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NEW POLICIES ON SUPERVISION OF STATE M EM BER BANKS 
AND BANK HOLDING COMPANIES

— G reater Frequency of Federal Reserve Examinations and Inspections 
—  Communicating Problems of Supervisory Concern

To All State Member Banks and Bank Holding Companies 
in the Second Federal Reserve District:

Following is the text of a statement issued by the Board of Governors of the Federal Reserve System:

The Federal Reserve Board has announced two policies to strengthen Reserve Bank supervision of State member 
banks and bank holding companies.

The policies generally increase the frequency of Federal Reserve examinations of State member banks and inspec
tions of bank holding companies and strengthen the procedures for reporting deficiencies to bank management and boards 
of directors.

The Board’s action was taken in light of developments and trends within the banking system over the past several 
years. The policies announced are aimed at two broad supervisory areas:

— The early identification of problems in banking organizations through more frequent and in-depth on-site exami
nations;

— The correction of weaknesses through more frequent and clearer communications between bank supervisors and 
boards of directors.

In addition, the Board has identified the following areas in which steps to strengthen the supervisory process are 
being considered and where action will be taken if appropriate and necessary . These areas are:

—  T h e  p r e v e n t io n  o f  s u p e r v is o r y  p r o b le m s  in  b a n k in g  o r g a n iz a t io n s  th r o u g h  t ig h t e n e d  p r u d e n t ia l  s ta n d a r d s ;

— Improved coordination and cooperation with other Federal and State banking departments, and;
— Strengthened examination staffs and improved examiner training programs.
The first policy announced provides for a general increase in the frequency of examinations of State member banks 

and inspections of bank holding companies. In general the policy provides that:
— Bank organizations for which the Federal Reserve is primary supervisor will be examined or inspected at least 

annually;
— The largest organizations and those with significant problems will be examined or inspected semi-annually;
— As an exception to the general rule, small “shell” holding companies with no known problems and low levels of 

debt relative to the book value of their subsidiary bank’s stock are to be inspected on a more limited basis.

(OVER)
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The second policy strengthens and formalizes current practices for communicating the findings of examinations and 
inspections to bank management and boards of directors when significant problems exist. This policy:

— Establishes specific criteria for determining which examination findings require follow-up meetings with boards 
of directors and sets out guidelines for such meetings;

— Requires that, in addition to providing a complete examination or inspection report to the bank or bank holding 
company, a written summary of findings be sent to the bank or bank holding company for distribution to each 
director;

— Requires that senior Reserve Bank officials become more involved in presenting examination findings to boards 
of directors.

The policies are effective immediately, with initial implementation expected January 1, 1986.

Enclosed, for State member banks and bank holding companies in this District, is the text of a letter from the 
Board of Governors on this matter, together with the text of the policy statements. Additional copies will be fur
nished upon request directed to our Circulars Division (Tel. No. 212-791-5216).

Questions on this matter may be directed to Gerald P. Minehan, Assistant Chief Examiner (Tel. No. 
212-791-5881).

E. Gerald Corrigan ,
President.
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B O A R D  O F  G O V E R N O R S
O F  T H E

F E D E R A L  R E S E R V E  S Y S T E M
W A S H I N G T O N ,  D. C .  20551

ADDRESS OTFICIAL CORRESPONDENCE TO THE QOAHO

TO? THE PRESIDENTS 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= Specifications for the form and general control of these reports are 
outlined in the policy0

Both policies have common objectives? (a) to help prevent the development of or intensification of problems at banking 
organizations,0 and (b) to enhance the effectiveness of the Federal 
Reserve in identifying and dealing with problems that develop nonethelesso
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Impl©mentation 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 recognises 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- 
panics supersedes outstanding Federal Reserve System statements 
of policy pertaining to this specific subject contained in parts 
of FoRoRoSo 3=1531 (8=2441) and FoRoR. So 3=1532 (S=2444)0 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 o

Sincerely yours* 

(signed) William Wo Wiles

William W<> Wiles 
Secretary
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Attachment A

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 general  i n c r e a s e  i n the f r e 
quency of exami na t i on s  of s t a t e  member banks and i n s p e c t i o n s  of 
bank ho l d i n g  compan i e s 0 The o b j e c t i v e s  sought  are (a) to help 
p revent  the development of  problems at bank i ng  i n s t i t u t i o n s  and 
(b) to make more e f f e c t i v e  the Federal  Reser ve°s  a b i l i t y  to 
i d e n t i f y  and r e s o l v e  problems t ha t  develop nonethel  es s  0

The p o l i c y  r e q u i r e s  t h a t ,  i n general  D bank i ng  o r g a n i 
z a t i o n s  f o r  which the Federal  Reserve  i s  pr imary  s u p e r v i s o r  are 
to be exami ned/ i nspected  at l e a s t  a n n u a l 1 y 9 wi th the l a r g e s t  of  
such o r g a n i z a t i o n s  and those  wi th s i g n i f i c a n t  problems to be 
exami ned/ i nspected  s e m i - a n n u a l l y 0 As an except i on  to the general  
r u l e s smal l  ““s h e l l 00 ho l d i n g  companies  wi th no known problems and 
low l e v e l s  of  debt r e l a t i v e  to the book va l ue of  t h e i r  s u b s i d i a r y  
bank°s s tock  may be i n spec t ed  on a much more l i m i t e d  b a s i s 0 
Tab l es  p r e s e n t i n g  these  f requency  and scope requ i r ement s  are 
a t tached 0

Federal  Reserve Banks are to i n t e n s i f y  t h e i r  i n v o l v e 
ment in the 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 ge  o r g a n i z a t i o n s  and 
t ho se  wi th s i g n i f i c a n t  problemso Greater  r e l i a n c e  i s  to be 
placed 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  in the case of  s m a H e r  
o r g a n i z a t i o n s o  I f  a s t a t e  l a c k s  the r e s our ces  to conduct  e x 
am in at i o n s / i n s p e c t i o n s  in accordance wi th the 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  or  i s  u n w i l l i n g  to do s o 3 o r s in the case of h o l d i n g  
compan i e s s l a c k s  a u t h o r i t y 9 the Federal  Reserve Banks  w i l l  conduct  
the e x a m i n a t i o n s / i n s p e c t i o n s  to the extent  needed to  meet the 
s p e c i f i c a t i o n s o  1/ In a d d i t i o n s  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 to be examined/ i nspected  by 
i t s  Federal  Reserve Bank s t ha t  wi sh shou l d  be honoredo

i y  I t  i s  s ugges ted  that  Reserve Banks w i l l  need to  e x e r c i s e
some f l e x i b i l i t y  when implement i ng  the exami na t i on  requi rement s  
in o rder  to ach i eve  o p e r a t i o na l  e f f i c i e n c i e s  and a pp r op r i a t e  
c o o r d i n a t i o n  wi th s t a t e  bank i ng  depa r tment s 0
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REQUIREMENTS FOR STATE MEMBER BANK EXAMINATIONS
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No I d e n t i f i e d  Problems or Special  C h a ra c te r i s t i c s

M u l t i n a t i o n a l  s ta te  member banks and a l l  others wi th 
assets g rea te r  than $10 b i l l i o n  w i l l  be subject  to  a f u l l - s c o p e  
examinat ion annual ly, ,  In a d d i t i o n ,  a l im i ted -scope  or ta rgeted 
examinat ion^/  should be scheduled annual ly  f o r  each of  these 
bankSo I f ,  however, a bank8s f i n a n c i a l  cond i t i on  i s  judged to be 
c l e a r l y  sa t i  s f  actory- -based on i t s  la s t  f u l l - s c o p e  examinations, the 
f i n d in g s  of  the Federal Reserved su r ve i l l a n ce  system^/ and other  
sources of i n f o r m a t i o n - - t h e  Reserve Bank may waive the l i m i t e d -  
scope or ta rge ted examination,,  Each of the requi red examinat ions 
should be conducted by the Federal Reserve Bank independent l y or 
j o i n t l y  wi th  the s t a t e ;  these banks should no longer  be examined 
under an A l t e rn a te  Year Examination Program (AEP)„

Banks wi th t o t a l  assets between $500 m i l l i o n  and $10 
b i l l i o n  w i l l  be subject  to an annual f u l l - s c o p e  examinat ion to be 
conducted e i t h e r  by the Federal Reserve Bank independent ly  or 
j o i n t l y  wi th the s t a t e ,  or by the s ta te  alone on an every -other  
year basis under an AEP0 Limi ted-scope or ta rge ted  examinat ions , 
between annual f u l l - s c o p e  examinat ions,  are to be conducted, i f  
deemed necessary by the Reserve Bank0

Banks wi th assets between $100 m i l l i o n  and $500 m i l l i o n  
must also be examined annual ly  on a f u l l - s c o p e  basis,, Such 
examinat ions by the s ta te  in two out of  every three years w i l l  be 
acceptable under an AEPC Add i t iona l  l im i ted -scope  or targeted 
examinat ions w i l l  be conducted when deemed necessary by the 
Reserve Bank,,

\J A l im i ted -scope  examinat ion w i l l  review a l l  areas of  a c t i v i t y  
covered by a f u l l - s c o p e  examinat ion,  but less in tens i ve l y , .  
Targeted examinat ions w i l l  focus 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 o

2/ Refers to the Federal F inanc ia l  I n s t i t u t i o n s  Examination 
Counci l  approved Uniform Bank Su rve i l l ance  Screen f o r  use 
by the bank regu la to ry  agencies to i d e n t i f y  on an ear l y  
warning basis those banks in need of specia l  superv isory  
a t t e n t i  on o
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Banks wi th assets of less than $100 m i l l i o n  are also 
to be subject  to an annual f u l l - s c o p e  examination,,  I t  w i l l  be 
acceptable f o r  the Reserve Bank to l i m i t  i t s  involvement in such 
examinat ions to once every four  years,  i f  the s ta te  conducts annual 
examinat ions under an AEP in the other  three y e a r s D Add i t iona l  
1imi ted-scope or targeted examinat ions w i l l  be conducted when 
deemed necessary by the Reserve Banko

Banks Requir ing Special  Supervisory A t te n t io n

Banks rece iv ing  a CAMEL composite r a t i n g  of  4 or 5 
on an examinat ion must be examined on a twice-a=year  basis 
t h e r e a f t e r  u n t i l  the problem is reso lved;  at l eas t  one of 
these two must be a f u l l - s c o p e  examinat ion0 I f  a bank 
has t o t a l  assets in excess of $500 mi 11i on 9 both examinat ions 
must be conducted by i t s  Federal Reserve Bank, independent l y or 
j o i n t l y  wi th the s t a t e 0 I f  a bank has t o t a l  assets of  less than 
$500 m i l l i o n ,  an examinat ion conducted independent ly  by the s ta te  
on an every o th er - t im e  basis w i l l  be acceptable,,

A l l  banks rated a CAMEL composite 3 on t h e i r  l a s t  exami - 
nat ion are to have an annual f u l l - s c o p e  examinat ion conducted 
by the Federal Reserve, independent ly  or j o i n t l y  wi th the s t a t e 0 
In a d d i t i o n ,  a 1imi ted-scope or ta rgeted examinat ion of composite 
3 - rated banks wi th t o t a l  assets greater  than $500 m i l l i o n  must be 
conducted dur ing the year by the Federal Reserve, independent ly 
or j o i n t l y  wi th the state,,

Banks With Special  C h a ra c te r i s t i c s

State char tered banks apply ing f o r  membership in the 
Federal Reserve System are to receive a f u l l  - sc ope examinat ion 
by the Federal Reserve before membership is granted,, P a r t i c u l a r  
a t t e n t i o n  is to be given in these examinat ions to the q u a l i t y  
of  assets and the adequacy 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  examinat ion by the Federal 
Reserve, independent1y or j o i n t l y  wi th the s t a t e ,  w i l l  be requi red 
w i t h in  12 months f o l l o w in g  (1) the format ion of a de novo state 
member bank or (2) the change in con t ro l  of  a s ta te  member bank„

Banks which in the judgment of the Reserve Bank f a i l  
the su r v e i l l a n c e  screen or which the Reserve Bank, on the 
basis of  other  in fo rm a t io n ,  has reason to be l ieve may have s i g n i -  
f i c a n t  problems, are to receive an in -dep th ,  o f f - s i t e  review to 
determine whether an o n -s i t e  examinat ion should be conducted by 
the Federal Reserve, independent ly or j o i n t l y  wi th  the s t a t e .

]_/ CAMEL re fe rs  to the r a t in g  system used by the federa l  super
v i so ry  agencies to assess the f i n a n c i a l  con d i t i o n  of commer
c ia l  banks ( F 0R 0RoSo 3-1575)0
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REQUIREMENTS FOR BANK HOLDING COMPANY INSPECTIONS

Bank Holding Companies y i t h  No I d e n t i f i e d  Problems or 
Special  C h a ra c te r i s t i c s

M u l t i n a t i o n a l  bank ho ld ing companies and a l l  others 
wi th  conso l idated assets over $10 b i l l i o n  are to receive a f u l l -  
scope inspec t ion  annual ly  to be coordinated wi th the 
examinat ion of the lead bank to the extent  possible. ,  Al though 
the inspec t ion  of the hold ing company and the examinat ion of 
the lead bank need not be commenced s im u l t an eo us ly 9 they should 
over lap and re ly  on f i n a n c i a l  statements as of the same date,  
i f  p o s s i b l e 9 in order to f a c i l i t a t e  the analys is  and the pre
sen tat ion  of f i n d in g s  to management and d i r e c t o r s 0 A l i m i t e d -  
scope or ta rge ted  inspect ion of these companies is also to be 
conducted between the annual f u l l - s c o p e  i n s p e c t i o n s 9 the prec ise 
t im ing  to be determined by o f f - s i t e  su rve i l l a n ce  repor ts  and by 
o p p o r t u n i t i e s  to coordinate wi th the examinat ion of  the lead 
bank0 The requi rement f o r  a l im i ted -scope  or ta rgeted 
inspec t ion  may be waived by the Reserve Bank i f 9 on the basis of 
the f i nd in gs  of the la s t  f u l l - s c o p e  inspect ion and of the s u r 
v e i l l a n c e  system9 the i n s t i t u t i o n  i s  judged to be in s a t i s f a c t o r y  
c o n d i t  i o n o

Complex bank holding companies (def ined as companies 
wi th nonbank su b s id ia r i e s  tha t  extend a mater ia l  amount of  c r e d i t  
or companies whose parent has a mate r ia l  amount of  debt ou ts tand
ing to the general p u b l i c )  wi th consol idated assets between $500 
m i l l i o n  and $10 b i l l i o n  receive a f u l l - s c o p e  inspec t ion  annual ly. ,  
Noncomplex '“s h e l l 10 o rgan iza t ions  in t h i s  s ize group are to rece ive 
a l im i ted -scope  inspec t ion  every two y e a r s Q These inspect ions 
should be eondueted9 to the extent  possible, ,  in coo rd ina t io n  wi th  
the examinat ion of  the lead bank0 A l l  bank hold ing companies in 
t h i s  s ize group should be subject  to ad d i t i on a l  l im i ted -scope  or 
targeted inspec t ions  when the Reserve Bank has in fo rmat ion  th a t  
suggests the i n s t i t u t i o n  may be developing s i g n i f i c a n t  problems,,

Complex bank holding companies wi th conso l idated assets 
between $150 m i l l i o n  and $500 m i l l i o n  are to rece ive an annual 
f u l l - s c o p e  inspect ion. ,  Noncomplex she l l  bank ho ld ing companies 
in t h i s  s ize group are to rece ive a l im i ted -scope  inspec t ion  on a 
once in three year basis,,

Inspect ion frequency f o r  bank holding companies wi th 
conso l idated assets of less than $150 m i l l i o n  is to be determined 
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  debt levels, ,  Com
plex bank ho ld ing companies are to receive a f u l l - s c o p e  inspec t ion  
every other  year„  Noncomplex she l l  companies w i th  parent debt 
exceeding the book value of the stock of the company“ s bank
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(or banks) should be inspected every other  year„  These inspect ions 
may be e i t h e r  fu l l - scope , ,  1imi ted-scope or ta rge ted  as deemed 
appropr i  a t e „

Woncomplex she l l  companies (wi th conso l idated assets 
less than $150 m i l l i o n )  wi th a r a t i o  of parent debt to the book 
value of the stock of  the company8s bank (or banks) of  less than 
100 percent w i l l  be inspected on a sample b a s i s : a 20 percent
sample w i l l  be drawn of  companies wi th a r a t i o  between 75 to 100 
percent  fo r  i nspect ion each year ;  a 10 percent sample w i l l  be 
drawn of companies wi th a r a t i o  below 75 percent f o r  i nspect ion 
each y e a r 0 These inspect ions may be e i t h e r  f u l l - s c o p e ,  l i m i t e d -  
scope or targeted as deemed necessary0 ( W0TEs Companies that  
received a BOPEC^/ composite r a t i n g  of  3, 4, or 5 or f a i l e d  a 
s u r v e i l l a n c e  screen w i l l  not be inc luded in the populat ion from 
which samples are to be drawn and should be inspected in accordance 
wi th the frequency requi rements set f o r t h  below0)

In add i t i on  to the above inspect ion requi rements , in  
the case of  companies wi th less than $150 m i l l i o n  in consol idated 
assets,  pr imary federal  and s ta te  bank superv isors are to be asked 
to review,  dur ing t h e i r  examinat ion of a bank, any s i g n i f i c a n t  
deal ings between the bank and the holding company and to repor t  
such f i nd ings  along wi th any other  re levant  in fo rmat ion  on 
the heal th of the o rgan izat ion to the Federal Reserve,, (A shor t  
form w i l l  be provided to make such repor ts  to the Federal Reserve,,) 
The Federal Reserve Banks w i l l  review t h i s  and other  in fo rmat ion 
to determine whether an inspec t ion  of  the ho ld ing company should 
be conducted,, Fur ther ,  the Federal Reserve w i l l  be prepared to 
inspect  any of these small bank ho ld ing companies--as wel l  as any 
la rg e r  hold ing company--at the request of the bank's primary 
supervi  sor o

Bank Holding Companies Requir ing Special  Supervisory A t te n t io n

Inspect ion frequency of bank holding companies r e q u i r 
ing specia l  superv isory a t t e n t i o n  is  to be determined by both 
the s ize and complex i ty  of the o r g a n i z a t i o n 0 The most in te n s i v e  
f requency requi rements are d i rec ted  at bank hold ing companies 
rated B0PEC composite 4 or 5, or whose lead bank subs id ia ry  has 
been rated CAMEL composite 4 or 5„ A l l  bank ho ld ing companies 
so rated wi th conso l idated assets over $500 m i l l i o n  are to receive 
an annual f u l l - s c o p e  inspect ion and a l im i ted -scope  or targeted 
inspect ion  dur ing the in te r v a l  between f u l l - s c o p e  inspect ions, ,
The same requi rements apply to complex bank hold ing companies 
wi th assets between $150 m i l l i o n  and $500 m i l l i o n 0 To the 
extent  poss ib le ,  inspect ions of  these 4 and 5 rated bank holding

U  B0PEC re fe rs  to the Federal Reserve's r a t in g  system fo r  bank 
holding companies ( F 0R e R o S 0 4 - 8 6 5 ) Q
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companies are to be coordinated wi th the examinat ion of the lead 
bank s u b s i d i a r y 0 Noncomplex bank hold ing companies wi th assets 
of  $500 m i l l i o n  or less are to rece ive an annual i nspec t ion  whose 
scope may be determined by the Reserve Bank based upon the 
nature of the companies'  problems,,^/ Complex ho ld ing companies 
wi th assets under $150 m i l l i o n  are to receive a f u l l - s c o p e  
i nspect ion annual ly  0

Bank holding companies rated composi te 3 wi th  c o n s o l i 
dated assets over $500 m i l l i o n  are subject  to the same requirements 
as those rated 4 or 50 Bank ho ld ing companies w i th  consol idated 
assets between $150 m i l l i o n  and $500 m i l l i o n  wi th  complex s t ruc tu res  
are to receive an annual f u l l - s c o p e  in spe c t i on ;  those wi th noncomplex 
s t ruc tu re s  are to receive an annual inspect ion, ,  the scope of which 
is to be determined by the Reserve Bank0 Complex bank holding companies with assets under $150 million should receive a full-scope 
i nspec t i on  annua l l y ;  noncomplex bank holding companies wi th 
assets less than $150 m i l l i o n  are to be inspected every other  
year „  The type of  inspect ion f o r  these small noncomplex companies 
may be determined by the Reserve BankoV

Bank Holding Companies wi th Special  C h a r a c te r i s t i c s

Bank holding companies formed to acqui re an e x i s t i n g  
bank are to be inspected to determine t h e i r  compl iance wi th 
Federal Reserve regu la t ion  and the extent  to which they have 
f u l f i l l e d  commitments the Board of Governors requi red of the 
o rgan iza t i on  in approving i t s  appl i ca t ion , ,  Such inspect ions 
should be conducted between the 6th and 18th month a f t e r  the 
a c q u i s i t i o n ;  t h e i r  scope is to be determined by the Reserve 
Banko I f  i n fo rmat ion  ava i l ab le  to the Reserve Bank-- the most 
recent  examinat ion of the banks the most recent FR Y-6 and FR Y-9 
repor ts  from the holding company and other  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 te  th a t  (a) the cond i t i on  of  the bank and bank holding 
company is s a t i s f a c t o r y s (b) the bank holding company is f u l f i l l i n g  
i t s  commitments to the Board of  Governorss and (c)  the r a t i o  of 
the pa ren t ' s  debt to the book value of the sub s id ia ry  bank (or  
banks) is less than 75 percent then,, at the Reserve Bank's d i s c r e t i o n  
the inspec t ion  may be delayed as long as 36 months a f t e r  the 
format ion, ,  Moreover*, the requi rement f o r  an inspect ion may be

V  Reserve Banks’ may9 under appropr ia te  ci rcumstances , e n l i s t  
the ass istance of the pr imary bank regu la to r  in conduct ing 
these inspect ions, ,
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waived in' the case of a bank hold ing company whose bank subsidary 
has less than $50 m i l l i o n  in t o t a l  asse ts8 i f  in the Reserve 
Bank’ s judgments (a) the hold ing company’ s f i n a n c i a l  cond i t i on  i s  
s a t i s f a c t o r y c and i t s  commitments to the Board of  Governors are 
being f u l f i l l e d ,  and (b) the r a t i o  of  the hold ing company’ s debt 
to the book value of the subs id ia ry  bank (or banks) is  less than 
75 percento

Bank hold ing companies tha t  have undergone a change in 
con t ro l  and de novo bank holding companies organized to acqui re 
de novo bankss are to receive a f u l l - s c o p e  inspec t ion  w i th in  12 
months f o l l o w in g  the change in con t ro l  or f o r m a t i o n c A l i m i t e d -  
scope or ta rgeted  inspect ion may be conducted in l i e u  of  the f u l l -  
scope inspect ions,  i f ,  in the judgment of the Reserve Banks, the 
f i n a n c i a l  con d i t i o n  of  the ho ld ing company appears s a t i s f a c t o r y 0

In those cases where bank holding companies f a i l  the 
s u r v e i l l a n c e  screen or where other  in fo rmat ion  suggests the 
company has experienced an adverse developments, an in -depth o f f  
s i t e  review w i l l  be made to determine the need f o r  a l i m i t e d -  
scope or ta rge ted  inspect ion, ,
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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 o n $100 mm - $500 mm Less than $100 mm

Rati ng
Fu ll-scope  required Full-scope required Full-scope required Full-scope required

annually (FR or J o in t ) „ annually (FRS Joint or annually (FRSJoint or annually (FR0Joint or
1 or 2 Limited-scope or AEP on basis  of every AEP on basis  of every AEP on basis  of every

targeted presumed other year)o Limited-scope three years)o Limited- four years)o Limited-
annually (FR or Joint)o or targeted when neededo scope or targeted  

when neededo
scope or targeted 

when neededo

Full-scope requi red Full-scope requi red
annually (FR or J o in t )» annually (FR or J o in t ) .

3 Annual limited-scope Limited-■ scope
or targeted also or targeted when

required (FR or J o in t ). needed•

Exam requi red every Exam required every
s ix  months2 one must s ix  months one must

4 or 5 be fu l l - s c o p e s one may be fu ll-scopes one may
be limited-scope or be limited-■ scope or

targetedo (Both must be targetedo (At least  one
FR or Jointo) must be FR or Jointo)

Special C h a rac te r is t ic s :
lo New member banks: fu l l - s co p e  FR exam required before membership granted0
2 o Change in control or de novo member bank: full-scope exam (FR or Joint) required within 12 months.
3o Banks that f a i l  su rve il lance  screen or for which other s ig n i f ic a n t  adverse information i s  received: t r ig ge rs  

in “depth9 o f f - s i t e  review to determine need for examination to be conducted by FR or jo in t ly  with state,.

Notes:
lo A fu l l- scop e  examination covers a l l  areas of in terest to the Federal Reserve in depth; a lim ited-scope examination 

w il l  review a l l  areas of a c t iv ity  covered by a fu l l-scope  examinations but le ss  in tens ive ly ;  targeted examinations 
w il l  focus in ten s ive ly  on one or two a c t iv it ie So

2 0 The A lternate-year Examination Program (AEP) provides for Federal Reserve and state  examinations of state  member 
banks on a lte rnat ing  per iods»

3o Joint examinations are conducted by the Federal Reserve and the s t a te 8 sim ultaneouslys with one jo in t  report 
being prepared„
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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 - !1500 mm Less than $150 mm

Rating
Full-scope re- Complex Noncomplex Complex Noncomplex Complex

See Note #4 
Noncomplex

1 or 2

quired annually® 
Additional 

1imited-scope 
or targeted 

presumed 
annual1y ®

Full-scope re
quired annually 
Limited-scope 
or targeted 
when needed®

Limited-scope 
required every 

two years® 
Additional lim ited- 
scope or targeted 

when needed®
Ful1-scope 
requi red

Limited- 
scope 

requi red 
every 3 
years®

Full-scope 
required 

every other 
year®

See
Note
#3

3

Full-scope required annually® 
One limited-scope or targeted

annually® Inspection 
requi red 
annually, 
may be 

lim ited- 
scope or 
targeted®

Ful1-scope 
inspection 
requi red 
annually.

Inspection 
requi red 

every other 
year®

4 or 5

also required annually® Full-scope 
requi red 

annually; one 
limited-scope 
or targeted 

also required 
annually®

Inspection 
requi red 
annually®

Full-scope 
inspection 
requi red 
annually®

Inspection 
requi red 
annually®

Special Characteristics:
1. BHCs formed to acquire going concerns: inspection to be conducted between the 6th and 18th month of operation; 

or within 36 months under specific conditions; or waived i f  under $50 mm with specific conditions,,
2® Change in control or de novo BHCs: inspection required within 12 months,,
3o BHCs that fa il surveillance screen or for which other s ign ifican t adverse information is received: triggers in -

depth o f f - s i te  review to evaluate need for limited-scope or targeted inspection,,
Notes:

lo A full-scope inspection covers a ll areas of interest to the Federal Reserve in depth; a limited-scope inspection 
wi l l  review a ll areas of a c tiv ity  covered by a full-scope inspection^ but less intensively; targeted inspections 
w ill focus intensively on one or two activi t ies®

2o A complex BHC is defined as one with material credit-extending nonbank subsidiaries or debt outstanding to the
general public® A noncomplex BHC is one without material credit-extending subsidiaries and public debt.

3o The frequency of inspection of noncomplex “ she ll00 BHCs that are rated BOPEC 1 or 2 is based upon the ratio  of 
parent debt to the book value of the bankfis 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 year®

4® For small noncomplex BHC°s2 Reserve Banks should explore the p o ss ib ility , under appropriate circumstancess of 
en lis ting  the assistance of the primary bank regulator in conducting the inspection®

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



Attachment B

POLICY FOR COMMUNICATING 
PROBLEMS OF SUPERVISORY CONCERN TO 
MANAGEMENT AND BOARDS OF DIRECTORS

Previously, ,  Federal Reserve examiners and other  design 
rsated personnel have held a meeting wi th a banking o r g a n i z a t i o n 's  
management and board of d i r e c t o r s  a f t e r  an examinat ion or inspec t ion  
i f  i t  is a large o rgan iza t ion  or i f  the examina t ion / inspec t ion  
revealed tha t  the o rgan iza t ion  had s i g n i f i c a n t  problems,. In 
add i t i ons  a copy of the examinat ion/  i nspect ion f i n d in g s  has been 
provided to every bank examined and bank holding company inspected 
f o r  review by i t s  management and members of i t s  board0 That p o l i cy  
is  now being modi f ied fo r  the purpose of f o rm a l i z in g  and s t ren g th -  
ening these t r a d i t i o n a l  Federal Reserve p rac t i ces  f o r  communicating 
the f i n d in g s  of examinat ions and inspect ions to the management and 
boards of  d i r e c t o r s  of banking o r g a n i z a t i o n s 0

The new po l i cy  es tab l i shes  s p e c i f i c  c r i t e r i a  fo r  de te rmin 
ing which examina t ion / inspec t ion  f i n d in g s  requi re fo l l ow -up  
meetings wi th boards of  d i r e c t o r s  and presents gu ide l ines  fo r  the 
conduct of  these meet ings0 I t  also int roduces the requi rements 
th a t  a w r i t t e n  summary of examinat ion f i n d i n g s — separate from the 
complete examinat ion or inspec t ion  r e p o r t —be d i s t r i b u t e d  to 
each d i r e c t o r  and tha t  sen ior  Reserve Bank o f f i c i a l s  become 
more involved in communicating and present ing examina t ion/ inspec-  
t i o n  f i nd in gs  to the boards of  d i r e c t o r s 0 I t  is  intended tha t  
these i n i t i a t i v e s  w i l l  ensure th a t  each d i r e c t o r  of  a s ta te 
member bank or a bank holding company considered to be a "problem" 
o rgan iza t ion  or i d e n t i f i e d  as having a s i g n i f i c a n t  weaknessB w i l l  
c l e a r l y  understand the nature and dimension of t h e i r  o rg a n i z a t i o n ' s  
problems and the r e s p o n s i b i l i t i e s  of  i t s  board of  d i r e c t o r s  to co r re c t  
them o

MEETINGS WITH DIRECTORS

The dec is ion to hold a meeting wi th the board of  
d i r e c t o r s  at the conclusion of a s ta te  member bank examinat ion 
or a bank hold ing company inspec t ion  is to be determined on the 
basis of the o rg a n i z a t i o n 's  f i n a n c i a l  cond i t i ons i t s  s i z e s the 
type of  examina t ion / inspec t ion  conducted and other  f a c t o r s  wh ich9 
in the judgment of  the Reserve Banks i n d i c a te  the need f o r  such a 
meeting,, To the extent  possibles meetings wi th the boards of 
d i r e c t o r s  of s ta te  member banks should inc lude rep resen ta t i ves  of 
the s t a te  banking department,, Where appropr iates meetings wi th 
the boards of  bank holding companies may be held j o i n t l y  wi th 
the meeting of the lead bank s u b s id i a r y ' s  board of  d i r e c t o r s  and 
the bank's pr imary federal  or s ta te  bank supervisor , ,
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C r i t e r i a  For Conduct ing Heetings 

Condi t  i on

A meeting wi th the board of d i r e c t o r s  1s to be held at 
the conclusion of any f u l l - s c o p e  examinat ion or inspec t ion  in 
which a s ta te  member bank i s  rated CAHEL composite 4 or 5 or a 
bank hold ing company is rated BOPEC composite 4 or 50 Such 
meetings are also requi red i f  an o rgan izat ion 1s rated composi te 
3 and i t s  c o n d i t i o n  appears to be d e t e r i o r a t i n g  or has shown 
l i t t l e  improvement since a previous examina t ion / inspec t ion  
in which i t  received a composi te 3 r a t i n g 0 A meeting
should also be held wi th a l l  these o rgan izat ions f o l l o w in g  a 
1imi ted-scope or targeted exa m in a t io n / in sp e c t i o n s i f  deemed 
appropr ia te  and des i rab le  by the Reserve Bank0

Si ze

A meeting w i l l  be requi red at the conclusion of  a f u l l  
scope examina t ion / inspec t ion  of  a l l  m u l t i n a t i o n a l  o rgan iza t ions  
and major reg iona l  o rgan iza t ions  wi th assets in excess of 
$5 b i l l i o n o  Reserve Banks also are encouraged to conduct 
such meetings at the conclusion of a f u l 1-scope examinat ion/  
i nspect ion of reg ional  i n s t i t u t i o n s  wi th assets in excess of  
$1 b i 11i on o

Guidel ines f o r  Meetings

I t  i s  understood t h a t  meetings wi th  boards of  d i r e c t o r s  
w i l l  have to be t a i l o r e d  to meet the needs of each s p e c i f i c  s i t u a  
t i o n Q In g e n e ra l2 meetings wi th the f u l l  board are to be pre-  
f e r r e d s but in c e r t a in  cases the Reserve Bank may determine t h a t  
a meeting wi th a committee of  the board of  d i r e c t o r s s such as 
execut ive or audi t  commit teess w i l l  serve adequa te ly0 In a l l  
caseSs however9 the w r i t t e n  summary of ex am ina t i on / i nspec t i on  
f i n d in g s  i s  to be provided to each member of an o r g a n i z a t i o n ' s  
board of di rec to rs  0

1/ Reserve Banks also are encouraged to hold a meet ing at the 
conclusion of  a f u l l - s c o p e  exa m ina t ion / inspe c t ion  of  an 
o r gan i za t ion  wi th'  assets g reate r  than $500 m i l l i o n  rated 
composi te Z0 i f  i t s  c o n d i t i o n  appears to be d e t e r i o r a t i n g  
and those rated composi te 3 even i f  showing some iraprovemento
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The Reserve Bank8s p resen ta t ion to the board should 
o r d i n a r i l y  be chai red by a Reserve Bank o f f i c i a l s  wi th the 
examinat ion s t a f f  in attendance,,

The la r g e r  the o rgan iza t i on  or more ser ious i t s  problem9 
the more sen ior  should be the Federal Reserve o f f i c i a l .  In 
ge ne ra l9 Reserve Bank pres idents  are expected to become d i r e c t l y  
invo lved in the superv is ion of m u l t i n a t i o n a l  o rgan iza t ions  and 
regional  i n s t i t u t i o n s  wi th over $5 b i l l i o n  in assets tha t  have 
been rated composi te 3 9 4 or 50 The pres ident  o r d i n a r i l y  w i l l  
meet wi th the board of  d i r e c t o r s  and may become invo lved in other  
ways9 the prec ise nature of which to depend on the s i t u a t i o n 0

A meeting wi th the board of  d i r e c t o r s  should inc lude a 
f o r m a l 9 s t ru c tu re d  presen ta t ion con ta in ing  a c l e a r  statement t h a t  
an i n s t i t u t i o n  is  considered a “ problem" i n s t i t u t i o n  1/ or 
about to become a problem i n s t i t u t i o n  i f  e x i s t i n g  cond i t i ons  
de te r io ra te , ,  Use of  sl ides, ,  other  v isual  a ids ,  and hard copy 
handouts are encouraged,, In format ion should also be presented on 
f i n a n c i a l  t rends and peer group compar isons0 The presen tat ion 
should make c l e a r  the nature of problems uncovered, such as:

0 De f i c ienc ies  in c a p i t a l  , asset q u a l i t y 9 earn ings,  
or l i q u i d i t y ;

0 V io l a t i o n s  of law;

0 Inadequacies in po l i c ies , ,  p rac t i ces  and repor t ing  
systems necessary f o r  the proper ad m in is t ra t io n  of 
the o r g a n i z a t i o n ;

0 Lack of  wel l  documented lend ing ,  co l lec t ions,  investment 
and l i a b i l i t y  management p o l i c i e s ;

0 Fa i lu re  of management in addressing p rev ious ly  discussed 
de f i  ci enci es ;

0 Lack of  repor t i ng  systems s u f f i c i e n t  to keep senior  
management and the board of  d i r e c t o r s  f u l l y  in formed;

° Fa i l u re  of the board of  d i r e c t o r s  to p a r t i c i p a t e  in 
the ac t i ve  management of the organ i zat 1 on«,

1/ As has been long standing Federal Reserve p r a c t i c e 9 the exact 
numeric r a t in g  assigned in the examina t i on / i nspec t i on  is not 
to be disclosed,,
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SUMMARY OF EXAMINATION FINDINGS

The Federal Reserve Banks w i l l  begin p rov id ing  w r i t t e n  
repor ts  to the d i r e c t o r s  summarizing the examinat ion / inspec t ion  
f i n d in g s  fo r  a l l  o rgan iza t ions  rated composi te 3 2 4 or 5„ and for  
those rated composi te 1 or 2 showing signs 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  in cond i t i on  or apparent v i o l a t i o n s  of  l aw0 The 
summary repor t  to the d i r e c to r s  is intended to complement the 
complete repor t  of  examina t ion / inspec t ion  f i n d in g s  prepared fo r  
use by bank management and the d i r e c t o r s  of an o r g a n i z a t i o n 0 The 
summary repor t  is  to focus on i d e n t i f i e d  problems — rat  her than on 
the s t rength of the o r gan iza t i on - -and  present them in a manner 
tha t  is  succ inct  and unmistakeably c l e a r 0 In a l l  cases the types 
of act ions to be taken by the d i r e c t o r s  and management to address 
these problems should be s p e c i f i c a l l y  noted,, I n s t i t u t i o n s  rated 
4 or 5 are to be t o l d  they are "problem” i n s t i t u t i o n s  th a t  warrant 
"spec ia l  superv isory  a t t e n t i o n 0" I n s t i t u t i o n s  rated 3 are to be 
informed tha t  t h e i r  cond i t i on  is not s a t i s f a c t o r y  „ th a t  they are 
subject  to more than normal superv is ions and tha t  they may become 
"problems" i f  t h e i r  weaknesses are not addressed adequately,,  A 
summary repor t  should also be prepared when s i g n i f i c a n t  weaknesses 
a re uncovered in the examina t ion / inspec t ion  of 2 - rated i n s t i t u t i o n s *  The organization, style and content of the directors summary
repor t  is also to be u t i l i z e d  f o r  the summary of the examinees 
comments on page one of  the complete examinat ion/  i nspec t ion  
r e p o r t 0 The summary repor t  should also emphasize the respon s ib i -  
l i t i e s  of  the d i r e c t o r s  to ensure t ha t  c o r r e c t i v e  ac t ions  are 
taken to address a l l  d e f i c i e n c i e s  noted as presented in a sect ion 
e n t i t l e d  "Matters Requir ing Board At tent ion , , "

The summary repor t  w i l l  be sent d i r e c t l y  to the banking 
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  to each d i rec to r , ,  
The t r a n s m i t t a l  l e t t e r  to the banking o rgan iza t ion  is to s tate 
th a t  the repor t  i s  a summary of  i d e n t i f i e d  problems and con ten t 
p lated superv isory  act ions and to request t h a t  management 
d i s t r i b u t e  the repor t  to each d i r e c t o r 0 The l e t t e r  i s  to  s ta te  
f u r t h e r  tha t  each d i r e c t o r  should read the report , ,  sign the i n t r o -  
ductory statement a t t e s t i n g  to  having read the report , ,  and return 
the repor t  to  management,, Management is  to  keep on f i l e  copies 
of the statements signed by the d i r e c t o r s  but is  to dest roy a l l  
but a f i l e  copy of the summaries themselves0

I t  is  essen t ia l  th a t  the d i r e c to r s  summary repor t  be 
completed and d i s t r i b u t e d  before any Reserve Bank meeting wi th 
the board of  d i r e c t o r s  in order  to provide the d i r e c t o r s  wi th 
p r i o r  not ice of the d e f i c i e n c i e s  to be discussed,, Reserve Banks 
should also make every e f f o r t  to d i s t r i b u t e  the complete ex
am ina t io n / i ns pec t i on  repor t  to management p r i o r  to meeting wi th 
di r e c t o r s .
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