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United States
General Accounting Office
Washington, D.C. 20548

General Government Division

B-248521

March 30, 1993
The Honorable Donald W. Riegle, Jr. Hmmwn Immm“
Chairman, Committee on Banking,

Housing, and Urban Affairs 148841
United States Senate

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.

BACKGROUND

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
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 Re ato v ment Produced Extensive Safe and

Soundness Gujdance

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.

rehengive

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. 1Its 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.

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.! 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.

blic esentation of the rehensive

Injtiatives

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/0CG-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 they were, the examiners’ positions had
generally been sustained. 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 100-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
classification. 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 Supervision: 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 recriminations 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 t of the Interagency Initiatives on Examiners

Lenders, and Borrowers

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
valuation--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 gquestions 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
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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.

AGENCY COMMENTS

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. 1If you have any questions, please contact me on (202) 512-
8678 or Mark J. Gillen, Assistant Director, on (202) 898-7196.

Sincerely yours,

ZL£2276524404

James L. Bothwell
Director, Financial Institutions
and Markets Issues
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ENCLOSURE I ENCLOSURE 1
v PE, AND METHODOLOGY

The objectives of our review were to provide information on the
(1) regulatory guidance relative to the safety and soundness of
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), Office
of the Comptroller of the Currency (OCC), Office 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
(1.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
questions 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 regqulators’ official views on the
anticipated effect of the initiatives on the behavior of
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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 ENCLOSURE II

REGULATORY POLICY GUIDANCE RELATED TO_THE SAFETY
' N TITUTION

We compiled reqgulatory policy guidance related to the safety and
soundness of financial institutions, by regulatory agency and
subject. 1In 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 reqgulatory 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 reqgulatory agency and subject. Also, to
facilitate comparison across the agencies, table II.6 presents
the policy initiatives by selected subject.
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ENCLOSURE 11

~ Table II.1:

Through April 1992

Joint Regulatory Policy Guidance Related to the Safety

ENCLOSURE II

and Soundness of Financial Institutions, March 1991

———— e e e e e e 22

Agency

Date

Title

Purpose/Description

General

Credit availability

0CC, FDIC, 03-01-91 Joint Statement on | Guidance was designed to contribute to a climate in which banks and
FRB, OTS Supervisory thrifts make loans to creditworthy borrowers and work constructively with
Policies? 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.
occ, FDIC, 12-16-91 | National Convened to review and discuss the interagency policy statement on the
FRB, OTS through Examiners’ review and classification of commercial real estate loans (11-07-91) and
12-17-91 Conference to communicate other initiatives and policies related to credit
availability with senior examiners of the four regulatory agencies.
4 Assets
Real estate
ocCc, FDIC, 11-07-91 Interagency Policy Intent was to provide clear and comprehensive guidance to enable
FRB, OTS Statement on the supervisory personnel to review loans in a consistent, prudent, and
Review and balanced manner and to make all interested parties aware of the guidance.
Classification of Guidelines (which expand on the March 1 statement) cover loan portfolio
Commercial Real review procedures, indicators of troubled loans, analysis of loans and
Estate Loans? collateral values, and the review of institutions’ loss allowances.
Nonaccrual
FFIECP 03-18-91 Reporting Standard | Request for comments on a proposal to establish criteria under which
Applies to Concerning the depository institutions, for purposes of the Call Reports, may return
FDIC, FRB, Return of a3 Loan nonaccrual loans with partial charge-offs of principal to accrual status
occ, OTS With a Partial without first recovering the partial charge-off or becoming fully current
Charge~0ff to in accordance with the contractual loan terms. (Also referred to as "loan
Accrual Status splitting.”)
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ENCLOSURE II

.

Agency Date Title Purpose/Description
FFIEC 08-05-91 Withdrawal of In response to comments received and other considerations, FFIEC decided
Applies to Proposal on that its proposal relating to nonaccrual loans should be withdrawn. (See
FDIC, FRB, Returning Certain 03-18-91 issuance.)
oCC, OTS Nonaccrual Loans
to Accrual Status
Appraisals
FFIEC 04-26-91 Extension of Notice extended to December 31, 1991, the effective date when federally
Applies to Deadline for Use regulated depository institutions must use state-certified or -licensed
FDIC, FRB, of Certified or appraisers for appraisals in connection with most real estate-related
0CC, OTS 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.
FFIEC 06-06-91 | Revised Guidelines | Guidelines were intended to assist the states in establishing effective
Applies to Regarding State certification and licensing procedures for real estate appraisers involved
FDIC, FRB, Certification and in federally related transactions. Certified or licensed appraisers must
occ, 0TS Licensing of be used for certain transactions starting January 1, 1992.
Appraisers
FFIEC 12-20-91 | Use of Certified The Federal Deposit Insurance Corporation Improvement Act (FDICIA) of 1991
Applies to or Licensed Real postponed (from Dec. 31, 1991, to Dec. 31, 1992) the date when federally
FDIC, FRB, Estate Appraisers regulated depository institutions must use state-certified or -licensed
occ, OTS, appraisers in connection with certain real estate transactions.
NCUA (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

FFIEC
Applies to
FDIC, FRB,
0TS, OCC,
NCUA

08-02-91

Supervisory Policy
Statement on
Securities
Activities

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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ENCLOSURE I1I

-

Agency Date Title Purpose/Description
FFIEC 01-17-92 | Revised Policy Policy includes expanded guidance on the sultability of acquiring and .
Applies to Statement on holding high-risk mortgage securities and zero-coupon bonds. It also
FDIC, FRB, Securities outlines analyses and documentation required of depository institutions
oCC Activities that purchase and retain these securities.
Miscellaneous
FDIC, FRB, 03-15-91 Guidance on Highly In response to frequently asked questions from examiners and others, this
oCcC Leveraged jointly adopted guidance was provided to assist in the consistent
Transactions (HLT) application of the HLT definition.
FDIC, FRB, 07-10-91 The Supervisory Joint request seeking public comment on all aspects of the HLT definition
0CC Definition of and criteria as well as comments on specific issues raised by questions
Highly Leveraged that the agencies have received.
Transactions
0CC, FDIC, 02-11-92 Modification of This notice discontinued (after June 30, 1992) (1) the supervisory
FRB the Supervisory definition of HLTs and (2) the reporting of HLT exposure by banking
Definition of organizations regulated by the three agencies. Pending completion of the
Highly Leveraged phaseout, the definition and the requirement for banks to report their HLT
Transactions exposure will continue, with certain modifications to the previous
definitions.
Definition/Components
FFIEC 02-11-92 Bank Reports and To obtain comments on a proposed change in the definition of loans
Applies to Capital Guidelines "secured by one-to-four-family residential properties" as that term is
FDIC, FRB, used for reporting loans in the Call Reports filed quarterly by insured
oCC 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.

20ne 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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ENCLOSURE II

“Table II.2:
April 1992

Regulatory Guiddnce Related to Safe

ENCLOSURE I1I

—and Soundness Policies for Banks Supervised by FDIC, March 1991 Throu

L 3

Date

Title/Number

Purpose/Description

4

Capital

03-18-91

Revisions to Leverage
Capital Standards,
FIL-12-91

Provided copy of final rule which was intended to make the definition of capital
under the leverape 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 agenciles.

04-03-91

Disallowing the Use of
Bankruptcy to Evade
Commitment to Maintain the
Capital of a Federally
Insured Depository
Institution, #91-047

Provided information and guidance on the stated subject, which covers the new
authority included in the Crime Control Act of 1990. Section 2522(c) of the
Crime Control Act of 1990 amends 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 immediately cure any deficit under any

commitment by a debtor to maintain the capital of an insured depository
institution.

05-08-91

Revisions to the Report of
Examination, #91-072

Provided revised pages and instructions to the report of examination relating to
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
Supervision Paper on
Measuring and Controlling
Large Credit Exposures,
#91-077

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

06-18-91

Capital Provisions in
Enforcement Actions,
#91-093

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

07-12-91

Revisions to Core Page 3--
Analysis of Capital,
#91-107

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--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 I1

Date Title/Number Purpose/Description
04-09-92 | Proposal to Revise the Provided copy of proposed rule which revised the treatment of intangible assets
Capital Treatment of under FDIC’s capital maintenance regulation. As proposed, limited amounts of 1
Intangible Assets, purchased mortgage servicing rights and purchased credit card relationships
FI1L-28-92 would be recognized for purposes of calculating Tier 1 capital under FDIC's
leverage capital and risk-based capital standards.
04-10-92 | Proposal to Implement Provided copy of proposed rule which was to amend risk-based capital guidelines
Preferential Capital to provide for the assignment of loans secured by multifamily residential
Treatment for Certain properties ("multifamily housing loans") that meet certain prudential criteria
Multifamily Housing Loans to the 50-percent risk weight category. Prior to the proposal, such loans are
and Collateralized assigned to the 100-percent risk weight category.
Securities, FIL-29-92
Assets
03-08-91 New Financial Statement Distributed copies of the American Institute of Certified Public Accountants’
Disclosures About Debt Statement of Position 90-11--"Disclosure of Certain Information by Financial
Securities Held as Assets, Institutions About Debt Securities Held as Assets."
#91-041
04-17-91 | Amortization of Discounts Provided guidance to examiners concerning the amortization of discounts on
on Certain Acquired Loans certain acquired loans and debt securities. This guidance reflects the views of
and Debt Securities, the Accounting Standards Executive Committee of the American Institute of
#91-057 Certified Public Accountants as expressed in its August 1989 Practice Bulletin
No. 6, "Amortization of Discounts on Certain Acquired Loans."
04-18-91 | Real Estate Loan Standards In a speech, the FDIC Chairman cited a lack of clear standards for real estate
Could Ease Credit Crunch, lending as a contributing cause to the credit crunch situation. He urged
PR-58-91 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.
05-03-91 | Monitoring of Banks With Requested comments and recommendations regarding a prototype monitoring tool,
Exceptional Growth and/or developed by the Analysis and Monitoring Section, for identifying banks
High Concentration Levels exhibiting significant concentrations and growth in commercial real estate
in the Commercial Real lending.
Estate Portfolio, #91-066
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Date

Title/Number

Purpose/Description

05-17-91

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

Updated the Jan. 24, 1991, memo to regional directors concerning the subject
securities. (Referred to #91-010, 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 50X of the
doubtful classifications. These bonds were also to be put in nonaccrual
status.)

=

06-04-91

Allowance for Loan and
Lease Losses, {#91-082

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 recommended by
the examiner. Also, it provided documentation for future examination planning
and might be useful in preparing for enforcement proceedings.

06-17-91

Refinancing Commercial Real
Estate, #91-092

Provided guidance to examiners regarding refinancing of medium term commercial
real estate loans. Established policy guidance that financial institutionms,
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.

06-18-91

Allowance for Loan and
Lease Losses, #91-093B

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.

06-28-91

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

Provided guidance to examiners regarding the examination of the adequacy of the

ALLL and a discusslon paper on the applicable accounting literature (addressing
the adequacy of the ALLL for banks and thrifts).

07-08-91

Real Estate Appraiser
Regulations, #91-104

Distributed questions and answers about Title XI of FIRREA, which were prepared
by the Appraisal Subcommittee of FFIEC. The commentary information was intended

to help state appraiser regulatory agencies and others in understanding some of
the positions and interpretations of the Subcommittee.

07-29-91

Real Estate Loans and
Nonaccrual Loans, #91-120

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 11

Date

Title/Number

Purpose/Description

09-05-91

Nonaccrual Loans and Other
Troubled Loans, #91-136

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.

09-20-91

Proposed Amendments to
Appraisal Regulations,
FIL-48-91

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.

11-01-91

Monitoring of High Growth
and/or High Concentration
Levels of Commercial Real
Estate Loans, #91-157-B

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 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.

11-01-91

Appraisal Regulation,
#91-158

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.

11-07-91

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

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.

11-19-91

Audit and Review Program
for Real Estate Appraisal
Evaluations, #91-167

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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Date Title/Number PutposelDéscription
01-13-92 Extension of Deadline For Provided copy of FFIEC Appraisal Subcommittee advisory related to FIRREA ’
Use of Certified or appraisal requirements. FDICIA postponed (from Dec. 31, 1991, to Dec. 31, 1992)
Licensed Real Estate the date when federally regulated depository institutions must use state-
Appraisers, FIL-4-92 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.)
02-13-92 FDIC Clarifies Liquidation Clarified liquidation and supervision policies used by FDIC for handling
and Supervision Policies, performing loans that become receivership assets as a result of the failure of
PR-21-92 an insured bank.
02-18-92 Interagency Modification of | In July 1991, the three bank regulatory agencies issued a request for public
the Supervisory Definition comment on whether and how to revise the supervisory definition of HLTs. 1In
of Highly Leveraged response to comments received, the three agencies made plans to phase out the
Transactions, FIL-14-92 HLT definition and discontinue reporting of HLTs by bank organizations after
June 30, 1992. (See table 1I.1, "Miscellaneous,” 02-11-92.)
03-10-92 Final Real Estate Appraisal Announcement of approved amendments to real estate appraisal regulations that
Rules, PR-37-92 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.) g
Management
04-09-91 | Possible Safeguards Against | Provided copy of proposed rule issued by FDIC intended to prevent any depository
Adverse Contracts, institution insured by FDIC from contracting for goods, products, or services in
FIL-16-91 a way that would adversely affect its safety and soundness.
05-30-91 | Directors’ and Officers’ Guidance clarified responsibilities for preserving possible claims under
Liability and Fidelity Bond | directors and officers and fidelity bond insurance in failing banks.
Insurance in Failing Banks,
#91-079
08-15-91 Proposed Rule on Insider Provided copy of proposed rule related to insider transactions.

Transactions, FIL-43-91

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, commissions,
fees, and deposit interest rates.

22



ENCL.OSURE

I1

ENCLOSURE 11

Date

~ Title/Number

Purpose/Description

10-18-91

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

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.

03-03-92

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

Provided copy of proposed rule which would amend Regulation O (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.

03-10-92

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

Provided copy of final rule which amended FDIC regulations limiting extensioms
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.

Liquidity

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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Title/Number

Purpose/Description

General

03-01-91

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

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.

04-22-91

Problem Memoranda (Forms
6620/10 and 6620/11),
#91-063

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.

05-15-91

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

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.

07-22-91

FDIC Examiner Participation
in Exams of National and
State Member Banks, #91-115

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.

08-29-91

Regional Credit Crunch
Meetings, #91-131

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

08-30-91

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

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,

09-09-91

Examination of National
Data Processing Companies,
#91-139

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

09-10-91

FDIC Savings Association
Supervisory
Responsibilities, #91-140

Distributed questionnaire that was designed to ensure that proper attention is
directed to the specific supervisory responsibilities over certain savings
association activities placed with FDIC by enactment of FIRREA.

09-12-91

Nonbank Data Processing
Services, {#91-142

Identified nonbank data processing servicers and examinations for conversion to
the new on-line examination tracking system currently being developed.

10-01-91

Electronic Data Processing
Risks in Mergers and
Acquisitions, #91-145

Distributed the FFIEC paper relating to the electronic data processing (EDP)
risks in mergers and acquisitions, which was recently approved by the Task Force
on Supervision. Guidance provided that recommendations contained in the paper
be implemented in association with mergers and acquisitions involving
conversions of information systems.

11-22-91

Regular Communication With
Bankers on Exam Standards
and Practices, #91-169

Updated the Division of Supervision’s documentation procedures for communicating
with bankers and reiterated currently outstanding instructions in this area.
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
Meetings, #91-173

Revised existing instructions on expected regional office attendance at regional
credit crunch meetings. (Changed guidance provided in #91-131 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
Supervisory Policies,
#91-184

Established examination and regional office procedures to ensure that recent
policy statements regarding the supervisory impact on sound credit availability
are adequately communicated to examiners and bankers. (Statements include Joint
Statement on Supervisory Policies (03-01-91), the Interagency Policy 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
Review of Supervisory
Decisions, FIL-11-92

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.)
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Date Title/Number Purpose/Description
03-04-92 0ff-Site Review Program for Replaced the Large Bank Analysis Program with the Off-Site Review Program for
Large Insured Depository Large Insured Depository Institutions. The new program’s four-part objective is
Institutions, #92-039 to (1) 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.

03-19-92 Shared Application Software | Transmitted copies of two shared application software reviews, which were done
Reviews, #92-045 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.

03-23-92 | Growth Monitoring System Memo restated existing Growth Monitoring System off-site review procedures and
0ff-Site Review Program, added requirements for the documentation, the tracking of recommended
#92-047 supervisory action, and the summarization of results. In general, changes are

to ensure that off-site monitoring resources are optimally used to fulfill
FDIC’s supervisory and insurance responsibilities.

03-23-92 | CAEL Off-Site Review Guidance was designed to revise and strengthen the CAEL Off-Site Review Program
Program, #92-048 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 capital adequacy, asset quality, earnings, and liquidity, is a

supervisory tool that uses off-site data to monitor commercial banks between
examinations.)

03-23-92 Bimonthly Status Reports on | Reiterated to regional personnel the importance of communicating supervisory

Communication of Various policies to bankers and of keeping adequate records on those communications.
Supervisory Policies to (See memos 91-169 dated Nov. 22, 1991, and 91-184 dated Dec. 23, 1991.) Also,
Bankers, #92-049 this guidance established a bimonthly reporting system to the Washington Office

summarizing actions taken in these areas.

%0ne of two major comprehensive interagency policy statements discussed in the report.
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April 1992

II

Regilatory Guidance Related to Safe

ENCLOSURE 1I

-and_Soundness Policies for Banks Supervised by FRB, March 1991 Through

-

Date

Title/Number

Purpose/Description

Capital

03-01-91

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

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.

04-24-91

Field Testing of Revised
Pages of the Examination
and Inspection Reports
Incorporating the New Risk-
Based Capital Measures,

AD Letter 91-25 (FIS)

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

07-26-91

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

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

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
for Risk-Based Capital
Purposes

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.

02-19-92

Regulatory Capital
Treatment of Identifiable
Intangible Assets

Request for comment 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 purchased credit card relationships (PCCR) would be included in the Tier 1
capital computation provided that, in the agpregate, 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

Title/Number

PdrbbseIDescription

Assets

03-28-91

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

04-15-91

Changes in Allocated
Transfer Risk Reserve
Determinations on Banking
Institutions’ Assets,

SR Letter 91-12 (IB)®

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.

04-29-91

New Summary Examination
Report Form to Be Used for
Examination of Government
Securities Activities,

AD Letter 91-26 (SA)

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. Enclosed copy of
the new report form.

05-17-91

Extension of the Deadline

for Licensed and Certified
Real Estate Appraisers to

12-01-91, AD Letter 91-32

(FIS)

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.

07-03-91

Highly Leveraged
Transactions

Notification of proposed regulation on the supervisory definition of HLTs.

07-12-91

Change in Allocated
Transfer Risk Reserve
Determinations on Banking
Institutions’ Assets,

SR Letter 91-15 (FIS)*®

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 corporatioms.
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Title/Number

Purpose/Description

07-16-91

Supplementary Examination
Guidelines on Real Estate
Loans and Certain Report
Issues Pertaining to
Nonaccrual Loans,

SR Letter 91-16 (FIS)

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.

08-15-91

Information on the Real
Estate Appraisal
Regulation, AD Letter 91-55
(FI1S)

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

08-15-91

Shared National Credit
Program, AD Letter 91-56
(FI1S)

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.

09-12-91

Criticized/Classified Asset
Data at Largest BHCs,
AD Letter 91-64 (FIS)

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.

09-23-91

Classification Guidelines
for an Asset When a
Substantial Portion Has
Been Charged Off,

SR Letter 91-18 (FIS)

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.

10-11-91

Environmental Liability,
SR Letter 91-20 (FIS)

Guidance on the examination of banking organizations’ loan portfolios with
respect to environmental liabjility. Outlines elements of loan policies to

mitigate liability. Transmittal for discussion paper on environmental liability
and its impact on banking organizations.

10-25-91

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

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.

11-07-91

Interagency Examination
Guidance on Commercial Real
Estate Loans,

SR Letter 91-24 (FIS)®

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.
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Title/Number
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11-07-91

Interagency Examination

Guidance on Commercial Real
Ectate Loans,

SRLE LVEIle

SR Letter 91-25 (FIS)®

Transmittal letter for the press release and joint staff memorandum issued
regarding examination guidance on commercial real estate loans, November 1991.

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
Federal Financial
Regulatory Examination
Staff, December 16-17,
1991, AD Letter 91-78 (FIS)

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.

12-05-91

National Examiners’
Conference, AD Letter 91-85
(F1IS)

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.

12-10-91

Shared National Credit
Program for 1992,
SR Letter 91-28 (FIS)

Letter announced the commencement of the 1992 Shared National Credit Program.
Contained guidance on mailing forms and letters to state member banks and state-
licensed U.S. branches and agencies of foreign banks participating in the
program.

12-13-91

Changes in Allocated
Transfer Risk Reserve
Determination on Banking
Institutions’ Assets,

SR Letter 91-30 (FIS)®

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.

12-30-91

Delay in the Federal
Effective Date for the
Mandatory Use of Licensed
and Certified Real Estate
Appraisers in Federally
Related Transactions,

SR Letter 91-32 (FI1S)

. certified appraisers as required by FDICIA.
| federal regulation was extended until December 31, 1992.

Transmitted the extension of the effective date for the use of licensed and
The date for compliance with the
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Date Title/Number Purpose/Description

01-09-92 Shared National Credit Explained the Shared National Credit Program for 1992 and discussed staffing
Program for 1992, needs from the Reserve Banks for the program. -
AD Letter 92-3 (FIS)

01-10-92 Sﬁpervisory Policy Addressed the selection of securities dealers and requires depository
Statement on Securities institutions to establish prudent policies and practices for securities
Activities, SR Letter 92-1 transactions.

(FIS)

01-31-92 | Loss Experience on Requested information from each Reserve Bank regarding the riskiness of various
Residential Construction types of residential construction projects.

Projects, AD Letter 92-9
(FIS)

02-06-92 Supervisory Definition of Discontinued the use of the supervisory definition of HLTs after June 30, 1992.
Highly Leveraged Also transmitted revisions to the definition to be used until June 30, 1992.
Transactions

02-10-92 Treatment of Value Impaired | Revised the treatment of assets impaired by protracted transfer risk problems.
Classifications for Asset The letter updates examination procedures to be consistent with current
Quality Purposes, practices.

SR Letter 92-2 (FIS)

02-10-92 | Underwriting Up to $15 Discussed the clarification of FRB’'s 1991 revisions to Regulation K, including
Million of Equity the higher investment limits under Section 211.5(d)(14). In order to take
Securities in a Single advantage of these limits, investors must receive prior approval from FRB.
Subsidiary Under Regulation
K, SR Letter 92-3 (FIS)

02-10-92 | 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.

03-02-92 | 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
(FIS) integrity of the review.

03-09-92 | 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
(FIS) examining state member banks.
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03-26-92 | Shared National Credit Transmitted forms to be used for the 1992 Shared National Credit Program.
Program for 1992, g
AD Letter 92-21 (FIS)

Management

12-16-91 | Proposed Revisions for the Transmitted for review and comment a proposed revised form for the "Report of
Report of Bank Holding Bank Holding Company Intercompany Transactions and Balances™ (FR Y-8).
Company Intercompany
Transactions and Balances
(FR Y-8), AD Letter 91-88
(FIS)

02-13-92 |} Regulation O Proposed rule to revise Regulations O and Y required by Section 306 of FDICIA.

Earnings

03-19-91 Quarterly Monitoring of Transmitted December 31, 1990, earnings information for all BHCs with
Large BHC Earnings, consolidated assets over $1 billion.
AD Letter 91-17 (F1S)

05-21-91 | Quarterly Monitoring of Transmitted March 31, 1991, earnings information for all BHCs with consolidated
Large BHCs Earnings, assets over $1 billion.
AD Letter 91-33 (FIS)

09-06-91 | Quarterly Monitoring of Transmitted June 30, 1991, earnings information for all BHCs with consolidated
Large BHC Earnings, assets over $1 billion. 1Indicated that a floppy disk containing this
AD Letter 91-60 (FIS) information was also sent.

10-10-91 | Revised Procedures for Prescribed procedures for Reserve Banks to submit to FRB a quarterly earnings
Submitting the Quarterly report for BHCs in their district with more than $1 billion in total assets.
BHC Earnings Report,
AD Letter 91-73 (FIS)

11-19-91 | Quarterly Monitoring of Transmitted September 30, 1991, earnings information for all BHCs with
Large BHC Earnings, consolidated assets over $1 billion.
AD Letter 91-81 (FIS). See
Note: AD Letter 91-83 (FIS)
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Date
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Purpose/Description

11-29-91

Quarterly Monitoring of
Large BHC Earnings,

AD Letter 91-83 (FIS).
Supersedes AD Letter 91-81
(FIS)

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

Liquidity

06-06-91

Sale of Uninsured Annuities
by State Member Banks and
BHCs, SR 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.

08-07-91

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

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.

12-19-91

Guidance to Foreign Banks
in Complying With New
Deposit-Taking
Restrictions,

SR Letter 91-31 (IB)

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.

01-24-92

FDIC Limits on Brokered
Deposits, AD Letter 92-8
(F1S)

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.

General

03-01-91

Federal Reserve Press
Release and Interagency
Policy Statement on Credit
Availability®

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.

03-05-91

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

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.
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03-07-91

Request for Comments for
Revisions to the Bank
Holding Company Report of
Changes in Investments or
Activities (FR Y-6A),
AD Letter 91-15 (FIS)

" clarification of the report instructions.

Requested comments 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
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
4(c)(8) Applications to
Own, Control, or Operate a
Savings Association,

SR Letter 91-8 (FIS)

Notice of delegation to Reserve Banks of authority for processing applications
to own, control, or operate a savings association. Provided guidelines for
processing applications and related financial analysis, including guidance on
referring applications for FRB action in instances in which the savings

association is conducting impermissible nonbanking activities or operating out-
of-state branches.

03-14-91

December 1990 BHC
Surveillance Procedures,
AD Letter 91-16 (FIS)

Announced the distribution of the December 1990 Systemwide BHC screens and
exception lists for BHCs with consolidated assets over $150 million and
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
and Attorneys, Accountants,
and Appraisers as
"Institution-Affiliated
Parties,” SR Letter 91-9
(FIS)

Guidelines on information to be provided to FRB regarding criminal referrals for

the purpose of determining if formal enforcement actions are warranted against
individuals.

03-22-91

Reports to Congress
Regarding Administrative
Enforcement and Criminal
Investigatory and
Prosecutorial Activities,
SR Letter 91-10 (FIS)

Transmittal letter for the Federal Reserve’s report to Congress pursuant to
Section 918 of FIRREA. Letter contained statistical information of Federal
Reserve enforcement actions for 1990.

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 commercial
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.
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03-23-91

Advances by Banking Edge
Corporations to Parent
Institutions,

SR.Letter 92-8 (FIS)

Guidance on the examination of advances by Edge Act corporations to parent

ni A =radin IR XIY-S o
Discussed certain situations inconsistent with safe and sound

banking practices where concentrations exceed prudent standards.

it s
insti \.U-\..Luua .

03-28-91

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

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

03-29-91

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

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.

04-10-91

Diskettes Containing
Financial Data on the 50
Largest BHCs,

AD Letter 91-21 (FIS)

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 top 50 BHCs would soon be made available to the general public.

04-12-91

1991 Joint Interagency
Supervision Conference,
April 23-26, 1991,

AD Letter 91-22 (FIS)

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

04-19-91

Statistical Report on
Applications Activity,
First Quarter 1991,

AD Letter 91-23 (FIS)

Transmitted the first quarter 1991 Report on Applications Activity.

04-22-91

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

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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05-06-91

Second Originals for
International Application
and Prior Notifications (FR
K~1) and for Report of
Changes in Foreign
Investments (FR 2064), With
Accompanying Instructions,
AD Letter 91-28 (1IB)

Transmitted a set of second originals for international applications and

notifications under Regulation K (FR K-1), 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.

05-06-91

Interdistrict EDP Pooling
Program, AD Letter 91-29
(FI1S)

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

05-10-91

Database Containing
Financial Data on all BHCs
and Commercial Banks,

AD Letter 91-30 (FIS)

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

05-10-91

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

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

06-03-91

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

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.

06-03-91

Minutes of the Annual
System Conference of Trust
Examiners, AD Letter 91-34
(SA)®

Transmitted minutes of the 1991 System Conference of Trust Examiners.

06-05-91

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

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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06-05-91

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

Transmitted for comment 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.

06-11-91

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

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.

06-11-91

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

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 10-
11, 1991, on the reporting requirements contained in the BHC automated reports
(FR Y-9C, FR Y-9LP, FR Y-9SP, Y-11Q, and FR Y-11 AS) and on related issues to
ensure accurate reporting of information by BHCs.

06-11-91

Conference of Officers in
Charge of Supervision, July
18-19, 1991,

AD Letter 91-39 (FIS)

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
information for attendees.

06-19-91

Renewed Form FR U-1,
AD Letter 91-40 (FI1S)

Transmitted a "second original"” of the Form FR U-1 (Statement of Purpose for an
Extension of Credit Secured by Margin Stock). The form was renewed without
revision for use through June 30, 1994,

06-21-91

Nationwide Survey of
Examiners and Liquidators
Sponsored by the FDIC,

AD Letter 91-41 (FIS)

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.

06-24-91

March 1991 BHC Surveillance
Procedures, AD Letter 91-42
(FIS)

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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06-27-91

1990 Regulation G
Statistics, AD Letter 91-43
(SA)

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.

07-11-91

Diskettes Containing
Financial Data on the 50
Largest BHCs,

AD Letter 91-44 (FI1S)

! 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,
AD Letter 91-45 (FIS)

Transmitted most current address list, including each regional director’s name
and office phone number, for the Office of Federal Contract Compliance Programs,
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
Conservatorships and
Minimally Capitalized
Thrifts, AD Letter 91-46
(F1IS)

Transmitted a diskette containing financial information for 188 RTC
conservatorships operating on July 5, 1991. The diskette also contained
financial data for 220 minimally capitalized private sector thrifts (core

capital less than or equal to 3 percent of assets), based on March 31, 1991,
data.

07-12-91

Conference of Reserve Bank
Officers in Charge of
Supervision, Federal
Reserve Bank of Cleveland,
July 18-19, 1991,

AD Letter 91-47 (FIS)

Transmitted a copy of the agenda and list of attendees for the Supervision
Conference to be held at the Cleveland Reserve Bank on July 18-19, 1991.

07-22-91

Application and Supervision
Standards for De Novo State
Member Banks,

SR Letter 91-17 (FIS)

Transmittal letter for revisions to policy regarding application and supervision
standards for de novo state member banks. Described expanded policy coverage
and elements of applications analysis and supervisory requirements.

07-24-91

Semiannual Update of the
Examiner Resource Database,
AD Letter 91-48 (FIS)

Transmitted for completion, staff and skill profiles for the Federal Reserve
System’s Examiner Resource Database. Information was to be updated as of June
30, 1991, for Reserve Bank nonofficer professional staff and was to reflect
personnel changes since December 31, 1990.
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in Charge of Supervision,
AD Letter 91-61 (FIS)

Date Title/Number Purpose/Description
07-26-91 Review of Certain Transmitted outline plan for undertaking the Systemwide review of the
Supervisory and Examination | effectiveness, efficiency, and consistency of examination policies and
| Policies, Procedures, and practices. The document incorporates the approach that was discussed at the
{ Practices, AD Letter 91-50 Cleveland Senior Officers Meeting on July 19, 1991.
1 (F18)
08-02-91 PC Disk Copies of the Transmitted three PC disks containing the Commercial Bank Examination Manual,
November 1990 Commercial and three other disks updating, through June 1991, the Bank Holding Company
Bank Examination Manual and | Supervision Manual.
the June 1991 Bank Holding
Company Supervision Manual,
AD Letter 91-51 (FIS)
08-02-91 Statistical Report on Transmitted the Report on Applications Activity for the second quarter and first
Applications Activity, 6 months of 1991.
Second Quarter and First 6
Months of 1991,
AD Letter 91-52 (FIS)
08-06-91 SR Letter Index Revision, Announced that the Index of SR Letters had been revised as of the end of June
AD Letter 91-53 (FI1S) 1991. The revised version of the index replaced the July 1989 edition.
08-21-91 Interdistrict Inspection/ Requested information to assist in scheduling interdistrict BHC inspections for
Examination Requirements state member bank examinations.
for 1992, AD Letter 91-57
(FIS)
08-28-91 Revision of the Bank Transmitted a copy of Supplement 2 to the Bank Holding Company Supervision
Holding Company Supervision | Manual, which updated it through June 1992.
Manual, AD Letter 91-58
(FIS)
08-30-91 Quarterly Bank Surveillance | Announced distribution of the June 1991 Systemwide bank screens and exception
Procedures, AD Letter 91-59 lists for all member banks. Noted that data used in these screens and exception
(FIS) lists were preliminary and that the screens would be reproduced in mid-September
using final data.
09-06-91 | Fall Conference of Officers

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

Date Title/Number Purpose/Description
09-10-91 1992 EDP Examination Transmitted the 1992 multiregional data processing servicers’ examination
Schedule--Multiregional schedule detailing the servicer to be examined, date, and lead agency. Advance
Data Processing Servicers notice was provided to assist Reserve Banks in scheduling interagency
(MDPS), AD Letter 91-62 examinations.
(F1S)
09-11-91 | Diskette Containing Transmitted diskettes containing financial ratios and statistics about the
Financial Data on the 50 condition of the 50 largest BHCs for the first half of 1991.
Largest BHCs,
AD Letter 91-63 (FIS)
09-18-91 Revised Edition of Manual Announced the distribution of the revised Manual on Procedures for Processing
on Procedures for Applications and transmitted "Notes to the Manual on Procedures for Processing
Processing Applications, Applications.”
AD Letter 91-65 (FIS)
09-18-91 June 1991 BHC Surveillance Announced the transmittal of the June 1991 Systemwide BHC screens and exception
Procedures, AD Letter 91-66 lists for BHCs in each district with consolidated assets over $150 million and
(FIS) 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.
09-19-91 | System International Announced the international examinations scheduling meeting to take place on
Examinations Scheduling November 13, 1991, and another meeting to be held on November 14 and 15 to
Meeting and Merchant and review the Merchant and Investment Bank Examination Manual for possible
Investment Bank Examination | revision.
Task Force Meeting,
AD Letter 91-67 (IB)
09-19-91 | 1992 Interdistrict Pooling Transmitted the tentative schedule of pooling assignments for 1992. Information
Assignments, concerning EDP examinations for inclusion into the pooling program as well as
AD Letter 91-68 (FIS) examiner resources were provided in response to AD 91-29 (FIS) dated May 6,
1991.
09-20-91 1992 Shared Application 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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Nationwide Survey of
Examiners and Liquidators
Sponsored by the FDIC,

AD ‘Letter 91-70 (FIS)

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

10-02-91

Communication Efforts
Regarding Credit

Availability Concerns,
SR Letter 91-19 (FIS)

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 summaries of discussions
at meetings attended.

10-02-91

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

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.

10-07-91

Meetings With Senior Bank
Executives on Credit
Availability Issues,

AD Letter 91-72 (FIS)

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.

10-11-91

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

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.

10-21-91

EDP Interagency
Examination, Scheduling and
Distribution Policy,

SR Letter 91-21 (FIS)

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

10-31-91

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

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 internationmal 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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10-31-91

Systemwide Review of the
Effectiveness, Efficiency,
and Consistency of

! Examination Policies and

Procedures, November 22,
1991, Meeting,
AD Letter 91-76 (FIS)

Announced the postponement of the November 22, 1991, meeting to discuss draft
reports from the six study groups working on the project. Instead, there was to
be a conference call on that date among the working group heads.

4

11-06-91

Form FFIEC 004,
SR Letter 91-23 (FIS)

Transmittal letter for Form FFIEC 004, used by executive officers and principal
shareholders of member banks to report their indebtedness to their boards of
directors.

11-07-91

Interdistrict Trust
Examiner Pooling for 1992,
AD Letter 91-77 (FIS)

Requested information from each Reserve Bank regarding the bank’s need for out-
of-district assistance in its trust examination activities and its ability to
assist other districts.

11-14-91

Statistical Report of
Applications Activity for
the Third Quarter of 1991,
AD Letter 91-79 (FIS)

Transmitted the third quarter 1991 Report on Applications Activity.

11-15-91

Federal Reserve’s Practices
for Resolving Bankers'’
Questions Regarding the
Examination Process,

SR Letter 91-27 (FIS)®

Transmittal letter for draft letter to Reserve Bank presidents describing the

System’'s practices for resolving bankers’ questions and concerns regarding the
examination process and findings.

11-15-91

Annual System Conference of
Trust Examiners,
AD Letter 91-80 (FIS)

\

Announced and provided logistical information on the Annual System Conference of |
Trust Examiners to be held February 19-~21, 1992.

11-29-91

Quarterly Bank Surveillanée
Procedures, AD Letter 91-82

(FI1S)

Transmitted September 1991 Systemwide bank screens and exception lists for all
member banks in the recipient’s districts.

12-04~91

Distribution of Treasury
Interpretations Under the
Government Securities Act
of 1986, AD Letter 91-84
(F1S)

Announced the establishment of a system for distributing to Federal Reserve
System examiners interpretations issued by the Department of the Treasury of its
rules issued under the Government Securities Act of 1986.
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Date

Title/Number

Purpose/Description

12-05-91

Request for Comments on the
Draft Revisions to the
Commercial Bank Examination
Manual, AD Letter 91-86
(FI1IS)

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.

12-11-91

Diskette Containing
Financial Condition on the
50 Largest BHCs,

AD Letter 91-87 (FIS)

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

12-12-91

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. 1In
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.

12-13-91

Policy on Resolving
Examination Differences,
S Letter 2546

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.

12-16-91

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

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,

12-30-91

1991 Reserve Bank
Evaluations,
AD Letter 91-90 (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.

01-08-92

Nationwide Survey of
Examiners and Liquidators
Sponsored by FDIC,

AD Letter 92-1 (FIS)

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

Purpose/Description

01-08-92

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

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

01-09-92

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

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 comment.

01-21-92

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

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,

01-22-92

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

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.

01-24-92

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

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.

01-31-92

Annual Meeting of the
Conference of State Bank
Supervisors and the Senior
Vice Presidents’
Conference, April 10-13,
1992,

AD Letter 92-10 (FIS)

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 14.

01-31-92

Annual System Conference of
Trust Examiners,
AD Letter 92-11 (FIS)

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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Date

Title/Number

Purpose/Description

01-31-92

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

Announced the availability of automated versions of the Commercial Bank
Examination Manual and the Bank Holding Company Supervision Manual.

02-06-92

Statistical Report on
Applications Activity,
Fourth Quarter and Year
1991, AD Letter 92-13 (F1S)

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

02-21-92

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

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.

02-21-92

Interdistrict Trust
Examiner Pooling Schedule
for 1992, AD Letter 92-15
(FISs)®

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

03-02-92

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

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

03-03-92

Request for Information on
Communication Efforts
Regarding Credit
Availability Concerns and
Related Matters,

AD Letter 92-17 (FIS)

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

03-03-92

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

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

Title/Number

Purpose/Description

03-05-92

Interim Procedures for the
Processing of Applications
Filed by Foreign Banks to
Establish Branches,
Agencies, Commercial
Lending Subsidiaries, and
Representative Offices in
the United States,

SR Letter 92-6 (FIS)

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.

03-16-92

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

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.

03-17-92

Delegation of Authority to
Issue Consent Orders,
AD Letter 92-20 (FI1S)

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.

03-24-92

State Requirements for
Certified and Licensed
Appraisers--Update,

SR Letter 92-9

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.

03-26-92

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

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

03-27-92

Diskette Containing
Financial Condition on the
50 Largest BHCs,

AD Letter 92-22 (FIS)

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

03-27-92

Bank Listing,
AD Letter 92-23 (FIS)

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

03-31-92

Alternate Examination
Programs, AD Letter 92-24
(F1S)

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.

46



ENCLOSURE II

ENCLOSURE 11

Date

Title/Number

Purpose/Description

04-08-92

International Supervision

Requested comments on interim revisions to Regulations K and Y required by Title
11 of FDICIA. These revisions relate to the U.S. operations of foreign banks

and their branches.

aconfidential, not for public release.

Bone of the two major comprehensive interagency policy statements discussed in the report.
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Date

Title/Number

Purpose/Description

Capital

05-29-91

Classified Asset Ratios,
EB 91-5

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

08-08-91

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

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 may be funded, even if the bank’s lending limit later declines.

09-17-91

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

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.

04-09-92

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

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 100-percent risk weight
category to the 50-percent risk weight category.

04-13-92

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

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.

Assets

03-01-91

Flood Disaster
Protection Act--Mortgage
Protection Program,

BB 91-20

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
seg. and 12 C.F.R. 22).

05-09-91

Examination Guidance for
Community Development
Investments, BB 91-18

Transmitted revisions to OCC’'s commercial and consumer examination guidance for
national bank investments in community development corporations and community
development projects. This issuance replaced BB 91-11, which was rescinded.
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Date Title/Number Purpose/Description

05-20-91 | Nonaccrual Loan Issues, Expanded certain of the regulatory and accounting policies addressed in the joint
BB 91-19 interagency statements on March 1, 1991. Bulletin also provided responses to

specific questions about the accrual of income on troubled loans.

07-12-91 | Highly Leveraged Transmitted a proposed supervisory definition of HLTs. The proposal was published
Transaction Definition, jointly by 0CC, FDIC, and FRB. The three agencies requested public comment on all
BB 91-26 aspects of the definition and the criteria for determining whether a credit

qualifies as financing for an HLT (deleted when OCC eliminated HLT definition).
07-30~91 | Troubled Loan Workouts Provided a summary of supervisory and reporting guidance to help banks deal with
and Loans to Borrowers troubled borrowers or nontroubled borrowers operating in troubled industries.
in Troubled Industries, Guidance covered some issues previously discussed in the March 1, 1991, interagency
BC 255 statements.

08-02-91 | Final Rule, Community Transmitted the final rule amending OCC’s Community Reinvestment Act of 1977
Reinvestment Act, regulation (12 C.F.R. 25). The final rule, published in the Federal Register (56
BB 91-28 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).

08-13-91 | Withdrawal of FFIEC Announced that the four bank regulatory agencies, under the auspices of the FFIEC
Proposal on Return of a Task Forces on Supervision and Reports, announced on July 31, 1991, that the
Loan With a Partial proposed reporting standard for returning partially charged-off loans to accrual
Charge-0ff to Accrual status had been withdrawn. The original proposal had been released for comment on
Status, BB 91-31 March 18, 1991. Attached was a copy of the notice of withdrawal as it appeared in

the Federal Register on August 5, 1991.

08-20-91 | Home Mortgage Disclosure | Transmitted revisions to OCC’s Comptroller’s Handbook for Compliance and
Act--Examination Comptroller’s Handbook for Consumer Examinations. The revisions to the handbooks
Procedures, BB 91-33 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).

09-17-91 | Home Mortgage Disclosure | Transmitted a "Counties Located Within Metropolitan Statistical Areas™ listing.
Act--1991 Counties Reporting institutions must use the codes and numbers from the listing when
Within Metropolitan preparing their 1991 Home Mortgage Disclosure Act Loan Application Registers. This
Statistical Areas, list superseded the one included with Banking Bulletin 89-41 dated December 14,

BB 91-39 1989.
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Purpose/Description

10-04-91

Proposed Changes to
Regulation C, BB 91-40

Transmitted and requested comments 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 institutions to begin
using 1990 census tract numbers (instead of 1980 numbers) for reporting property
location beginning January 1, 1992.

10-17-91

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

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.

11-05-91

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

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,

11-13-91

Discrimination Against
Real Estate Appraisers
Based on Membership or
Lack of Membership in
Professional

Organizations, AL 91-5

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.

11-13-91

Final Rule on Community
Reinvestment Act,
BB 91-44

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.

12-03-91

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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Date Title/Number Purpose/Description

12-03-91 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 1
BB 91-47 Section 108 of the Competitive Equality Banking Act.

12-24-91 | Fair Credit Reporting Transmitted a copy of FFIEC’'s news release announcing its approval of a policy
Act--Interagency Policy statement on Prescreening by Financial Instjitutions and the Fair Credit Reporting
Statement, BB 91-50 Act. 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. O0CC, as a member of FFIEC, adopted this policy statement.

12-24-91 | Discounted Cash Flow Established the recently distributed Discounted Cash Flow Model as the only one 0CC
Model, EC 259 examiners may use in evaluating loans supported by real estate or other real estate

owned, and outlined the appropriate use of the model.

01-10-92 Supervisory Policy Transmitted FFIEC supervisory policy statement on securities activities that was
Statement on Securities, adopted by the four bank regulatory agencies. The statement revised and updated
BC 228 (Revised) 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.

01-21-92 | Notice of the Announced that the definition of HLTs was being phased out by the three federal
Discontinuance of the bank regulatory agencies. It was to be discontinued after the June 30, 1992,
Definition of Highly regulatory reporting period. In the meantime, all prior delisting criteria were
Leveraged Transactions, replaced with interim delisting criteria, which would be effective for the two
BB 92-1 remaining reporting periods. Also transmitted a copy of the interagency statement

to discontinue the definition.

01-23-92 | New Implementation Date Alerted national banks that FDICIA postponed the December 31, 1991, implementation
for Licensed or date regarding the use of licensed and certified appraisers to no later than
Certified Appraisers, December 31, 1992; however, states could elect to implement their programs sooner.
AL-92-1 ,

02-06-92 | Policy Statement on Transmitted FFIEC's Policy Statement on Analyses of Geographic Distribution of
Analysis of Geographic Lending. OCC, as a member of FFIEC, had adopted this statement. The purpose of
Distribution of Lending this policy statement was to articulate the agencies’ view concerning the need for
(Temporary Insert), institutions to analyze the geographic distribution of their lending patterns as
BB 92-3 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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02-12-92

Amendment to Equal
Credit Opportunity Act,
BB 92-5

Transmitted notice that section 223(d) of FDICIA, which amended Section 701 of the
Equal 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
appraisal 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.”

02-12-92

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

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

02-20-92

Real Estate Limited
Partnerships, AL-92-3

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.

02-20-92

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

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.)

02-20-92

Transfer Risk, BC 201
(Revised), Supplement 1

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.

03-04-92

Revised Uniform
Interagency CRA
Examination Procedures
(Temporary Insert),

BB 92-11

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 Compliance dated
September 1991.

03-13-92

Shared National Credit
Program, PPM 5100-2

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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Date Title/Number Purpose/Description
03-20-92 | Review and Transmitted a copy of the "Interagency Policy Statement on the Review and
Classification of Classification of Commercial Real Estate Loans" and rescinded Examining Circular
Commercial Real Estate 234 and its Supplement 1, and Banking Circular 208 and its Supplement 1, in light
Loans, EC 234 (Revised) of the issuance of the interagency statement.
03-20-92 Guidelines for Troubled Transmitted a revised EC 234 to conform with the interagency policy statement on
Real Estate Loans, BC commercial real estate loans and provided additional clarification on the ongoing
208 (Revised) appraisal and evaluation requirements of a troubled real estate loan.
03-31-92 | Guide to Fair Mortgage Transmitted an FFIEC pamphlet entitled "Home Mortgage Lending and Equal Treatment."
Lending, BB 92-17 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.

04-23-92 | Real Estate Appraisal-- Communicated OCC’s final amendments to the appraisal regulations. Amendments

Final Rule, BB 92-20 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."”

Management

05-09-91 | Bank Purchases of Life Provided general guidelines for national banks to use in determining whether they

Insurance, BC 249 could legally purchase a particular life insurance product.
(Revised)

06-14-91 Asset Management, BC 254 Guidelines identified minimum requirements that a national bank should meet in
performing asset management services for other banks, savings associations, or
government agencies.

06-14-91 | Asset Management, EC 256 | 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.
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10-10-91

Dividend Approval
Requests, EC 257

Provided guidance on processing and evaluating requests for approval of proposed
dividend payments.

03-09-92

Proposed Rule on
Revision of Assessment
Schedule, BB 92-13

Transmitted a proposed rule to increase OCC’'s assessments on national banks by 27
to 30 percent. OCC also proposed to change the way the assessment schedule was
indexed to compensate for imbalances caused by inflation or deflation.

Liquidity

05-29-91

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

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.

06-14-91

Money Market Deposit
Accounts, EB 91-6

Announced that examination procedures for interest on deposits begin with step 12
on page 76 of the Comptroller’s Handbook for Compliance. 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.c. Step 16.c. was included in the
bulletin,.

02-20-92

Regulation CC
Amendments, BB 92-9

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.

03-10-92

Stock Appraisals, BC 259

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.

03-27-92

Accounting for Income
Taxes, BB 92-16

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.

General

03-01-91

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.

03-11-91

Joint Agency Statements
Clarifying Certain
Regulatory Policies,

EB 91-2

Highlighted instances in which existing policy has been changed by the March 1,

1991, interagency statements and reiterated or clarified certain existing policies
where necessary.
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03-13-91

Bank Secrecy Act--
Reporting Suspicious
Transactions, BC 251

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.

1

04-08-91

Civil Money Penalty,
PPM 5000-7 (Revised)

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

04-08-91

Civil Money Penalties,
BC 253

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

04-18-91

Supervisory Monitoring
System Security, EB 91-3

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.

05-17-91

Peer Review Program,
PPM 5000-29

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.

05-29-91

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

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

05-29-91

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

BB 91-24

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
seqg.). 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.

06-20-91

Examination Review
Process, EB 91-7

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.

06-20-91

Examination Review
Process, BB 91-25

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

Title/Number

Purpose/Description

07-24-91

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

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
seq.) 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.

ol

08-13-91

OCC Banking Issuances
Listing, BB 91-30

Transmitted current listing of OCC banking circulars and bulletins through August
1, 1991. This listing replaced those that were distributed with Banking Bulletin
90-11 dated April 6, 1990 (deleted when updated listing issued).

08-20-91

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

Transmitted a temporary insert to OCC’s Comptroller’s Handbook for Compliance.
insert contained revised examination procedures that should be used to ensure

compliance with the Real Estate Settlement Procedures Act.

The

08-26-91

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

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

09-17-91

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

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.

10-28-91

Supervision of Federal
Branches and Agencies,
PPM 5130-1 (Revised)

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.

11-13-91

Misuse of Form PD 1832,
AL 91-6

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.

11-14-91

Enforcement Policy,
PPM 5310-3 (Revised)

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

11-18-91

OCC Supervision Policy,
EC 258

Outlined OCC'’s policy for the supervision of national banks and provided examining

personnel with the framework necessary to examine banks effectively and communicate
their findings.
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11-27-91

Date

Title/Number

Purpose/Description

Semiannual Agenda of
Regulatory Actions,
BB 91-45

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
in the coming months as well as a description of completed regulatory actions.

12-02-91

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

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

12-23-91

0CC Supervision Policy,
BB 91-49

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

12-31-91

Definitions of Informal
and Formal Enforcement
Actions, PPM 5310-3

(Revised), Supplement 1

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

01-03-92

Enforcement Policy,
BC 256

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
process.

01-06-92

Strategic Plan for 1992,
PPM 1000-7 (Supplement
5)

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

01-15-92

Communication of Policy
Clarifications, EB 92-1

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.

01-23-92

IRS Revised Currency
Transaction Report,
AL 92-2

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

The

01-24-92

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

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 Purpose/Description

01-29-92 | Fraudulent Use of Debt Alerted national banks to the possibility of fraudulent use of canceled, improperly
Security Certificates in | canceled, and uncanceled debt security certificates as collateral for loans or to 1
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 comment by March 10, 1992, on 0CC
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
Program, PPM 3220-22

Established policies and responsibilities regarding participation in the Capital
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
Broker Fees Under RESPA,
BB 92-14

Transmitted an unofficial interpretation of mortgage broker fee disclosure
requirements under RESPA (12 U.S.C. 2601 et seq.) issued by the Department of

Housing and Urban Development, the agency with primary regulatory and enforcement
authority under RESPA.

03-18-92

RESPA--Revised
Examination Procedures

(Temporary Insert),
BB 92-15

Transmitted revisions to OCC’s Comptroller’'s Handbook for Compliance and
Comptroller’'s Handbook for Consumer Examinations, which meet FFIEC’s approved
examination procedures for the Real Estate Settlement Procedures Act (12 U.S.C.
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,
BC 211 (Revised)

Transmitted a copy of the final rule (31 C.F.R. 545.099--Lifting of Sanctions)
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
Processing Servicers,
EC 261, Supplement 1

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

04-09-92

Reimbursement Pursuant
to Section 108 of the
Truth in Lending Act
(Federal Court
Decision), EC 262

Announced the interpretation, by the U.S. Court of Appeals for the Eighth Circuit,
of the term "immediately preceding examination.” The interpretation was contrary
to that of OCC. The circular stated that OCC would continue to operate under its
original interpretation except in states covered by the Eighth Circuit.

20ne of two major comprehensive interagency policy statements discussed in the report.
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ENCLOSURE I1

ENCLOSURE II

1991 Through April 1992

”

Date

Title/Number

Purpose/Description

Capital

04-08-91

Leverage Ratio and Capital
Plans

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.

04-16-91

Miscellaneous Capital and
Capital-Related Amendments

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 associatioms,
(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.

04-22-91

Leverage Ratio Requirement

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.

04-26-91

Capital Requirements on
Recourse Arrangements
(Interim), RB 26

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.

05-24-91

Capital Adequacy, TB 38-2a

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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Date

Title/Number

Purpose/Description

06-21-91

Capital Plans

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.

11-19-91

Capital Adequacy, TB 38-3a

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.

11-19-91

Capital Adequacy, TB 50

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. (0TS rates the safety and soundness of savings
institutions using the components management, asset quality, capital, risk
management, and operating results.)

01-17-92

Supervisory Conversions

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.

01-23-92

Policy Clarifications
Related to the Capital Rule

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.

04-09-92

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

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."

04-13-92

Residential Bridge Loans

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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04-13-92

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

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.

04-13-92

Regulatory Capital:
Intangible Assets

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.

Assets

04-26-91

Qualified Thrift Lender
Test

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.

07-11-91

Refinancing Commercial Real
Estate Loans

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

10-18-91

Purchased General Valuation
Allowances

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.

11-07-91

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

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.
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Date Title/Number Purpose/Description
11-07-91 | Implementation of New Reviewed the major points of the March 1 joint policy statement and transmitted
Guidance on Commercial Real a copy of the July 11, 1991, issuance addressing the refinancing of commercial -
Estate Loans 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.

. 11-22~91 | Federal Financial Purpose of conference was to review and discuss the recently issued interagency
Institution Regulators’ policy statement on the review and classification of commercial real estate
Examination Staff loans and to communicate other initiatives and policies related to credit
Conference (memo to all availability.
conference participants)

01-10-92 Supervisory Statement of Adopted FFIEC statement on securities activities. The new guidance addressed

Policy on Securities the selection of securities dealers, required depository institutions to
Activities, TB-52 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.

04-13-92 | Exclusive Leases Proposal to remove 20-year-old rule limiting leasing arrangements with shopping
centers. No similar rule for banking agencies.

04-13-92 | Appraisals 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.

Management

1 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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08-05-91 | Agency Approval of Officers | Proposed rule which would implement FIRREA requirement to review and approve new
and Directors officers and directors of troubled depository institutions and their holding i
companies. The banking agencies have already adopted final rules.

11-08-91 | Executive Compensation, Guidance to regulatory personnel for the review of employment contracts.

RB 27 Clarified policy relating to executive compensation and employment contracts.

04-09-92 | Loans to Executive Notification of proposed rule which amended regulations pertaining to insider

Of ficers, Directors, and transactions by adopting a rule governing extensions of credit by savings
Principal Shareholders of associations to their executive officers, directors, and principal shareholders,
Savings Associations and to related interests of such persons. Final rule issued 10-06-92.

04-09-92 Operating Subsidiaries 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.

04-13-92 | Fidelity Bonds Required thrifts to obtain same level of fidelity bond insurance coverage as
banks. Previously, thrifts had higher standards.

Earnings

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

10-23-91 | Excessive Interest Rate Transmitted a table listing private sector institutions that might be

Risk Exposure Levels 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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03-01-91

Joint Agency News Release,
"Regulators Issue Joint
Supervisory Policies"™®

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.

-

03-12-91

Revised OTS 1991
Examination Strategy

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.

03-27-91

Special Limited Examination
Program

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 0TS 1991 examination
strategy.

03-29-91

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

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.

03-29-91

Uniform Accounting
Standards

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.

04-01-91

Formal Enforcement Actions
and Compliance Examinations

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.

04-09-91

Quality Assurance Program

Reaffirmed OTS regional operation’s commitment to the Quality Assurance Program

and transmitted to the regions copies of the final Quality Control Handbook and
the National 1991 Quality Program time frames.
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04-12-91

Transmittal of RTC
Conservatorship
Examinations

Announced a more formalized transmittal of RTC conservatorship examination
reports to RTC. The new transmittal process would include a cover memorandum

| 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 recommended that OTS develop and
implement appropriate national time standards based on revised, event-specific
guidelines for enforcement actions. The audit also recommended 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

that regional directors evaluate thrifts in their regions and report back within
45 days.
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06-04-91 Supplemental 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.

06-18-91 | Holding Company Examination Announced that the streamlined holding company examination procedures developed

Interim 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.

06-28-91 | Minimum 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.

07-03-91 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.

07-12-91 | 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.

07-18-91 | Initial Regulatory Plan Transmitted the initial release of guidelines for the narrative section of the

Guidelines automated Regulatory Plan. Also transmitted the schedule for implementing the
remaining sections of the Regulatory Plan.

08-06~91 | "Problem™ Savings Provided a standard definition of the term "problem association” to avoid

Associations confusion about the use of the term.

08-12-91 | Rules of Practice and Notification of final uniform administrative hearing rules for practice and '

Procedure in Adjudicatory procedures for formal enforcement actions.

Proceedings

08-13-91 | Report of Service In light of several recent failures of insurance companies, this memo outlined

Corporations/Subsidiaries
Engaging in Insurance
Brokerage Activity

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
Installment of the
Regulatory Guidelines

Transmitted the updated release of the regulatory plan guidelines that includes
the supervisory Profile Data System installment. The first phase of
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
Review Program

The Thrift Administration Review Program was designed to address deficiencies in
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
Requirements

Notification of proposed rule which amended reporting requirements for holding
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
Examination Workpaper
Controls

Requested that regional directors ensure compliance with recommendation 6 of the
Inspector General's recent audit. Recommendation 6 focused on the issue of
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
Company Reports to the FDIC

Because holding company examinations are conducted in conjunction with the lead
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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10-21-91 | Rescission of Memoranda and | To streamline and clarify long-standing guidelines provided to thrift )
Bulletins RB 1-1a institutions and regulatory staff, OTS has either incorporated guidance into its
] regulatory handbook or determined it to be obsolete.
10-28-91 | New Preliminary Examination Transmitted the newly revised Preliminary Examination Response Kit and explained
Response Kit the major objectives behind the revisions.
11-07-91 | 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
11-25-91 | Random Audit Program 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.
12-09-91 RTC Conservatorship Revised the OTS conservatorship examination program that was sent to regional
Examinations directors on October 9, 1990.
01-22-92 Implementation of the This memo reiterated guidance for ensuring that the 03-01-91 and 11-07-91
Report of Examination interagency policy statement requirements have been met by following examination
Confirmation Statements procedures, communicating policy statements to financial institutions, and
confirming (by a signed statement) that exam report information is consistent
with the interagency policies.
01-30-92 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.
03-12-92 | Savings Association Notification of proposed rule which would require all savings associations to be
Membership, Federal Home members of the Federal Home Loan Bank System. Under review by OTS.
Loan Bank System .
04-02-92 Monthly Thrift Financial This transmittal eliminated the Monthly Thrift Financial Report, which reduced
Report 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 institutionms
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 communication 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.

a0ne of two major comprehensive interagency policy statements discussed in the report.
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‘Table II.6: Regulatory Policy Guidance Related to the Safety and Soundness of Financial Institutions, by Regulator and

»

Selected Subject, March 1991 Through April 1992

FDIC

FRB

occ

OTs

Credit availability?

Joint Statement on Supervisory
Policies, PR-30-91, FIL-8-91
(03-01-91)®

* % % %

Real Estate Loan Standards Could
Ease Credit Crunch, PR-58-91
(04-18-91)

In a speech, the FDIC Chairman
cited a lack of clear standards
for real estate lending as a
contributing cause to the credit
crunch. 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.

Federal Reserve Press Release
and Interagency Policy
Statement on Credit
Availability (03-01-91)P

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.

Joint Agency Policy
Statement, BB 91-7
(03-01-91)®

* % % *

Joint Agency Statement
Clarifying Certain
Regulatory Policies,
EB 91-2 (03-11-91)

Highlighted instances in
which existing policy was
changed by the March 1,
1991, interagency
statements and reiterated
or clarified certain
existing policies where
necessary.

Joint Agency News
Release, "Regulators
Issue Joint Supervisory
Policies™ (03-01-91)®
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Refinancing Commercial 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-perm (5- to 7-
year) real estate development
loan without being automatically
criticized for doing so.

* * * %

Real Estate Loans and Nonaccrual
Loans, #91-120
(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.

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.

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.

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

Memo reiterated policy to !
encourage savings
associations to work with
sound borrowers so that
credit availability would
not be inappropriately
reduced.
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Nonaccrual Loans and Other
Troubled Loans, #91-136
(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.

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
cnarged-off loan that is
intended to reflect the
repayment prospects of the
remaining recorded balance of
the loan.

Withdrawal of FFIEC
Proposal on Return of a
Loan With a Partial
Charge-0ff 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.
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Regional Credit Crunch Meetings,
#91-131 (08-29-91)

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

* % % ¥

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

Revised existing instructions on
expected regional office
attendance at regional credit
crunch meetings. (Changed the
guidance provided in #91-131
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.

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.
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Interagency Policy Statement on
the Review and Classification of
Commercial Real Estate Loans,
PR-168-91, FIL-54-91 (11-07-91)®

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.

Interagency Examination
Guidance on Commercial Real
Estate Loans, SR Letter
91-24 & 25 (11-07-91)°

Interagency Policy
Statement on Commercial
Real Estate, BB 91-43
(11-05-91)>

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

* * % *

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.

Interagency Policy
Statement on the Review
and Classification of
Commercial Real Estate
Loans (11-07-91)®
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Audit and Review Program for
Real Estate Appraisal
Evaluations, #91-167 (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.

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.

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.

Random Audit Program
{11-25-91)

Ensured that examiners
are using valuation
techniques that are
consistent with the
iInteragency 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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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.

* % k %

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.

Federal Financial
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
commercial real estate
loans and to communicate
other initiatives and
policies related to
credit availability.
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Improved Communication of
Supervisory Policies, #91-184
(12-23-91)

Established examination and

LI VO A A ST T -2 e Qi

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 communicated
to examiners and bankers.

* * %k *

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

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

Communication and Examination
Procedures Concerning Credit

‘Availability, SR Letter

91-29 (FiS) (12-12-91)

Addressed the communication 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.

Communication of Policy
Clarifications, EB 92-1
(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.

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,
communicating policy
statements to financial
institutions, and
confirming (by a signed
statement) that exam
report information is
consistent with the
interagency policies.
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Bimonthly Status Reports on
Communication of Various
Supervisory Policies to Bankers,
#92-049 (03-23-92)

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

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.

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 0CC
policy in the examination
of their institution,

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

In July 1991, the three bank
regulatory agencies issued a
request for public comment 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 banking
organizations after June 30,
1992. (See table II.1,
"Miscellaneous,” 02-11-92.)

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.

Final Rule on the
Definition of Highly
Leveraged Transactioms,
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. 1In 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.
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Procedures for 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.)

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 §
Letter provides for the review
of material and significant
disagreements between bankers
and examiners by senior
Reserve Bank officials
including the Reserve Bank
president.

Examination Review
Process, BC 257 (02-26-92)

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,

* %k %k *

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.

Supervisory Review
Process (04-06-92)

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 iIs to help
resolve disagreements
that arise during the
exam process and ensure
open lines of
communication between
thrifts and OTS.
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Capital: Risk-Based

Proposal to Revise the Capital
Treatment of Intangible Assets,
FIL-28-92 (04-09-92)

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.

Regulatory Capital Treatment
or Identifiable Intangible
Assets (02-19-92)

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.

* %k * %

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

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

* ¥ K %

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.
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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 100-percent risk
weight category.

Risk-Based Capital (04-10-92)

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

* % k &

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.

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 100-percent
risk weight category to
the 50-percent risk weight
category.

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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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, #91-093
(06-18-91)

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

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 capital-
related issues, including
the important question of
when a thrift is "in
compliance” with capital
requirements.
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Capital: Definition/Components

Revisions to Core Page 3--
Analysis of Capital, #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--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, ALLL, May 7,
1991; and #91-082, ALLL, June 4,
1991.)

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

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

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 0TS’
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.
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Capital Requirements on .
Recourse Arrangements
(Interim), RB 26
(06-26-91)

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 contreol,
mergers, mutual-to-stock |
conversions, and branch [
purchases. ;
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Policy Clarifications .
Related to the Capital
Rule (01-23-92)

To 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.

* k % %

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

Guidance provided that
0TS, in comnuting

A5 LURpwLIlE

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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Capital:

Differential regulation/Policy

Capital Adequacy, TB-50
(11-19-91)

Provided that thrifts
with a & or 5 MACRO
rating camnot 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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Capital Plans (06-21-91)

Announced that, effective
immediately, the
VWashington concurrent
review process for the
approval of capital plans
for larger institutions
was discontinued.
Regional directors could
act on all capital plan
submissions, iIncluding
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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Capital: Administrative

Revisions to the Report of
Examination, #91-072 (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.

* k k %

Basle Committee on Banking
Supervision Paper on Measuring
and Controlling Large Credit
Exposures, #91-077 (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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Capital: Miscellaneous

Disallowing the Use of
Bankruptcy to Evade Commitment
to Maintain the Capital of a
Federally Insured Depository
Institution, #91-047 (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
immediately cure any deficit
under any commitment by a debtor
to maintain the capital of an
insured depository institution.

Final Rule, National Bank
Lending Limit Loan
Commitments, BB 91-29
(08-08-91)

Transmitted final rule
which provided that any
loan commitment, which
together with other loans
to the same borrower was
within the bank’s lending
l1imit 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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Assets: Real estate

Monitoring of Banks With
Exceptional Growth and/or High
Concentration Levels in the
Commercial Real Estate
Portfolio, #91-066 (05-03-91)

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.

* k k %

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.

Loss Experience on Residential
Construction Projects, AD
Letter 92-9 (FIS) (01-31-92)

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

Real Estate Limited
Partnerships, AL-92-3
(02-20-92)

Provided advice to
national banks that are
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.
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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.

* % k X

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

Provided a revised page 5 for
Transmittal No. #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 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, 0OCC, 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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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).

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

AT _An_ATn

{07-12-91)

Transmittal letter for an
interagency statement by FRB,
0CC, 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)S
(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 1is used to assess
the exposure of financial
institutions in foreign
countries and is considered
confidential.
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Assets: Appraisals

Real Estate Appraiser
Regulations, #91-104
(07-08-91)

Distributed questions and
answers about Title XI of
FIRREA, which was prepared by
the Appraisal Subcommittee 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.

* k k %

Appraisal Regulation, #91-158
(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.
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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.

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.

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.
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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.)

Real Estate Appraisal--
Final Rule, BB-92-20
(04-23-92)

Communicated 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."

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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Extension of Deadline For Use of
Certified or Licensed Real
Estate Appraisers, FIL-4-92
(01-13-92)

Provided copy of FFIEC Appraisal
Subcommittee 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.)

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.

New Implementation Date
for Licensed or Certified
Appraisers, AL-92-1
(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.
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Assets: Debt securities/Securities activities

New Financial Statement
Disclosures About Debt
Securities Held as Assets, #91-
041 (03-08-91)

Distributed copies of the
American Institute of Certified
Public Accountants’ Statement of
Position 90-11--"Disclosure of
Certain Information by Financial
Institutions About Debt

Securities Held as Assets.”

Underwriting Up to $15 Million
of Equity Securities in a
Single Subsidiary Under
Regulation K, SR Letter 92-3
(FIS) (02-10-92)

Discussed the clarification of

TDR’e 1001 ravieiane tn
FRD S 1771 TEVISITLS U

Regulation K, including the
higher investment limits under
Section 211.5(d)(14). 1In
order to take advantage of
these limits investors must
receive prior approval from
FRB.

-1

Supervisory Statement of
Policy on Securities
Activities, TB-52
(01-10-92)

Adopted FFIEC statement
on securities activities.

Tha narr ousidancrn
L£11T 1iCTwW 5“*““‘1‘—6

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.
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Assets:

Administrative

New Summary 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 summarizing 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
Commercial or Trust
Examination Report furnished
to the bank. Enclosed copy of
the new report form.
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Environmental Liability, SR
Letter 91-20 (FIS) (10-11-91)

Guidance on the examination of
banking organizations’ loan
purtfolio with respect to
environmental liability.
OQutlined elements of loan
policies to mitigate
liability. Transmitted
discussion paper on
environmental liability and
its impact on banking
organizations.

* * ¥ X

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.
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Shared National Credit Program
for 1991, AD Letter 91-19
(FIS) (03-28-91)

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
s-ate-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.

* ¥ k %

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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Shared National Credit
Programs for 1992, AD Letter
91-28 (F1S) (12-10-91)

Letter announced the
commencement 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.

* % Kk %

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.
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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
Certain Acquired Loans and Debt
Securities, #91-057 (04-17-91)

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.”

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.

Qualified Thrift Lender
Test (04-26~91)

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.
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Municipal Bonds Supported by
Guaranteed Investment Contracts
(GICs) Issued 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.
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Assets: Lease

Exclusive Leases
(04-13-92)

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

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.

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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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 make
thrift standards more
consistent with bank
standards. Final rule
issued 09-02-92.

Earnings: Dividends

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.

* k k
Dividend Approval
Requests, EC-257
(10-10-91)

Provided guidance on
processing and evaluating
requests for approval of
proposed dividend
payments.
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Earnings:

Miscellaneous

Quarterly 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.

* k Kk %

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.

¥ Kk k Kk

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.
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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.

*x % * %

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.

aMany of the policy guidance issuances that appear under credit availability could also be classified under another
For conciseness, the policy issuances are listed under only one category.

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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OCC o

Joint Agency News Release
Washington. DC

Friday. Macren 1, 1991

REGULATORS ISSUL JOINT SUPERVISORY POLICIES

The four federal rsgulators of banks and thrift institutions
today issued joint statsments and guidelines to clarify certain
reqgulatery and accounting policiss. Ths agencies said the intant
of this effort is to contributa to a climats in vhich banks and
thrifts vill nake loans to crsdit-vorthy DorTOVers and vorx
constructively wvith borrovers expesriencing financial
difficulvies, consistant with safs and sound banking practices.
The policies encourage incrsased disclosurs about the condition
of financial institutions’' loan portfolics, facilitats extansions
of credit to socund borrovers and the verkout Of problem loans,
and bettar assurs socund assessasnts of ths valus of rTsal estats
<hat-secures loans.

The four requlatery agencias that issued today’'s stataments are
the 0ffice of the Comptroller of the Currency (OCC), the Federal
Daposit Insurance Corporation (FDIC), the Federal Resarve Board
(FRB), and the Offica of TArift Supervisiom (OTS). Together, the
four agancies supervise the activities ef the nation‘s 12,000
commercial banks and 2,400 thrift institutions.

The joint policy statements cover a vide range of issues,
including the following specific points:

Recoanition of income for certain non-performing leans. The
agancies are considering the marits of proposed guidelines
addressing the accrual of income on loans that have bean
partially charged off. The agencies and tha Securities and
fxchange Commission vill both solicit public comment on tha

propesad guidelines.

o . The joint
statenant clarifies that the supervisory svaluation of rsal
estats loans is based on the ability of ths collataral to
generats cash flov over tims, not upon its liquidation

(more)

L12 Compuoter ot the Currency « Feceral Decosk irsurancs Cormonmnon ¢ Feceral Ressrve Boara » OTfics of ThITt Supervision
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. This guidance covers a range of
accounting issues, including cash basis income recognition
on nonperforming loans, treatment of sultiple loans to one
borrowver, and acquisition of nonaccrual assets.

The four agencies also issued a general statement that stressed
the importance of financial institutions working with borrovers
who may be experiencing temporary difficulties. The general
statement discusses previously released policies that deal vith
increased disclosure on nonaccrual loans and guidance on the
application of the definition of Highly Leveraged Transactions
(HLTs). The statement also addresses regulatory policies on
capital levels and loan concentrations, as they reslate to
institutions' ability to make loans to credit-worthy borrovers.

The agencies will send the clarifications and statements to field
examiners and depository institutions. The agencies may also
issue more detailed guidance on the issues covered in today's
joint statements. Copies of the general statement and the joint
policy guidelines released today are available from the OCC,
FDIC, FRB, and 0OTS.
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GENERAL STATEMENT

Recant credit problems have underscored the importance of
prudent lending practices to the overall safety and soundness of
the nation's financial system. The emergence of credit proble=zs
in a number of sectors of the economy has prompted many
depository institutions tc review their lending practices as
well as their capacity to meet credit demands. Many institutions
have wisely tightened credit standards vhere such standards had
become too loose. Others have reduced the pace of lending in
response to the need to shore up their capital positions and
strengthen their balance sheets.

It is possible, hovever, that some depository institutions
may have become overly cautious in their lending practices. 1In
some instances this caution has been attributed to concerns on
the part of lenders that the requlators of depository
institutions are applying excessively rigorous examination
standards.

The Federal banking and thrift regqulators do not wvant the
availability of credit to sound borrovers to be adversely
affected by supervisory policies or depository institutions'’
misunderstandings about them. As a result, the agencies today
are issuing a series of guidelines and statements that are
intended to clarify requlatory policies in a number of areas and
reduce concerns depository institutions may have about extensions
of credit to sound borrowvers. Specifically, the guidelines and
statements released today: (1) encourage enhanced disclosure to

C:amntmilar of the Currency » Federal Deposit Insurance Corporation « Fedaral Ressrve Board * Office of Thrift Supervisic
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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 assessments of the value of real estate by depository

institutions and Federal examiners.

Recent concerns related to a tightening of credit have
focused the agencies' attention on regulatory policies and their
effects on institutions' willingness to extend nevw credit and to
work with troubled borrowers. The guidelines and statements
released today, vhich have been under development for some tinme,
are not intended, nor are they expected, to "solve® all credit
availability problems. When combined with other steps that have
been taken (such as lover money market interest rates and changes
in reserve requirements), these initiatives should help
facilitate prudent credit extensions to sound borrowvers.

Enhanced disclosure will help to ensure that the public is
better informed about the nature of institutions' portfolies.
The nev guidarice recently issued by the Office of the Comptroller
of the Currency (OCC} on suggested disclosures of more detailed
information about nonaccrual loans in public financial
statements, and recent banking agency guidelines on Highly
Leveraged Transactions, should help by differentiating among
broad groups of assets with varying degrees of risk.

Depository institutions have traditionally worked with their
borrowers who are experiencing problems. 1In the current economic
environment, it is especially important for institutions to aveid
shutting off credit to sound borrowers, especially in sectors of
the economy that are experiencing temporary probleams.

Consistent with sound banking practices, depository
institutions, including those with low capital positions, should
work in an appropriate and constructive fashion with borrowers
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who may be experiencing temperary difficulties. Such efforts may
include reasonable workout arrangements or prudent steps to
restructurs extensions of credit. Institutions that have in
place effective internal controls to manage and reduce excessive
concentrations over a reasonable period of time, need not
automatically refuse credit to sound borrowers because of the
borrowar's particular industry or geographic location.

The documents released today by the Federal bank and thrift
requlatory agencies aim to facilitats the workout of problea
loans by addressing the income accrual treatment of formally
restructured debt and acquired nonaccrual loans consistent with
generally accepted accounting principles. Further, there is a
clarification of the accounting treatment of multiple loans to a
single borrower when some, but not all, of the lcans to the
borrower are troubled.

The agencies have also clarified vhen payments may be
recognized as income on a cash basis for loans that have bean
partially charged-off. 1In addition, the agencies are developing
quidelines that address hov institutions can accrue income on
loans that have been partially charged-off.

rinally, the agencies are also clarifying their policies on
the supervisory valuation of real estate. The policies provide
that the evaluation of loan loss reserves or net carrying values
for real estate loans should reflect a realistic market analysis
and not be based solely on liquidation values.

1. Enhanced Disclosure to the Public
A.. Disclosure of Nonaccrual Losns Nonaccrual loans

vary videly with respect to their quality and cash
generating capacity. Consequently, the simple total of such

ENCLOSURE
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loans on an institution's books may not be a good indicator
of the institution's financial position. One method to
address this is to provide more information to the public on
these assets. For example, useful supplemental disclosures
might include information on the amount of charge-offs taken
on nonaccrual loans, the amount of cash payments received on
these assets, and the portion of these loans that generate
substantial cash flow.

0CC recently issued a Banking Bulletin that contains
suggestions for the voluntary disclosure of additional
information on nonaccrual loihl. The Federal requlatory
agencies fully support the voluntary disclosures of the type
suggested by the OCC and described in the attached
statement.

B. Disclosure of Highly lLeveraged Transactions (HLIS)

The Federal banking agencies have previously developed a
uniform ;upcrvisory definition for HLTs. The purpose of the
definition is to provide a consistent means to monitor loans
to HLT borrowers. The agencies have recently provided the
attached additional guidance to examiners and bankers on the
application of this definition. This guidance stresses that
the HLT designation does not imply a supervisory criticism
of the credit.

The guidance also makes clear that certain extensions
of credit, such as loans to debtors-in-possession (DIPs), do
not fit the definition of HLT loans and should not be so
rcpértod. The criteria for the removal of a loan from HLT
status have been expanded in the attached document. The
agencies will continue to reviev these criteria to determine
if other steps are varranted in view of the characteristics
and performance of HLT credits, including the quality and
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reliability of the borrower's cash flow.

2. other Lending Issues

There appears to be some concern that any new lending
by institutions that fail to meet minimum capital
requirements will result in supervisory criticism. Wwhile it
is essential that depository institutions that fail to meet
minimum capital standards take effective and timely steps to
address this deficiency, such institutions are not
necessarily required to cease prudent, low-risk lending
activities. Institutions should attain capital compliance
in a prudent manner that strengthens their financial
conditions. 1Institutions that seek to improve their
capital-to-assets ratios through shrinking their balance
sheets should avoid actions that raise their risk exposure,
such as the sale of all high-quality assets or of core
deposits. Such actions by themselves, or the refusal to
lend tc sound borrovers, fail to achieve the important
objective of improving the quality of under-capitalized
institutions' portfolios.

The agencies share common procedures to address capital
deficiencies at depository institutions. In general, each
agency requires such institutions to prepare a plan that
details the steps they will take to attain the minimum
capital levels. Approved plans generally do not preclude a
continuation of sound lending activities, including prudent
steps to work with borrowvers encountering financial
difficulties.

" Similarly, there appears to be some concern that
institutions with loan concentrations are automatically
turning down good loans. The benefits of adequate portfolio
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diversification are well recognized by depository
institutions and their regulators. Although the regulatory
Agencies have not established rigid rules on asset
concentrations, they are in agresment that, as a matter of
sound operating policy, depository institutions should
establish and adhere to policies that control “concentration
risk.®

Institutions that have in place effective internal
controls to manage and reducs undue concentrations over a
reasonable periocd of time, need not automatically refuse
cradit 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
portfolic, even when concentration levels are not reduced.

3. Recognition of Income on Certain Nonperforming Loans

Questions have been raised regarding the recognition of
income on loans that have been partially charged-off. This
subject is not explicitly addressed in the agencies'
requlatory reporting requirements. The agencies wish to
clarify that payments can be recognized as income on a gash
Rasgis for loans that have been partially charged-off,
vithout requiring that the prior charge-off first be
recovered, so long as the remaining book balance is deemed
fully ceollectible.

The agencies, along with the Securities and Exchange
Commission (SEC), each plan to solicit public comment on
proposed guidelines which would allow certain nonperforming
loans to be placed back on accrual status once the loans are
reduced to an appropriate level through charge-offs. Any

119



ENCLOSURE III

120

7

formal guidance issued will be based on the comments
received from the public and on-going discussions between
the agencies and the SEC.

The agencies have released today supervisory guidance
on a variety of other issues related to nonaccrual assats
and formally restructured debt. These guidelines include a
discussion of regulatory requirsments related to cash basis
income recognition, multiple loans to one borrower, and the
acquisition of nonaccrual assets.

4. Valuation of Real Estate lLoans

In recent months, there have been significant declines
in real estate values in certain markets. In response to
these declines, examiners have revieved the adequacy of
institutions' lcan loss reserves and, vhere they believed it
appropriate, have required additional reserves based on, in
part, their estimates of real estate values.

These actions have focused attention on the techniques
used to assess the value of real estate, especially
commarcial real estate. It is important that valuation
techniques reflect not only existing market conditions, but
also reasonable expectations of the property's performance
in the market over time. The Federal requlatory agencies
are reiterating their policy on the assessment of real
estate values and the establishment of loan loss reserves.

The basic thrust of this guidance is to ensure that
income property loans not be assessed solely on the basis of
liquidation 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 estate markets and the temporary imbalances in the
Supply and demand for real estate that may occur.

S. Reviev of Supervisory Findings

The agencies want to make clear their policy that any
institution may request a reviev 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 RONACCRUAL ASSETS

The purpose of the attached schedula is to provide a
suggested format to banking and thrift organizations for
reporting more information in public disclosures about nonaccrual
assets, including loans, leases, and securities. The additional
disclosures presented in this guidance are not required.
However, financial institutions are encouraged to disclose
publicly this type of information or other information deemed
useful or relevant, in order to improve understanding of the
impact of nonaccrual assets on the imstitution's financial
condition and rasults of operations. Such disclosures may
utilize whatever format is considered appropriate by the
financial institution.

In recent months, the financial institutions industry and
their analysts have placed increasing emphasis on the amount of
nonaccrual assets at banking and thrift organizations. Current
public disclosures about these assets have generally been limited
to the total amount of nonaccrual assats, interest income, and
interest foregone. Such information may not be sufficient to
fully explain the impact of nonaccrual assets on the earnings and
financial condition of financial institutions. As a result, some
financial institutions have said they want to make additional
disclosures about nonaccrual assets in their annual reports.

Attached is an example of a format that could be used to
provide additional information on the characteristics of
nonaccrual assats and their contribution to net income. This
information may prove useful in assessing the prospects for the
orderly workout and ultimate repayment of assets placed in
nonaccrual status. Nonaccrual loans to developing countries are
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a0t intended to be inciuded in the attached example, because
these are generally disclosed separataly.

The detail provided .n the example may not be considered
appropriate or necessary for all banks. Some banks may slect to
disclose more specific categories of nonaccrual assets or only
part of the data in the example. Others may wish to disclose
principal payments on nonaccrual assets, associated collateral
values, or other signif:cant facts. Financial institutions may
also consider providing appropriate similar disclosures related
ZS cther real estate -wnea. :including net cash inflows from the
srcperties, and a segrecat.:on of properties with significant net

cash inflows.

Attachnent
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Generally, the accrusl of income is discontinued when the full collection of principal or interest is in doydt, or when the
paymant of principsl er interest has becose contractuslly 90 days past due unless the obligation is both well secured and in
the process of collection. WNonaccrusl losns amounted to §___ at December 31, 1990. This amount is net of aggregate

charge-offs on these loans of §_____.

Further inforsstion regarding the balance of nonaccrusl Joans at Decesber 31, 1990, snd related interest payment
information, is as follows:

Book balance Contractusl Cash_interest pavaenta applisd aa (6)(7)
st Deceamber balence at recovery of
n, 19% Decesber 31, interest prior partial reduction eof
—1280 Ancoss —Shazras-0ffa. __ecincipal
Contractually pest due with:
© wsubstantiasl performance (1) $ $ $ s $
o limited performance (2) L4 [ 4 $ L $
o no parformance $ $ $ $ $
Contractually current, however,:
]
©o payment In full of principsl
or interest in doubt () [ [ | 4 s
o other (4) s | [} s |

Total
L] L] .3 L L]
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EXPLANATIONS REGARDING SAMPLE NONACCRUAL DISCLOSURE FORMAT
(1) While unable to cure contractual delinquency, the borrowver
in this category would be consistently making substantial
periodic payments relative to the required periodic payments due.
If substantial performance is disclosed, management should be
able to identify a threshold of performance which it considers to
be substantial. While there is not a specified minimum, the
threshold should be sufficient to provide a meaningful
distinction within the information disclosed. This threshold or
definition used should also be disclosed.

The determination of substantial performance will differ
depending upon the loan repayment terms. For amortizing loans,
both principal and interest payments would likely be considered.
For loans with contractual interest-only payments and then a
single principal payment at a specified time, interest
performance only might be considersd. Howvever, if a significant
principal payment vers missed, then performance would likely be
considered something less than substantial. 1In any event,
management should disclose its definition of “substantial®
performances.

(2) Borrower is demonstrating less than substantial performance,
as defined, but is making some periodic payment.

(3) While not contractually past due, the loan has been placed
on nonaccrual 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) Thers is no longer doubt as to full collectibility of
principal or interest. However, for other reasons, the loan is
reported as nonaccrual. For example, interest income- iz being
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recorded on a cash basis, while the borrover demonstrates a
period of performance or interest payments are recorded as loan
loss recoveries.

{(S) Net of charge-offs to-date and interest payments applied to
principal. The book balance should not include any reductions
for any allocations of the allowance for loan and lease losses,
if such allocations are made.

(6) 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 nonaccrual status. The
amount should not include the cash interest payments during the
year from any of these loans prior to their placement on
nonaccrual status.

It will be likely that some loans will move between categories
between reporting dates. 1In such cases, year-to-date cash
interest payment data would be reclassified to the same category
where the period-end balance is reported.

(7) MAdditionally, 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
allow the reader to determine the yield, as follows:

(a) As the cash interest data in the table relates to
year-end balances only, the disclosure might provide a
veighted 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 within the year that individual
loans were in nonaccrual status.
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(b) It may prove difficult to monitor and report weighted
average balances suggested in (a), above, bescause they
relate to period-end balances. Alternatively, management
might supplement the suggested tabular disclosure vith the
following two disclosures related to nonaccrual activity for
the entire reporting period:

== Cash interest payments on all nonaccrual loans while in
nonaccrual status during the period (including loans no.
longer in nonaccrual status at period end). The amount
of payments applied to principal should generally be
distinguished from those which contributed directly to
income to facilitate the determination of yields.

-- Average balance of all nonaccrual loans during the
perioed.
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SUPERVISORY GUIDANCE REGARDING THE
DEFINITION OF HIGHLY-LEVERAGED TRANSACTIONS (HLTS)

The guidelines belowv are intended to supplement the
uniforz interagency definition of HLTs and the existing
procedures for applying this definition.

Qverview. A highly-leveraged transaction is a type of
financing wvhich involves the restructuring of an ongoing business
concern financed primarily with debt. The purpose of an
:ndividual credit is most :mportant wvhen initially determining
HLT status. Once an :ind:v:dual credit is designated as an HLT,
3il currently outstanding and future obligations of the sanme
torrower are also incluced :n HLT totals until such time as the
SorrcwWer is removed from HLT status.

The regulatery surpose of the HLT definition is to
provide a consistent means of aggregating and monitoring this
type of financing transaction. The HLT designation does not
13ply a supervisory crit:cism of a credit. Befors any HLT or any
cther credit is criticized, an examiner reviews a whole range of
factors on a credit-by-credit basis. These factors include cash
flow, general ability to pay intersst and principal on
outstanding debt, economic conditions and trends, the borrover's
future prospects, the quality and continuity of the borrower's
management, and the lender's collateral position. Participation
of banking organizations in highly-leveraged transactions is not
considered inappropriate so long as it is conducted in a sound
and prudent manner, including the maintenance of adequate capital
and loan loss reserves to support the risks associated with these
transactions.
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The agencies have further considered the question of whether some
OIP loans should be included in the HLT portfolio. One important
consideration in this regard is that the bankruptcy estate is
considered a legally separate and distinct borrower from the pre-
bankruptcy borrower. 1In addition, loans to DIPs generally do not
mest the HLT purpose test. Further, the Chapter 11 bankruptcy
code is designed to promote DIP lending and, thereby, affords
significant protection to DIP lenders in order to preserve the
value of the bankruptcy estate and to promote rehabilitation of
the debtor. Therefore. csurt-approved debtor-in-possession (or
tTustee-in-possession) ‘.nancing for a business concern in
Chapter 11 reorganizat:on proceedings will generally be exempt
{rom HLT designation. All pre-petition debt of an HLT borrower
and any post-reorganization debt (after a company emerges from
Chapter 11 bankruptcy) will continue to be included in HLT
exposure until delisting occurs.

-

Guidance on Delisting Credits from HLT Status. Options

are being added to the specific HLT delisting criteria that make
borrowers eligible for delisting from HLT status when all direct
Suyout, acquisition, or recapitalization debt satisfying the HLT
purpose test has bheen paid and vhen companies perform well for
an extended period of time, despite operating with high leverage.
Further, the wording of the specific delisting criteria
pertaining to exposures designated as HLTs because of the 75
percent leverage test is being made consistent with these nevw
cptions. The general delisting criteria are reiterated below
along vith the four specific ways to become eligible for
delisting from HLT status.

(a) General Criteria -- For credits to become eligible for
remsoval 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 circumstances,
two years should be sufficient for the credit to show
performance and to validate the appropriateness of
projections. The banking organization should conduct a
thorough review of the obligor to include, at a minimum,
overall management performance against the business plan,
cash flow coverages, operating sargins, status of asset

sales, if applicable, reduction in leverage, and industry
risk.

(b) Specific Crigeria -- In addition to these general
criteria, at least cne of the following specific criteria
must be met to become eligible for delisting:

(1) For exposures that were included bocausc\o! the 7%
percent leverage test, exposures are eligible for
delisting from HLT status wvhen leverage is reduced
below 75 percent, and the company has demonstrated an
ability to continue servicing debt satisfactorily
without undue reliance on unplanned asset sales.

(2) If two years have passed since a company's most
recent acquisition, buyout, or recapitalization
satisfying the HLT purpose test, then the borrowver's
credits are eligible for delisting from HLT status if
all debt satisfying the HLT purpose test is repaid in
full, even if the borrover’'s 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 generated from cperations, planned sales of
assets, or a capital injection.
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(3) For exposures that were included because of the 75
percant leverage test, 3 borrower's credits are
eligible for delisting when the borroser satisfies the
general performance criteria for delisting for at least
4 (four) consecutive Yyears since its last buyout,
acquisition, or recapitalization involving financing: the
company has a positive net worth: and the company's
leverage ratio does not significantly exceed its industry
norm. Although this criteria does not resquire leverage
to be reduced to less than 75 percent, the borrowver must
demonstrate an ability tq continue servicing debt
satisfactorily w~ithout undue reliance on unplanned
asset sales.

(4) For those exposures that arose under the "doubling
of liabilities to greater than 50 percant" leverage
criteria, delisting is acceptable based upon the
general criteria in (a) above and a demonstrated
ability to satisfactorily continue to service the debt.

As vas stated in previous guidance, any significant changes

in the borrower's financ:al condition after delisting should
cause the exposure to be reviewed for relisting.
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SUPERVISORY GUIDANCE ON CERTAIN ISSUES
RELATING TO NONACCRUAL ASSETS
AND FORMALLY RESTRUCTURED DEBT

Cash basis income recognition. Current regulatory
reporting requirements do not preclude the cash basis
recognition of income on nonaccrual assets (including loans
that have been partially charged off), provided that the
remaining book balance of the loan is deemed fully collectible.
Recognition of interest income on 3 cash basis should
be limited to that which would have been accrued on the
recorded balance at the contractual rate. Any cash interest
received in excess of this limit should be recorded as

recoveries of prior charge-offs until these charge-offs have
bsen fully recovered.

Multiple loans to one borrower. As a general principls,
nonaccrual status for an assset should be determined based on an
assessment of the individual asset’'s collectibility and payment
ability and performance. Thus, wvhen one loan to a borrover is
placed in nonaccrual status, a depository institution does not
automatically have to place all other extensions of credit to that
borrower in nonaccrual status. When a depository institution has
nultiple loans or other extensions of credit outstanding to
a single borrower, and one loan meets criteria for nonaccrual
status, the depository institution should evaluate its other
extensions of credit to that borrower to determine whether one or

more of these other assets should also be placed in nonaccrual
status.

Acquisition of nonaccrual assets. A depository institutien

(or the receiver of a failed institution) may sell loans or debt
securities that the institution had maintained in nonaccrual
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status. Such loans or debt securities that have been acquired from
an unaffiliated third party by a depository institution should be
reported by the purchaser in accordance with AICPA Practice
Bulletin No. 6. When the criteria specified in this Bulletin are
met, these assets may be placed in accrual status.'

Irsateent of formally restructured debt. A loan or other debt
instrument that has been formally restructured in accordance with
FASB Statement No. 15 so as to be rsascnably assured of repayment
and of parformance according to a reasonable repayment schedule
need not be maintained in a nonaccrual status.? In returning the
loan to accrual status, sustained historical payment performance

for a reasonable time prior to the restructuring may be taken into
account.

A FASB 15 restructuring may result in a market yisld on the
recorded investment in the loan, i.e., an effective interest rats
that is equal to the rate that the depository institution is
willing to accépt for a nev loan with comparable risk. While a
loan or other debt instrument that qualifies as a FASB Statement
No. 15 restructuring must be disclosed as such in the year that the
restructuring took place, restructured assets that yield market
rates of interest need not continue to be reported as FASB 15
troubled debt restructurings in subsequent years.

' Practice Bulletin No. 6,
. Anmerican Institute of Certified

Serxtain Acquired loans
Public Accountants, August 1989.
2 Statement of Financial Accounting Standards No. 1S,

Restructurings, Financial Accounting Standards Board, June
1977.
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3

Qther issuss. Bescause an analysis of the Allowvance for Loan
and Lease lLosses (ALLL) requires an assessnent of the ralative
credit risks in the portfolio, many depository institutions
attribute for analytical purposes portions of the ALLL to loans and
other assets classified “substandard® by panagement or a
supervisory agency. Management may do this because it beliaves,
based on past history or other factors, that there may be
unidentified losses associated vwith loans classified in this
category in the aggregate.

Furthermore, management may use this analytical approach in
estimating the total amount necessary for the ALLL and in comparing
the ALLL to various categories of loans over time. As a general
rule, an individual loan classified substandard may remain in
accrual status as long as the regulatory reporting requirements for
accrual treatment are met, even wvhen an attribution of the ALLL has
been made.

ENCLOSURE III
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Office of the Comptroller of the Currency
Federal Deposit Insurance Corporation
Federal Reserve Board

Office of Thrift Supervision

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

November 7, 1991

The recent decline in credit exiended by depository institutions has been attributed to
many factors. These factors include the general slowdown in the economy, the
overbuilding of commercial real estate properties in some markets, the desire of some
household and business borrowers, as well as some depository institutions, ©
strengthen their balance sheets, changes by lenders in underwriting standards, and
concemns about the potential impact of certain supervisory policies or actions. To
ensure that regulatory policies and actions do not inadverntently curtail the availability
of credit 1o sound borrowers, the four Federal regulators of banks and thrifts have
taken a number of steps o clarify and communicate their policies. The antached policy
statement is a further step in this effort.

On March 1, 1991, the four agencies — the Office of the Compurolier of the Currency,
the Federal Deposit Insurance Corporation, the Federal Reserve Board, and the Office
of Thrift Supervision — issued general guidelines that addressed a wide range of
supervisory policies. Included in the March issuance were brief discussions of the
workout of problems loans, lending by undercapitalized institutions, and a general
statement on the valuation of real estats loans.

The anached policy statement expands upon the March 1 and subsequent guidance as
it relates to the review and classification of commercial real estate loans.

The intent of the statement by the agencies is to provide ciear and comprehensive
guidance 10 ensure that supervisory personnel are reviewing loans in a consistent,
prudent, and balanced fashion and to ensure that all interesied parties are aware of the
guidance.

The policy statement emphasizes 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.
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The policy statement also provides guidance on how supervisory personnel analyze the
value of collateral. In gencral, examiners consider the institution’s appraisals of
collateral (or internal evaluations, when applicable) to determine value and they review
the major facts, assumptions and approaches used in determining the value of the
collateral. Examiners seek t0 avoid challenges to underlying assumptions that differ in
only a limited way from norms that would generally be associated with the property
under review. Nonetheless, when reviewing the value of the collateral and any related
management adjustments, examiners ascertain that the value is based on assumptions
that are both prudent and realistic, and not on overly optimistic or overly pessimistic
assumptions.

The policy statement covers a wide range of specific topics, including:

* the general principles that examiners follow in reviewing commercial real estate
loan portfolios:

* the indicators of troubled real estate markets, projects, and related indebtedness;

* the factors examiners consider in their review of individual loans, including the use
of appraisals and the determination of collateral value:

* a discussion of approaches 1o valuing real estate, especially in troubled markets;

* the classification guidelines followed by the agencies, including the treatment of
guarantees: and

» the factors considered in the evaluation of an institution's allowance foi' loan and
lease losses.

This statement is intended (0 ensure that all supervisory personnel, lending institutions
and other interested parties have a clear understanding of the agencies’ policies.
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Interagency Policy Statement on the Review and
Classification of Commercial Real Estate Loans'

Introduction

This policy statement sddresses the review and classification of commercial real estate
loans by examiners of the federal bank and thrift regulatory agencies.? Guidance is
also provided on the amalysis of the value of the underying collateral. In addition,
this policy statement summarizes principles for evaluating an institution’s process for
determining the appropriate level for the allowance for loan and lease losses, including
amounts that have been based on an analysis of the commercial real estate Joan
portfolio.” These guidelines are intended to promote the prudent, balanced, and
consistent supervisory treamment of commercial real estate loans, including those to
borrowers experiencing financial difficulties.

The anachments to this policy statement address three topics related to the review of
commercial real estate foans by examiners. The topics include the treamment of
guarantees in the classification process (Attachment 1); background information on the
valuation of income-producing commercial real estate loans in the examination process
(Anachment 2); and definitions of classification terms used by the federal bank and
thrift regulatory agencies (Attachment 3).

Examiner Review of Commercial Real Estate Loans

Loan Policy and Administration Review. As part of the analysis of an institution’s
commercial real estate loan portfolio, examiners review lending policies, loan
administration procedures. and credit risk control procedures. The maintenance of
prudent written lending policies, effective iniemal systems and controls, and thorough

' For purposss of Uss policy saiement. “commercal real estate losns” refers © all loans secured by real snaie, except
for lowns secured by | ~ 4 famuly residential propernes. This does 50t refer (o loans whers the undarlying collateral bas
boen taken solely Urough an abundance of cauton whert the \erms a3 & consequence have not been made mors {svorabls
than they would have bems s the sbuence of the b

! The agencies issumg this policy sasement are the Board of Governons of the Federal Reserve System, the Fedenal
Deposit Insurance Corporsnon. the Office of the Camprroller of the Currency, and the Office of Thrift Supervision.

? For analytical purposes, as pan of us overall esuma of the allowance for lom nd lease losses (ALLL) mansgement
tay stnbute s poraon of the ALLL 0 the commercaal real esais loms portfalio. However, this does not inply that soy
pon of the ALLL is segregamed for, or aliocated 10, any parucular asset or group of asses. The ALLL is availsble 10 sbsort
all credut losses onginsung from the loan and lease porfolio.

For savings innautions, the ALLL 15 referred 16 as the “genenal valuation allowance™ for purposes of the Thift
Fmancual Repon.
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loan documentation are essential 10 the institution’s management of the lending
function.

The policies governing an institution's real estate lending activities must inciude
prudent underwriting standards that are periodically reviewed by the board of directors
and clearly communicated to the institution’s management and lending staff. The
institution must also have credit risk control procedures that incinde, for example,
prudent intemnal limits on exposure, an effective credit review and classification
process, and a methodalogy for ensuring that the allowance for loan and lease losses is
maintained at an adequate level. The compiexity and scope of these policies and
procedures should be appropriate o the size of the institution and the nature of the
instinstion's activities, and should be consistent with prudent banking practices and

relevant regulatory requirements.

Indicators of Troubled Real Estate Markets and Projects, and Reiated
Indebtedness. In order to evaluate the collectibility of an institution’s commercial real
estate portfolio, examiners should be alert for indicators of weakness in the real estate
markets served by the institution. They should also be alent for indicators of actual or
potamdpmblansinmemdmduﬂmmucidrwmmpmormm
financed by the instinmtion.

Available indicators, such as pemnits for — and the value of — new construction,
absorption rates, employment trends, and vacancy rates, are useful in evaluating the
condition of commercial real estate markets. Weaknesses disclosed by these types of
statistics may indicate that a real estate market is experiencing difficulties that may
result in cash flow problems for individual real estate projects, declining real estate
values, and ultimately, in toubled commercial real estate loans.

Indicators of potential or actual difficulties in commercial real estate projects may
include:

* An excess of similar projects under construction.

 Construction delays or other unplanned adverse events resulting in cost overruns
that may require renegotiation of loan terms.

 Lack of a sound feasibility study or analysis that reflects current and reasonably
anticipated market conditions.

+ Changes in concept or plan (for example, a condominium project converted to an
apanment project because of unfavorable market conditions).

+ Rent concessions or sales discounts resulting in cash flow below the level projected
in the original feasibility study or appraisal

 Concessions on finishing tenant space, moving expenses, and lease buyouts.
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» Slow leasing or lack of susuined sales activity and increasing sales cancellations
that may reduce the project's income potential, resulting in protracted repayment or
default on the loan.

+ Delinquent lease payments from major tenants.
* Land values that assume future rezoning.

¢ Tax amrearages.

As the problems associated with a commercial real estate project become more
pronounced, problems with the related indebtedness may also arise. Such problems
include diminished cash flow to service the debt and delinquent interest and principal
payments.

While some commercial real estate loans become troubled because of a general
downtum in the market, others become troubled because they were originated on an
unsound or a liberal basis. Common examples of these types of problems include:

» Loans with no or minimal borrower equity.

* Loans on speculative undeveloped propesty where the borrowers' only source of
repayment is the sale of the propeny.

* Loans based on land values that have been driven up by rapid tumover of
ownership, but without any corresponding improvements to the property or support-
able income projections to justify an increase in value.

* Additional advances to service an existing loan that lacks credible suppont for full
repayment from reliable sources.

* Loans w borrowers with no development plans or noncurrent development plans.

* Renewals, exiensions and refinancings that lack credibie support for full repayment
from reliable sources and that do not have a reasonable repayment schedule.*

Examiner Review of Individual Loans, Incduding the Analysis of Collateral Value.
The focus of an examiner's review of a commercial real eswate loan, including binding
commitments, is the ability of the loan to be repaid. The principal factors that bear on
this analysis are the income-producing potential of the underlying collateral and the
borrower’s willingness and capacity to repay under the existing loan terms from the
borrower’s other resources if necessary. In evaluating the overall risk associated with

As discussed more fully in the saction on clastification guidelines, the refinsncing or renewing of loans o sound
borrowers would not result in a supervisory classification or criticism unless well defined weaknesses exist that jeopardize
repsymeri of the loars. Consistent with sound benking practices, instinstions thould work in an approprise and
cosrucave manner with borrowers who may be expenenang temparary difficalues,

3
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a commercial real estate loan, examiners consider a number of factors, including the
character, overall financial condition and resources, and payment record of the
borrower; the prospects for support from any financially responsible guarantors: and
the nature and degree of protection provided by the cash flow and value of the
underlying collateral® However, as other sources of repayment for a troubled
commercial real estate loan become inadequate over time, the importance of the
collateral’s value in the analysis of the loan necessarily increases.

The appraisal regulations of the federal bank and thrift regulatory agencies require
insticutions to obtain appraisals when cetain criteria are met* Management is .
responsible for reviewing each appraisal’s assumptions and conclusions for reasonable-
ness. Appraisal assumptions should not be based solely on current conditions that
ignore the stabilized income-producing capacity of the property.’ Management should
adjust any assumptions used by an appraiser in determining value that are overly
optimistic or pessimistic.

An examiner analyzes the collateral’s value as determined by the instimution's most
recent appraisal (or intemal evaluation, as applicable). An examiner reviews the major
facts, assumptions, and approaches used by the appraiser (including any comments
made by management on the value rendered by the sppraiser). Under the
circumstances described below, the examiner may make adjustments to this assessment
of value. This review and any resulting adjustments to value are solely for purposes
of an examiner's analysis and classification of a credit and do not involve actual
adjustments to an appraisal.

A discounted cash flow analysis is an appropriate method for estimating the value of
income-producing real estate collateral® This approach is discussed in more detail in
Anachment 2. This analysis should not be based solely on the cusrent performance of
the collateral or similar properties; rather, it should take into account, on a discounted
basis, the ability of the real estate 10 generate income over time based upon reasonable
and supportable assumptions.

? The vessnem of guerantess 1n the classification process is discussed in Atschnent 1.

¢ Dupanment of the Treasury, Office of the Compuroller of the Curmncy, 12 CFR Pant 34 (Docket No. 90-16); Board
of Govemors of ths Federsl Reserve Sysum. 12 CFR Paru 208 and 225 (Reguistion H and Y; Dockes No. R-0685)
Foderal Daposst Insurance Corporauson, 12 CFR 323 (RIN 3064.AB0SY. Deparamans of the Treasury, Offics of Thrift
Supervition, 12 CFR Pant 564 (Docka No. 90-1499).

! WMMSsﬁMnMMuMMWWMMIW
occupancy and rental rues; & may be adjunaed upward or downward from lodey’s actual markes conditions.

* The rea) estate appraisal reguisuons of the foderal bank and theift regulsiory sgencies include a requirement that an
140 epprusal (a) faliow & reasonable valusuon method that addresses the disect sales commparison, incorne, and ¢ost spprosches
to markes vaiue, (b) reconcile these approaches: and (c) explain the elimination of each spproach not used. A discaumted

cash flow snalysis is recognized as & valusuan method for the income spproach.
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When reviewing the reasonableness of the facts and assumptions associated with the
value of the collateral, examiners may evaluate:

* Current and projected vacancy and absorption rates;
* Lease renewal trends and anticipated rents;

Volume and trends in past due leases;

Effective rental rates or sale prices (taking into account all concessions),
* Net operating income of the property as compared with budget projections; and
« Discount rates and direct capitalization ("cap”) rues.’

The capacity of a property to generate cash flow 10 service a loan is evaluated based
upon rens (or sales), expenses, and rates of occupancy that are reasonably estimated to
be achieved over time. The determination of the level of stabilized occupancy and
rerual rates should be based upon an analysis of current and reasonably expected
market conditions, taking into consideration historical levels when appropriate. The
analysis of collateral values should not be based upon a simple projection of current
levels of net operating income if markets are depressed or reflect speculative pressures
but can be expecied over a reasonable period of time to retum to normal (stabilized)
conditions. Judgment is involved in determining the time that it will take for a
propenty to achieve stabilized occupancy and rental rates.

Examiners do not make adjustments to appraisal assumptions for credit analysis
purposes based on worst case scenarios that are unlikely to occur. For example, an
examiner would not necessarily assume that a building will become vacant just
because an existing tenant who is renting at a rate above today’s market rate may
vacate the property when the current lease expires. On the other hand, an adjustment
10 value may be appropriate for credit analysis purposes when the valuation assumes
renewal at the above-market rate, unless that rate is a reasonable estimate of the
expected market rate at the time of renewal,

When estimating the value of income-producing real estate, discount rates and "cap”
rates should reflect reasonable expectations about the rate of return that investors
require under normal, orderly and sustainable market conditions. Exaggerated,
imprudent, or unsustainably high or low discount rates, "cap” rates, and income
projections should not be used. Direct capitalization of noastabilized income flows
should also not be used.

Assumptions, when recently made by qualified appraisers (and, as appropriate, by
instinntion management) and when consistent with the discussion above, should be

' Ausctunent 2 includes & discussion of discount rates and direcs capitalizasion rues
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given a reasonable amomx of deference. Examiners should not challenge the
underlying assumprions, including discount rates and "cap” rases used in appraisals,
that differ only in a limited way from norms that would generally be associated with
the property under review. The estimated value of the underlying collateral may be
adjusted for credit analysis purposes when the examiner can establish that any underly-
ing facts or assumptions are inappropriate and can support alternative assumptions.

Classification Guidelines

As with other types of loans, commercial real estate loans that are adequately protected
by the current sound worth and debt service capacity of the borrower, guarantor, or the
underlying collateral generally are not classified. Similarly, loans to sound borrowers
that are refinanced or renewed in accordance with prudent underwriting standards,
including loans w creditworthy commercial or residential real estate developers, should
not be classified or criticized unless well-defined weaknesses exist that jeopardize
repayment. An institmtion will not be criticized for continuing to carry loans having
weaknesses that result in classification or criticism as long as the institution has a well-
conceived and effective workout plan for such borrowers, and effective internal
conuols to manage the level of these loans.

In evaluating commercial real estate credits for possible classification, examiners apply
standard classification definitions (Atachment 3)."° In determining the appropriate
classification, consideration should be given 1o all important iriformation on repayment
prospects, including information on the borrower’s creditworthiness, the value of, and
cash flow provided by, all collateral supporting the loan, and any support provided by
financially responsible guarantors.

The loan's record of performance to date is important and must be taken into
consideration. As a general principle, a performing commercial real estate loan should
not automatically be classified or charged-off solely because the value of the
underlying collateral has declined 10 an amount that is less than the loan balance.
However, it would be appropriate to classify a performing loan when well-defined
weaknesses exist that jeopardize repayment, such as the lack of credible suppon for
full repayment from reliable sources.!

These principles hold for individual credits, even if portions or segments of the
industry 1o which the borrower belongs are experiencing financial difficultics. The
evaluation of each credit should be based upon the fundamental characteristics

* These definitions are presernted 1 Anachment 3 and address asses classified “substandard.” “doubtful,” or “loss™ for
supervisory purposes.

' Anciber issne tha ariscs ia the review of & commercial real esie losn is the loan’s Wreatment as an accruing asset
OF 33 & ponaceTual asset for reporung purposes. The federal bank and tifs regulatory agencies have provided guidance
o0 noneccrual suatas in the mmructans for the Reporis of Condition and Income (Call Reports) for banks, and in the
insiructions for the Thrift Fsamcul Report for savings associanans, and in relsed supervisory guidance of the sgencies.
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affecting the collectibility of the pamicular credit. The problems broadly associated
with some sectors or segments of an industry, such as certsin commercial real estate
markets, should not lead to overly pessimistic assessments of particular credits that are
not affected by the problems of the troubled sectors.

Classification of troubled project-dependent commercial real estate loans.” The
following guidelines for classifying a troubled commercial real estate loan apply when
the repasyment of the deix will be provided solely by the underlying real estate
collateral, and there are no other svailable and reliable sources of repayment.

As a genenal principie, for a troubled project-dependent commercial real estate loxn,
any portion of the loan balance that exceeds the amount that is adequately secured by
the value of the collateral, and that can clearly be identified as uncollectible, should be
classified "loss."® The portion of the loan balance that is adequately secured by the
value of the collateral should generally be classified no worse than “substandard.” The
amount of the loan balance in excess of the value of the collatersl, or portions thereof,
should be classified "doubtful® when the potential for full loss may be mitigated by the
outcomes Of cermin pending events, or when loss is expected but the amount of the
loss cannot be reasonably determined.

lfmrmnedbyheundaiyingdmmﬁminumyma'dmbﬁﬂ'
classification on the entire loan balance. However, this would occur infrequemly.

Guidelines for classifying partially charged-off loans. Based upon consideration of
all relevant factors, an evaluation may indicate that & credit has well-defined
weaknesses that jeopardize collection in full, but that a portion of the loan may be
reasonably assured of collection. When an institution has taken a charge-off in an
amount sufficient that the remaining recorded balance of the loan (a) is being serviced
(based upon reliable sources) and (b) is reasonably assured of collection, classification
of the remaining recorded balance may not be appropriate. Classification would be
appropriate when well-defined weaknesses continue to be present in the remaining
recorded balance. In such cases, the remaining recorded balance would generally be
classified no more severely than "substandard.”

A more severe classification than "substandard” for the remaining recorded balance
would be appropriate if the Joss exposure cannot be reasonably determined, ¢.g., where
significant risk exposures are perceived, such as might be the case for bankruptcy
simﬁomorforlomcoﬂaenﬁzedbypmpaﬂssubjeawmﬁmmmm

In additon, classification of the remaining recorded balance would be appropriate
when sources of repayment are considered unreliable.

“mmhhmuummummmnmth‘w@lth
benk regulasory seportng pasposss or “real estais owned” for thrift reguisory reporting purposes. Guidanes on these msats
is preseviad W supervisory and reponting guidance of the agencies.

® For purposes of this discussion, the “value of the collaeral” is the value used by the examiner for credit analysis
143 purposes, as discussed in & previous sacthon of this policy sisement.
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Guidelines for classifying formally restructured loans. The classificarion treatment
previously discussed for s partially charged off loan would siso generally be
appropriate for a formally restructured Joan when partial chasge-offs have been taken.
For a formally restructured loan, the focus of the examiner's analysis is on the ability
of the borrower 10 repay the loan in accordance with its modified terms. Qlassification
of a formally restructured loan would be appropriate, if, after the restructuring, well-
defined weaknesses exist that jeopandize the orderly repayment of the loan in
accordance with reasonable modified terms.* Troubled commercial real estate loans
whose terms have been restructured should be identified in the institution’s intemal
credit review system, and closely monitored by management.

Review of the Allowance for Loan and Lease Losses (ALLL)"

The adequacy of a depository institution's ALLL, including smounts based on an
analysis of the commercial real estate portfolio, must be based on a careful, well
doc:mmed.uﬂconiaaﬂyappﬁedmﬂyﬂsoﬂheinsﬁmﬂm’sbmmmm
lio.

The determination of the adequacy of the ALLL should be based upon management's
consideration of all current significant conditions that migin affect the ability of
borrowers (or guarantors, if any) 1o fulfill their obligations w the institntion. While
historical loss experience provides a reasonable starting point, hiswrical losses or even
recent trends in losses are not sufficient without further analysis and cannot produce a
reliable estimate of anticipated loss. .

In determining the adequacy of the ALLL, management should also cousider other
factors, including changes in the nature and volume of the postfolio: the experience.
ability, and depth of lending management and staff; changes in credit standards: collec-
tion policies and historical collection experience; concentrations of credit risk: trends in
the volume and severity of past due and classified loans; and trends in the volume of
nonaccrual loans, specific problem loans and commimments. In addition, this analysis
should consider the quality of the institution's sysiems and management in identifying,
monitoring, and addressing asset quality problems. Furthermore, management should
consider external factors such as local and national economic conditions and

“ Aa exampie of 5 resrecssred commercial real estae loan that does act have seasonable modified werms would be
“cash flow” mongage which requires inweren: payments only when the underying collateral genersies cash flow but provides
20 substantive banefits 1 the lending msntstion.

¥ Each 6 the federal bank and thrift regulatory agencies have issued guidance on the allowance for loss and leass
lotses. The following discesnon sumenanzas general principles for assessing the sdoquacy of the allowancs for lomn and
loase losses.

* The estination process described in this section permits for a more sccorse esimase of anticipsiad losses than could
be achieved by sssesung the loan pordalio solely on an aggregate buasis. Howewer, it is only an estimation process and

dom oot immply that any pan of the ALLL is segregasad for, or allocaied 10, sy pasticular asse or group of sssets. The
ALLL is svailable 1o absorb all credit Josses originaung from the loan and lease portfolia.
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developments; competition; and legal and regulatory requirements: as well as
reasonably foreseesble events that are likely o affect the collectibility of the loan
portfolio.

Management should adequately document the factors that were considered, the
methodology and process that were used in determining the adequacy of the ALLL,
and the range of possible credit losses estimated by this process. The complexity and
scope of this analysis must be appropriate © the size and natre of the instinition and
provide for sufficient flexibility to accommodate changing circumstances.

Examiners will evaluae the methodology and process that management has followed
in arriving at an overall estimate of the ALLL in order to assure that all of the relevant
faciors affecting the collectibility of the portfolio have been appropriately considered.
In addition, the overall estimate of the ALLL and the range of possible credit losses
estimated by management will be reviewed for reasonableness in view of these factors.
This examiner analysis will also consider the quality of the institution's systems and
management in identifying, monitoring, and addressing asset quality problems.

As discussed in the previous section on classification guidelines, the value of the
connemiscomiduedbyenmineninrcviewingmdchsd!yinzacommerddml
estate loan. However, for a performing commercial real estate loan, the supervisory
policies of the agencies do not require automatic increases to the ALLL solely because
the value of the collateral has declined to an amount that is less than the loan balance.

In assessing the ALLL during examinations, it is important to recognize that
management's process, methodology, and underlying assumptions require a substantial
degree of judgment. Even when an institution maintains sound loan administration and
collection procedures and effective internal systems and controls, the estimation of
antcipated losses may not be precise due to the wide range of factors that must be
considered. Further, the ability to estimate anticipated loss on specific loans and
categories of loans improves over time as substantive information accumulates
regarding the faciors affecting repayment prospects. When management has (a)
maintained effective sysiems and controls for identifying, monitoring and addressing
asset quality problems and (b) analyzed all significant factors affecting the
collectibility of the portfolio, considerable weight should be given t0 management's
estimates in assessing the adequacy of the ALLL.
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ENCLOSURE III
Attachment 1 .

TREATMENT OF GUARANTEES
IN THE CLASSIFICATION PROCESS

Initially, the original source of repayment and the borrower’s intent and ability
fulfill the obligation withowut reliance on third party guarantors will be the primary
basis for the review and classification of assets.! The federal bank and thrift
regulatory agencies will, however, consider the support provided by guarantees in the
determination of the appropriate classification treatment for troubled loans. The
presence of a guarantee from a “financially responsible guarantor,” as described below,
may be sufficient to preciude classification or reduce the severity of classification.

For purposes of this discussion, a guarantee from a "financially responsible guarantor”
has the following anributes:

* The guarantor must have both the financial capacity and willingness to provide
suppon for the credit;

. mmuofﬂtmmweismchﬂmkéanpmvideﬂpponformymofthe
indebtedness, in whole or in part, during the remaining loan term; and®

* The guarantee should be legally enforceable.

The above characteristics generally indicate that a guarantee may improve the
prospects for repayment of the debt obligation.

Considerations relating t0 a guarantor’s financial capacity. The lending institution
must have sufficient information on the guarantor’s financial condition, income,
liquidity, cash flow, contingent liabilities, and other relevant factors (including credit
ratings, when available) 1o demonstrate the guarantor's financial capacity to fulfill the
obligation. Also, it is impornant to consider the number and amount of guarantees
currently extended by a guarantor, in order to determine that the guarantor has the
financial capacity to fulfill the contingemt claims that exist.

Considerations relating to a guarantor’s willingness to repay. Examiners normally
rely on their analysis of the guarantor’s financial strength and assume a willingness ©
perform unless there is evidence 10 the contrary. This assumption may be modified

' Saree loans are oviginuwd based prmasily upon the financial sirength of the guaranioe, who is, i subsunce, the
primary source of repayment. In such circumstances, examiners generally assess he colleaiibility of the Joss based upos
the guarantor's ability 10 repey the losn.

'hmmﬂm&(aml&wmdnuum i wonld nox be spproprise
mmwmmnm-wumumdmm
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based on the “track record” of the guarantor, including payments made to date on the
asset under review or other obligations.

Examiners give due consideration 10 those guarantors that have demonstrated their
ability and willingness to fulfill previous obligations in their evaluation of current
guarantees on similar assets, An important consideration will be whether previously
required performance under guarantees was voluntary or the sesult of legal or other
actions by the lender to enforce the guarantee. However, examiners give limited
credence, if any, to guarantees from obligors who have reneged on obligations in the
pasy, unless there is clear evidence that the guaramor has the ability and intent to
honor the specific guarantee obligation under review.

Examiners also consider the economic incentives for performance from guarantors:

* Who have already panially performed under the guarantee or who have other
significant investments in the project;

* Whose other sound projects are cross-collateralized or otherwise intertwined with
the credit; or

* Where the guarantees are collateralized by readily marketable assets that are under
the control of a third parny.

Other considerations. In general, only guarantees that are legally enforceable will be
relied upon. However, all legally enforceable guaraniees may not be acceptable. In
addition 1o the guaranior's financial capacity and willingness to perform, it is expected
that the guarantee will not be subject 10 significant delays in collection, or undue
complexities or uncenainties about the guarantee.

The nature of the guarantes is also considered by examiners. For exampie, some
guarantees for real estate projects only pertain to the development and construction
phases of the project. As such, these limited guaraniees would not be relied upon to
suppornt a troubled loan after the completion of those phases.

Examiners also consider the institution's intent to enforce the guarantee and whether
there are valid reasons to preclude an institution from pursuing the guarantee. A
history of timely enforcement and successful collection of the full amount of
guarantees will be a positive consideration in the classification process.

1l
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. Attachment 2
THE VALUATION OF INCOME-PRODUCING REAL ESTATE

Appraisals are professional judgments of the market value of real property. Three
basic valuation approaches are used by professional appraisers in estimating the market
value of real propenty —~ the cost approach, the market data or direct sales comparison
approach, and the income approach. The principles governing the three approaches are
widely known in the appraisal field and were recently referenced in parallel regulations
issued by each of the federal bank and thrift regulatory agencies. When evaluating the
collateral for problem credits, the three valuation approaches are not equally
appropriate.

1. Cost Approach. In the cost approach, the appraiser estimates the reproduction
cost of the building and improvements, deducts estimated depreciation, and adds
the value of the land. The cost approach is particularty helpful when reviewing
draws on construction loans. However, as the property increases in age, both
reproduction cost and depreciation become more difficult to estimate. Except
for special purpose facilities, the cost approach is usually inappropriate in a
troubled real estate market because construction costs for a new facility normally
exceed the market value of existing comparable properties.

2 Market Data or Direct Sales Comparison Approach. This approach examines
the price of similar properties that have sold recently in the local market,
estimating the value of the subject property based on the comparable properties’
selling price. It is very imponant that the characteristics of the observed
transactions be similar in terms of market location, financing terms, property
condition and use, timing, and transaction costs. The market approach generally
is used in valuing owner-occupied residential propernty because comparable sales
data are typically available. When adequate sales data are availabie, an analyst
generally will give the most weight 1o this type of estimate. Often, however, the
available sales data for commercial properties are not sufficient to justify a
conclusion.

3. The Income Approach. The economic value of an income-producing property
is the discounted value of the future net operating income stream, including any
“reversion” value of property when sold. If competitive markets are working
perfectly, the observed sales price should be equal to this value. For unique
properties or in markets that are thin or subject 10 disorderly or unusual
conditions, market value based on a comparable sales approach may be either
unavailable or distorted. In such cases, the income approach is usually the
appropriate method for valuing the property.
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The income approach converts all expected future net operating income into
present value terms.  When market conditions are stable and no unusual patterns
of future rents and occupancy rates are expected, the direct capitalization method
is often used to estimate the present value of future income streams. For
troubled properties, however, examiners typically utilize the more explicit
discounted cash flow (net present value) method for analytical purposes. In that
method, a time frame for achieving a "stabilized”, or normal, occupancy and
rent level is projected. Each year's net operating income during that period is
discounted 10 arrive at the present value of expected future cash flows. The
property’s anticipated sales valuc at the end of the period until stabilization (its
terminal or reversion value) is then estimated. The reversion value represents
the capitalization of all future income streams of the property afier the projected
occupancy level is achieved. The terminal or reversion value is then discounted
0 its present value and added to the discounted income stream to arrive at the
total present market value of the propery.

Valuation of Troubled Income-Producing Properties

When an income property is experiencing financial difficulties due to general market
conditions or due to its own characteristics, data on comparable property sales often
are difficult to obtain. Troubled properties may be hard to market, and normal
financing arrangements may not be available. Moreover, forced and liquidation sales
can dominate market activity. When the use of comparables is not feasible (which is
often the case for commercial propenies), the net present value of the most reasonable
expectation of the property’s income-producing capacity — not just in today's market
but over time — offers the most appropriate method of valuation in the supervisory
process.

Estimates of the property's value should be based upon reasonable and supportable
projections of the determinants of future net operating income: rents (or sales),
expenses and rates of occupancy. Judgment is involved in estimating all of these
factors. The primary considerations for these projections include hiswrical levels and
trends, the current market performance achieved by the subject and similar propenies,
and economically feasible and defensible projections of future demand and supply
conditions. To the extent that current market activity is dominated by a limited
number of transactions or liquidation sales, high "capitalization” and discount rates
implied by such transactions should not be used. Rather, analysts should use rates that
reflect market conditions that are neither highly speculative nor depressed for the type
of property being valued and that propenty's location.

13
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This method alone is not appropriate for troubled real estate since income generated by
the property is not at normal or stabilized levels In evaluating troubled real estate,
ordinary discounting typically is used for the period before the project reaches its full
income potential. A “terminal” "cap” rate is then utilized t0 estimate the value of the
property (its reversion or sales price) at the end of that period.

Differences Between Discount and Cap Rates. When used for estimating real estate
market values, discount and "cap” rates should reflect the current market requirements
for rates of return on properties of a given type. The discount rate is the required rate
of retum including the expected increases in fumre prices and is applied to income
streams reflecting inflation. In contrast, the "cap” raie is used in conjunction with a
stabilized net operating income figure. The fact that discourt rates for real estate are
typically higher than “cap” rates reflects the principal difference in the trestment of
expected increases in net operating income and/or property values.

Other factors affecting the "cap” rate used (but not the discount rate) include the useful
life of the property and financing arrangements. The useful life of the property being
evaluated affects the magnitude of the “cap” rate because the income generated by a
propenty, in addition w0 providing the required retum on investment, must be sufficient
1o compensate the invesior for the depreciation of the property over its useful life.

The longer the useful life, the smaller is the depreciation in any one year; hence, the
smaller is the annual income required by the investor, and the lower is the "cap” rate.
Differences in terms and the exient of detx financing and the related costs must also be
taken into account.

‘Selecting Discount and Cap Rates. The choice of the appropriate values for discount

and “cap” rates is a key aspect of income analysis. Both in markets marked by lack of
transactions and those characierized by highly speculative or unusually pessimistic
amitudes, analysts consider historical required retums on the type of property in
question. Where marke: information is available to determine current required yields,
analyss carefully analyze sales prices for differences in financing, special rental
arrangements, tenant improvements, property location, and building characteristics. In
most local markers, the estimates of discount and "cap” rates used in income analysis
should generally fall within a fairly narrow range for comparable properties.

Holding Period vs. Marketing Period. When the income approach is applied to
troubled properties, a time frame is chosen over which a property is expected 10
achieve stabilized occupancy and rental rates (stabilized income). That time period is .
sometimes referred to as the "holding period.” The longer the period before
subilization, the smaller will be the reversion value included in the total value
estimate,

The holding period should be distinguished from the concept of "marketing period” —
a lerm used in estimating the value of a propenty under the sales comparison approach

15
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and in discussions of property value when real estate is being sold. The marketing
period is the length of time that may be required to sell the property in an open
market,
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Glossary

AppnhLAwﬁmamanindepmdmlyandimpuﬁmyp:medbyathﬁed
appraiser seuing forth an opinion as to the market value of an adequately described

pmpenyuofaq:edﬁcdae(s).wpponedbyﬂzp:mmdmﬂymofm
market information.

Capitalization rate. A rate used to convert income int value. Specifically, it is the
ratio between a property’s stabilized net operating income and the property’s sales
price. Sometimes referred 10 as an overall rate because it can be computed as a
weighied average of component investment claims on net operating income.

Discount rate. A rate of return used to convert future payments or receipts into their
present value.

Holding period. The time frame over which a property is expected to achicve
stabilized occupancy and rental rates (stabilized income).

Market value, The most probable cash sale price which a property should bring in a
competitive and open market under all conditions requisite 1 a fair sale, the buyer and
seller each acting prudently and knowledgeably, and assuming the price is not affected
by undue stimulus. Implicit in this definition is the consummarion of a sale as of a
specified date and the passing of title from seller to buyer under conditions whereby:

1. buyer and seller are typically motivated (i.e., motivated by self-interest);

2. both parties are well informed or well advised, and acting in what they consider
their own best interests:

3. a reasonable time is allowed for exposure in the open market:

4. payment is made in terms of cash in U.S. dollars or in terms of financial
amangements comparable thereto; and

5. the price represents the normal consideration for the property sold unaffected by
special or creative financing or sales concessions granted by anyone associated
with the sale.

Marketing period. The term in which an owner of a propenty is actively atempting to
sell that propenty in a competitive and open market

Net operating income (NOI). Annual income after all expenses have been deducied,
except for depreciation and debt service.
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Attachment 3

Classification Definitions'

The federal bank and thrift regulatory agencies currently utilize the following
definitions for assets classified "substandard,” "doubtful,” and “loss" for supervisory
purposes:

Substandard Assets. A substandard asset is inadequately protected by the current
sound worth and paying capacity of the obligor or of the collseral pledged, if any.
Assets 20 classified must have 2 well-defined weakness or weaknesses that jeopardize
the liquidation of the debt. They are characterized by the distinct possibility that the
institution will sustain some loss if the deficiencies are not corrected.

Doubtful Assets. An asset classified doubtful has all the weaknesses inherent in one
classified substandard with the added characteristic that the wesknesses make
collection or liquidation in full, on the basis of currently existing facts, conditions, and
values, highly questionable and improbable.

Loss Assets. Assets classified loss are considered uncollectible and of such little value
that their continuance as bankable assets is not warranted. This classification does not
mean that the asset has absolutely no recovery or salvage valoe, but rather it is not
practical or desirable w0 defer writing off this basically worthless asset even though
partial recovery may be effected in the future,

! Office of the Compuraller of the Cumrency, Comporolier's Headbook for Netienal Beak Esaminers, Secticn 215.1,
"Quassificason of Credus:™ Board of Governors of the Federa) Reserve Sysicm, Comwnercial Bank Examination Manuel,
Sequon 215.1, "Qassificascn of Credus:” Office of Thrift Supervision, Thrift Activisies Regulaiory Handbeok, Section 260,
“Cassificaison of Assets.” Federal Depont Insurance Corporation, Division of Supervision Manual of Examinasion Policiss,
Secuon 3.1, “Losms.”
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- TREASURY NEWS

Depurtment of the Treasury ¢ Washington, B.C. ¢ Telephone 566-2041
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NOM

Embargoed Until 3PX - Contact:
October 8, 1991 Claire Buchan
566-8773

EABING THE CREDIT CRUNCE TO0 PROMOTE ECONOMIC GROWIR

Secretary of the Treasury Nicholas Brady today announced nev
steps in the Administration's ongoing efforts to address “credit
crunch® problems identified by the business community, bankers,
and regulators. The steps build on the President's economic
agenda and are ained at sustaining the economic recovery.

"Maintaining the economic recovery depeands on banks playing their
traditional role, businesses making investments, and consuzers
purchasing goods and services,” Brady said. Recent statistics
shov employment levels, housing starts, and industrial production
rising. The Administraticn wants to insure that proper balance
in the regulation of the banking sector continues the upvard
trend and that Congress passes other Administration economic

growth proposals.

The Administration's new steps wvers developed in consultation
vith the Federal Reserve Board, Federal Deposit Insurance
Corporation, Office of the Comptroller of the Currsncy, and the
Office of Thrift Supervision. They are designed to promote
confidence and balance in the lemding environment, and to help
businesses and consumers in their economic activity.

The Adninistration‘'s program builds on the previous efforts by
the Treasury Department and financial regulators to assure that
sound businesses and consumers can get needed credit. These
efforts include encouraging lenders to make prudent loans and
assuring that examiners perfors their reviews in a balanced,
sensible manner. The federal banking and thrift regqulators bave
stated that they do not want the availability of credit to sound
borrovers to be adverssly affected by supervisory policies or
depository institutions' misunderstandings about themn.

In particular, the Administration, while avoiding any
encouragenent of regulatory laxity, wants to ensure that the
specific quidance issued by the requlators over the past several
months is being fully implemented by exaniners in the field, and
that additional opportunities for assuring balanced regulation
are pursued. Anmong the areas addressed ars:

NB-1491
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- Directives that bankers should work constructively with
borrowers experiencing temporary difficulties and
facilitate the orderly restructuring of credits;

- Prudent refinancing of economically sound commercial
real estate loans;

- Inproved verification by requlatory supervisors that
recent policy changes and clarifications are
appropriately applied in each examination;

- Enhancements in the process for appeals of alleged
misapplication of regulatory standards;

- Harmonization of the treatment of preferred stock in
U.S. capital standards with other signatory countries
under the Basle capital accord;

- Appropriate application of 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 make permanent recent EPA
regulations to limit lender liability for environmental
Cleanup of loan collateral properties;

This program is in addition to the President's comprehensive
economic growth package, which has been stalled in the Congress.
These proposals designed for increasing job-creating investment
include: 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.

"Congress can also help by passing the Administration's
comprehensive banking reform legislation and approving its
noninees for top financial requlatory positions which are before
the Senate. Holding up these measures and appointments -creates
further uncertainty about fiscal, monetary, and regulatory
policies,” Brady said,.

Details of the Administration program are found on the attached
fact sheet.
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Conform U. S§. treatment of Preferred Stock in Tier One
capital with other countries under the Basle accord. No
arendment 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 prefer preferred stock to common shares.

This could result in an increase in Tier One capital and
thus expand lending capacity.

The target date for completing this conforming change is
October 31, 1991.

Build Banker Confidence
1. Enbanced Examination Appeals Process

Each agency has an existing appeals process for bankers who
believe that examiners have made an error in their
evaluation of loans. Although the guidelines issued March
i1st 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. Improve Examination Management

In order to further assure that consistent and balanced
examination standards are applied, agencies will take the
following steps:
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Regional supervisory management will be regquired to:

i) make sure that the March 1st policy changes and
clarifications, and all subsequent guidelines,
have been effectively communicated to each
exaniner;

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 exan.

These policy changes and clarifications include the
instruction that:

o

bankers should work in an appropriate and constructive
fashion with borrowers who may be experiencing
tenporary difficulties;

income producing property loans are to be assessed 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;

banks with rea)l estate concentrations should not
automatically refuse new credit to sound real estate
developers or to work with existing borrowers;

regulatory agencies do pot have rigid rules (or
percentages) on asset concentrations, as bankers and
regulators know well the benefits of adeguate portfolio
diversification;

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 guality of the
institution's loan portfolio;

bankers and examiners should not lump all real estate
together: distinctions should be made. For exanmple,
credit for a residential builder, should not be
automatically penalized by local oversupply conditions
in commercial office development;

bankers should facilitate the orderly restructuring of

2
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troubled credits by using established techniques under
FASB 15, "Troubled Debt Restructurings®; and

° banks should be able to prudently refinance commercial
real estate loans without fear of regulatory
retribution ("mini-perm" guidance).

b. The agencies will develop a method for regular
communication with bankers by central office and/or
regional senior personnel to determine banker views on
the fairness and balance of examination standards and
practices. Examples of this communication would
include polling and regqgular meetings with bankers.

The agencies will implement these changes by November 15,
1991.

C.  1lmprove Real Estate Gujidance
1. Real Estate Valuation Policies

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 detajled guidelines cover loan classification
procedures, indicators of troubled loans, proper analysis of
appraisals and loan values, and proper reserve analysis.

T@ese guidelines will be released by October 31,.1991 and
will be distributed to all examiners -- and bankers.

2. Use of Appraisals

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. Random Audit Program

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. Appraisal Costs

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

size subject to appraisal requirements to $100,000 from $50,000.

3
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The Administration calls on the regulatory agencies to
consider additional steps that can be taken administratively
to lowar the burden of appraisal costs, especially for home
buyers and small business.

The agencies will report their recommendations to the
Secretary of the Treasury by January 1, 1992.

D. PRurther Clarify the Definition of Highly Leveraged
Iransaction (HLT)

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 Federal Register. The comment period concluded on
September 23, 1991, resulting in over 200 comment letters.

The regulatory agencies will review the comments and propose
improvements to the definition by December 1, 1991.

E. Convene National Meeting of Examiners

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 quidelines and their application.

II. PROPOSALS THAT WOULD HELP CURE THE CREDIT CRUNCH
WEICH REQUIRE 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. Banking Reform

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.
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Lender Liability Reform

Banks have been reluctant to make certain loans because of
recent court cases that have found lenders liable for
environmental clean-up costs, even when the bank's only
intnrcst in a property is a security interest to secure a
m.

To address this uncertainty concern, the EPA issued a
proposed regulation interpreting the Superfund Act which
would properly limit lenders' 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.

Ihe President's Growth Initiatives

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:

o reduce the capital gains tax rate;

o enhance personal savings through an expanded Individual
Retirement Account (IRA) and Family Savings Account;

o make the Research and Experimentation (R&E) tax credit

permanent;

o ;ncrease federal investment in science, technology and
infrastructure;

o reform the education system; and

o keep the discipline of the budget agreement.

Nomi : ] Positi

Three out of four bank and thrift regulatory agencjies are
without a Senate-confirmed head. Presidential nominees for
regulatory positions awaiting Senate confirmation, include
tvo members and the Chairman of the Federal Reserve Board,
ag 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 crunch.

Bankruptcy Reform

Some in Congress and the American Bankers Association point
out that recent court decisions, a developing social
acceptability of bankruptcy, and aggressive tactics by
borrowvers 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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VELO T OF REGULATORY

INITIATIVES IN CONJUNCTION WITH THE ADMINISTRATION'’S
ECONOMIC RECOVERY PROGRAM

Date Event
Aug. 1989 FIRREA enacted and signed into law by President George
Bush.
Jan. 1990 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.”

Feb. 1990 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."

July 1990 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.

Summer 1990 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.

Sept. 1990 Treasury held roundtable meetings with financial
institution representatives that further explored the
credit crunch issue.

Nov. 1990 During a meeting with Treasury Secretary Nicholas Brady,
President Bush directed Secretary Brady to take the lead in
exploring the credit crunch issue.

Jan. 1991 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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Date Event

Jan. 1991 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.*"

Jan. - Feb. Secretary Brady held a series of meetings with the bank and
1991 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.

Apr. 1991 An interagency working group began to study commercial real
estate valuation issues. This work eventually resulted in
the November 7 Joint Policy Statement.

June 1991 Seventy Members of Congress signed a letter to FDIC
Chairman William Seidman urging him to support President
Bush’s credit crunch efforts.

July 1991 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.

Sept. 1991 Town meetings, usually hosted by Members of Congress and
including representatives of lenders, borrowers, and
regulators, began being held around the country.

Oct. 1991 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 Event

Nov. 1991 The bank regulatory agencies issued their joint policy
statement primarily addressing asset valuation. The press
release 1ssued 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
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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. The memo
also asked OTS and OCC to invite the Federal Reserve and

FDIC to participate in the meetings.
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F
AN IPAT VIOR OF IND RY PLAYER

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.1.

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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Mestings/Hearings, July 1991 Through April 1992

Participant

oTs

FDIC

Lendert

Bank/Thrift

Bankers reassured
borrowers that money was
available, but credit
standards were tougher and
more documentation would
be expected.

In responss to a developer
who made three emotional
requests for money to
econtinue construction, a
banker told him that he
saw people like him daily.
They came into the bank
with a speculative real
estate development
project, no pre-rentals,
no equity, and wanted
"walking around money."
The banker told him that
such loans were not going
to be made, but that a
good plan with squity and
a good chance of success
would be considersd by his
bank.

A bank president said that
his bank did not have
funds available to lend
without liquidating
investments or buying
funds, so the bank was
lending carefully.
Regulators wers not all of
the problem.

This bank praesident said
that his bank had lots of
liquidity and was willing
to lend but that credit
was not available as it
was in the past. He said
that OCC was not being
arbitrary and was working
with his bank on real
estate loans.

A banker said that he
thought the regulators
used a more middle-of-the-
road approach in his most
recent examination,
compared to a very "by-
the-book," strict approach
in his previous
axamination.

One banker said that the
loans-to-one-borrower rule
limited his institution’s
ability to extend
construction loans.

Some bankers stated that
risk-based capital rules
cause their institutions
to steer clear of
construction lending, even
for residential
properties.

Bankers said that lending
was limited because of the
uncertainty of how far
real estate values would
fall.

Loan officers are more
worried about what the
examiners are going to
think than they are about
what they can afford to do
for the customer. Some
bankers agreed, saying
that they hoped they had
not passed up some loans
that they should have
wads.

A banker commented that
over the past few years,
there had been a change
for the worse in the
attitude of examiners.

Bankers did not solely
blame regulators. A few
registered their
frustration with
bankruptcy laws,
suggesting that they would
like to see the return of
debtor’s prisons.

A banker said that banks
were making loans for
equipment, plant
expansion, and plant
acquisition, but
speculative projects
generally were not
obtaining financing.

A banker commented that
the focus on sophisticated
documentation and numbers
had taken away *“'character
loans' in the banking
industry.

One banker said he
believed the credit crunch
was real, and he
attributed it to fear. He
said that society
functions primarily on
risk taking, and banking
was about risk taking.

The hope for reward and
the fear of punishment
were both strong
motivators. In banking,
these two motivators
needed to be balanced
against each other for the
system to function best.
For the past 2 years, the
fear of punishment for
risk taking had far
outweighed the hope for
reward. The banker
believed that bankers
feared the regulators and
that regulators were the
punishers of risk takers,
and they were doing so
with a vengeance.

According to a banker,
customers are highly
concerned about the future
and do not want to take on
more dabt until they have
more confidence; they are
reducing their debts even
when they could easily
qualify to borrow more
money.

According to a banker,
although standards have
besn tightened in some
cases (i.e., real estate
development), bankers
were willing to make
loans to creditworthy
borrowers.

A participant believed
that locan demand was down
due in large part to the
recsssion.

According to a banker,
many bankers were
"copping out'" on the
pressures on them by
blaming the regulators.
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A banker said that
regulators did not cause
problens, they merely
reacted. He said that
although bankers and
examiners disagreed
somatimes, examiners were
doing a good job. Thrifts
and developsrs used to
work togsther, but FPIRREA
changed that. He sald
that thrifts weze
competing with developers
to get rid of property.

A banker said that while
there was a perception
that banks were
withholding new lending to
qualified customers, he
did not believe this
situation existed at
healthy banks. Bowever,
he did acknowledge that
for commercial berxewers,
particularly in real
estate, things wers nat
good.

According to some bankers,
the days of lending with
no borrower equity and
without takeouts were
over.

Borrower: Real estate builder/Developer

Developers raised concerns
about the banking bill.
There was fear that the
capital limitations and
early intervention would
nake the problem worse.
There was some comment
that the administration
should be doing more to
solve the problem.

A builder said that buyers
were not buying for fear
of losing their jobs. He
said that unemployment was
on the rise, and it was
affecting the building
industry. Lending had hit
bottom as credit standards
tightened. He believed
that bankers ware fearful
of regulators.

One developer believed
regulators over-regulated
and caused the problem.
He said that new
legislation and tax
deductions in the real
estate area were needed.

A developer stated that
thrifts he’d previously
dealt with were all gone.
The remaining thrifts did
not work with borrowers;
they foreclosed the minute
past due status occurred.
He said he had worked with
some commercial banks and
that legislation was
needed to help the
industry.

A realtor asserted that a
significant factor
contributing to the real
estate decline during this
recession was the new
definition of
nonperforming loans. The
over-built real estate
market was forcing
buildings into distress
sales or foreclosures as
their balloon notes came
due, and banks would not
offer refinancing.

A developer said that FDIC
and RTC were contributing
to the "downfall" in the
sconomy by disposing of
properties right now. He
believed that holding off
would be better bacause
the agencies would obtain
prices closer to book
value.

Some developers believed
that capital requirements
were causing banks to
curtail lending.

Developers and realtors
stressed to regulators
the need to continue to
inform bankers and
sxaminers about the March
1 guidance and that it
allowed banks to work
with troubled borrowers.
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A builder discussed
problems in buying real
estate from RTC. RIC
sales had caused a supply
problem and had driven
down appraisals.

A summary of developer’s
remarks: No credit was
available for land
acquisition for housing.

. .8ins of commercial real
estate had moved to all
real estate lending. . .4-
6 months inventory, no
building going on except
for individuals. . .
Decline in value due to
oversupply.

. .Lenders were telling
developers that they had
to reduce their real
estate holdings.

A contractor said that
part of today’s credit
crunch stemmed from the
flush of overly optimistic
growth projections and
purely speculative
commercial office
development during the
1980s. ''It would be
convenient, but
irresponsible, to solely
blame financial
institutions or their
regulators for current
problems. To relax
capital, asset, and other
rules too much could risk
a larger financial crisis
and a longer, deeper,
recession. Some of the
policies adopted by
Congress to cure the
excesses of the 1960s are
also believed to be part
of the problem.”

A developer noted that
"over~building and
creditworthiness should be
taken seriocusly. However,
such considerations cannot
and should not inhibit
appropriate, even-handed,
and fair oversight of the
entire lending/borrowing
process. Excesses of the
past must not be an sxcuse
for shackling further real
estate development."
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Borrower:

Business repressntative

The owner of an auto parts
business said he had 8
years of demonstrated
performance, but his cash
flow had been reduced and
he had to sell at a
distress price. His bank
told him that OCC requirad
the bank to get rid of
this (his) loan.

The owner of a shipping
business said that major
banks told him that
regulatore would not let
them make loans. On the
other hand, he said that
small banks told him that
they did not have the
axpertise to lend in some
specialized areas, such as
his business.

Business people were
concerned that the real
astate construction woes
had taken the capital from
the banks and there would
not be any loans for them.

An auto dealer said that
while the regulators did
not grant loans, they did
control the loan loss
awount that the bank was
required to set aside in
casne Oof a loan
foreclosure. This limited
bank book loans to those
considered to be the
“cream of the crop.'

Borrower:

Organization representative

One realtor complained
that new home buyers could
not qualify for loans.

The Federal Housing
Administration had
increased down payments
and mortgage premiums,
which had resulted in many
purchasers having their
loans forsclosed upon.

According to a
representative of the
Small Business
Administration, plenty of
money was available, and
the organization had
increased its lending
volumes over the past year.

A representative of a
state bankers association
claimed that the role of
the regulator was
essentially to guard
against excess (both too
much and too little
cradit) and to move
bankers toward the
woderate center.
Regulators were not able
to carry out their roles
because of congressional
demands placed upon them-
~"Current regulator
strictness and
inconsistency reflect
congressional mixed
signals."
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Borrower:

Miscellaneous

Many claims were made that
banks simply did not make
loans on any terms if they
involved real estate.

Borrowers sxpressed
dissatisfaction in dealing
with either a thrift run
by the government or a
failed bank or thrift.

Several members of the
audience raised the
contentious issue
concerning the legal
lending limit rule imposed
on the thrifts.

Some borrowers appeared to
be complaining more about

the inability to roll over
existing loans than about

the ability to finance new
projects.

Commercial borrowers
indicated that existing
fears of losing credit
lines had constrained
their plans for growth.

Regulatory representative

In response to a developer
who said that the March
initiative had not made
any difference to the
bankers, & representative
stated that banks were now
able to recognize income
sarlier than before on
loans they had partially
charged off.

One regulator noted that
"meetings generate a lot
of discussion but, as

usual, no real solutions.

In response to a banker'’s

complaint that examiners
ware now asking for cash
flows and occupancy rates
on comsercial property
when they never used to,
an OCC representative said
that in good times,
examiners were not as
likely to pay as much
attention to those numbers
as they were in bad times.

In response to a banker'’s
complaint about the
subjectivity involved in
classifying assets, an OTS
representative replied,
“Classification is
subjective. No one has
been able to convert it to
a computer program. That
is why examiners rely
heavily on management to
evaluate a borrower’s
creditworthiness." He
went on to explain that
examiners did not have
access to the borrower the
way the institution did,
and in such an environment
their tendency was to be
conservative.

A regulator recognized
that the state had
experienced rapid growth
during the 1980s and
that, as far back as the
mid-eighties, they had
cautioned banks about the
overheated economy.

One regulatory
representative asserted
that while regulators
would not ignore problem
credits, unsound credit
practices, or overstated
estimates of capital
adequacy, they also
recognized that overly
stringent regulation can
have harmful effects.
They d4id not want bankers
to make changes in their
credit decisions based
upon fear of
"unwarranted" criticism
by bank regulators. The
represantative informed -
participants that a year
ago regulators met with
American Bankers
Association officials to
explain their concerns
about loan quality and to
express their belief that
banks should continue to
make sound loans to
creditworthy borrowers.
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An FDIC repraesentative
tried to simplify the
appeals process on
disputable classifications
by asking bankers to
inform them of specific
loans that examiners had
criticized, which they
believed were still good
loans.

A regulatory official
said that regulators have
three tasks, which
include that they ensure
that (1) banks adopt and
adhere to sound credit
principals, (2) the books
accurately reflect the
value of assets and
liabilities, and (3)
management systems are in
place to track bank
activities and anticipate
and adjust to changing
market conditions. These
tasks do not mean that
the regulators cannot
cooperate with banks to
solve their problenms.
However, regulators must
be ready to close banks
that cannot survive in a
competitive market--to do
otherwise would lead to
an inefficient banking
system. The regulator
reninded participants of
regulatory policy that
any bank may request a
formal review of any
major decision reached as
part of the supervisory
(appeals) process.

State representative

A Banking Commissioner
said that, in fairness to
regulators, Congress had
given conflicting signals
to the agencies (too
tough, too easy, etc.)
while actively discussing
whether to restructure
the agencies out of their
responsibilities. (While
Members of Congress
acknowledged this
situation, they expressed
frustration over
small/medium businesses
being unable to obtain
credit.)

T
Achdemic representative

'

'
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One academic said he
believed there was no
shortage of monies for
commercial real estate
properties and that a
correction in property
values, rather than a
credit crunch, existed.
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Member of Congress

Several Members of
Congress expressed the
opinion that persistent
financial pressures on
businesses was a concern
and that there was a
widespread perception
that exaniner behavior
had not changed
materially.

Hote: These gatherings were generally hosted by Members of Congreas with participation by representatives from most (if not all)
of the regulatory agencies. The gatherings were provided for lenders and borrowers to alr their concerns about credit

availability issuves.
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Joint Statement on Supervisory Policies,

Marech 1, 1991

Disclosure af nenacerual loans to the public

Sheuld not have much impact on
sxaninesrs becauss it is primarily
intended for use of stock market
analysts.

Could improve a bank analyst's
psrception of nonacczual loans by

providing information on the return
provided to a bank by these assets.

Users of the financial statements should
have a better understanding of the
quality of nonaccrual assets. This
could put the lender in a more favorable
financial light.

could encouzrage institutions to work
with borrowers esxperiencing temporary
financial difficulties, consistent with
safe and sound principles. The
enhanced disclosures could provide a
more detalled analysis of nonaccrual
loans.

Improved perception of the nature of
these loans could make banks more
willing to work with their troubled
borrowers.

Disclosure of HLTs

Guidance could potentially decrease the
volume of loans reported as HLTs as well
as decrease the number of potential
borrowers that were previously
designated HLTs.

Guidance could potentially remove the
stigma of HLT designation from
individual borrowers or potential
borrowers who did not share the
characteristics commonly attributed to
highly leveraged entities, thereby
making it easier for them to maintain
or obtain credit.

Sound borrowers who are also highly
leveraged may be able to more readily
obtain credit.

Moderate impact on certain industries
that were defined as highly leveraged.

Continued lending to sound borrowers

by undercapitalized institutions

Any misunderstandings of perceived
regulatory actions on lending activities
by institutions should be reduced.

Potentially reduces fear of criticism if
an undercapitalized bank makes new loans
to sound borrowers.

Loan growth to sound borrowers may be
encouraged.

Potentially improves environment for
borrowers dealing with undercapitalized
banks and could increase credit
availability.

Continued lending to sound borrowers

in an industry in which the institution already has a concentration

Statenent reaffirms and reinforces
existing policy.

Potentially reduces fear of criticism if
a bank makes a loan to a sound borrower
within an existing concentration.

To the extent that lenders were not
lending because of concentrations, this
policy clarified examiners’ intent.

Potentially improves environment for
borrowers to obtain credit.
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Recognition of income for certain nonperforming loans

Guidance makes it clear that income can
be recognized on a cash basis on
nonaccrual loans when the remaining
recorded balances of the loans are fully
collectible. This may reduce
unnecessary pressures on institutions
that hamper them from working with
borrowers experiencing temporary
financial difficulties.

Permits cash basis income recognition on
partially charged-off loans, thereby
providing an incentive for banks to work
with troubled borrowers.

Troubled borrowers may benefit by banks
who would be more willing to work with
them.

Valuation of real estate loans

Should snhance the consistency of
sxaminer evaluations of real astate
loans. All groups (examiners, lenders,
and borrowers) should have a better
understanding of the agencies’
practices regarding these evaluations.

8hould enhance a lender’s abllity to
assess all of the factors involved in
evaluating the risks associated with
real estate lending.

Potentially improves the environment for
bank lending.

Should enhance a borrower’s ability to
better understand factors involved in
evaluating risks associated with real
estate lending.

Could improve environment for potential
borrowers to obtain credit.

Treatment of multiple loans to one borrower

Policy emphasizes traditional procedures
whereby the borrower's ability to repay,
whether one loan or multiple loans, is
determined on a loan-by-loan review.
This may allow lenders the flexibility
to work with troubled borrowers who have
multiple loans without a concern that
the total indebtedness to the borrowers
would automatically be placed in a
nonaccrual status if one loan is already
considered nonaccrual.

Could reduce nonaccrual totals for those
lenders that combined all related loans
together when one loan was nonaccrual.

Acquisition of nonaccrual assets

The American Institute of Certified
Public Accountants issued Practice
Bulletin No. 6 on nonaccrual assets
acquired at a discount, but this
guidance was not addressed in the Call
Report instructions and glossary on
nanaccrual status--guidance did not
o#plicitly address acquired nonaccrual
ldans. Effort was directed at
cja:i!ying Call Report guidance in this
artea. RNo significant impact is
expacted as it is a technical amendment
to conforw regulatory reports to GAAP,

Clarifies imsue for lenders/acquirers.
May make institutions more willing to
acquire nonaccrual assats of fajiled
banks or thrifts.
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Treatment of formally restructured debt

Call Report instructions wers not clear
and GAAP standards are silent on
whether a formal restructuring of a
nonacaorual loan can be used to restore
a loan to accrual status. In 1990, OCC
issusd accounting guidance that
required some period of payment
performance before a restructured loan
could be restored to accrual status.
Although no interagency position had
bean established, some institutions
misunderstood OCC’s accounting guidance
as applying to institutions not
supervised by OCC. The March
initiative clarifies the appropriate
regulatory reporting treatment for
restructured loans. This clarification
enhances consistency and provides for
coherent reporting and examination
practices among the agencies.

Promotes the use of troubled debt
restructuring accounting as an effective
way to work out of a problem loan
situation.

May make lenders more willing to
restructure loans to borrowers with
reduced cash flow.

May make it easier for borrowars to
restructure loans.

Accrual treatment of substandard loans for which management attributes some portion of the allowance for loan losses

No direct impact expected. Policy
reiterates existing practices that it
is the institutions’ responsibility to
determine the level of their loan loss
reserves. Management is expected to
consider all rslevant events that may
result in a borrower’s inability to
repay the debt. This would necessarily
include a review of all classified
loans for potential loss.

Should encourage lenders to review their
loan portfolio and make the appropriate
increases to the allowance for loan
losses on the basis of their wost
reliable information, including
estimates of anticipated loss for
substandard loans, without concerns that
this estimation would require the loan
to be placed on a nonaccrual status.

May reduce nonaccrual totals.

BHC preferred stock

BHCs will be provided with somewhat
expanded sources of Tier 1 capital.

This may result in increases in the
amount of noncumulative perpatual
preferred stock issued by BHCs, although
noncumulative praferred stock is not a
common instrument for U.S. banking
organizations. To the extent that BHCs
downstream proceeds from these offerings
to their subsidiary banks, these banks
may have larger capital levels and
consequently larger lending limits.
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Interagency Policy Statement on the Review and Classification of Commercial Real Estate Loans, November 7, 1991

This policy serves as an expansion of
the March 1 statement in that it
provides additional guidance for
examiners and financial institutions
concerning lending issues and credit
availability. Its purpose is to
sliminate any significant differences
in the agsncies’ real estate-related
sxamination policies and to clarify
thoss policies for bankers and
sxapiners so there would bs no
misunderstandings about the rules. The
guidance clarifies existing policy but
does not propose any new approaches to
sxamination techniques.

Reaffirms and reinforces existing
policy and ensures that all of the
agencies are consistent.

Although examination policies were
already communicated to exaniners,
bankers, and the general public,
depository institutions were made aware
of the criteria for identifying and
classifying troubled commercial real
astate loans. Being assisted by
comprehensive guidance on the regulatory
viewpoint, lenders should be able to
work with troubled borrowers and extend
new credits within the parameters of
safe and sound banking guidelines.

Could have a moderate impact upon
lenders who did not fully understand
examiner review procedures.

By eliminating misunderstanding and
promoting consistency among the
agencies, the policy potentially
improves the enviromment for borrowsrcs
to obtain credit and for banks to work
with troubled borrowers.

Treasury-Advocated Initiatives to Ensure Implementation of Interagency Policies, October 8, 1991

Review of supervisory findings (enhanced examination appeals process)

Examiners are sxpected to continue to
adeguately support their findings and
effectively communicate them to
management so that no appeals will be
necessary.

Documentation of a practice previocusly
followed on an informal basis may
provide banks with a greater feeling of
confidence that they will receive a fair
and accurate assessment in examinations.
Existence of this method for resolving
differences may cause bankers to be
somewhat more accommodating to sound,
creditworthy borrowers.

Helps to ensure that bankers understand
their rights to appeal examination
findings that they believe to be
inconsistent with agency policies.

National Examiners’ Confersnce

Served to clarify and achieve greater
uniformity among all examiners.

Should gain a better understanding of
agency policies.

Reemph-sized existing policies.

To the extent that the meeting assured

‘contormity with policies and procedures,

lenders should feel more confident
regarding the consistent application of
these policies during the examination
process.

This may allow institutions to
facilitate prudent and safe lending to
creditworthy borrowers.

Random audit program

The addition of this process to the
o*inting review program should promote
the consistent application of
examination policies and practices. As
such, the review procedures serve to
ensure that policies and procedures -
related to the examinations of banks

are understood and used by examiners
correctly.

Examiners will be required to provide
more detailed workpapers on their
analysis.

Lenders should benefit through the
consistent application of these
procedures to ensure that the
examination and the valuation of real
estate represent a fair and accurate
review of all pertinent factors.

Borrowers should benefit through the
consistent application of these
procedures to ensure that the
examination and the valuation of real
estate represent a fair and accurate
review of all pertinent factors.

Note: Perspectives shown include regulatory officials’ views on specific provisions of the two comprehensive policy initiatives
and Treasury-advocated processas for effectively implementing them, including the National Examiners’ Confersnce, random audit

program, and enhanced appeals process.

1

177




ENCLOSURE VII ENCLOSURE VII
MAJOR NTRIB RS _TQO THIS REPORT
\'A \'4 N, 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

(233373)
178





