
F e d e r a l  R e s e r v e  B a n k

OF DALLAS

DALLAS, TEXAS 7 5 2 2 2
November 4, 1985

Circular  85-131

TO: The Chief Executive Officer  of a l l
member banks and others concerned in 
the Eleventh Federal Reserve D i s t r i c t

SUBJECT

Revised examination and inspection frequency guidelines of state 
member banks and bank holding companies, respectively, and transmittal of 
findings to bank and holding company management and their boards of directors

DETAILS

The Board of Governors of the Federal Reserve System has recent ly  
announced the adoption of two po l ic ie s  to strengthen the supervis ion of  s t a t e  
member banks and bank holding companies. The f i r s t  policy provides for  a 
general increase in the frequency of examinations of  s t a t e  member banks and 
inspections of holding companies. The second policy strengthens and 
formalizes curren t  p rac t ices  for  communicating the f indings of  examinations 
and inspections to f inancia l  i n s t i t u t i o n  management and i t s  board of d i rec to rs  
when s ig n i f i c a n t  problems e x i s t .  This policy requires  t h a t ,  in addit ion to 
providing a complete examination or inspect ion repor t  to the bank or bank 
holding company, a wri t ten  summary of findings be sent  fo r  d i s t r ib u t io n  to 
each d i r e c to r  when the i n s t i t u t i o n  is  id e n t i f ie d  as being in less  than 
s a t i s f a c to ry  condit ion or having s ig n i f i c a n t  defined weaknesses. Although the 
d i r e c to r s '  report  will  complement the examination or inspection r ep o r t ,  i t  
will focus on the id e n t i f ie d  weaknesses of the i n s t i t u t i o n .

These two po l ic ies  are e f fe c t iv e  immediately, with i n i t i a l  
implementation expected January 1, 1986.

ATTACHMENTS

The Board's press re lease  including i t s  l e t t e r  to the Reserve Bank 
Presidents and the two pol icy statements are a t tached.

For additional copies of any circular please contact the Public Affairs Department at (214) 651-6289. Banks and others are 
encouraged to use the following incoming WATS numbers in contacting this Bank (800) 442-7140 (intrastate) and (800) 
527-9200 (interstate).

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

Questions regarding the material  contained in th i s  c i r c u l a r  should be 
d irec ted  to Mr. Marvin C. McCoy ( s t a t e  member banks) or Mr. Richard J .  Burda 
(bank holding companies) in our Supervision and Regulation Department a t  (214) 
651-6667.

Sincerely  yours,



FEDERALRESERVEpressrelease

For immediate re lease  October 7, 1985

The Federal Reserve Board today announced two p o l ic ie s  to  

strengthen Reserve Bank supervis ion of s t a t e  member banks and bank holding 

companies.

The p o l ic ie s  general ly increase  the  frequency of Federal 

Reserve examinations of s t a t e  member banks and inspections of bank holding 

companies and strengthen the procedures fo r  report ing de f ic ienc ies  to  

bank management and boards of d i r e c to r s .

The Board's action was taken in l i g h t  of developments and 

t rends  within the banking system over the past  several y ea rs .  The 

p o l i c i e s  announced today are aimed a t  two broad supervisory areas:

- -  The ear ly  i d e n t i f i c a t i o n  of problems in banking organizations 

through more frequent and in-depth o n - s i t e  examinations:

— The correc t ion  of weaknesses through more frequent and 

c l e a r e r  communications between bank supervisors and boards of d i r e c to r s .

In add i t ion ,  the  Board has id e n t i f i e d  the following areas in 

which s teps to  s trengthen the  supervisory process are being considered 

and where act ion  will  be taken i f  appropria te  and necessary. These 

areas are:

— The prevention of supervisory problems in banking 

organizat ions through t ightened  prudential  s tandards;

— Improved coordinat ion and cooperation with other  Federal 

and s t a t e  banking departments, and;
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— Strengthened examination s t a f f s  and improved examiner 

t r a i n i n g  programs.

The f i r s t  policy announced today provides fo r  a general 

increase  in the  frequency of examinations of s t a t e  member banks and 

inspec t ion  of bank holding companies. In general the policy provides 

th a t :

- -  Bank organizat ions fo r  which the Federal Reserve is  primary 

supervisor  wil l  be examined or inspected a t  l e a s t  annually;

— The l a rg e s t  organizations and those with s ig n i f i c a n t  

problems will  be examined or inspected semi-annually;

— As an exception to  the general r u le ,  small "she l l"  holding 

companies with no known problems and low levels  of debt r e l a t i v e  to  the 

book value of t h e i r  subsidiary bank's stock are to  be inspected on a more 

l imited  bas is .

The second policy strengthens and formalizes current  p rac t ices  

fo r  communicating the  f indings of examinations and inspect ions to  bank 

management and boards of d i rec to rs  when s ig n i f i c a n t  problems e x i s t .

This policy:

- -  Establ ishes  sp e c i f ic  c r i t e r i a  fo r  determining which 

examination f indings require  follow-up meetings with boards of d i r e c to rs  

and s e t s  out guidel ines fo r  such meetings;

— Requires t h a t ,  in addit ion t o  providing a complete 

examination or inspect ion report  to  the bank or  bank holding company, a 

w r i t ten  summary of f indings be sent to  the  bank or bank holding company 

fo r  d i s t r i b u t io n  to  each d i r e c to r ;
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— Requires th a t  senior  Reserve Bank o f f i c i a l s  become more 

involved in presenting examination f indings to  boards of d i r e c to r s .

The p o l ic ie s  are e f fe c t iv e  immediately, with i n i t i a l  

Implementation expected January 1, 1986.

The Board's l e t t e r  to  Reserve Bank Presidents  and i t s  two 

policy statements are a t tached.
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Attachments



B OARD D F  G D V E R N D R S
□  F T H E

FEDERAL RESERVE SYSTEM
WASHINGTON, O. C. 20551

A O O R C B S  O F F I C I A L  C O R R E S P O N O C N C l  

T O  T H C  B O A R D

TO: The PRESIDENT OF ALL FEDERAL RESERVE BANKS
AND THE OFFICERS IN CHARGE OF BRANCHES

The Board of Governors has approved two new policies 
for Federal Reserve Banks to follow in supervising state member 
banks and bank holding companies (see Attachments A and and B) . 
The first sets down guidelines that increase the required fre
quency of examinations of state member banks and of inspections 
of bank holding companies, except for certain relatively small 
bank holding companies. The policy also calls for the Federal 
Reserve Banks to increase their involvement in examinations/ 
inspections of larger organizations and weaker organizations and 
to place greater reliance on state banking agencies for the 
examination/ inspection of smaller, healthy organizations, to the 
extent the states are willing to assume and have the resources to 
take on these responsibilities.

The second policy, designed to formalize and strengthen 
longstanding practice, provides instructions for communicating 
the findings of examinations/inspections to the management and 
boards of directors of organizations with significant problems. 
The policy requires Reserve Bank officials to meet with the 
management and directors of organizations when an examination or 
inspection has revealed that the organization has significant 
problems. The policy also requires Reserve Banks to provide each 
member of the board of directors of such organizations with a 
summary report of the examination/inspection findings. Specifi
cations for the form and general control of these reports are 
outlined in the policy.

Both policies have common objectives: (a) to help pre
vent the development of or intensification of problems at banking 
organizations? and (b) to enhance the effectiveness of the Federal 
Reserve in identifying and dealing with problems that develop 
nonetheless.
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Implementation of these policies is targeted to commence 
no later than January 1, 1986. Due to the potential impact on staff 
resources in certain Districts, however, the Board recognizes that 
some time may be required before complete implementation of the 
examination/inspection frequency policy is obtained.

The attached policy statement on frequency of examina
tions of state member banks and inspections of bank holding com
panies supersedes outstanding Federal Reserve System statements 
of policy pertaining o this specific subject contained in parts 
of F.R.R.S. 3-1531 (S-2441) and F.R.R.S. 3-1532 (S-2444). Simi
larly, the attached policy statement on communicating examination/ 
inspection findings to management and directors supersedes the 
pertinent parts of Supervision and Regulation letters 75-288 and 
79-512.

Sincerely yours,

(signed) William W. Wiles

William W. Wiles 
Secretary
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POLICY FOR FREQUENCY AND SCOPE OF 
EXAMINATIONS OF STATE MEMBER BANKS AND 
INSPECTIONS OF BANK HOLDING COMPANIES

Th i s  p o l i c y  c a l l s  f o r  a g e n e r a l  i n c r e a s e  i n  t h e  f r e 
qu e n c y  of  e x a m i n a t i o n s  of  s t a t e  member banks  and i n s p e c t i o n s  of  
bank h o l d i n g  c o m p a n i e s .  The o b j e c t i v e s  s o u g h t  a r e  ( a )  t o  h e l p  
p r e v e n t  t h e  d e v e l o p me n t  of  p r o b l e ms  a t  b a n k i n g  i n s t i t u t i o n s  and 
(b)  t o  make more e f f e c t i v e  t h e  F e d e r a l  R e s e r v e ' s  a b i l i t y  t o  
i d e n t i f y  and r e s o l v e  p r o b l e ms  t h a t  d e v e l o p  n o n e t h e l e s s .

The p o l i c y  r e q u i r e s  t h a t ,  i n  g e n e r a l ,  b a n k i n g  o r g a n i 
z a t i o n s  f o r  whi ch t h e  F e d e r a l  Re s e r v e  i s  p r i ma r y  s u p e r v i s o r  a r e  
t o  be e x a m i n e d / i n s p e c t e d  a t  l e a s t  a n n u a l l y ,  wi t h  t h e  l a r g e s t  of  
such  o r g a n i z a t i o n s  and t h o s e  wi t h  s i g n i f i c a n t  p r o b l e ms  t o  be 
e x a m i n e d / i n s p e c t e d  s e m i - a n n u a l l y .  As an e x c e p t i o n  t o  t h e  g e n e r a l  
r u l e ,  sma l l  " s h e l l "  h o l d i n g  c o mp a n i e s  wi t h  no known pr ob l e ms  and 
low l e v e l s  o f  d e b t  r e l a t i v e  t o  t h e  book v a l u e  of  t h e i r  s u b s i d i a r y  
b a n k ' s  s t o c k  may be i n s p e c t e d  on a much more l i m i t e d  b a s i s .
T a b l e s  p r e s e n t i n g  t h e s e  f r e q u e n c y  and s c o p e  r e q u i r e m e n t s  a r e  
a t t a c h e d .

F e d e r a l  Re s e r v e  Banks a r e  t o  i n t e n s i f y  t h e i r  i n v o l v e 
ment  i n  t h e  e x a m i n a t i o n / i n s p e c t i o n  of  l a r g e  o r g a n i z a t i o n s  and 
t h o s e  wi t h  s i g n i f i c a n t  p r o b l e m s .  G r e a t e r  r e l i a n c e  i s  t o  be 
p l a c e d  on s t a t e  e x a m i n a t i o n s / i n s p e c t i o n s  i n t h e  c a s e  o f  s m a l l e r  
o r g a n i z a t i o n s .  I f  a s t a t e  l a c k s  t h e  r e s o u r c e s  t o  c o n d u c t  e x 
a m i n a t i o n s / i n s p e c t i o n s  i n a c c o r d a n c e  wi t h  t h e  s p e c i f i c a t i o n s  of  
t h i s  p o l i c y  o r  i s  u n w i l l i n g  t o  do s o ,  o r ,  i n  t h e  c a s e  of  h o l d i n g  
c o m p a n i e s ,  l a c k s  a u t h o r i t y ,  t h e  F e d e r a l  Re s e r v e  Banks  w i l l  c o n d u c t  
t h e  e x a m i n a t i o n s / i n s p e c t i o n s  t o  t h e  e x t e n t  needed  t o  meet t h e  
s p e c i f i c a t i o n s .  1/  In a d d i t i o n ,  i f  a s t a t e  member bank or  bank 
h o l d i n g  company T n d i c a t e s  i t s  wi sh  t o  be e x a m i n e d / i n s p e c t e d  by 
i t s  F e d e r a l  R e s e r v e  Bank,  t h a t  wi sh  s h o u l d  be h o n o r e d .

i y  I t  i s  s u g g e s t e d  t h a t  Re s e r v e  Banks w i l l  need t o  e x e r c i s e
some f l e x i b i l i t y  when i m p l e m e n t i n g  t h e  e x a m i n a t i o n  r e q u i r e m e n t s  
i n  o r d e r  t o  a c h i e v e  o p e r a t i o n a l  e f f i c i e n c i e s  and a p p r o p r i a t e  
c o o r d i n a t i o n  wi t h  s t a t e  b a n k i n g  d e p a r t m e n t s .
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REQUIREMENTS FOR STATE MEMBER BANK EXAMINATIONS

No I d e n t i f i e d  P r o b l e ms  or  S p e c i a l  C h a r a c t e r i s t i c s

M u l t i n a t i o n a l  s t a t e  member banks  and a l l  o t h e r s  wi t h  
a s s e t s  g r e a t e r  t h a n  $10 b i l l i o n  w i l l  be s u b j e c t  t o  a f u l l - s c o p e  
e x a m i n a t i o n  a n n u a l l y .  In a d d i t i o n ,  a 1 i m i t e d - s c o p e  o r  t a r g e t e d  
e x a m i n a t i o n ^ /  s h o u l d  be s c h e d u l e d  a n n u a l l y  f o r  each  o f  t h e s e  
b a n k s .  I f ,  h o we v e r ,  a b a n k ' s  f i n a n c i a l  c o n d i t i o n  i s  j u d g e d  t o  be 
c l e a r l y  s a t i s f a c t o r y - - b a s e d  on i t s  l a s t  f u l l - s c o p e  e x a m i n a t i o n ,  t h e  
f i n d i n g s  of  t h e  F e d e r a l  R e s e r v e ' s  s u r v e i l l a n c e  s y s t e m ^ /  and o t h e r  
s o u r c e s  of  i n f o r m a t i o n - - t h e  Re s e r v e  Bank may wai ve  t h e  l i m i t e d -  
s c o p e  or  t a r g e t e d  e x a m i n a t i o n .  Each of  t h e  r e q u i r e d  e x a m i n a t i o n s  
s h o u l d  be c o n d u c t e d  by t h e  F e d e r a l  Re s e r v e  Bank i n d e p e n d e n t l y  o r  
j o i n t l y  wi t h  t h e  s t a t e ;  t h e s e  ba nks  s h o u l d  no l o n g e r  be exami ned 
u n d e r  an A l t e r n a t e  Year  E x a mi n a t i o n  Pr ogr am (AEP) .

Banks wi t h  t o t a l  a s s e t s  be t we e n  $500 m i l l i o n  and $10 
b i l l i o n  w i l l  be s u b j e c t  t o  an a n n u a l  f u l l - s c o p e  e x a m i n a t i o n  t o  be 
c o n d u c t e d  e i t h e r  by t h e  F e d e r a l  Re s e r v e  Bank i n d e p e n d e n t l y  o r  
j o i n t l y  wi t h  t h e  s t a t e ,  or  by t h e  s t a t e  a l o n e  on an e v e r y - o t h e r  
y e a r  b a s i s  u n d e r  an AEP. L i m i t e d - s c o p e  or  t a r g e t e d  e x a m i n a t i o n s ,  
b e t we e n  a n n u a l  f u l l - s c o p e  e x a m i n a t i o n s ,  a r e  t o  be c o n d u c t e d ,  i f  
deemed n e c e s s a r y  by t h e  Re s e r v e  Bank.

Banks  w i t h  a s s e t s  be t we e n  $100 m i l l i o n  and $500 m i l l i o n  
must  a l s o  be e xa mi ne d  a n n u a l l y  on a f u l l - s c o p e  b a s i s .  Such 
e x a m i n a t i o n s  by t h e  s t a t e  i n  two ou t  of  e v e r y  t h r e e  y e a r s  w i l l  be 
a c c e p t a b l e  u n d e r  an AEP. A d d i t i o n a l  1 i m i t e d - s c o p e  or  t a r g e t e d  
e x a m i n a t i o n s  w i l l  be c o n d u c t e d  when deemed n e c e s s a r y  by t h e  
R e s e r v e  Bank.

1_/ A 1 i m i t e d - s c o p e  e x a m i n a t i o n  w i l l  r e v i e w a l l  a r e a s  o f  a c t i v i t y  
c o v e r e d  by a f u l l - s c o p e  e x a m i n a t i o n ,  bu t  l e s s  i n t e n s i v e l y .  
T a r g e t e d  e x a m i n a t i o n s  w i l l  f o c u s  i n t e n s i v e l y  on one or  two 
a c t i  v i t i  e s .

2 /  R e f e r s  t o  t h e  F e d e r a l  F i n a n c i a l  I n s t i t u t i o n s  E x a mi n a t i o n  
Co unc i l  a p p r o v e d  Uni f or m Bank S u r v e i l l a n c e  S c r e e n  f o r  u s e  
by t h e  bank r e g u l a t o r y  a g e n c i e s  t o  i d e n t i f y  on an e a r l y  
wa r n i n g  b a s i s  t h o s e  banks  i n  need  of  s p e c i a l  s u p e r v i s o r y  
a t t e n t i  o n .
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Banks  wi t h  a s s e t s  o f  l e s s  t h a n  $100 m i l l i o n  a r e  a l s o  
t o  be s u b j e c t  t o  an a n n u a l  f u l l - s c o p e  e x a m i n a t i o n .  I t  wi l l  be 
a c c e p t a b l e  f o r  t h e  Re s e r v e  Bank t o  l i m i t  i t s  i n v o l v e m e n t  in such 
e x a m i n a t i o n s  t o  once  e v e r y  f o u r  y e a r s ,  i f  t h e  s t a t e  c o n d u c t s  a nn u a l  
e x a m i n a t i o n s  u n d e r  an AEP i n  t h e  o t h e r  t h r e e  y e a r s .  A d d i t i o n a l  
1 i m i t e d - s c o p e  o r  t a r g e t e d  e x a m i n a t i o n s  w i l l  be c o n d u c t e d  when 
deemed n e c e s s a r y  by t h e  Re s e r v e  Bank.

Banks R e q u i r i n g  S p e c i a l  S u p e r v i s o r y  A t t e n t i o n

Banks r e c e i v i n g  a CAMEL c o m p o s i t e  r a t i n g  of  4 o r  5 
on an e x a m i n a t i o n  must  be exami ned  on a t w i c e - a - y e a r  b a s i s  
t h e r e a f t e r  u n t i l  t h e  p r ob l e m i s  r e s o l v e d ;  a t  l e a s t  one of  
t h e s e  two must  be a f u l l - s c o p e  e x a m i n a t i o n .  I f  a bank 
has  t o t a l  a s s e t s  i n e x c e s s  of  $500 m i l l i o n ,  bo t h  e x a m i n a t i o n s  
mus t  be c o n d u c t e d  by i t s  F e d e r a l  Re s e r v e  Bank,  i n d e p e n d e n t l y  o r  
j o i n t l y  wi t h  t h e  s t a t e .  I f  a bank has  t o t a l  a s s e t s  of  l e s s  t h a n  
$500 m i l l i o n ,  an e x a m i n a t i o n  c o n d u c t e d  i n d e p e n d e n t l y  by t h e  s t a t e  
on an e v e r y  o t h e r - t i m e  b a s i s  w i l l  be a c c e p t a b l e .

Al l  ba nks  r a t e d  a CAMEL c o m p o s i t e  3 on t h e i r  l a s t  e x a m i 
n a t i o n  a r e  t o  have  an a nnua l  f u l l - s c o p e  e x a m i n a t i o n  c o n d u c t e d  
by t h e  F e d e r a l  R e s e r v e ,  i n d e p e n d e n t l y  o r  j o i n t l y  wi t h  t h e  s t a t e .
In a d d i t i o n ,  a 1 i m i t e d - s c o p e  or  t a r g e t e d  e x a m i n a t i o n  of  c o mp o s i t e  
3 - r a t e d  banks  wi t h  t o t a l  a s s e t s  g r e a t e r  t h a n  $500 m i l l i o n  must  be 
c o n d u c t e d  d u r i n g  t h e  y e a r  by t h e  F e d e r a l  R e s e r v e ,  i n d e p e n d e n t l y  
o r  j o i n t l y  wi t h  t h e  s t a t e .

Banks With S p e c i a l  C h a r a c t e r i s t i c s

S t a t e  c h a r t e r e d  ba nks  a p p l y i n g  f o r  member s h i p  i n  t h e  
F e d e r a l  R e s e r v e  Sys tem  a r e  t o  r e c e i v e  a f u l l - s c o p e  e x a m i n a t i o n  
by t h e  F e d e r a l  Re s e r v e  b e f o r e  me mbe r s h i p  i s  g r a n t e d .  P a r t i c u l a r  
a t t e n t i o n  i s  t o  be g i v e n  in t h e s e  e x a m i n a t i o n s  t o  t h e  q u a l i t y  
of  a s s e t s  and t h e  a d e q u a c y  of  c a p i t a l  .

S i m i l a r l y ,  a f u l l - s c o p e  e x a m i n a t i o n  by t h e  F e d e r a l  
R e s e r v e ,  i n d e p e n d e n t l y  or  j o i n t l y  wi t h  t h e  s t a t e ,  w i l l  be r e q u i r e d  
w i t h i n  12 mont hs  f o l l o w i n g  ( 1)  t h e  f o r m a t i o n  of  a de novo s t a t e  
member bank o r  ( 2)  t h e  cha nge  i n  c o n t r o l  o f  a s t a t e  member b a n k .

Banks  whi ch i n  t h e  j u d g me n t  of  t h e  Re s e r v e  Bank f a i l  
t h e  s u r v e i l l a n c e  s c r e e n  or  whi ch t h e  Re s e r v e  Bank,  on t h e  
b a s i s  o f  o t h e r  i n f o r m a t i o n ,  has  r e a s o n  t o  b e l i e v e  may have  s i g n i 
f i c a n t  p r o b l e m s ,  a r e  t o  r e c e i v e  an i n - d e p t h ,  o f f - s i t e  r e v i e w t o  
d e t e r m i n e  w h e t h e r  an o n - s i t e  e x a m i n a t i o n  s h o u l d  be c o n d u c t e d  by 
t h e  F e d e r a l  R e s e r v e ,  i n d e p e n d e n t l y  or  j o i n t l y  wi t h  t h e  s t a t e .

1_/ CAMEL r e f e r s  t o  t h e  r a t i n g  s y s t e m used  by t h e  f e d e r a l  s u p e r 
v i s o r y  a g e n c i e s  t o  a s s e s s  t h e  f i n a n c i a l  c o n d i t i o n  of  commer 
c i a l  ba nks  ( F . R . R . S .  3 - 1 5 7 5 ) .
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REQUIREMENTS FOR BANK HOLDING COMPANY INSPECTIONS

Bank Ho l d i n g  Compani es  Wi th No I d e n t i f i e d  Pr ob l e ms  or  
S p e c i a l  C h a r a c t e r i s t i c s

M u l t i n a t i o n a l  bank h o l d i n g  c o mpa n i e s  and a l l  o t h e r s  
wi t h  c o n s o l i d a t e d  a s s e t s  o v e r  $10 b i l l i o n  a r e  t o  r e c e i v e  a f u l l -  
s c o p e  i n s p e c t i o n  a n n u a l l y  t o  be c o o r d i n a t e d  wi t h  t h e  
e x a m i n a t i o n  of  t h e  l e a d  bank t o  t h e  e x t e n t  p o s s i b l e .  Al t hough
t h e  i n s p e c t i o n  of  t h e  h o l d i n g  company and t h e  e x a m i n a t i o n  of  
t h e  l e a d  bank need  no t  be commenced s i m u l t a n e o u s l y ,  t h e y  s h o u l d  
o v e r l a p  and r e l y  on f i n a n c i a l  s t a t e m e n t s  as  o f  t h e  same d a t e ,  
i f  p o s s i b l e ,  i n o r d e r  t o  f a c i l i t a t e  t h e  a n a l y s i s  and t h e  p r e 
s e n t a t i o n  of  f i n d i n g s  t o  management  and d i r e c t o r s .  A l i m i t e d -
s c o p e  o r  t a r g e t e d  i n s p e c t i o n  of  t h e s e  c o mp a n i e s  i s  a l s o  t o  be 
c o n d u c t e d  be t we e n  t h e  a nnua l  f u l l - s c o p e  i n s p e c t i o n s ,  t h e  p r e c i s e  
t i m i n g  t o  be d e t e r m i n e d  by o f f - s i t e  s u r v e i l l a n c e  r e p o r t s  and by 
o p p o r t u n i t i e s  t o  c o o r d i n a t e  wi t h  t h e  e x a m i n a t i o n  of  t h e  l e a d  
b a n k .  The r e q u i r e m e n t  f o r  a 1 i m i t e d - s c o p e  o r  t a r g e t e d  
i n s p e c t i o n  may be wa i ved  by t h e  Re s e r v e  Bank i f ,  on t h e  b a s i s  of  
t h e  f i n d i n g s  of  t h e  l a s t  f u l l - s c o p e  i n s p e c t i o n  and of  t h e  s u r 
v e i l l a n c e  s y s t e m ,  t h e  i n s t i t u t i o n  i s  j u d g e d  t o  be i n  s a t i s f a c t o r y  
cond i  t i o n .

Complex bank h o l d i n g  c o mp a n i e s  ( d e f i n e d  as  c ompan i e s  
wi t h  nonbank s u b s i d i a r i e s  t h a t  e x t e n d  a m a t e r i a l  amount  of  c r e d i t  
or  c ompa n i e s  whose p a r e n t  has  a m a t e r i a l  amount  of  d e b t  o u t s t a n d 
i n g  t o  t h e  g e n e r a l  p u b l i c )  wi t h  c o n s o l i d a t e d  a s s e t s  be t ween  $500 
m i l l i o n  and $10 b i l l i o n  r e c e i v e  a f u l l - s c o p e  i n s p e c t i o n  a n n u a l l y .  
Noncomplex " s h e l l "  o r g a n i z a t i o n s  i n t h i s  s i z e  gr oup a r e  t o  r e c e i v e  
a 1 i m i t e d - s c o p e  i n s p e c t i o n  e v e r y  two y e a r s .  These  i n s p e c t i o n s  
s h o u l d  be c o n d u c t e d ,  t o  t h e  e x t e n t  p o s s i b l e ,  i n  c o o r d i n a t i o n  wi t h  
t h e  e x a m i n a t i o n  o f  t h e  l e a d  b a n k .  Al l  bank h o l d i n g  c o mp a n i e s  i n 
t h i s  s i z e  gr oup s h o u l d  be s u b j e c t  t o  a d d i t i o n a l  l i m i t e d - s c o p e  o r  
t a r g e t e d  i n s p e c t i o n s  when t h e  R e s e r v e  Bank has  i n f o r m a t i o n  t h a t  
s u g g e s t s  t h e  i n s t i t u t i o n  may be d e v e l o p i n g  s i g n i f i c a n t  p r o b l e m s .

Complex bank h o l d i n g  c o mp a n i e s  wi t h  c o n s o l i d a t e d  a s s e t s  
be t we e n  $150 m i l l i o n  and $500 m i l l i o n  a r e  t o  r e c e i v e  an annua l  
f u l l - s c o p e  i n s p e c t i o n .  Noncomplex s h e l l  bank h o l d i n g  c ompa n i e s  
i n  t h i s  s i z e  gr oup  a r e  t o  r e c e i v e  a l i m i t e d - s c o p e  i n s p e c t i o n  on a 
once  i n  t h r e e  y e a r  b a s i s .

I n s p e c t i o n  f r e q u e n c y  f o r  bank h o l d i n g  c o mp a n i e s  wi t h  
c o n s o l i d a t e d  a s s e t s  of  l e s s  t h a n  $150 m i l l i o n  i s  t o  be d e t e r m i n e d  
by t h e i r  s t r u c t u r a l  c h a r a c t e r i s t i c s  and t h e i r  d e b t  l e v e l s .  Com
p l e x  bank h o l d i n g  c o mpa n i e s  a r e  t o  r e c e i v e  a f u l l - s c o p e  i n s p e c t i o n  
e v e r y  o t h e r  y e a r .  Noncomplex s h e l l  c o mpa n i e s  w i t h  p a r e n t  d e b t  
e x c e e d i n g  t h e  book v a l u e  of  t h e  s t o c k  of  t h e  c o mp a n y ' s  bank
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( o r  b a n k s )  s h o u l d  be i n s p e c t e d  e v e r y  o t h e r  y e a r .  These  i n s p e c t i o n s  
may be e i t h e r  f u l l - s c o p e ,  l i m i t e d - s c o p e  or  t a r g e t e d  as  deemed 
a p p r o p r i  a t e .

Noncompl ex s h e l l  c o mp a n i e s  ( wi t h  c o n s o l i d a t e d  a s s e t s  
l e s s  t h a n  $150 m i l l i o n )  wi t h  a r a t i o  of  p a r e n t  d e b t  t o  t h e  book 
v a l u e  of  t h e  s t o c k  o f  t h e  c o mp a n y ' s  bank ( o r  b a n k s )  o f  l e s s  t h a n  
100 p e r c e n t  w i l l  be i n s p e c t e d  on a s a mpl e  b a s i s :  a 20 p e r c e n t
s a mp l e  w i l l  be drawn o f  c o mp a n i e s  wi t h  a r a t i o  b e tw een  75 t o  100 
p e r c e n t  f o r  i n s p e c t i o n  each  y e a r ;  a 10 p e r c e n t  s a mp l e  w i l l  be 
drawn of  c o mp a n i e s  wi t h  a r a t i o  be l ow 75 p e r c e n t  f o r  i n s p e c t i o n  
e a c h  y e a r .  These  i n s p e c t i o n s  may be e i t h e r  f u l l - s c o p e ,  l i m i t e d -  
s c o p e  or  t a r g e t e d  as  deemed n e c e s s a r y .  (NOTE: Compani es  t h a t
r e c e i v e d  a BOPEC^/ c o mp o s i t e  r a t i n g  of  3,  4 ,  o r  5 o r  f a i l e d  a 
s u r v e i l l a n c e  s c r e e n  w i l l  no t  be i n c l u d e d  i n  t h e  p o p u l a t i o n  f rom 
whi ch  s a mp l e s  a r e  t o  be drawn and s h o u l d  be i n s p e c t e d  in a c c o r d a n c e  
wi t h  t h e  f r e q u e n c y  r e q u i r e m e n t s  s e t  f o r t h  b e l o w . )

In a d d i t i o n  t o  t h e  above  i n s p e c t i o n  r e q u i r e m e n t s ,  i n  
t h e  c a s e  of  c o mp a n i e s  wi t h  l e s s  t h a n  $150 m i l l i o n  i n  c o n s o l i d a t e d  
a s s e t s ,  p r i ma r y  f e d e r a l  and s t a t e  bank s u p e r v i s o r s  a r e  t o  be a s ke d  
t o  r e v i e w ,  d u r i n g  t h e i r  e x a m i n a t i o n  of  a b a n k ,  any s i g n i f i c a n t  
d e a l i n g s  be t we e n  t h e  bank and t h e  h o l d i n g  company and t o  r e p o r t  
such  f i n d i n g s  a l o n g  wi t h  any o t h e r  r e l e v a n t  i n f o r m a t i o n  on 
t h e  h e a l t h  of  t h e  o r g a n i z a t i o n  t o  t h e  F e d e r a l  R e s e r v e .  (A s h o r t  
form w i l l  be p r o v i d e d  t o  make such  r e p o r t s  t o  t h e  F e d e r a l  R e s e r v e . )  
The F e d e r a l  Re s e r v e  Banks wi l l  r e v i e w  t h i s  and o t h e r  i n f o r m a t i o n  
t o  d e t e r m i n e  w h e t h e r  an i n s p e c t i o n  of  t h e  h o l d i n g  company s h o u l d  
be c o n d u c t e d .  F u r t h e r ,  t h e  F e d e r a l  Re s e r v e  w i l l  be p r e p a r e d  t o  
i n s p e c t  any of  t h e s e  sma l l  bank h o l d i n g  c o m p a n i e s - - a s  we l l  as  any 
l a r g e r  h o l d i n g  c o m p a n y - - a t  t h e  r e q u e s t  of  t h e  b a n k ' s  p r i ma r y  
s u p e r v i s o r .

Bank Ho l d i ng  Compani es  R e q u i r i n g  S p e c i a l  S u p e r v i s o r y  A t t e n t i o n

I n s p e c t i o n  f r e q u e n c y  of  bank h o l d i n g  c o mp a n i e s  r e q u i r 
i n g  s p e c i a l  s u p e r v i s o r y  a t t e n t i o n  i s  t o  be d e t e r m i n e d  by bo t h  
t h e  s i z e  and c o m p l e x i t y  of  t h e  o r g a n i z a t i o n .  The most i n t e n s i v e  
f r e q u e n c y  r e q u i r e m e n t s  a r e  d i r e c t e d  a t  bank h o l d i n g  c o mpa n i e s  
r a t e d  B0PEC c o m p o s i t e  4 o r  5 ,  o r  whose l e a d  bank s u b s i d i a r y  has  
been r a t e d  CAMEL c o m p o s i t e  4 o r  5 .  Al l  bank h o l d i n g  c ompa n i e s  
so r a t e d  wi t h  c o n s o l i d a t e d  a s s e t s  o v e r  $500 m i l l i o n  a r e  t o  r e c e i v e  
an a nnua l  f u l l - s c o p e  i n s p e c t i o n  and a l i m i t e d - s c o p e  or  t a r g e t e d  
i n s p e c t i o n  d u r i n g  t h e  i n t e r v a l  b e t we e n  f u l l - s c o p e  i n s p e c t i o n s .
The same r e q u i r e m e n t s  a p p l y  t o  compl ex  bank h o l d i n g  c o mpa n i e s  
wi t h  a s s e t s  b e t we e n  $150 m i l l i o n  and $500 m i l l i o n .  To t h e  
e x t e n t  p o s s i b l e ,  i n s p e c t i o n s  o f  t h e s e  4 and 5 r a t e d  bank h o l d i n g

B0PEC r e f e r s  t o  t h e  F e d e r a l  R e s e r v e ' s  r a t i n g  s y s t e m f o r  bank 
h o l d i n g  c o mp a n i e s  ( F . R . R . S .  4 - 8 6 5 ) .
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c o mp a n i e s  a r e  t o  be c o o r d i n a t e d  wi t h  t h e  e x a m i n a t i o n  of  t h e  l e a d  
bank s u b s i d i a r y .  Noncomplex bank h o l d i n g  c o mp a n i e s  wi t h  a s s e t s  
of  $500 m i l l i o n  or  l e s s  a r e  t o  r e c e i v e  an a nn u a l  i n s p e c t i o n  whose 
s c o p e  may be d e t e r m i n e d  by t h e  Re s e r v e  Bank b a s e d  upon t h e  
n a t u r e  of  t h e  c o m p a n i e s '  p r o b l e m s .]_/ Complex h o l d i n g  c ompani e s  
wi t h  a s s e t s  u n d e r  $150 m i l l i o n  a r e  t o  r e c e i v e  a f u l l - s c o p e  
i n s p e c t i o n  a n n u a l l y .

Bank h o l d i n g  c o mp a n i e s  r a t e d  c o m p o s i t e  3 wi t h  c o n s o l i 
d a t e d  a s s e t s  o v e r  $500 m i l l i o n  a r e  s u b j e c t  t o  t h e  same r e q u i r e m e n t s  
as  t h o s e  r a t e d  4 o r  5 .  Bank h o l d i n g  c o mpa n i e s  wi t h  c o n s o l i d a t e d  
a s s e t s  be t we e n  $150 m i l l i o n  and $500 m i l l i o n  wi t h  compl ex  s t r u c t u r e s  
a r e  t o  r e c e i v e  an a nnua l  f u l l - s c o p e  i n s p e c t i o n ;  t h o s e  wi t h  noncompl ex  
s t r u c t u r e s  a r e  t o  r e c e i v e  an a n n u a l  i n s p e c t i o n ,  t h e  s cope  of  which 
i s  t o  be d e t e r m i n e d  by t h e  Re s e r v e  Bank.  Complex bank h o l d i n g  
c o mp a n i e s  wi t h  a s s e t s  unde r  $150 s h o u l d  r e c e i v e  a f u l l - s c o p e  
i n s p e c t i o n  a n n u a l l y ;  noncompl ex  bank h o l d i n g  c o mp a n i e s  wi t h  
a s s e t s  l e s s  t h a n  $150 m i l l i o n  a r e  t o  be i n s p e c t e d  e v e r y  o t h e r  
y e a r .  The t y p e  of  i n s p e c t i o n  f o r  t h e s e  s ma l l  noncompl ex  c ompa n i e s  
may be d e t e r m i n e d  by t h e  Re s e r v e  B a n k . V

Bank Ho l d i n g  Compani es  wi t h  S p e c i a l  C h a r a c t e r i s t i c s

Bank h o l d i n g  c o mp a n i e s  f o r med  t o  a c q u i r e  an e x i s t i n g  
bank a r e  t o  be i n s p e c t e d  t o  d e t e r m i n e  t h e i r  c o m p l i a n c e  wi t h  
F e d e r a l  Re s e r v e  r e g u l a t i o n  and t h e  e x t e n t  t o  whi ch t h e y  have 
f u l f i l l e d  commi t ment s  t h e  Board of  Go v e r n o r s  r e q u i r e d  of  t h e  
o r g a n i z a t i o n  i n a p p r o v i n g  i t s  a p p l i c a t i o n .  Such i n s p e c t i o n s  
s h o u l d  be c o n d u c t e d  be t ween t h e  6 t h  and 18t h  month a f t e r  t h e  
a c q u i s i t i o n ;  t h e i r  s c ope  i s  t o  be d e t e r m i n e d  by t h e  Re s e r v e  
Bank.  I f  i n f o r m a t i o n  a v a i l a b l e  t o  t h e  Re s e r v e  B a n k - - t h e  most 
r e c e n t  e x a m i n a t i o n  of  t h e  b a n k ,  t h e  most  r e c e n t  FR Y-6 and FR Y-9 
r e p o r t s  f rom t h e  h o l d i n g  company and o t h e r  p e r t i n e n t  i n f o r m a t i o n - -  
i n d i c a t e  t h a t  ( a )  t h e  c o n d i t i o n  of  t h e  bank and bank h o l d i n g  
company i s  s a t i s f a c t o r y ,  (b)  t h e  bank h o l d i n g  company i s  f u l f i l l i n g  
i t s  commi t ment s  t o  t h e  Board o f  G o v e r n o r s ,  and ( c )  t h e  r a t i o  of  
t h e  p a r e n t ' s  d e b t  t o  t h e  book v a l u e  of  t h e  s u b s i d i a r y  bank ( o r  
b a n k s )  i s  l e s s  t h a n  75 p e r c e n t  t h e n ,  a t  t h e  Re s e r v e  Ba n k ' s  d i s c r e t i o n  
t h e  i n s p e c t i o n  may be d e l a y e d  as  l o n g  as  36 mont hs  a f t e r  t h e  
f o r m a t i o n .  Mo r e o v e r ,  t h e  r e q u i r e m e n t  f o r  an i n s p e c t i o n  may be

V Re s e r v e  Banks may,  u n d e r  a p p r o p r i a t e  c i r c u m s t a n c e s ,  e n l i s t  
t h e  a s s i s t a n c e  of  t h e  p r i ma r y  bank r e g u l a t o r  i n  c o n d u c t i n g  
t h e s e  i n s p e c t i o n s .
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wai ved  in t h e  c a s e  of  a bank h o l d i n g  company whose bank s u b s i d a r y  
has  l e s s  t h a n  $50 m i l l i o n  i n  t o t a l  a s s e t s ,  i f  i n t h e  Re s e r v e  
B a n k ' s  j u d g m e n t ,  ( a )  t h e  h o l d i n g  c o mp a n y ' s  f i n a n c i a l  c o n d i t i o n  i s  
s a t i s f a c t o r y ,  and i t s  commi t ment s  t o  t h e  Board of  Go v e r n o r s  a r e  
b e i n g  f u l f i l l e d ,  and (b)  t h e  r a t i o  o f  t h e  h o l d i n g  c o mp a n y ' s  d e b t  
t o  t h e  book v a l u e  o f  t h e  s u b s i d i a r y  bank ( o r  b a n k s )  i s  l e s s  t h a n  
75 p e r c e n t .

Bank h o l d i n g  c o mpa n i e s  t h a t  have u n d e r g o n e  a c hange  i n 
c o n t r o l  and de novo bank h o l d i n g  c o mp a n i e s  o r g a n i z e d  t o  a c q u i r e  
de novo b a n k s ,  a r e  t o  r e c e i v e  a f u l l - s c o p e  i n s p e c t i o n  w i t h i n  12 
mont hs  f o l l o w i n g  t h e  c hange  i n c o n t r o l  o r  f o r ma t  i o n .  A l i m i t e d -  
s c o p e  or  t a r g e t e d  i n s p e c t i o n  may be c o n d u c t e d  i n l i e u  of  t h e  f u l l -  
s c o p e  i n s p e c t i o n ,  i f ,  i n t h e  j u d g me n t  of  t h e  Re s e r v e  Bank,  t h e  
f i n a n c i a l  c o n d i t i o n  o f  t h e  h o l d i n g  company a p p e a r s  s a t i s f a c t o r y .

In t h o s e  c a s e s  where  bank h o l d i n g  c o mp a n i e s  f a i l  t h e  
s u r v e i l l a n c e  s c r e e n  or  where  o t h e r  i n f o r m a t i o n  s u g g e s t s  t h e  
company has  e x p e r i e n c e d  an a d v e r s e  d e v e l o p m e n t ,  an i n - d e p t h  o f f  
s i t e  r e v i e w w i l l  be made t o  d e t e r m i n e  t h e  need f o r  a l i m i t e d -  
s c o p e  o r  t a r g e t e d  i n s p e c t i o n .



TABLE 1

FREQUENCY AND SCOPE OF EXAMINATIONS OF STATE MEMBER BANKS

Asset
Size $10 b i l l i o n  + $500 mm - $10 b i l l i on $100 mm - $500 mm Less than $100 mm

Rating 

1 or 2

Full-scope required 
annually (FR or  J o i n t ) .  

Limited-scope or 
ta rge ted  presumed 

annually (FR or J o i n t ) .

Full-scope required 
annually (FR, Jo in t  or 
AEP on basis  of every 

other  y e a r ) .  Limited-scope 
or ta rge ted  when needed.

Full-scope required 
annually (FR,Joint or 
AEP on basis  of  every 

th ree  y e a r s ) .  Limited- 
scope or ta rge ted  

when needed.

Full-scope required 
annually (FR,Joint or 
AEP on basis  of  every 
four y e a r s ) .  Limited- 

scope or targeted 
when needed.

3

Full-scope required 
annually (FR or J o i n t ) .  
Annual limited-scope 

or ta rge ted  also 
required (FR or J o i n t ) .

Full-scope required 
annually (FR or J o i n t ) .  

Limited-scope 
or ta rge ted  when 

needed.

4 or 5

Exam requi red every 
s ix  months, one must 

be fu l l - sco p e ,  one may 
be l imited-scope or 

t a rg e te d .  (Both must be 
FR or J o i n t . )

Exam required every 
s ix  months, one must 

be fu l l - sco p e ,  one may 
be limited-scope or 

ta rg e te d .  (At l e a s t  one 
must be FR or J o i n t . )

Special C h a ra c te r i s t i c s :
1. New member banks: fu l l - scope  FR exam required before membership granted.
2. Change in control  or  de novo member bank: fu l l - scope  FR exam required within 12 months.
3. Banks th a t  f a i l  su rve i l lance  screen or for  which other  s ig n i f i c a n t  adverse information i s  received: t r ig g e r s  

in-depth,  o f f - s i t e  review to  determine need for  examination to  be conducted by FR or j o in t l y  with s t a t e .

Notes:
1. A fu l l - scope  examination covers a l l  areas of i n t e r e s t  to  the Federal Reserve in depth; a limited-scope examination 

wi l l  review a l l  areas of  a c t iv i t y  covered by a fu l l - scope  examination, but less  in tens ive ly ;  ta rge ted  examinations 
wi l l  focus in tens ive ly  on one or two a c t i v i t i e s .

2. The A lterna te-year  Examination Program (AEP) provides fo r  Federal Reserve and s t a t e  examinations of s t a t e  member 
banks on a l t e rn a t in g  per iods.

3. Jo in t  examinations are  conducted by the Federal Reserve and the s t a t e ,  s imultaneously, with one j o i n t  report  
being prepared.



TABLE 2

FREQUENCY AND SCOPE OF INSPECTIONS OF BANK HOLDING COMPANIES

Asset
Size $10 b i l l i on  + $500 mm to  $10 b i l l i on $150 mm - !►500 mm Less than $150 mm

Rating
Full-scope r e  Complex Noncomplex Complex Noncomplex Complex

See Note #4 
Noncomplex

1 or 2

quired annually.  
Additional 

1imited-scope 
or ta rge ted  

presumed 
annually.

Full -scope r e 
quired annually 

Limited-scope 
or targeted 
when needed.

Limited-scope 
required every 

two y ea rs .  
Additional l im i ted-  

scope or targeted 
when needed.

Full-scope 
requi red

Limited- 
scope 

requi red 
every 3 
y ea rs .

Full-scope 
requi red 

every other  
y ea r .

See
Note

#3

3

annual ly. Inspection 
requi red 
annually,  
may be 

l im i ted -

Full-scope 
inspect ion 

requi red 
annual ly .

Inspection 
requi red 

every other
Full -scope required annually. 
One l imited-scope or ta rge ted

scope or 
ta rg e te d .

y ear .

4 or 5

a lso  required annually. Full-scope 
requi red 

annually; one 
l imited-scope 
or ta rge ted  

also required 
annually.

Inspection 
requi red 
annually .

Full-scope 
inspection 

requi red 
annually.

Inspection 
requi red 
annually.

Special C h a ra c te r i s t ic s :
1. BHCs formed to  acquire going concerns: inspection to  be conducted between the 6th and 18th months of operat ion; 

or wi thin 36 months under sp ec i f ic  condit ions;  or waived i f  under $50 mm with spec i f ic  condit ions.
2. Change in control or de novo BHCs: inspection required within 12 months.
3. BHCs th a t  f a i l  su rve i l lance  screen or for  which other  s ig n i f i c a n t  adverse information i s  received: t r ig g e rs  in-

depth o f f - s i t e  review to evaluate  need for  limited-scope or ta rge ted  inspec t ion .
Notes:

1. A fu l l - scope  inspection covers a l l  areas of i n t e r e s t  to  the Federal Reserve in depth; a l imited-scope inspection 
wi l l  review a l l  areas of a c t iv i ty  covered by a fu l l - scope  inspection ,  but l e s s  in tens ive ly ;  targeted  inspect ions 
wi l l  focus in tens ive ly  on one or two a c t i v i t i e s .

2. A complex BHC is  defined as one with material c redi t -ex tending  nonbank su b s id ia r ie s  or debt outstanding to the 
general publ ic .  A noncomplex BHC is  one without c redi t-extending subs id ia r ie s  and without public deb t .

3. The frequency of inspection of  noncomplex "shel l"  BHCs th a t  are rated BOPEC 1 or 2 i s  based upon the  r a t io  of
parent  debt to  the book value of the bank's stock: a) i f  over 100 percent—inspect  every other year ;  b) i f
75-100 percent—inspect a 20 percent sample each year ;  c) less than 75 percent—inspect a 10 percent sample 
each y ea r .

4. For small noncomplex BHC's, Reserve Banks should explore the p o s s i b i l i t y ,  under appropriate  circumstances, of 
e n l i s t i n g  the ass i s ta nce  of the primary bank regu la tor  in conducting the  inspect ion .
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POLICY FOR COMMUNICATING 
PROBLEMS OF SUPERVISORY CONCERN TO 
MANAGEMENT AND BOARDS OF DIRECTORS

P r e v i o u s l y ,  F e d e r a l  Re s e r v e  e x a mi n e r s  and o t h e r  d e s i g 
n a t e d  p e r s o n n e l  have  h e l d  a me e t i n g  wi t h  a b a n k i n g  o r g a n i z a t i o n ' s  
management  and b o a r d  of  d i r e c t o r s  a f t e r  an e x a m i n a t i o n  or  i n s p e c t i o n  
i f  i t  i s  a l a r g e  o r g a n i z a t i o n  or  i f  t h e  e x a m i n a t i o n / i n s p e c t i o n  
r e v e a l e d  t h a t  t h e  o r g a n i z a t i o n  had s i g n i f i c a n t  p r o b l e m s .  In 
a d d i t i o n ,  a copy of  t h e  e x a m i n a t i o n /  i n s p e c t i o n  f i n d i n g s  has  been 
p r o v i d e d  t o  e v e r y  bank exami ned  and bank h o l d i n g  company i n s p e c t e d  
f o r  r e v i e w by i t s  management  and members of  i t s  b o a r d .  That  p o l i c y  
i s  now b e i n g  m o d i f i e d  f o r  t h e  p u r p o s e  of  f o r m a l i z i n g  and s t r e n g t h 
e n i n g  t h e s e  t r a d i t i o n a l  F e d e r a l  Re s e r v e  p r a c t i c e s  f o r  c o mmu n i c a t i n g  
t h e  f i n d i n g s  of  e x a m i n a t i o n s  and i n s p e c t i o n s  t o  t h e  management  and 
b o a r d s  o f  d i r e c t o r s  o f  b a n k i n g  o r g a n i z a t i o n s .

The new p o l i c y  e s t a b l i s h e s  s p e c i f i c  c r i t e r i a  f o r  d e t e r m i n 
i n g  whi ch e x a m i n a t i o n / i n s p e c t i o n  f i n d i n g s  r e q u i r e  f o l l o w - u p  
m e e t i n g s  wi t h  b o a r d s  o f  d i r e c t o r s  and p r e s e n t s  g u i d e l i n e s  f o r  t h e  
c o n d u c t  of  t h e s e  m e e t i n g s .  I t  a l s o  i n t r o d u c e s  t h e  r e q u i r e m e n t s  
t h a t  a w r i t t e n  summary of  e x a m i n a t i o n  f i n d i n g s - - s e p a r a t e  f rom t h e  
c o mp l e t e  e x a m i n a t i o n  or  i n s p e c t i o n  r e p o r t - - b e  d i s t r i b u t e d  t o  
each  d i r e c t o r  and t h a t  s e n i o r  Re s e r v e  Bank o f f i c i a l s  become 
more i n v o l v e d  i n  c o mmu n i c a t i n g  and p r e s e n t i n g  e x a m i n a t i o n / i n s p e c 
t i o n  f i n d i n g s  t o  t h e  b o a r d s  o f  d i r e c t o r s .  I t  i s  i n t e n d e d  t h a t
t h e s e  i n i t i a t i v e s  w i l l  e n s u r e  t h a t  each  d i r e c t o r  of  a s t a t e  
member bank o r  a bank h o l d i n g  company c o n s i d e r e d  t o  be a " p r o b l e m"  
o r g a n i z a t i o n  or  i d e n t i f i e d  as  h a v i n g  a s i g n i f i c a n t  we a k n e s s ,  w i l l  
c l e a r l y  u n d e r s t a n d  t h e  n a t u r e  and d i me n s i o n  of  t h e i r  o r g a n i z a t i o n ' s  
p r o b l e ms  and t h e  r e s p o n s i b i l i t i e s  o f  i t s  b o a r d  of  d i r e c t o r s  t o  c o r r e c t  
t he m.

MEETINGS WITH DIRECTORS

The d e c i s i o n  t o  h o l d  a me e t i n g  wi t h  t h e  b o a r d  o f
d i r e c t o r s  a t  t h e  c o n c l u s i o n  of  a s t a t e  member bank e x a m i n a t i o n
or  a bank h o l d i n g  company i n s p e c t i o n  i s  t o  be d e t e r m i n e d  on t h e  
b a s i s  of  t h e  o r g a n i z a t i o n ' s  f i n a n c i a l  c o n d i t i o n ,  i t s  s i z e ,  t h e  
t y p e  of  e x a m i n a t i o n / i n s p e c t i o n  c o n d u c t e d  and o t h e r  f a c t o r s  wh i c h ,  
i n  t h e  j u d g me n t  of  t h e  Re s e r v e  Bank,  i n d i c a t e  t h e  need  f o r  such a 
m e e t i n g .  To t h e  e x t e n t  p o s s i b l e ,  m e e t i n g s  wi t h  t h e  b o a r d  of  
d i r e c t o r s  of  s t a t e  member banks  s h o u l d  i n c l u d e  r e p r e s e n t a t i v e s  of  
t h e  s t a t e  b a n k i n g  d e p a r t m e n t .  Where a p p r o p r i a t e ,  m e e t i n g s  wi t h  
t h e  b o a r d s  o f  bank h o l d i n g  c o mp a n i e s  may be h e l d  j o i n t l y  wi t h  
t h e  m e e t i n g  of  t h e  l e a d  bank s u b s i d i a r y ' s  b o a r d  o f  d i r e c t o r s  and 
t h e  b a n k ' s  p r i ma r y  f e d e r a l  o r  s t a t e  bank s u p e r v i s o r .
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C r i t e r i a  For  C o n d u c t i n g  Me e t i n g s  

Condi  t  i on

A m e e t i n g  wi t h  t h e  b o a r d  of  d i r e c t o r s  i s  t o  be h e l d  a t  
t h e  c o n c l u s i o n  of  any f u l l - s c o p e  e x a mi n a t i o n  o r  i n s p e c t i o n  i n  
whi ch a s t a t e  member  bank i s  r a t e d  CAMEL c o m p o s i t e  4 o r  5 o r  a 
bank h o l d i n g  company i s  r a t e d  BOPEC c o m p o s i t e  4 o r  5,  Such 
m e e t i n g s  a r e  a l s o  r e q u i r e d  i f  an o r g a n i z a t i o n  i s  r a t e d  c o m p o s i t e
3 and i t s  c o n d i t i o n  a p p e a r s  t o  be d e t e r i o r a t i n g  o r  has  shown 
l i t t l e  i mpr ove ment  s i n c e  a p r e v i o u s  e x a m i n a t i o n / i n s p e c t i o n  
i n  whi ch i t  r e c e i v e d  a c o m p o s i t e  3 r a t i n g .  A me e t i n g
s h o u l d  a l s o  be h e l d  wi t h  a l l  t h e s e  o r g a n i z a t i o n s  f o l l o w i n g  a 
l i m i t e d - s c o p e  or  t a r g e t e d  e x a m i n a t i o n / i n s p e c t i o n ,  i f  deemed 
a p p r o p r i a t e  and d e s i r a b l e  by t h e  Re s e r ve  Bank.

Si ze

A me e t i n g  w i l l  be r e q u i r e d  a t  t h e  c o n c l u s i o n  of  a f u l l -  
s c o p e  e x a m i n a t i o n / i n s p e c t i o n  of  a l l  m u l t i n a t i o n a l  o r g a n i z a t i o n s  
and ma j o r  r e g i o n a l  o r g a n i z a t i o n s  wi t h  a s s e t s  i n  e x c e s s  of  
$5 b i l l i o n .  Re s e r v e  Banks a l s o  a r e  e n c o u r a g e d  t o  c o n d u c t  
suc h  m e e t i n g s  a t  t h e  c o n c l u s i o n  of  a f u l l - s c o p e  e x a m i n a t i o n /  
i n s p e c t i o n  of  r e g i o n a l  i n s t i t u t i o n s  wi t h  a s s ' e t s  in  e x c e s s  o f  
$1 b i l l i o n .

G u i d e l i n e s  f o r  Me e t i n g s

I t  i s  u n d e r s t o o d  t h a t  m e e t i n g s  wi t h  b o a r d s  o f  d i r e c t o r s  
w i l l  have  t o  be t a i l o r e d  t o  meet  t h e  needs  of  each  s p e c i f i c  s i t u a 
t i o n .  In g e n e r a l ,  m e e t i n g s  wi t h  t h e  f u l l  b o a r d  a r e  t o  be p r e 
f e r r e d ,  bu t  i n  c e r t a i n  c a s e s  t h e  Re s e r v e  Bank may d e t e r m i n e  t h a t  
a me e t i n g  wi t h  a c o mmi t t e e  o f  t h e  b o a r d  o f  d i r e c t o r s ,  such as  
e x e c u t i v e  or  a u d i t  c o m m i t t e e s ,  w i l l  s e r v e  a d e q u a t e l y .  In a l l  
c a s e s ,  h o we v e r ,  t h e  w r i t t e n  summary of  e x a m i n a t i o n / i n s p e c t i o n  
f i n d i n g s  i s  t o  be p r o v i d e d  t o  e ach  member of  an o r g a n i z a t i o n ' s  
b o a r d  of  di  r e c t o r s  .

JV Re s e r v e  Banks a l s o  a r e  e n c o u r a g e d  t o  ho l d  a m e e t i n g  a t  t h e  
c o n c l u s i o n  of  a f u l l - s c o p e  e x a m i n a t i o n / i n s p e c t i o n  of  an 
o r g a n i z a t i o n  wi t h  a s s e t s  g r e a t e r  t h a n  $500 m i l l i o n  r a t e d  
c o m p o s i t e  2 ,  i f  i t s  c o n d i t i o n  a p p e a r s  t o  be d e t e r i o r a t i n g  
and t h o s e  r a t e d  c o m p o s i t e  3 even i f  showi ng  some i mp r o v e me n t .
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The R e s e r v e  Ba n k ' s  p r e s e n t a t i o n  t o  t h e  b o a r d  s h o u l d  
o r d i n a r i l y  be c h a i r e d  by a Re s e r v e  Bank o f f i c i a l ,  wi t h  t h e  
e x a m i n a t i o n  s t a f f  i n  a t t e n d a n c e .

The l a r g e r  t h e  o r g a n i z a t i o n  or  more s e r i o u s  i t s  p r o b l e m,  
t h e  more s e n i o r  s h o u l d  be t h e  F e d e r a l  Re s e r v e  o f f i c i a l .  In 
g e n e r a l ,  Re s e r v e  Bank p r e s i d e n t s  a r e  e x p e c t e d  t o  become d i r e c t l y  
i n v o l v e d  i n  t h e  s u p e r v i s i o n  of  m u l t i n a t i o n a l  o r g a n i z a t i o n s  and 
r e g i o n a l  i n s t i t u t i o n s  wi t h  o v e r  $5 b i l l i o n  i n a s s e t s  t h a t  have  
been r a t e d  c o m p o s i t e  3 ,  4 o r  5.  The p r e s i d e n t  o r d i n a r i l y  w i l l  
meet  wi t h  t h e  b o a r d  o f  d i r e c t o r s  and may become i n v o l v e d  i n o t h e r  
wa ys ,  t h e  p r e c i s e  n a t u r e  of  whi ch t o  depend on t h e  s i t u a t i o n .

A m e e t i n g  wi t h  t h e  b o a r d  o f  d i r e c t o r s  s h o u l d  i n c l u d e  a 
f o r m a l ,  s t r u c t u r e d  p r e s e n t a t i o n  c o n t a i n i n g  a c l e a r  s t a t e m e n t  t h a t  
an i n s t i t u t i o n  i s  c o n s i d e r e d  a " p r o b l e m"  i n s t i t u t i o n  1/  or  
a b o u t  t o  become a p r o b l e m i n s t i t u t i o n  i f  e x i s t i n g  c o n d i t i o n s  
d e t e r i o r a t e .  Use o f  s l i d e s ,  o t h e r  v i s u a l  a i d s ,  and h a r d  copy 
h a n d o u t s  a r e  e n c o u r a g e d .  I n f o r m a t i o n  s h o u l d  a l s o  be p r e s e n t e d  on 
f i n a n c i a l  t r e n d s  and p e e r  g r oup  c o m p a r i s o n s .  The p r e s e n t a t i o n  
s h o u l d  make c l e a r  t h e  n a t u r e  of  p r o b l e ms  u n c o v e r e d ,  such a s :

° D e f i c i e n c i e s  i n  c a p i t a l ,  a s s e t  q u a l i t y ,  e a r n i n g s ,  
or  l i q u i d i t y ;

° V i o l a t i o n s  of  l aw;

° I n a d e q u a c i e s  i n  p o l i c i e s ,  p r a c t i c e s  and r e p o r t i n g  
s y s t e m s  n e c e s s a r y  f o r  t h e  p r o p e r  a d m i n i s t r a t i o n  of  
t h e  o r g a n i z a t i o n ;

° Lack of  we l l  d o c ume n t e d  l e n d i n g ,  c o l l e c t i o n ,  i n v e s t m e n t  
and l i a b i l i t y  management  p o l i c i e s ;

° F a i l u r e  of  management  i n  a d d r e s s i n g  p r e v i o u s l y  d i s c u s s e d  
d e f i  ci  e n c i  e s ;

° Lack o f  r e p o r t i n g  s y s t e ms  s u f f i c i e n t  t o  keep s e n i o r  
management  and t h e  b o a r d  of  d i r e c t o r s  f u l l y  i n f o r m e d ;

° F a i l u r e  of  t h e  b o a r d  of  d i r e c t o r s  t o  p a r t i c i p a t e  i n  
t h e  a c t i v e  management  of  t h e  o r g a n i z a t i o n .

_1/ As has  been l o n g  s t a n d i n g  F e d e r a l  Re s e r v e  p r a c t i c e ,  t h e  e x a c t  
n u me r i c  r a t i n g  a s s i g n e d  i n  t h e  e x a m i n a t i o n / i n s p e c t i o n  i s  not  
t o  be d i s c l o s e d .
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SUMMARY OF EXAMINATION FINDINGS

The F e d e r a l  Re s e r v e  Banks w i l l  b e g i n  p r o v i d i n g  w r i t t e n  
r e p o r t s  t o  t h e  d i r e c t o r s  s u mma r i z i n g  t h e  e x a m i n a t i o n / i n s p e c t i o n  
f i n d i n g s  f o r  a l l  o r g a n i z a t i o n s  r a t e d  c o m p o s i t e  3 ,  4 o r  5,  and f o r  
t h o s e  r a t e d  c o m p o s i t e  1 o r  2 showi ng  s i g n s  of  a s i g n i f i c a n t  
d e t e r i o r a t i o n  i n  c o n d i t i o n  or  a p p a r e n t  v i o l a t i o n s  o f  l aw.  The 
summary r e p o r t  t o  t h e  d i r e c t o r s  i s  i n t e n d e d  t o  compl ement  t h e  
c o m p l e t e  r e p o r t  of  e x a m i n a t i o n / i n s p e c t i o n  f i n d i n g s  p r e p a r e d  f o r  
us e  by bank management  and t h e  d i r e c t o r s  of  an o r g a n i z a t i o n .  The 
summary r e p o r t  i s  t o  f o c u s  on i d e n t i f i e d  p r o b l e m s - - r a t h e r  t h a n  on 
t h e  s t r e n g t h  of  t h e  o r g a n i z a t i o n - - a n d  p r e s e n t  t hem i n a manner  
t h a t  i s  s u c c i n c t  and u n m i s t a k e a b l y  c l e a r .  In a l l  c a s e s  t h e  t y p e s  
of  a c t i o n s  t o  be t a k e n  by t h e  d i r e c t o r s  and management  t o  a d d r e s s  
t h e s e  p r o b l e ms  s h o u l d  be s p e c i f i c a l l y  n o t e d .  I n s t i t u t i o n s  r a t e d
4 o r  5 a r e  t o  be t o l d  t h e y  a r e  " p r o b l e m"  i n s t i t u t i o n s  t h a t  w a r r a n t  
" s p e c i a l  s u p e r v i s o r y  a t t e n t i o n . "  I n s t i t u t i o n s  r a t e d  3 a r e  t o  be 
i n f o r me d  t h a t  t h e i r  c o n d i t i o n  i s  no t  s a t i s f a c t o r y ,  t h a t  t h e y  a r e  
s u b j e c t  t o  more t h a n  normal  s u p e r v i s i o n ,  and t h a t  t h e y  may become 
" p r o b l e ms "  i f  t h e i r  we a k n e s s e s  a r e  no t  a d d r e s s e d  a d e q u a t e l y .  A 
summary r e p o r t  s h o u l d  a l s o  be p r e p a r e d  when s i g n i f i c a n t  we a k n e s s e s  
a r e  u n c o v e r e d  i n  t h e  e x a m i n a t i o n / i n s p e c t i o n  of  2 - r a t e d  i n s t i t u t i o n s .  
The o r g a n i z a t i o n ,  s t y l e  and c o n t e n t  of  t h e  d i r e c t o r ' s  summary 
r e p o r t  i s  a l s o  t o  be u t i l i z e d  f o r  t h e  summary of  t h e  e x a m i n e r ' s  
comment s  on page  one of  t h e  c o m p l e t e  e x a m i n a t i o n /  i n s p e c t i o n  
r e p o r t .  The summary r e p o r t  s h o u l d  a l s o  e mp h a s i z e  t h e  r e s p o n s i b i 
l i t i e s  o f  t h e  d i r e c t o r s  t o  e n s u r e  t h a t  c o r r e c t i v e  a c t i o n s  a r e  
t a k e n  t o  a d d r e s s  a l l  d e f i c i e n c i e s  n o t e d  as  p r e s e n t e d  i n  a s e c t i o n  
e n t i t l e d  " M a t t e r s  R e q u i r i n g  Board A t t e n t i o n . "

The summary r e p o r t  w i l l  be s e n t  d i r e c t l y  t o  t h e  b a n k i n g  
o r g a n i z a t i o n ' s  management  f o r  t h e i r  d i s t r i b u t i o n  t o  e ach  d i r e c t o r .  
The t r a n s m i t t a l  l e t t e r  t o  t h e  b a n k i n g  o r g a n i z a t i o n  i s  t o  s t a t e  
t h a t  t h e  r e p o r t  i s  a summary of  i d e n t i f i e d  p r o b l e ms  and c o n t e m
p l a t e d  s u p e r v i s o r y  a c t i o n s  and t o  r e q u e s t  t h a t  management  
d i s t r i b u t e  t h e  r e p o r t  t o  each  d i r e c t o r .  The l e t t e r  i s  t o  s t a t e  
f u r t h e r  t h a t  e a c h  d i r e c t o r  s h o u l d  r e a d  t h e  r e p o r t ,  s i g n  t h e  i n t r o 
d u c t o r y  s t a t e m e n t  a t t e s t i n g  t o  h a v i n g  r e a d  t h e  r e p o r t ,  and r e t u r n  
t h e  r e p o r t  t o  ma na ge me n t .  Management  i s  t o  keep on f i l e  c o p i e s  
of  t h e  s t a t e m e n t s  s i g n e d  by t h e  d i r e c t o r s  b u t  i s  t o  d e s t r o y  a l l  
bu t  a f i l e  copy of  t h e  summar i e s  t h e m s e l v e s .

I t  i s  e s s e n t i a l  t h a t  t h e  d i r e c t o r s  summary r e p o r t  be 
c o m p l e t e d  and d i s t r i b u t e d  b e f o r e  any Re s e r v e  Bank m e e t i n g  wi t h  
t h e  b o a r d  o f  d i r e c t o r s  i n o r d e r  t o  p r o v i d e  t h e  d i r e c t o r s  wi t h  
p r i o r  n o t i c e  of  t h e  d e f i c i e n c i e s  t o  be d i s c u s s e d .  Re s e r v e  Banks 
s h o u l d  a l s o  make e v e r y  e f f o r t  t o  d i s t r i b u t e  t h e  c o m p l e t e  e x 
a m i n a t i o n / i n s p e c t i o n  r e p o r t  t o  management  p r i o r  t o  me e t i n g  wi t h  
di  r e c t o r s .




