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TREATMENT BY EXAMINERS OF DEFAULTED SECURITIES

TO THE CHIEF EXECUTIVE OFFICER
OF THE STATE MEMBER BANK ADDRESSED:

Enclosed for your information is a copy of a press release issued 
December 18, 1978, by the Comptroller of the Currency, the Federal Deposit 
Insurance Corporation, and the Board of Covernors of the Federal Reserve 
System regarding procedures for classification of defaulted state or local 
government obligations held by banks.

Any inquiries on this matter may be directed to Messrs. Uzziah 
Anderson or Marvin McCoy in our Bank Supervision and Regulations Depart
ment at extension 6274.

Sincerely yours,

Robert H. Boykin

First Vice President

Enclosure

Banks and others are encouraged to use the following incoming W ATS numbers in contacting this Bank:
1-800-492-4403 {intrastate) and 1-800-527-4970 (interstate). For calls placed locally, please use 651 plus
the extension referred to above.

This publication was digitized and made available by the Federal Reserve Bank of Dallas' Historical Library (FedHistory@dal.frb.org)



F E D E R A L  R E S E R V E
p r e s s r e l e a s e

This announcement is being released on behalf of the three Federal 
bank supervisors:

The Comptroller of the Currency (supervisor of national banks);
The Federal Deposit Insurance Corporation (supervisor of State 

chartered banks that are not members of the Federal 
Reserve System);

The Federal Reserve Board (supervisor of State chartered member banks).

For immediate release December 18, 1978

In light of the default on payment of municipal securities 

by the city of Cleveland, Ohio,the Federal bank regulatory agencies issued the 

following statement:

It is not possible to anticipate the extent to which a default 

on a municipal general obligation may affect the ultimate payment of such an 

obligation, due to the fact that such obligations are backed by the full faith 

and credit of an issuing State, city or other political subdivision which has 

general taxing authority. In view of these uncertainties, the bank regulators 

recently reviewed the bank examination procedures that apply to defaulted secu

rities and decided to allow for a market stabilization period in order that a 

more accurate estimate of the value of the securities may be made.

Under the new procedures applying to defaulted municipal general 

obligation securities, a period of time will be provided to permit the market 

for these defaulted securities to stabilize or for the issuer to put in place 

budgetary, tax or other actions that may eliminate the default, or otherwise 

improve the post-default market value of the securities.

(OVER)



The Federal Reserve Board, the Comptroller of the Currency and 

the Federal Deposit Insurance Corporation have agreed on the following treat

ment by bank examiners of defaulted State or local general obligations held by 

banks:

1. After a default has occurred, holdings of the defaulted 

issue will be listed in examination reports for appropriate 

treatment.

2. Depreciation in the defaulted municipal general obligation

will not be classified as a loss for the purposes of a bank 

examination while a market is in the process of being re

established for the defaulted security or other steps are

being taken that will improve the quality of the security.

3. Adjustments to a bank's capital position will be required 

when reasonable estimates of value can be determined.

4. The default of a general obligation of a municipal issuer 

will not be viewed by the supervisory authorities as an 

overriding factor in the appraisal of other obligations 

of the sane issuer, nor will it preclude the purchase by 

banks of other obligations of the same issuer.

The above procedures represent interim adjustments by Federal 

banking agencies in a Uniform Agreement (written in 1938) on the treatment 

of investment securities held by banks. That agreement, currently being 

studied for appropriate revision, provides that examiners would classify

immediately as a loss the net market depreciation of securities in default.
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