tate rapraaant 4 fair and accurate ostate raprmsmnt a fair and accurate 
~nsuro that policies and prweduroa - review of 411 pertinmnt factors. roviow of 411 pertinent factors. 
elated to the l x4ain4tions of banks 
IO understood and ummd by l xaminora 
orroctly. 

xaminers will ba roquirmd to providm 
ioro dotailod wor&papors on their 
lnalysia. 

Note: Porspmctivoa ehown include regulatory officials' views on mpecific provisions of thm two comprohanaivo policy initi4tivoa 
and Treasury-advocated procmasea for l ffoctively implementing thex, including thm National Examiners' Conferonco, random audit 
PM3r*mr snd l nhancod apprala proaua. 

177 



ENCLOSURE VII ENCLOSURE VII 

MAJOR CONTRIBUTORS TO THIS REPORT 

GENERAL GOVERNMENT DIVISION, WASHINGTON, D.C. 

Mark J. Gillen, Assistant Director, Financial Institutions and 
Markets Issues 

Marion L. Pitts, Evaluator-in-Charge 
Thomas L. Conahan, Evaluator 
Elizabeth T. Morrison, Reports Analyst 
Shelia D. Hatton, Secretary 

I (233373) 

/ 178 




