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M r. C h airm e n , I w e lco m e  the opportun ity  to a p p e a r  b e fo re  y o u r  

S u b c o m m itte e s  today  to  p r e se n t  the v iew s of the FD IC  w ith r e s p e c t  to 

the G e n e ra l A ccoun ting O ff ic e ’ s re c e n t study  re la tin g  to the F e d e r a l  

su p e r v is io n  o f c o m m e r c ia l  b an k s in  th is  cou n try . In g e n e ra l, we b e lie v e  

that the GAO h as done a co m m en d ab le  jo b  w ith an  e x tre m e ly  d ifficu lt 

t a sk , m ad e  m o r e  d iff ic u lt  by  a  r e la t iv e ly  tigh t t im e  f r a m e . We fe e l  

that i t s  co m m en ts a s  an  im p a r t ia l  p r o fe s s io n a l  o b s e r v e r  should  be  stu d ied  

c a r e fu lly  in  an  a tm o sp h e re  of c o o p e r a t iv e n e ss  and r e c e p t iv e n e s s .  In that 

vein , I w ould lik e  to co m m en t b r ie f ly  on a few  po in ts re la tin g  to the re p o r t  

and then a tta c h  to  m y  s ta te m e n t, fo r  the r e c o r d , a m o re  d e ta ile d  c r it iq u e  

p re p a r e d  by  FD IC  s t a f f  in  r e sp o n se  to s p e c if ic  i te m s  c o v e re d  by the GAO 

re p o r t .

To b e g in  w ith, I  w ould lik e  to point out that in  c o m p arin g  the 

su p e r v is o r y  p r o c e d u r e s  o f the th re e  F e d e r a l  bank re g u la to ry  a g e n c ie s , 

it  m u st  be  bo rn e  in  m ind that the d a y -to -d a y  re la tio n sh ip  w hich the FD IC  

h as  w ith s ta te  banking s u p e r v is o r s  i s  e x tre m e ly  im p o rtan t in  our s u p e r 

v is o r y  e ffo r t . U nlike the C o m p tro lle r  o f the C u rre n c y , but lik e  the 

F e d e r a l  R e s e r v e  B o a rd , we s u p e r v is e  b an k s who a r e  o p eratin g  un der 

50 s ta te  law s a s  w e ll a s  the F e d e r a l  D e p o sit  In su ra n c e  A ct. T h o se  

b an k s a r e  c h a r te r e d  by 50 d iffe re n t  s ta te  su p e r v iso r y  a u th o r it ie s  and 

the m an n e r of su p e rv is in g  th o se  b an k s a t  the F e d e r a l  le v e l d if fe r s  a s  

a r e s u l t  fr o m  s ta te  to s ta te . It i s  a l s o  im p o rtan t to r e a l iz e  that the 

FD IC  i s  the so le  F e d e r a l  r e g u la to r  fo r  the en tire  m u tu al sa v in g s  bank
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in d u stry , a $100 b illio n  in d u stry . W hile we a p p re c ia te  that the GAO 

re p o r t  i s  d ire c te d  only to c o m m e r c ia l  b an k s, i t  i s  e s s e n t ia l  to tak e  into 

accou n t the F D IC ’ s a c t iv it ie s  w ith r e s p e c t  to the m u tu al sa v in g s  bank 

in d u stry  in  o r d e r  to u n d e rstan d  i t s  s u p e r v is o r y  e ffo rt.

A s to  f le x ib il i ty  in  ex am in atio n  tech n iq u es, we w h o leh earted ly  

co n cu r with the GAO in  the n eed  fo r  su ch  f le x ib ility . A s a r e su lt  of a 

continuing study  going b a c k  a n u m b er of y e a r s ,  w e am end ed  in  e a r ly  

N ov em b er of 1976 the b a s ic  m em o ran d u m  w hich g o v e rn s ou r exam in ation  

p o licy . T h is  am en d ed  G e n e ra l M em o ran d u m  N o. 1 (se e  P a g e  7-1 of 

a ttach m en t h e re to )  i s  q u ite  c o n s is te n t  w ith the th ru st  of the GAO re p o rt  

and w e b e lie v e  that a fu ll  d i s c u s s io n  o f it  sh ould  h ave  b een  in clu ded  in 

that re p o r t . We lik e  to  think th at the ph ilosoph y  outlined  in  th is  m e m o 

ran du m , w hich w e h av e  te s te d  d u rin g  the p a s t  few  y e a r s  by exp erim en tin g  

in  d if fe re n t  FD IC  r e g io n s , i s  the b e s t  ph ilo soph y  fo r  the FD IC  to p u rsu e  

in  the ex am in atio n  o f n on m em b er b a n k s . S in ce  it  i s  so  c e n tra l to our 

o p e ra t io n s , and s in c e  i t  i s  a r e la t iv e ly  new sta te m e n t of a f le x ib le  e x a m i

nation  p o licy , w e w ould h av e  lik e d  to h av e  had the b en efit of the G A O 's 

in -depth  co m m en ts about i t .

We a l s o  a g r e e ,  a s  the re p o r t  re c o m m e n d s, that m o re  a d m in is t r a 

tiv e  en fo rcem en t p ro c e e d in g s  sh ould  be  u n d ertak en  in  the su p e r v iso r y  

p r o c e s s  by the F e d e r a l  r e g u la to r s .  We h ave a ttem p ted  to p u rsu e  that 

p o licy , p a r t ic u la r ly  s in c e  la te  sp r in g  and e a r ly  su m m e r  of 1976, and 

h ave re q u e ste d  fro m  the C o n g r e s s  ad d itio n a l su p e r v iso r y  p o w e rs .
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In th is  con n ection , the GAO re p o r t  n otes the la r g e  n u m b er of 

v io la tio n s  o f law  found d u rin g  a ty p ic a l exam in atio n . We w e re  p le a se d , 

h ow ev er, to  note that the GAO poin ted  out that so m e  of the law s and 

re g u la t io n s  a r e  c o m p le x  and that so m e  of the v io la tio n s w e re  of a te c h 

n ic a l n a tu re  that w ould in  no w ay a ffe c t  the so u n d n ess of a bank . It i s  

the e x p e r ie n c e  o f ou r D iv is io n  of Bank S u p e rv is io n  that the m a jo r  p ortion  

of v io la tio n s  o f law s s e t  fo rth  in  r e p o r t s  of exam in ation  d o es not a ffe c t  

the so u n d n e ss  and sa fe ty  of a  ban k . A ll v io la tio n s of law s o r  re g u la tio n s 

a r e  a m a t te r  of co n ce rn , of c o u r s e ,  but it  i s  the p a r t ic u la r  re sp o n s ib ility  

of the bank r e g u la to r  to  c o n s id e r  each  v io la tio n  in t e r m s  of w hether it  

w as in ten tion al o r  w illfu l, the co n se q u e n c e s  flow ing th e re fr o m , the 

lik e lih o o d  of continued v io la tio n , and o th er s im i la r  m a t te r s ,  and then 

to tak e  the a p p ro p r ia te  c o r r e c t iv e  ac tio n .

The GAO a ls o  re c o m m e n d s that the F e d e r a l  bank re g u la to ry  

a g e n c ie s  d ev e lop  g r e a t e r  u n ifo rm ity  and c o o p e ra tio n  with r e s p e c t  to the 

d efin ition  o f p ro b le m  b an k s and im p ro v in g  the su p e r v iso r y  p r o c e s s .

Both  re co m m e n d atio n s s e e m  to h ave a com m on  th em e, n am ely  in c r e a s e d  

h om ogen eity  am ong the a g e n c ie s .  U ndoubtedly, th e re  i s  m e r it  to the 

p ro p o sit io n  that p ro b le m s com m on  to the th ree  a g e n c ie s  should  be 

re so lv e d  th rou gh  c lo s e r  co o rd in a tio n  and c o o p era tio n . T h e re  i s ,  in  

fa c t ,  a t  p r e se n t  a su b s ta n t ia l  flow  of in fo rm atio n  betw een and c o o rd in a 

tion  am ong the a g e n c ie s .  If, h ow ev er, th e re  i s  any m e r it  to the con cept 

of s e p a r a te  F e d e r a l  s u p e r v is o r y  a g e n c ie s ,  and to a dual banking sy s te m
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with s ta te  and F e d e r a l  su p e rv is io n  of b a n k s , am ong th o se  b e n e fits  would 

s e e m  to  b e  the opportu n ity  to try  d iffe re n t ap p ro a c h e s  and to h ave  a 

d iv e r s ity  of e x am in atio n  and su p e r v iso r y  p ro c e d u re s , th ereb y  enhancing 

the p o s s ib i l i ty  o f u se fu l inn ovation  and im p ro v em en t in  bank exam in atio n  

and su p e rv is io n .

F u r th e r m o r e , the n eed  to d ev e lo p  com m on  c r i t e r ia  fo r  d e term in in g  

p ro b le m  b an k s i s  not o bv iou s and m ay  not be a p p ro p r ia te . O ur e x p e r ie n c e  

i s  that the a c c u r a te  d e s ig n a tio n  of a p ro b le m  bank d o es not lend i t s e l f  to 

the ap p lic a t io n  o f s im p le  m e c h a n ic a l fo rm u la e  that can  be u n iv e r sa l ly  

ap p lie d . W hile w e do ap p ly  c e r ta in  sc re e n in g  d e v ic e s  a s  in it ia l  t e s t s ,  we 

b e lie v e  the a c tu a l d e s ig n a tio n  o f a  bank a s  a p ro b le m  should  only be im p o se d  

on a c a s e - b y - c a s e  b a s i s  a f t e r  a  c o m p re h e n siv e , in -d ep th  a n a ly s is  of the 

en tire  ban k . We a l s o  b e lie v e  i t  i s  a p p ro p r ia te  fo r  the F D IC , a s  in s u r e r ,  

to view  w hat c o n st itu te s  a  p ro b le m  situ a tio n  fro m  a som ew h at d iffe re n t 

p e r sp e c t iv e  than the o th er two F e d e r a l  re g u la to ry  a g e n c ie s , n am ely  fro m  

the stan d po in t o f undue r i s k  to the in su ra n c e  fund.

F in a lly , the re p o r t  im p lic it ly  s u g g e s t s  that FD IC  e x a m in e rs  should 

be c r i t ic iz in g  lo an  p o lic ie s  b e fo re  b ad  lo an s a r e  m ad e . We c e r ta in ly  a g r e e  

that a  c lo s e r  rev iew  of lo an  p o lic ie s  i s  im p o rtan t, and c r i t ic i s m  of such  

p o lic ie s  in  ad v an ce  of th e ir  im p le m e n ta tio n  should  be m ad e  w h ere the 

p o lic ie s  w ill o b v io u sly  le a d  to an  u n sa fe  o r  un sound condition  fo r  the bank 

o r  to v io la tio n s  o f law . M o st w ritten  lo an  p o lic ie s  w ill be  w ritten  in  su ch  

a w ay, h ow ever, th at a  r e a so n a b le  e x a m in e r  w ill find it  d iffic u lt  to find
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som eth in g  s ig n if ic a n t  in  th em  to  c r i t ic iz e .  We b e lie v e  that the w ritten  

p o lic ie s  th e m se lv e s  a r e  not the p ro b le m  - -  i t  i s  r a th e r  the im p lem en ta tio n  

of th e se  p o l ic ie s  that i s .

The FD IC  D iv is io n  o f Bank S u p e rv is io n  h a s  p re p a r e d  ex ten siv e  

d e ta ile d  co m m en ts co n cern in g  re co m m e n d atio n s and com m en ts m ad e  in 

the GAO re p o r t , w hich I h av e  a ttach e d  to m y  sta te m e n t fo r  y ou r Su b co m 

m it t e e s ' c o n s id e ra tio n . W hile they a r e  lengthy and d e ta ile d , we b e lie v e  

th o se  co m m en ts r e f le c t  the th o u gh tfu ln ess with w hich we h ave rev iew ed

the GAO re p o r t .
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