
F e d e r a l  r e s e r v e  b a n k  o f  D a l l a s

DALLAS, TEXAS 7 5 2 2 2

C i r c u l a r  N o . 7 3 - 2 3 1
S e p t e m b e r  1 2 ,  1 9 7 3

To th e  C h ie f  E x e cu tiv e  O f f i c e r  o f  th e  
S t a t e  Member Bank A ddressed :

We have been  a d v ise d  by th e  I n t e r n a l  Revenue S e rv ic e  t h a t  S ec 
t i o n  l . l 6 6 - 2 ( d )  o f  i t s  Income Tax R e g u la t io n s  w hich p e r t a i n s  to  c h a r g e - o f f
o f  bad  d e b ts  by a bank  h as  b een  amended.

P r i o r  t o  th e  amendment, th e  r e l e v a n t  p o r t i o n  o f  th e  IRS R egu la 
t i o n s  r e a d  a s  fo l lo w s :

" S e c t io n  l . l 6 6 - 2 ( d ) —I f  a  bank o r  o th e r  c o r p o r a t io n  w hich i s  
s u b je c t  t o  s u p e rv is io n  o f  F e d e r a l  a u t h o r i t i e s ,  o r  by S ta t e  
a u t h o r i t i e s  m a in ta in in g  s u b s t a n t i a l l y  e q u iv a le n t  s ta n d a rd s ,  
c h a rg e s  o f f  a  d eb t i n  whole o r  i n  p a r t  i n  o b ed ience  to  th e  
s p e c i f i c  o rd e r s  o f  such s u p e rv is o ry  a u t h o r i t i e s ,  th e n  th e  d eb t 
s h a l l ,  t o  th e  e x te n t  c h a rg e d -o f f  d u r in g  th e  t a x a b le  y e a r ,  be 
c o n c lu s iv e ly  presumed t o  have become w o r th le s s ,  o r  w o r th le s s  
on ly  in  p a r t ,  a s  th e  c a se  may b e ,  d u r in g  such t a x a b le  y e a r .  .
. (26 CFR l . l 6 6 - 2 ( d ) . "

The amendment to  th e  R e g u la t io n s  added a n o th e r  p r o v i s io n  t o  th e  
ab o v e-quo ted  s e c t i o n ,  and a f t e r  th e  amendment, th e  s e c t i o n  re a d s :

" I f  a bank o r  o th e r  c o r p o r a t io n  w hich i s  s u b je c t  t o  s u p e rv is io n  
o f  F e d e ra l  a u t h o r i t i e s ,  o r  by  S ta t e  a u t h o r i t i e s  m a in ta in in g  
s u b s t a n t i a l l y  e q u iv a le n t  s t a n d a rd s ,  ch a rg e s  o f f  a d e b t  i n  whole 
o r  i n  p a r t ,  e i t h e r  —

I n  obed ience  t o  th e  s p e c i f i c  o rd e r s  o f  such a u t h o r i t i e s ,  
o r

I n  acco rdance  w ith  e s t a b l i s h e d  p o l i c i e s  o f  such a u t h o r i 
t i e s ,  and , upon t h e i r  f i r s t  a u d i t  o f  th e  bank o r  o th e r  
c o r p o r a t io n  subsequen t t o  th e  c h a r g e - o f f  such a u t h o r i t i e s  
co n firm  in  w r i t i n g  t h a t  th e  c h a r g e - o f f  would have been  
s u b je c t  t o  such s p e c i f i c  o rd e r s  i f  th e  a u d i t  had been 
made on th e  d a te  o f  th e  c h a r g e - o f f ,  th e n  th e  d eb t s h a l l ,  
t o  th e  e x te n t  c h a rg e d -o f f  d u r in g  th e  t a x a b le  y e a r ,  be 
c o n c lu s iv e ly  presumed to  have become w o r th le s s ,  o r  w o r th 
l e s s  o n ly  in  p a r t ,  as  th e  ca se  may b e ,  d u r in g  such t a x 
a b le  y e a r .  . ."

Examiners f o r  th e  F e d e r a l  R eserve Bank o f  D a l la s  have been  
i n s t r u c t e d  t o  rev iew  a t  yo u r  r e q u e s t  a t  each  exam in a tio n  any v o lu n ta r y
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charge-offs made by your bank since the prior examination and determine 
whether those loans would have been regarded as a loss if the examination 
had been made on the dates of the charge-offs. Examiners have also been 
instructed to list all such loans so determined and confirm in writing 
that such loans would have been classified as "loss".

To assist the examiner in making an evaluation, it will be 
necessary for your bank to maintain complete records of the charge-offs, 
including the name of the borrower, unpaid balance, date of the charge- 
off, length of time loan was delinquent when charged off, financial state
ments and other related documents, and the reasons for making the charge- 
offs .

Yours very truly,

P. E. Coldwell

President




