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COMPTROLLER GENERAL OF THE UN'TED STATES
WASHINGTON, 0.C, 20348

B-118535
B-~114831

The Honorable William W. Proxmire

Chairman, Committee on Banking, ST
Housing and Urban Affairs .

United States Senate

Dear Mr. Chairman:

Your letter dated June 3, 19/5, asked us ¢ review certain aspects
of the functions of the three bank regulatory agencies--Federal Deposit
Insurance Corporation (FDIC), Federal Reserve System (FRS), and Offize
of the Comptrollier of the Currency (0CC). Subsequent to the receipt of
the request, GAQ met with representatives of the Senate Committee on
2anking, Housing and Urban Affairs to clarify the scope of our review.
It was agreed we would nrovide informatiun to the Committee on (1) the
cost incurred by the three Federal bank requlatory agencies during
calendar year 1974 for requlating banks; (2) cost and other data relat-
ing to certain administrative expenses of the three Federal bank regu=-
latory agencies, the Federai Home Loan Bank Board, the Natfonal Credit
Union Administration, the Federal Power Commission, and the Securities
and Exchange Commission; and (3) areas where the consolidation of the
reguiatory functions of the three bank regulatery agencies might pro-
duce cost savings.

Our review at the Washington headquarters of FDIC, OCC, and FRS
incliuded diccussions with officials of these orqganizations and examina-
tion of documents which they made available to us. GAD Joes not have
the authority to review any of the activities of OCC, and only those
activities of FRS related to the destruction of currency by the Federal
Reserve banks. Also, the FDIC has denfed us access to its bank examina-
tion reports except those involving closed banks. We, therefore, do not
have firsthand knowledge of the agencies' activities which you asked us
to review, and the information included in this letter iz, for the most
part, based on information provided by the agenc’es' headquarters about
their programs.

Each of the areas of Ccnmittee interest are triefly discussed below
and more details are presented in the appendices.

P b e <
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BACKGROUND

FTIC is an incependent agency creatza by the Banking Act of 19233
(12 U.S.C. 1811) to insure depositors agairst lossaes resulting from bank
failures. Tne management of FDIC is vesteu in a Board of Jirectors.
The neadquarters office is located in 4Yashington, and there are 14 re-
gional offices in the field organization with a regional director in
charge of each. Most of FDIC's field employees are bank examiners.

A1l national banks and State banks which are members of FRS are
required by law to be insured by FDIC. Additionally, other State banks
meeting FOIC's eligibility requirenents may be insured.

FRS was astablished in 1913 t. provide an elastic currency, to
atford means Tor discounting commercial paper, and to supervise and
requlate many banking functions. Its most important function is its
~ability to influence the availability and cost of money and cradit.

FRS comprises the Board of Governors; the Federal Open Market Committee;
the 12 Federal Reserve banks and their 25 branches and special check
clearing facilities situated in different sections of the United States:
the Federal Advisory Council; and the member banks, which include all
naticnal banks in the 50 States of the United States and such State
banks and trust companies as have voluntirily applied to the Board aof
Governors for membership and have been admitted toc the 3ystam.

0CC was established in 1863. The Comptroller, as the primary
administrator of national banks, is responsible for the execution of
laws relating to nationai banks and promulgates rules and requlations
governing their operations. Approval of the Comptroller is required
for the organization of new national banks, coaversion of State-
chartered banks into national banks, consolidations or mergers of banks
where the surviving institution is a national bank, dnd the establishment
of branches by nitional banks.

d As of December 31, 1974, tnere were 4.7(8 national banks and
1 9,520 State banks insurved by FDIC. All national banks and 1,074 State

" banks were members of the FRS. The FDIC has statutory authority to
examine all insured banks; the FRS has statutory author.ty :o examine

all member banks; and the QCC has statutory authority to examine national
banks. As a matter of practica, FDIC examines only insured State banks
that are not members of FRS; FRS examines only Stace member banks; and
0CC examines national banks. It is the palicy of FRS and FDIC to
examine the State banks on an annual basis. The QCC is requireuv by
f@atute to examine national banks twice in each calendar year with the
option to waive one examination in a Z-year geriod. The foilowing table
shows the number of bank examinations conducted during 1971,

\
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Requlatary agency Examinations ccnducted
FDIC 7,451
FRS ' 1,044
gcc 6,436

More details concerning the functions and organization of the three
bank regulataory agencies are presented in appendix [.

COST OF BANK REGULATION

Your letter of ‘une 3, 1975, requestad information on the present
cost of bank regulation by the three Federal agencies. In a subseguent
meeting with Committee representatives, it was agreed that all costs of
0CC and FDIC would be considered as bank requlation costs. In view of
FRS's major responsibilities in aonregulatory areas, such as mgnetary
policy, it was agreed that with respect to FRS we would {nclude only
those costs relating to bank supervision and requlation.

Cost data was furnished to us by the three agencies and, where
feasible, we reconciled it to the respective agency's audited financial
statements. It was not practicable to reconcile the cost data for the
12 Federal Reserve banks to their annual financial statements because
of the need to isolate only those costs related to the bank regulation
function which are not separately identified on their financial state-
ments. We, therefore, relied upon tha ccst breakouts provided by the
FRS banks.

IWhile the terms "bank requlation® and "bank supervision" are often used
interchangeably, the term bank regulatvion more commonly is used to de-
scribe the formulation and issuance by authorized agencies, under
governing law, of specitic rulec and regulations for the conduct of
banking., Bank supervision, primarily achieved through bank examina-
tion, is often used to describe the continugus oversight of the
activities of individial banks and the banking system to determine
whether the industry's component units are operating safely, soundly,
competitively, and constructively in accordance with applicahle statutes
and regulations. In this report, we <id not attempt to delineate bet.zen
the two functions.
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For calendar year 1974 the bank regulation cost amounted to
$137,589,121, divided as follows:

FDIC $ 59,330,135 o

]
FRS 22,753,516
occ 35,505,476

$137,589,121

A significant portion of these costs were incurred in connection
with bank examinations. This incluced about 329 million for FDIC,
$11.4 million for the FRS, and $45.5 million for 0CC--a total of
$85.9 million. The remaining costs represented other functions such
as legal, research, administrative, and the cost of top management.
Detailed cost data is presented in appendix II.

ADOMINISTRATIVE EXPENSES ¢

In meeting with Committee representatives, it was agreed that GAQ
would obtain cGata relating to certain administrative expenses of the
three bank regulatory agencies and the Federal Home Loan Bank Beard,
the Federal Power Commission, the National Credit Unicn Administration,
and the Securities and Exchange Commission for ccmparison purposes.
Specifically, we requested that each agency provide us average salary,
training and travel cost per employee, office spice square footage,
cost of office space, and annual cost of furniture and equipment. This
information is presented iz appendix III.

Consid::abiw difficulty was encountered in attempting to cbtain
comparable administrative expense data from the seven agencies. This
difficulty can be attributed to the differing obiectives and scopes of
authority c? the agencies and the differences in accounting systems,
accounting periods, and terminrlogy. i

0CC and FRS officials expressed concern that the administrative
gxpense data invitaed direct comparison and that the reader could make
incorrect inferances from such comparisons. They siggested that the
noncomparability of the data be emphasized.
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POTENTTAL COST SAVINGS BY
CONSOLIDATING BANK REGULATORY AGENCIES

National banks are raegulated and supervisad to some extent by all

three bank regulatory agencies. State banks, in some cases, may oe

requlated and supervised by two of the thres agencies. While in practice
the three agencies have established arrangements that substantiaily
reduce the effects of this coverlap in responsibility, some overlap may
still exist. Consolidation of the agencies intn one organization could
eliminate any cverlap.

Additionally, we found that similar activities were being carried
out differently in the thras agencies and that in some cases these dif-
ferences materially affected the cost of the activity. Combining the
three agencies into one would probably result in establishing more upi-
form policy and practices. Under such a scheme, savings could result
if 1t was decided that the less costly pclicies and procedures of the
existing agencies would be adequate for the new single agency.
Conversely, if the more costly policies and procedures were adopted,
consolidation coulu result in areater cost.

The following sections briefly discuss some areas where costs
could be affected by the consolidation of the hank regulatory function.

-We have not attempted to identify the cost savings or increases that

might result since these matters would require lengthy study and would
be largely dependent upon the organizational structure of the new
consolicated agency as well as the policies and procedures adopted.
Also, whather any savings or additional costs would effect the Federal
Government or the banks would depend on the legislation adopted to
achieve consolidation.

Overlap in requlation
and supervisicn

The principal ~cst incurred by the three agencies for regulating
vanks is attributable to bank examinations. The inree agencies have
mutually agreed not to exercise tineir overlapping statutory authority
so that only one ayency will examine each bank, i.e., OCC examines all
national banks, FRS eoxamines all State member banks, and FDIC examines
all insured banks that are not examined by either ONC or FRS., The
agencies do not appear to duplicate their bank examinations and thus
consolidation of the three agencies into a single organization would not

® result in reduced cost in this area.
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There is, however, scme apparent overlap in the three agencies'
oversight respansibility. For example, all national banks receive
their charter from OCC and are regulated and examined bx the QOCC.
However, all national banks must also be members o7 FRSiand insured
by FOIC. While FRS and FDIC do not duplicate the ictual examination
made at the national banks by 0CC, all three agencies review and
analyze the examination reporis of the OCC. This overlap in responsi-
bility is illustrated below. .

At the completion of a national bank examination, OCC will discuss
the results with bank managemant. The reports are then reviewed by
0CC's Regional Counsel for suspectad violations ¢f law. The report is
reviewed by the regional administrator who follows up on.any problems,
and then forwards the report to the Bank Operations Division,
Washingten, D.C.

The Bank Operations Division is composed of two sestions:

\1) Assistant Chief National Bank txaminers and (2) Specfal Situations.
The Ass:istant Chief National Bank Examiners section reviews all reports
except thoe:z that concern problem banks which are sent directly to
Special Situation. section. If the Assistant Chief National Bank
Examiners section finds "problems" (potential problem banks) that were
“overlocked by the regions, it forwards the report to the Special
Situations section. This section is responsible ror maintaining sur-
veillance over problem banks.

FRS nersonnel obtain at least one examination report per year from
0CC for each national bank. FRS utilizes the reports for a variety of
purposes, some of which relate to its supervisory and requlatory respoi-
sibilities and others to its monetary policy and service —e-2onsibilities.
In regard to bank regulation, the reports are used to:

--Substantiate the condition of each national bank.’

--Provide a secondary source of information on the activities
and cerdition of bank holding companies.

--Aid in cooperative efforts with otl.er Federal supervisory
agercies in matters such as problex tanks, mergers, and
acquisitions.
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Since FDIC has the responsibility for insuring the deposits of
national banks, its Dirision of Bank Supervision reviews bank axamina-
tion reports prepared by the OCC. Reports of examined banks on OCC's
problem lists are automatically sent to th- division and are reviewed
as soon as they are received. Examinatior -aports of banks with over
3100 million in assets are reviewed by the division annually while
those with less than $100 million in assets are reviewed at least
every 3 years. B computerized list of reports is maintained by the
division, and a computer 2Jrogram is utilized to "flag" thcse banks
whose examination reports have not been reviewed withiu the previous
3 years.

Both FDIC and OCC maintain 1isis of problem national banks.
However, the nationa! banks which appear on the OCC list may or may
not appeir on FDiC's list and vice versa. Since reports of examina-
tions are reviewea by both regulatory agencies, each one makes an
independent judgment as to whether any bank should be placed on its
list even though the bank appears on the other list.

While bank examination reports are reviewed by the three agencies
for somewhat different purposes, one of the basic objectives of each
agency's review s to determine the financial soundness of the bank.
Therefore, 1f the three agencies were consolidated, some reduction in
the number of employees required to anaiyze and review examination
reports might be possible.

In discussing this matter with O0CC officials, they were of the
opinion that for national banks the overlap of review is minimal
because 0CC performs the only detailed review of the examination report.
Furthermore, they stated that even with a consolidated agency some over-
lap would exist because current regulatory activities would be divided
among several divisions of the new agency. ‘As a result, more than one
review of a particular examination repart wouli be required to fulfill
all regulatory requirements.

We recognize that the nature of the review > a particular examina-
tion report would vary from agency to agency and that the primary agency's
review would probably be more detailed. However, the fact that the three
agancies must concern themselves with a review of the :eports results in
some overlap. Whether a new agency would elimira-e this overlap would be
largely dependent upon the organizational structui-e of the new agency.
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Payment for cost of Federal bank examinations

The OCC makes direct assessments against national banks to cover
the direct cost of bank examinations. In fiscal year 1974] the cost
of supervision and regulation of national banks was about %55.5 million
of which 353 million was offset by assessments against the banks. The
banks were assessed $48.7 miliion by OCC for regular examinations,

"§2.6 million for trust examinations, and about 31.7 million for special

investigations. The assessments for regular examinations dre based on
the assets of the national banks whereas the assessments for trust
examinations and special investigations are based on the actual time
expended by examining personnel.

The FDIC requires each bank including national banks and State
member banks co pay annually one-twelfth of 1 percent of its deposits
less certain exclusions as insurance assessmenzs. After payment of
FDIC operating expenses, including the ¢ost of State nonmember pank
examinations, and insurance losses, one-third of the balance is credited
to the FDIC insurance fund (capital account) while the remaining two-
thirds is used to offset future bank assessments and is allocated pro
rata to all insured banks.

- FRS has the authority to charge memter banks for examinations but
does not do so. Each member bank is required to buy capital stock in
the system based on the bank's capital stock and surpius and it's stock-
holders receive & dividend of 6 percent annually. Alsg, member banks
are required to maintain resarve balances with the ippropriate Federal
Reserve bank based upon varying percentages of their deposit structure.
Nearly all of the FRS income is in the form of interest on its holding
of Governmen:. securities. All FRS e.ipenses, including the cost of bank
examinations, are deducter. from this income and the balance is raturned

to the Treasury at the end of the year.

Under the above system all banks are being assassed uniform™, for

'FDIC insurance. However, the State nonmember banks which are examined

annually by rDIC are not being assessed an additional fee to cover the
examination axpenses. Likewise, the State member banks which are
examined by FRS are not being assessed fir the examination cogts. The
national banks, on the other hand, must pay the standard insurance pre-.
mium to FDIC and also the assessment to QCC for its examination.
Therefore, under the current Federal bank regulatory system, national
b#hks pay for the examinations performed by OCC through annual assess-
ments based on the assets of the banks. State banks, on the other hand,
are not directly charged for bank examinations.

! \
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As can be seen, the current system for funding bank examinations
aroduces several inconsistencies. A result {is that national banks and
State member banks indirectly share in the cost to examine State non-
member banks because these examinations are financed from funds paid to
FDIC by all insured tanks for deposit insurance. Ancther result of the
inconsistencies is that ‘RS does not recover the costs incurred in
examining State member banks which reduces the amount of income FRS
returns to the U.S. Treasury each year.

If one agency is to be responsible for all Federa’ bank examinations
a decision will have to be made as to what system will ve used to pay for
the ccst of Federal bank examinatiuns. The fairest system would seem to
be one that requires eacw bank to pay the cost of its examination directly
to the new agency. Assuming that the total cost of hank examiratiorns
remained the same, this type of system could -~esult in
--redyced total costs for national banks, because they would
no longer be regquired to share indirectly in the cost of
examining insured State nonmember banks,

--increased costs for State member banks, because they would
be required to pay for the cost of examinations; however,
there would be some benefit to the banks since they would
no longer “e sharing indirectly in the cost of examining
State nonmember banks. This would result in increased
income to the Federal Goverrment since the net income paid
by the Federal Reserve to the Treasury would not be reduced
by the cost of examining State member banks, and

--increased costs for State nonmember banks, because they would
no longer benefit from a sharing in the cost of bank examina-
tions by nationai banks.

Possible savinas throuch greater
use of examinaticn reports
prepared by State examiners

The activities of State-chartered banks are regulated and monitored
by State banking authoriiies. In fulfilling their responsibilities the
State banking authorities perform periodic examinations of State-chartered
banks. In performing i*ts examinatiors of State membor banks, FRS attempts
to schedule its review of a particular bank concurrent with the State

S ——— -
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examination. According to FRS officials, clicse cooperation with State
commissions avoids duplication of effort--thus reducing examiner time
and cnsts--and increases the zffectiveness of the examination process.
Tha FRS also has extended its cooperation with Stare commissions to
ot:er common interest areas such as approving mergers anu bank
regrganizations.

Currently, the FDIC in performing annual examinations of State
insured banks that are not members of FES, does not make extensive
use of the State exemination reports. However, in early 1974, FDIC
initiated arn experimerntal selective txamination withdrawal program
for examining insuread State nonmember hanks in Iowa, Georgia, and
Washington. For selected banks in these States, FDIC is reviewing
the State examination reports instead of performing a complete examina-
tion. As of June 30, 1975, 339 raports have been examined by the
Division of Bank Supervision. OQuring 1976, FDIC examiners will perfaorm
examinations of these banks and compare its results with the State
reports. If it is found that reliance can be placed cn the State
examiner's reports, FOIC plans 0 expand this program.

Based upon the usage *+hat FDIC and FRS make of State examinations,
it is apparent that there arec differing views as to the degree of use
that can be madc of these examinations. The resolution of any differences,
as well as the establishing of a uniform policy, could be more easily
realized i€ only one Federal agency were involvad in supervising and
regulating State banks. Furthermore, if the news consolidatad agency
determines that inc-eased reliance can be placed on State examinations,
si¢nificant reductions in bank examination costs should be res .jzed.

Passible savings chrough consolidating
and relocaring field offices \

fhe FDIC and OCC have }48 and 140 regional offices and field offices,
respectively, which are responsible for bank examinatiot. The FRS has
12 Reserve banks which primarily serve the same functiun. These cffices
and panks are considered duty stations for the bink examiners assigned
to them. Each agency has similar travel policies for its examiners
based on :he duty station to which the examiners are assigned.

While some of the duty stations of the three igencies are located

in the same <ities and towns, many are not. As a ‘esult, there are
numerous locations where the travel distances for -he eximiners performing

-10 -
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the examinations are further than the distances from the orfices of the
Federal examiners of other ageacies,

For example, an FRS official informed us that the 17 States member
banks in Colorado are examined by representatives from their Kansas Tity,
Missouri, office. OCC has two field offices and <ie regional office and
FDIC has one field office in Colorade, all of .nich are more centrally
locatad to the 17 State member banks tham to the FRS Kansas City office.

The number and location of tl.. field offices of & new consolidated

bank regulatory agency would be an important decision requiring much study.

However, unification of the three existing hank regulatory agencies into
a s;ingle agency would prasent an opportunitr ta centrally locate field
gffices and minimize the bank examiners' trzvel. Any detarmination as to
whether and how much savings in travel costs would be achieved by cumbins
ing the Federal bank examination function in one agency will depend on
where the “ank examiners will be locatéd under the new setup. Also,
roductions i~ travel costs will have to be weighed against the costs
involved in relocating employees, their families and household qoods.

Recruiting and training of
hank examiners

The entry level requirements for bank examiners are essentially the
same for FDIC and UCC. The new examiner must have either 3 years of
experience in hanking or a bachelor's degree at an accredited institution
with considerazale course work in business administratica or a related
field. The agincies require that applicants meet Civil Service Commission
standards and .ake the appropriate rederal examination.

FRS entry-level requirements do not differ sigrificantly from those
of FDIC and CCC. However, the FRS has more flexilility since appiicants
can be hired directly and are not subject %o Civil Sewyice Commission
requirements.

Although the entry level requirements are hasically the same foar each
agency, the recruiting practices differ signif-cantlv. In this regard,
FOIC position vacancies are filled from the Civil Service Commission regis-
ters with prospective candidates interviewed by the regional office having
the vacancies. Based upon these interviews and applicants' qualifications,
the regional office decides who is to be hired.

e
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The OCC also makes use of the Civil Service Commission registers;
however, a;t active college recruiting orogram i used to identify and
attract prospective candidates. During 1974, 0(C nersonnel made 179
visits to various colleges and universities and abcut 99 ‘percent of
the new hires were identified during these visits.

FRS re.ruiting practicsz include college recruitment, referrals
by employmert agencies, referrals by employees, newspaper advertise-
ments, trars;fers from cther departments, direct application, and the
reemployment of former employees.

A1l three agencies provicde a number of internal training courses
designed to acquaint the newly appointed examiner with the field af
bank examination. The content and emphasis of the courses provided
by the three agencies are substantially the same in that they provide
instruction in the funcamentals of agcounting, invesiment examinations,
and the procedures emplcyed in performing bank examinations. As the
examiner progresses in h1is resgective ¢rganization, additional advanced
training is offered in Fields such as international banking, automacic
data processing, and sucervisory training. (Training courses offered
by each agency are detailed in appendix TV.)

Although we found marked similarities in the nature of the train-
ing providad by each of the regulatory agencics, interagency use and
caordination of training was minimal. For the most part, the individual
agencies cevelop and cenduct their training courses independent of the
other agencies.

T \

Based upon our review of the re._viting and training practices of
the three regulatory agencies, we believe the concapt of a single bank
regula*rnry agency wou'la offer the opportuni‘y to:

-=Standardize the entranc2 requirements for ne+ examiners
and the recruiting methodolozy employed to attract potential
candidates.

--Increase the effectiveness of training through a consolidated
program and stancardizazicn of instructional mitericl, course
location, and training .;ethodology.
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The impact on recruiting and triining costs that would resu’t from
consolidating these functions is difficult to measure and may in the
long term be negligible. However, consolidation and standardization of
these functions could increase overall proyram effectiveness.

SUPPORT FUNCTIONS

As previously indicated, the greater portion of bank regulation
resourcas is devoted to the bank examination process. There are, however,
other functicns which suppori the regulzatory process that require a
substantial investment of resources and which are a function of each of
the three bank reguiatory agencies. During our review, we cbtained
information on two of these areas--legal and research--whose cost of
operation could be affected by a decision to consolidate the regqulatory
process.

The legal function at each agency is reqiired in order to develop
and implement the hanking rules and regulaticns necessary for the agency
to fulfill its requiltory resprn.otiity. The legal graups are invol.ed
in activities such as: providing counsel to various officers of the
agencies; review and analysis of pending Federal legislation which affects
banking generally; enforcement of bank regulations; ruiing on banr mergers;
or opening of new banks. -

During 1974, the approximate costs iuacurred by the headquartars
staffs of the three rzgulatory agencies for bank regqulation legal support
were as follows:

Agency Expenditures
R FRIC $1,691,310
, FRS s
‘ oce _1,281,261
Total $3,702,449

: The bank regulatory agencies' suppcrting research functions have
*been set up to provide for the analysis of relevant data to be used in
ithe processing of bank mergers, new bank applications, and bank holding
formations and acquisitions. These research units also provide specia-
4gized services through reports and studies <o the agency heads.

- 13 -
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During 1974, the headquarters staffs of the three agencies incurred
costs of %2.7 million for research in the bank regulatory area.

Agency Expenditures
FDIC $1,024,031
FRS 439,552
0cC 457,712

Total §2,721,295

The economies, if any, that would occur in the legal and research
areas as a result of combining the bdnk regulatory function are not
readily determinable. We noted, however, that in these areas the three
agercies were often involved in similer activities., For example, FDIC
and FRS have computer systems for the.r research programs which accumulate
and compile similar statistics on the same banks.

In discussing our review with Committee represantatives, they
indicated an interest in the legal and research areas. Accordingly,
we have included as appendices V and VI a detailed description of the
Tegal and research functions as they now exist at the three agencies.

We have ¢iscussed the contents of this report with 0CC and FRS
officials and rave considered their views in developing this report.
Because of the short period of time afforded for completing our review,
FDIC was not able to meet with us to discuss their views on the matters
contained in this report.

Sincerely yours,

Skt |

v Doputy Comptroller General
- of ti:2 United States

- 14 -



APPENDIX I APPENDIX I

FUNCTIONS /ND QRGANIZATION

OF FEDERAL BANK REGULATORY AGENCIES

-

FEDERAL DEPCSIT INSURANCE CORPORATION

FDIC, an independent Government agency, was created by the
Banking Act of 1933 (12 U.S.C.1811) to insure depositors against
losses resulting from bank failures. The enabling legislation au-
thorizes FDIC to: insure deposits--currently up to $40,000 for each
depositor and $100,000 fcr individual deposit accounts of Federal,
State, and local goverrments--in any bank operating under the law-
of the United States or of any State; act as receiver for closed bunks;
operate for a limited time new national banks chartered tc make avail-
able to depositors of closed banks the insured portions of their de-
posits; and purchase assets from, and make loans to, ciosed banks
which were members of the FRS., One of the first major tasks of the
FDIC was to create a Division of Examinations to conduct examinations
of all banks which were not members of the FR3 and which had applied
for admission to the insurance fund.

in 1950 an important change was made to the enabling legislation
(12 Y.5.C. 1811) permitting FDIC to provide financial assistance to
operating banks. At the discretion of its Board of Directors, FDIC
was authorized to make Toans to, purchase assets from, or make de-
pos1ts in any insured bank in danger of closing, if continued opera-
tion is essential to provide adequate banking rac11 ties for the
community.

Management of FDIC is vested in the Board of Directors, composed
of (1) two members appointed for a 6-year term by the President of
the United States by and with the advice and consent of the Senate :
and (Z) the Comptroller of the Currency.

Organizationally, FDIC is divided into six major units at the
headquarters level: Office of the Controller, Division of Liguidation,
Division of Bank Supervision, t.ga* Division, J1v1s1on of Research, :
and O07fice of Management Systeaxs,

The Office of the Controller is responsible for the maintenance,
accuracy, and custody of all accounting records of FOIC and for the {
preparation of financial statements and reports taerefrom. The Office :
of the Contiroller also has supervision over, and -esponsibility for,
the administration of regulations of FDIC pertain.ng to assessments to
which insured banks are subject.

- 15 - ;
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The Division of Liquidation provides ror the payment of insured
deposits, establishment, and liquidation of claims of rDIC as subrogee
of insured depositers, and the acquisition and liquidation of assets
acquired by FDIC from an insured bank or from the receiver of liqui-
dation thereof, ‘

The Division of Bank Supervision is respons1b1e for the
pérformance of bank examinations and bank supervxsory functions of
FDIC. To carry out these functions, the division's personnel are
assigned to a headouarters group, all 14 of FOIC's reg1ona1 offices,
and to numerous field offices.

The principal function of the field offices is to conduct
examinations of commercial banks and trust departments and mitual
savings banks. At December 31, 1974, the field examiners were re-
sponsible for examining 8,446 banks. The regional offices provide the
field offices with guidance and serve as report reviewers. The head-
quarters group also reviews the reports of the examination, de*ermines
which banks are to be designated as problem banks, and prescribes
policies to be followed by tnc regional and field offices.

The Legal Division renders all legal services necessary to enable
the Board of Directors and the heads of organizational units within
FDIC to discharge their respective duties. (This division is dis-
cussed further in appendix V.)

The Research Division conducts continuing research and compilation
of studies and statistics pertaining to bank deposit -insurance and
banking and the financial conditions of banks. The division alsa pre-
pares and presents to the Board of Directors any special studies, re-
ports, or surveys as directed in the field of business or economics.
{The Research Division i3 discussed further in appendix VI.)

The Office of hanagement Systems provides information systems
support to all divisions and offices within FDIC and maintains FDIC's
computer center. In carrying out these functions, the Office of
Management Systems develops and designs computer base information
systems and contracts when necessary computer systems support for
procassing approved FDIC information systems.

- FEDERAL RESERVE SYSTEM

l FRS was established December 23, 1913, by the Federal Reserve Act

H{12.U.5.C. 221) to aive tne country an 2lastic currency, provide fa-
4§ilities for discounting commercial paper, and irprove the supervision
f banking. However, it was recognized that th.. purposes of FRS in-

cluded broader aspects of U.S. economic and firancial objectives.

Over the years, economic stability and growth, a high level of employ-
ment, and stability in the purchasing power of the d011ar have come

to be recognized as primary objectives of governmental economic policy.

Q‘
)

§ | - 16 -
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Since a sound financial structure is one essential ingredient of
a growing and prosperous economy, the FRS has been entrusted with
many supervisory and requlatory functions. These functions include
the responsihility for the amount of -redit that may be used for
_purchasing or zarrying equity securit es; establishing maximum interesc¢
rates that member bank. may pay on savings and time deposits; super-
vising State-chartered member banks; regulating the foreian activities
of all member banks; administering the laws that regqulate activities
of bank holding companies; and establishing the rules of disclosure as
to credit charges and repayment terms ("truth in lending") to which
all lenders of consumer credit must adhere.

FRS consists of five major components. Three of these components
-~the Board of Governors, the Federal Open Market Committee, and the
Federal Reserve banks--hive responsibility for making and executing
monetary policy. While their main resoonsibility is to regulate the
flow of credit and morev, they also perform inzportant supervisory and
service functions for the public, the U.S. Treasury, and the commercial
oanks. The other two components are the Federal Advisory Council and
the member commercial barks.

3doard of Governors

The apex of the Federal Reserve's organization is the Board of
Governors (Board) in Washington, D.C., which has approximately
1,400 employees. [ts leadership consists of seven board members
appointed by the Tresident o the United “tates and confirmed by the
Senate for l4-year ncnrenewa:le terms. One member is designated b,
the President as chairman for a 4-year term, Although the Board's
prime function involses the formulation of monetary policy, it also
has broad supervisory and requlatory responsibilities over the activi-
ties of member banks including their foreion operations and the opera-
tions of the Federal Reserve banks. In addition to being members of
the Federal Opzn Market Committee, the Boaru establishes the reserve
requirements for member banks within the limits prescribed by law and
performs numzrous other functions such as reviewing and approving
discount rate actions of the Federal Reserve banks, issuing regulaticns
governing the administratior of the disc.nt window at those banks,
establishing ceiling rates of interest that member banks may pay on
time and savings Jeposits, setting margin requirements on credit pur-
chases in the stock market, and administering the law that regulates
activities of bank holding companies.

Federal Onen Market Committee

Open market operations are the principal instruments used by the
Federal Reserve to implement national monetary policy. The Committee
authorizes and directs the Federal Reserve Bank of New York to the
extent necessary to ouy or sell U.S. Governmert securities, securities
of Federal agencies, or bankers' acceptances. The Commitlee also
authorizes and directs operations in foreign exchange markets for
gijor convertible currencies.

- 17 -
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Federal Resarve hanks

The operations of FRS are conducted through a nationwide neiwork
of about 256,000 employees at 12 Federal Reserve bar.s, 25 branches,
ard several other facilities used mainiy for clearingichecks. <Zach
Federal eserve bank is an incorporated institution with its own board
¢f direcrors consisting of nine memoers: six elected by member banks
in each Federal Res.rve district and three appointed by tre 3oard of
Governors. Tne directors of eacn Reserve bank oversee the operations _
of their bank under the overall supervision of the Board of Governors,
and they establish, subject to approval by the Board,'the interest
rates that the bank charges on loans.

~

Federal Advisory Council

The Council consists of one member from each Fedsral Reserve
district, selected by the beoard =f directors of the district bank. -
The Council confers with the Board of Governors on ecrnomic and bank-
ing matters and makes recommendations regarding the a‘fairs of the
Federal Reserve Systenm,

Member banks

At December 31, 1974, 5,782 commercial banks out of a total of
14,246 in the country were members of the Federal Reserve System.
Hemter banks consisted of 1,074 State and 4,708 national buanks.
Hational banks, which are chartared by the OCC, are required by law
to be members of the System. State-chartered birks may elect to be-
come members if they meet the requirements established by the Board
of Governors pursuant to the Federal Reserva Act., The menber banks own
all of the stock of the Reserve tanks; however, ownership Jf that stock
does not carry with it the usual attributes of control and financial
interest. \

N

Requlatory functions

The Board of Governors establishes broad policy, issues regqulations
and interpretations, and sets guidelines for tanl supefvision. The
Board also reviews and analyzes reparts of examinition of State memter
banks and coordinates and evaluates the examinaticn and supervisory
function. It acts on applications for admission o® State banks to
membership of the System; adminis<ers the oublic disclosure require-
ments of the Securities Exchange Act of 1934, as am3nded, with respect
to equity securities of State member banks includin! regurlating se-
curity cradit transactions; prescribes requlations .ursuant to the
Truth in Lending Act for financial institutions and other firms en-
gaged in extending consumer credit, and administers these requliations
in their aoplication .o State member oanks; and administers the pro-
visions of the Fair Credit Reporting Act, the Currercy Transaction
Aeporting Act, and the Civil Rights Act of 1968 in taeir application to
State memper banks.

~ 18 -
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-

The Board's authority includes approving or rejecting applications
for: merging banks in instances where the resulting bank is to be
a State member bank; forming or expanding bank holding companies
establishing domestic branches for State member banks and foreign
branches for all member banks; exercising expanded powers to create
bank acceptances; establishing foreign banking and financing corpora-
tions; and investirg in bank premises an amount in excess of 100 per-
cent of a bank's capital stock.

The supervisory and regulatory functions are carried out primarily
by the Division of Banking Supervision and Regulation, Office of Saver
and Consumer Affairs, and Legal Division. In adaition, the Board
delegates certain of its supervisory functions to the Federal Reserve
banks. These functions include: (1} the conduct of field examinaticns
of State member banks; (2) the authority to approve certain Stite rem=
ber applications to establish domestic branches; and (3) the authority
to approve formations, acquisitions, and activities of bank holding
companies,

QFFICE OF THE COMPTROLLER OF THE CURRENCY

The 0CC is headed by the Comptroller of the Currency who is
appointed by the President and confirmed by the Senate for a term of
5 years. As the administrator of national banks, his primary re-
sponsibility is to ensure that each national bank is soundly operated
and that the national system fills the public need for commercial
banking services. To accomplish this the Comotroller

--approves or disapsroves structural changes in the
national banking system, inciuding applications to
(1) organize new nat.onal banks; (2) establish hranches
of existing national banks; (3) merge or consclidate
banks when the resulting bank is a national bank
and (4) relocate national bank offices

--determinks when national banks become insolvent and
appoints FDIC as receiver.

--issues rules and requlations governing the corporate
structure of natioral banks and their lending and in-
vestment practices.

--examines each national bank periodically to ascertain
if it is being operated .ourndly and in accordance with
Federal statutes.
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To aid nim in exercising his responsibilities the Compt-uller of
the Currency has 3 he-~dquarters staff in Washington, 0.C., or approxi-
mately 300 diviaed into four functional areas: Tlecal and research;
new banks, branches, and merger operations; examination of 71ational
banks; and adwinistration. In addition, as of October 1975, the OCC
had about 2,200 empioyees working out of 14 regional ¢ffices, an over-
seas office in London, and 126 subregional offices. Regional and
subregional office personnel are responsible for examining the
approximately 4,700 national banks throughout the United States.

W
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FDIC OPERATING COSTS

FOR CALENDAR YEAR 1974

Regional Qffices

Atlanta $3,120,764
Boston 2,605,505
Chicago 3,523,587
Columbus 1,784,659
Dallas 3,381,745
Madison 2,518,813
Memphis 2,957,761
Minneapolis 2,327,670
New York e 4,095,436
Omahe 2,226,069
Philadelphia 2,565,670
Richmond 2,152,741
St. Louis 2,920,802
San Francisco 3,000 518
Total regional offices . $39,181,740

Washington Headquarters

Executiva \ % 1.255,280
Comptrolier 10,152,845
Liquidation 499,727
Legal ' 1,691,310
Research ! 1,824,031
Management Systems 2,573,336
Bank Supervision {(Washington) 2,151,866
Total headguarters 20,148,395
Total FDIC costs 459,330,135

- 21 -
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FCDERAL RESERVE SYSTEM BANK REGULATORY COSIS {note a)

y FOR CALENDAR YEAR 1574
Board costs .
Division of Supervisfon and Reyulation $ 1,880,626
Division of International Finance 13,236
Division of Personneil 53,915
Legal Division 729,878
O0fflce of Saver and Consumer Affairs 204,665
Office of Mandging Director for Operailons 54,489
Division of Research and Stalistlcs _ 433,552

Total Board reyulatory costs

Federai Reserve bank costs

Examination of State mcwber banks 9,301,118
Examination af teust operations 1,503,810
Examinatlon of Edge Act Corporation 743,982
EDP exawinatiors __567,183
Bank examination costs $12,116,733
Examination of bank holding conpanies 618,159
Processing bank holding company applications 2,406,078
Processing bank holdling company reports _ 637,402
Bank halding company costs 3,661,839
Aduinistering requlations 051,784
Processing applications for wenbership,
wargers, and branches 528,868
Al other supervisory and reguiatory activities 2,191,865 -
Other regulatnfy costs 3,572,5%7

Total Federal Reserve bank regulatory

costs

Total Federal Reserve System bank
reyulatory costs

3 Schedule lacludes only those costs assoclated wilh the bank regilatory function.

costs of $279,927 are included.

$ 3.402,42¢7

19,351,089

$22,753,5.0

- b pank liolding corpany costs of §$1,190,888, bLank verger costs of $606,798, aand foreiyn banking

11 X1QN3ddv
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OCC OPERATING COSTS

FOR CALENDAR YEAR 1974

Regional Offices

Boston, Mass. $2,794,209
New York, N.Y. 5,591,876
Philadelphia, Pa. 3,094,529
Cleveland, Ohio 2,906,941
Richmond, Va. 3,200,709
Atlanta, Ga. 2,955,200
Chicago, I11. : 3,335,665
Memphis, Tenn. 3,006,556
. Minneapolis, Minn. 2,491,612
Kansas City, Mo. 2,935,901
Dallas, Tex. 4,713,147
Denver, Colo. 2,398,713
Portland, Ore. 2,199,732
San Francisco, Calif. 3,842,812
Total regional costs $45,477,602

Washington Headquarters

Administration « 1,793,961
Bank Organizations

Mergers and Consolidations $ 161,391

Branch Applications 119,128

Capital Increase 77,418

New Bank Branch 86,956

Bank Organizations 110,112 555,005
Trust Department 183,495
International Department 458,031
Law Department. 1,281,261
Ecunomics 457,712
Comptroller. Deputy Comptroller,

and Staff 971,04F

Unallocated (note a) ‘ 4,327,363

Total OCC costs $55,505,476

Represents rent and maintenance of headquarters and regional office and
headquarters expenses--including increase in accrued annual leave,
communications, printing, and reproauction, office machine repairs and
rentals, depreciation and amortization, supplies, consulting service,
cunferences, and remodeling.

- 23 -
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ADMINISTRATIVE 20S7°

CALZNCAR vEAR 1372
AT G wkors  note 2

averije Average
ruer of cast Jer
rotal costs emnlfvees amoloyes
#01C 5 -
egions 51,277,443 - 1,370 5 683.32
Headgquarters 3 i23,313 ¢ 533 232.57
Federal leserve Svstem .
(nate a} ; '
Federal Reserve banks 823,762 514 1,018.39
3card of Governors 13,253 92 147.32
Comotroilar of the Currancy
Regions (nate ) 352,327 2,239 157.3
Headquarters 48,353 04 160.]2
Faderal -“cme Loan Jank
30arg (notes r, <) 193,523 1,220 158.711
Yational Cregit Union
laministration (nates g, K} « 141,392 528 283,17
Fedaral Power Commission
(note n)
Regions 1,390 136 13.30
Yeadquarters 26,309 1,137 31.33
Securitiaes and Sxcnange .
CommisS10h (AGTES 1, % 108,733 32,144 50.71

3 Generally inciudes tuition and materials costs but not salaries of emoloyees taking
courses.

5 Amounts pertain ta fiscal year 197% byocause calengar year 1374 data w~as not availe

ible. Includes travel for training, salaries of instrustors and training adminis=
trators, and rental <osts of training facility. \\

C Average amoloyees for caiendar year 1974, Includes summer interns as part-tire am-
ployees. Therefors, four summer interns resresent one full-time amployee.

d Training ccsts pertaly o cank examiners at she Federal Reserve banks and zersannal
in zhe %oard’s Jivision of 3anking Sugervision ind Regu ation. Aczardingly, tha
average number of employees 1ngludes anly <hoss 1nvglvec 1n the 2xamination function.

"

Includes zravel fuar “raining, casts 2¢ special instructiors, and other miscellaneous
items pertaining to training.

Also includes room rentals.

3 Consists of travel for ‘razining only. Cces not include cos s of <Lizion and nate-ials.
:an.sists ot axternal triining anly.

Amounts zer+ain to 7iscal sear 1375 Secause cilandar sear 19°4 zata is not ivailaple.

faclvges “ravel for “raining ind saiary 29s5t3 “ar spectal instructars, the training
officer, ind 1is sacretary.

o

luthorizad zositions at lune 20, 197S.

Jreakdown af costs “or “iald af9fces ind “eiiquartars s 0% 1vailapie.

" BEST DOCUMENT AVAILABLE
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~Organization

FDIC
Regions
Headquarters

Federal Reserve System
{note b)
Federal Reserve banks
Board of Governors

Comptroller of the Currency

Py

CALENDAR YEAR 1974

o §§

SALARY COSTS

APPENDIX [II

Regions
Headquarters

Federal Home Loan Bank
Board
Regions
Headquarters

wational Credit Union
Administration
Regions
Headgquarters

Federal Power Commission

" Regions
Headquarters

Securities and E:change
Commission (noe c)
Regions
Headquarters

2 Includes summer interns as part-time employees.

Averaqe Average

number of cost per

Total costs employees employee
$28,347,544 1,870 $15,159.17
10,759,938 4 683 15,753.94
12,667,877 956 13,250.92
2,872,613 169 16,997.72
33,388,180 2,239 14,912.09
5,162,565 304 16,982.13
12,621,866 724 17,434.00
8,281,810 196 16,637.,00
7,186,843 403 17,833.36
2,109,536 125 16,876.29
2,670,776 136 v 19,638.06
19,257.256 1,137 16,936.90
12.153.971 d 780 15,582.01
20,402,759 d 1,364 14,962.43

summer interns represent one fuil-time empiovee,

b Supervisory and regulatory costs only.

€ pata pertains to fiscal year 1975.

d Authorized positions at June 30, 1975.

- 25 -
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TRAVEL COSTS (note a)

CALENDAR YEAR 1974

Organization

FDIC (note b)
Regions
Headquarters

Federal Reserve System
{note d)
Federal Reserve banks
Board of Gavesrurs

Comptroller of the Currency
Regions
Headquarters

Federal Home Loan 3ank
Board (note b)
Regions
Headquarters

National Credit Union
Administration
Regions
Headquarters

Federal Power Commission
Regions
Headquarters

Securities and Exchange
Commission (note e)
Regions
Headquarters

@ Ganerally includes transportation and per diem co.ts.

Total costs

$ 8,095,916
359,664

1,990,086
61,626

7,712.736
393,27

.

3,299.304
440,438

1,036,158
89,735

154,561
539,233

65€,224
543,507

 Incudes travel costs for training.

C Includes summer interns as part-time employees.

Average
nunber:of

employges

c1,870

033
]

956
169

2,239
304

724
496

1403
125

136
1,137

\

f 780
1,364

summer interns represent one full-time employee.

d Supervisory and regulatory costs only.
® Data pertains to fiscal year 1975.

f authorized positions at June 30, 1975.
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Average
cost per

employee

S 4,329.
526.

2,081

364.

3,444,
1,293.

4,557.
887.

2,571.
n7.

1,136.
474.

841

398.

T4erefore, four

37
60

.68

65
72
65

05

1
a3

48

.31

47

3

R
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CALENDAR YEAR 1974
COST OF QFrICE SPACE

Qrjanization Total costs
FDIC
Regions $ 1,222,971
Headquarters a 787,671
Federal Reserve System
Federal Reserve banks B(note ¢)
Board of Gavernors 1,005,772
- = Comptroller of the Currency (note d)
~ regions 711,093
Headquarters 811,845
: Federal Home Loan 8ank 3oard {note d) '
Regiuns 551,584
Headquarters 780,662
3
National Credit Union Administration
{note e)
Regions 203,213
Headquartars 284,353
Federal Power Commission (note f) 2,400,000

Securities and Exchange Commission
{notes d, g)
Regions 1,001,529
Headquarters 1,327,969

Includes annual depreciation expense on headquartars building, rental
costs on building at 1709 Mew York Avenue, and rental costs on train-
ing facility and apartments for housing students in Arlington,Virginia.

\ Amount_arrived at by taking total neadquarters building costs of

‘ 5411957,680 ($4,452,156 for Board buZ]ding and 337,505,524 for Martin
Building) dividing that amount by 50(estimatad userul {ife of building
1n vears)and adding the annual rental cost of the Watergate building
office space $166,518.

\C The Federal Reserve banks‘bui1din%s are self-owned. 211 of these build-
ings were built prior to 1925, with tae excention of Minneapolis (1973)

and Atlanta (1959} and can be considered fully depreciated. Therefors,

& the office costs for the ~aderal Reserve banks are not comparable to
the office costs of the otner agencies.

A1l leased space.
¢ Costs ror calendar year 1975.
f 3reakdown between regional offices and headquar*ers was not available.

I @ata vertains to “iscal year 1975.
\

)

)
1N
~3

1
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CALENDAR YEAR 1974
COST OF FURNITURE, FIXTURES, AND EQUIPMENT

Organization Total costs

FDIC . , i

Regions : v $ 287,746

Headquarters 338,210
Federal Reserve System (notesa,e)

Federal Reserve banks ) 244,149

Board of Goveraors 530,208
Comptroller of the Currency (notes b,c,e) 1,292,070
Faderal Home Loan Bank Board (note c) © 1,344,456
National Credit Union Administration )
* Region; 23,821

Headquarters 38,961
Federal Power Commission {(note f)

Regions 131

Headquarters 178,726
Securities and F<change Commission
“{notes ¢,d) 244,256
a Supervisory and requlatory costs only. w

b Obtained from the 1974 Financial Report of the Administrator of
National Banks, Comptrolier of the Currency “Statements of Changes
in Financial Position."

C Breakdown between regions and heaodquarters not available.

d Increase in net book value between June 30, 1974, and June 30,
1975 (FY 1975).

2 Includes costs associated with furnishing new headquarters office
space occupied during 1974.

f Costs for fiscal year.  1974. <Calendar year data was not available.
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1875 OFFICE SPACZ

Total space

Orqanization (squara feet)

FDIC (note a)

Regions 181,357

Headquarters 227,331
Federal Reserve System (note b)

Federal Reserve banks 143,140

Board of Governors 29,911
Comptroller of the Currency

Regions 117,157

Headquart:rs (note a) 129,849
Federal Home Loan B8ank Board '

Regions 73,744

Headquarters . 110,590
National Credit Union Administration

(note a)

Regions 27,950

Headquarters 36,105
Federal Power Cummission {notes a,c) !

Regions ! 29,032

Headquarters ] 212,343
Securities and Exchange Ccrmission

R@gIons 139,845

Headquarters \ 287,287

3 Net office space only (excludes storage. parking, and cafeterias).
b Supervisory and regula*ary space only.

C Amounts oertain to fiscal year 1974 becaus2 calendar year 1973
data not available.

-
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APPEMDIX ¥ APPENDIX
LEGAL ACTIVITIES

The three banking agencies issue rules and requlations concerning
the banking community's lending and investment practices. 7o develop
and impiement these rules and requlations, =ach of the regqulatory agen-
cies maintains a staff of attorneys and support pensonnel. As of
August 1975, the legai staffs of the agencies had the following number
uf personnel.

Board of Governors

FDIC Fegeral Rpterve occ

Attorneys and Officers 33 33(]) 43
Support Staff 36 12}2) 23
Total 69 50 72

(1) Inciudes 10 full-time attorneys who devotez a portion
of their time to the bank regulatory function.

(2) Includes 9 full-time assistants who devote a portion
of their time to the bank regulatory function.

FEDERAL DEPOSIT INSURANCE CORPORATION

FDIC's Legal Division is composzd of two stuff offices--Office of
Administrative Counsel and Office of legislative Counsel--and four func-
tion sections: Liquidation, Ccmpliance and Enforcement, Bank Segulation,
and Bank Operations and Applications. 7This division is headed by the
General Counsel who reports directly to the Chairman, Board of Directors.

\

The 0ffice of Administrative Counsel provides counsel to the Board
of Directors and any office of the Corporation with respect to :zuch legal
questions as may arise in tHe conduct of the business and affairs of FDIC.
This would include the interpretation of Federal and State laws, FOIC
regulations, and other directives.

The Office of Legislative Counsel perforins activities relatad to the
review and analysis of pending Federal legislation which affects banking
generally and the activities, operations, or funct.ons of FDIC. This in-
cludes the preparation of drafts of proposed legislition, reports to the
Congress, and reports tor the use of the Becard of [liectcrs.

The Liquidation Section negotiates and develops: agreements in con-
nection with financial assistance to operating bank:, asset assumptions,
loans, and other liquidation activ ties concernad with cleosed insured
banks. In addition, this section conducts litigatica proceedings on
behal’ of FDIC.
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The Compliance and Enforcement Section is responsible For the prepa-
ration of all necessary nntices, charges, and other pleadings and docu-
ments concerning termination of insurance, cease and desist, and
suspension or removal of directors or officer. and also proceedings asso-
ciated with these acts (section 8 of Federal Deposit Insurance Act).

This section has also been delegated the authority to obtain and preserve
testimony pursuant to the above proceedings {section 10c of Federal De-
posit Insurance Act).

The Bank Applications and Cperations Section and the Bank Regula-
tion Section are both responsible for preparing opinions, regulations,
rules, and Tegal documents such as the formulation and drafting of
amendmants to FDIC's rules, regulations, and statements of poilicy. The
former also administers FDIC policy concerninyg banking laws (e.g., Bank
Merger Act, Bank Holding Company Act, etc.).

The Legal Civision also devotes considerable staff time to respond-
ing to public information requests received from individuals, banks, and
other Government agencies. These requests are handled by the appropriate
section within the division according to the subject matter of the
requests.

The following table shows a breakdown of total staff time by func-
tion at Cctober 8, 1975,

Time Allocation by Function

Function Percent of Time
Counsel & advice 11.0
Legislation 6.0
Litigation 11.0
= Legal Jocuments (policy reviews) - -16.0
Mergers .5
Section's 8 & 10c proceedings 16.0
Closed bank agreements 21.0
Public information 15.0
Indexing and publication .5
Subtotal 97.0
General administration 3.0
Total 100.0
I \
K
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THE FEDERAL RESERVE SYSTEM

The Board of Governors' Legal Divisicn acts in an advisory and
requlatory capacity. The division's primary responsibility is its ad-
visory function to the Board of Governors, especially in connection with
acministrative proceedings and litigation in which it is involved. - The
division attorneys also draft legislation, analyze feports on pending
tegislation with respect to bank-related subjects, and prepare certzin
compilations of banking laws.

The requlatory functions of the Legal Division come under three
categories: State member bank supervision and reguﬁation, bank holding
companies, and foreign banking. The first function involves the prepa-
ration and enforcement of specific bank regulations establicnhiny stand-
ards to be followed by member banks. Some of the topics included in
these regulations are: conditions necessary for the extension of credit,
deposit requirements, check collection system standards, cases of inter-
loc™ing directcrates, maximum allowable interest rates on deposits, per-
missible securities, bank protection standards, and disclosure
requirements.

In connection with bank holding companies, the Legal Division deter-
mines if their formations and acquisitions are legally permissible and
if all requirements of applicable regulations have been met. Bank holz-
ing companies are also required to make applications to engade in non-
banking activities. As a result of this division's review of applications,
it advises the Board as to what action should be taken on acquisitions
and formations of bank holding companies., The review includes a study by
the Research Division of public benefits and competitive factors and a
report of the fiuancial and managerial soundness of the bank as provided
by the Division af Supervision and Regulaticn and Federal Reserve bank
examiners. The attorneys also review any requests concerning possible
viglations of the Bank Holding Company Act.

The foreign banking function includes two main areas of study in the
Legal Divis.on: determination of whether foreign branches of member banks
should be approved and whether foreiyn investment by member banks should
be permitted. A~ain, the Legal Division advises the Board concerning the
legality and sourdness of such foreign activities of member banks.

COMPTROLLER OF THE CURRENCY

The Law Department of the 0CC is divided into eight operating
divisions--Bank Operations, Enforcement and Compliance, Litigation,
Antitrust, Corporate Regulation, Securities Disclosure, Legislative
Counsel, and Associate Chief Counsel. The Department is headed by a
Chief Counsel who reports to the Firs® Deputy Comptroller.

The Law Department advises the Comptroller of the Currency and his
staff concerning statut:s and other lawsaffecting the operation of the
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OCC and of the national banking system. In addition to advising the
Comptroller, members of the Law Department also deal directly with na-
tional banks and their attorneys and with the staff of otner Government
agencies; issue r.'es and regulations that govern the corporate struc-
ture of national banks and their lending and investment practices; and
make decisions reguired by the inguiries of bankers as to the meanirg of
general banking laws in a given situation. The OCC deals regularly in
legislative problems, frequently in close cooperation with the Treasury
Department. The OCC also is a regular liticant in the Federal courts,
and has its own litigating staff.

The Bank Operations Division advises banks, bank lawyers, and mem-
bery of the OCC staff as to interpretations of the National Bank Act and
vthar banking laws. Statutes on which interpretations fraguently are
sought concern borrowing ani Tending limits of national banks, 1imits on
real estate loans, restrictions on loans to bank affiliates, branch bank-
ing, truth-in-lending, fair credit reporting. and various State consumer
protaction laws applicable to national banks. Attorneys in this division
also assist at hearings conducted in 0NC's 14 regional offices on applica-
tions to charter new banks or to establish branch banks.

The Enforcement and Compliance Division deals with a relatively small
number of <nforcement problems. This division exercises three
responsibilities:

1. Cease and desist proceedings. The Fingacial Institutions Super-
visory Act of 1966 gave the OCC, for the first time, authority to issue
cease and desist orders against national banks engaced in violations of
law or in unsafe and unsound banking practices. These proceedings are
t. be conducted by an adminisirative law judge, and are the only proceed-
ings vested in the OCC subject to the hearing provisions of the Adminiz-
trative Procaedure Act. The attorneys in this division try to negotiate
informal settlements of problems before instituting formal proceedings.

2. Criminal referralc This division\supervises the process by
which crimes discavered by naticnal banks or by naticnal bank 2xaminers
are referred to the Departhent of Justice. Minor aombezzlements are re-
rerred to the Department of Justice by bank managemant or by national
bank examiners without any supervision Ly the 0.C lewyers., The Enforce-
ment and Compliance Division, however, is active in the referral of major
fraud cases, usually involving bank management.

3. Removal of officers. The OCC al<o has ptwer to certify to the
Board of Governors of the Federal Reserve System ficts indi-ating that
an office, employee, or other person involved in a naticnal bank had
engaged in a violation of law or unsafe or unsound practices. The Board
of Governgrs then may issue a notice of intention -0 remove--giving the
person named in tne notice an opportunity to appear at a formal hearing
and dispute the facts set forth in the notice. The Board of Governors
makes the final decision whether or not an officer should be removed.
This statute has been little used and only one remcval h s taken place.

- 35 -



\

APPENDIX V APPENDIX V

The Litigation Division works vith the Civil Division of the [Depart-
ment nf Justice in defending litigation in which the 0CC is a named de-
fendant. Most of this litigation is of two types: (1) suits brought by
competing bank, or by rejected applicants contasting the approval or
disapproval of a new bank or branch bank application and (2) suits
brought by a member of a competing industry contenging that the OCC
unlawfully has pernitted a national bank to engage!in a business
activity which is outside the bank's statutory authority to conduct a
banking business.

The Antitrust Divisiocn attorneys conduct 1itigation proceedings
against the Antitrust Division of the Department of Justice. This 1iti-
gation arises under the Bank Merger Act of 1966, wkich permits the OCC

to intervene in its own name to contest actions brought by the Department
of Justice challenging--as violations of {re antitrust laws--bank rniergers
approvad by the OCC.

The Corporate Regulaticn Division deals with various matters affect-
ing the corporate affairs of national banks. Routine problems handled
by this unit include those corcerned with shireholders' meetings and
with the issuance of subordinated debentures by national banks.

The Securities Disclosure Livision jeals primarily with filings by
national banks with 500 or more shareiwiJders under the Securities Ex-
change Act of 1934. By virtue of a 1964 amendment to the securities
laws, the responsibility for adminicic: ing these filings was transferred
to the OCC from the SEC. National bank annual reports and other required
documents are received and reviewed for ¢ mnleteness and accuracy. The
divisicn also handles numerous other probicins which arise under the se-
curities laws.

The Legislative Counsel prepares or supervises the preparecion of
comments on pending or proposed legislation solizited by congressional
committees, the Treasury Department, the Office of Management and Budget,
and cther agencies.

The Law Department has one associate chief counsel who operates with-
out portfolio. He specializes in matters relating to the investment
authority of national banks and frequently prepares opirions for the 0CC

- on whether or not particular debt issues are permissii’e.

In addition to the headguarters Legal Cepartmenc, 9 of 14 regional
offices have an attorney that renders legal counsel to regional adminis-
‘trators, national bank and trust examiners, bankers, and bank counsel.
‘ZJE advice of the regional counsel relates to the interpretation and
application of laws, rulings, and regulations affecting the corporate
organization, powers, operations, and practices of nationel banks. The
regional counsel also renders counsel on various matters relative to
establishment of bank programs, including deposits, loans, and invest-
ments and answers inquiries from the public.

%

\
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INTERACTION 8ETWEE!N LEGAL STAFFS
OF BANK REGULATORY AGENCIES

) There are no fornal requirements or procedures for coordinating
the legal activities of FDIC, FRS, and OCC. UYowever, we found that
there is frequent interest among the three agencies on common requla-
tory and legislative problems and other matters where Federal statutes
require consultation. For exanple, the Federal Deposit Insurance Act
requires that FDIC consult with the other bank regulatory agencies be-
fore acting on bank merger applications.

An informa’: interagency coordinating committee has been estab-
lished to develop a uniform regulatory approach for FDIC, FRS, OCC,
Federal Home Loan Bank Board, and Department of the Treasury. Repre-
sentatives from each of these agencies meet periodically te discuss
their interpretations of laws common to them. This allows input from
all these agencies before a final interpretation is made. However,
in implementing most laws and regulations each agency usually has the
sole responsibility for setting interpretations for banks under its
supervision.

AN
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RESEARCH ACTIVITIES

Ce of the primary responsibilities of the bank regulatory agencies
is to provide for the compilation of data to be used by the respective
agencies in the prucessing of bark merger or new bank applications and
to provide specialized services to the agency heads. To achieve this
goal, the three regulatory agencies have estanlished research or simi-
larly named divisions. These divisions, in genei3ly, carry on research
in areas sucn as developing standards for bank reporting, proposed legis-
lation, flow of funds, structure of financial markets, and other pertin-
ent aress. :

As shown in the foilowing tabie, the three regulatory agencies nad--
at their headquarters--a combined total of 69 professional and 74 nonpro-
fessional employees at August 2, 1975, involved in the research functions
in support of bank regulatory responsibilitie.

-

Professional Nonprofessional
FDIC 41 49
Board cf Governors 13 8
occ 15 17

Total 69 " 74

FEDERAL DEPOSIT INSURANCt CORPORATION L

FDIC's Research Division reports directly to the Chairman, Board of
Directors, and is organized into two functional sections: the Financial
and Economic Research Section and the Bank Statistics and Financial
Analysis Section.

The Financial and Eccnomic Re.search Section is primarily concerned
with the analysis of policy issves (i.e., changas in existing regulatory
policy or proposed new policies), economic researct, legislative requests,
and scientific computer programing. In addition, t.is section has a
Competitive Analysis and Merger Unit which prepares inalyses and recom-
rendations on ali merger cases in which the FDIC mus - make & decision or
render an advisory opinion to the Board of Governors ar the 0CC.

The Bank Statistics and Financial Analysis Seciiin is .omposed of
the Applied and Statistical Research Unit, the Mathem.tical Programing
and Simulation Unit, and the Banking Analv<is Unit. “he Applied and
Statis’ ical Research Unit is concernad with surveys ard Jata requests.
This unit develops and implements : ~>tistical surveys, aralyzes data
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collerted, preocesses reports of condition

APPENDIX VI

and income from State

nonmember banks, and responds to data iequests from individual citizens,
Govsernment agencies, and lzgislators. The Mathematical Programing and
Simulation Unit maintains the "FDIC Bank Management Simulation," which
is a large-scale simulation model of commerical banks competing in tne
financial marketplace. This simulation is u¢ad as a training tool for
bank executives and bank examiners. In addition, this unit provides
technical assistance on mathematical programing to other units o/ the
Research Division and other divisions within the FDIC.

The Banking Analysis Unit, in conjunction with FRS and OCC, is
responsible for developing principles and standards of bank reporting,
designing report formats, prescribing and administering reporting prac-
tices and procedures, counseling banking institutions on re?orting orob-

lems, reviewing and analyzing reports submitted, and genera

ly supervis-

ing the financial reporting of the banking system of the country as
required by statute. In addition, this unit maintains the master control
of the bank-branch structure of the United States banking system. This
master record is intended to provide the control for all bank reporting
and to enable the Federal bank regulatory system to effectively use com-
puter technology for bank financial reporting and information,

The following table shows the Research Division's allocation of

time to its various functions.

Primary responsibility

Time allocation by functicn Percent
Policy issues 11.4
Economic research and studies 7.1
Legislative requests 7.2

Mergers and competitive analysis 5.4
Survey and data requests 17.4
Call and income reports 8.5
Bank structure 3.7
Scientific programing 6.8
Bank management simulation 5.5
Financial analysis ) 10.3
Publications 3.7
Subtotal 87.0
General administration 13.0
Total 100.0
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FEDERAL RESERVE SYSTEM

The FRS's Research and Statistics Division conducts research projects
and provides analysis for the Board of Governors and the Federal Open
Market Comm.ttee ¢n current and prospective deveiopments in the domestic
field, Imolications of such develupments for monethry policy are studied
as well as other alternative courses of policy with' the goal of achieving
overall economic objectives. This division carries on research in such
areas as production, prices, banking, capital markets, consumer and real
estate credii, the structure of financial markets, flow of funds, consumer
finance, and econometric models and their applicatibns to policy.
Researchers at the Board of Governors work with the research departments
of the Federal Reserve banks in economic analysis and statistical report-
ing. Ancther function of this division is to maintain the Board's gene-
ral library and economic editing services. Special ad hoc research
projects are continually being studied and are derived from the policy
questions of the day.

Within the specific function of supervision and regulation of
banking, the Research and Statistics Division gets involved in the pro-
cessing of applications of bank holding companies and bank mergers.
Researcih economists conduct analyses to determine the competitive
effects within a well-defined geographic market that would be affected
by such an application. Berore approval of these applications can be
granted by the Board, there must be a demonstration that any resulting
anti-competitive effects wouid be clearly vutweighed by net public
benefits or convenience,

There is one = .ction within the Division of Research and Statistics
that is involved in the overall reyulatory function. This section
entitled "Financial Structure" is exclusively involved in the processing
of bank holding company and merger applications.

OFFICE_OF THE COMPTROLLER
OF THE CURRENCY \

The OCC has three different groups involved in research-related
work at its headquarters level: ODepartment of Reseirch and Analysis,
Strateg:c Studies, and (ivision of Statistics.

The Department of Research and Analysis is primirily concerned
with developing and maintaining the numerous sources »f data for the
0CC. Such sources include the reports of condition, teports of income,
liquidity report, maturity schedule of assets and liabilities, past due
loan rgnorts, trust department annual reports, and othar stetistical
information. The department coordinates these activit'es with the other
bank requlatory agencies, bank trade organizations, an’ the banking
industry. Once sucn data sources are developed, the department partici-
pates in the coilection, review, and summarization of cuch information
for varicus users within the OCC.
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The department also serves as an advisor on the economic aspects
of various problems relating to bank cperations, the banking structure.
and proposed legislation. In addition, the department reviews all branch,
charter, and merger appiications,

The headquarters department also is responsible for the Regional
Economic Program. Under this program, the Director, Department of
Research and Analysis, appoints economic advisors who (1} assist the
14 regional administrators on economic matters; (2) perform economic
research; and (3) review disputed charter, branch, and merger applica-
" tions. The advisors are generally college professors and only work
part-time,

In a recently issued report on the operations of the OCC, Haskins
and Sells--a public accounting firm--recommended that the Department of
Research and Analysis broaden and strengthen its analytical research
capabilities. To achieve this goal the department is currently in the
process of hiring four additional professional staff members.

The primary function of the Strategic Studies group is to ensure
tnat the 0CC is aware of recent developments in the hanking industry,
This is accompiished by meetings with the chief exscutive officurs of
banks and bank helding companies, members of bank trade associations,
and other personnel in tihe financial area. At these meetings, areas
such as possible new bank services and problems in the banking industry
are discussed. The results of the meet<.3s are summarized and distri-
buted to interested departments within ' 0OCC.

Tha primary responsibility of the Division ~7 Statistics is to
assure that the data received f.om national banks :; 2ccurave and pro-
cessed into the large variety Jf recurring and noarecurring reports
required by the 0CC. The division alsa has been qiven responsibility
for providing the general public with Peports of Condition and Reports
. of Income of individual banks. According to an agency official, these
reports are of substantial interest to commericul banks, bank consul-
. tants, the academic community, and others wishing to conduct research
vin the general area of ¢nmmerical banking,
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