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Anticipatory SupervisicfTand Guidelines for Scheduling Safety and Soundness Examinations of Banks Rated 1 ard 2______

i  -^P066' To_s™nB5ize existing practices and provide additional guidance
beu?ks- ** Section 3, Examination Intervals -  

EtoUcy f°r Ban n̂ati°n Cities and
2. Baokqpoun4. ihe FDIC's study of the deposit insurance system —  Deposit 

f°V the Nineties, emphasizes the need for supervision to be more anticipatory in nature. One of the recommendations for improved supervision is for regulatory agencies to develop improved methods for itoti^ingrisk, setting priorities and allocating resources effectively.
It is important that we continue our effort to reduce the historical emchasis 
on pericdicexaininations based largely on the passage of time, in favor of more frequent and less structured supervision based on our best reading of potential nsk in an institution. Investigations, phone calls, visitations, 
TOrrespondence, and other forms of customized contact with banks, in order to identify potential problems and take preventative action, should have 
increasing priority for our limited resources. This, however, should not be taken as an attempt to diminish the importance of periodic full scope 
examinations. These remain critical to our supervisory process and an integral part of our policy on examination priorities. ^
As cur priorities continue to shift somewhat in determining what form of 
supervision is most appropriate in a given situation, so must the focus of that supervision shift as well. Increased esphasis must be placed on the management Process without reducing traditional conoem with a bank’s financial 
condition. The intent should be to identify and obtain corrections of 
weaknesses in a bank’s po3 icies and procedures that have a realistic potential 
to cause financial problems before the adverse financial condition occurs.
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depends lar9®ly on the effectiveness of the Field 
hf ello schadulilt? «ork. Examiner resources shouldon ̂  13656 formation available as toh^^wvJ'h^ 6?5 “^without over emphasizing the mere passage of time. This 
^  ^  l36“\tru6 1x16 15 6760 11016 ̂ »fortant in these times of increasedg ^ 6“  volatility in performance and condition 
bS2 toS?5skT ban3aJ1g industry, and increased opportunities for

Becausf of tĥ s increased importance, and as an aid to new Field Office Supervisors or others involved in examination scheduling and as a reminder to the more experienced personnel, this memorandum will alar»«« seme of the 
factors and thought processes that should be considered when allocating 
examiner resources to the supervision of 1 and 2 rated institutions.
3* Anticipatory supervision, if we are to be effective in preventing problems, we must emphasize the processes of a bank as well as its condition.If improved scheduling allows us to find weaknesses before they henrae 
significant problems, we need not wait until the condition of the bank actually deteriorates before we take corrective action. We must be willing to make our concerns forcefully known to bank management and work for necessary corrective measures. Moral suasion and informal agreements normally will be sufficient but we must be prepared to consider formal action before the bank is rated worse than 1 or 2 if circumstances warrant.
A prospective supervisory approach, entailing criticism of policies and practices before the actual signs of an unsafe and unsound condition, calls for serious thought and careful comment by examiners. Critical comments must be 
well supported based on logic, prudent banking standards and practices, and the potential for harm. In questionable circumstances where formal action is 
considered a possibility, it is desirable to consult with the Regional Office 
while the examination is in progress regarding the material needed to support the potential action.
4« Scheduling Process. The Policy for Deamination Priorities and Frequency establishes a maxi mum interval of 24 months between examinations of banks rated 1 or 2, with the ability to extend this interval to 48 months in certain 
circumstances. There is no required minimum time period between examinations. In fact the Policy encourages Regional Directors "to perform examinations and visitations whenever necessary".
A goal of examinations of 1 and 2 rated banks is to head off problems before 
they cause serious difficulties and beams a financial risk to the FDIC. 
Therefore, it is far more important to examine, or otherwise supervise, a bank 
if there is sods reason to suspect a problem than if the bank merely has not 
been examined far a specified time.
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investigating*??« i5?j54t33<?urce3 **
s ^ jB s a i  mor brief onsite visit irili “̂ ^ 1 «  resources. Frequently, a phone call
indicate that a m  ,¿1 S l J ? “1“  «f“ e«°rts williuj.A scope examination is appropriate.
SitiSl St*the*^fo?ftnf°S“tl‘21 to ** oonaiaar*3 «hen scheduling, it is «^relf ¿ f l m  ̂  l0* “ i®“ «  appropriate personnel beof relevant to it’ Rog*on*1 Directors should insure that copiesahSia »»Sm ?^?3?10? or othar ihfonnation are made available. Procedurestnsur" that information that may impact a ££f3i?i, ̂  ■»> «*de available to scheduling p ^ S n e i r ^ ^
c o n s i d £ £ i f ^ ftf. fl9 *°f°°“*lon ia reviawed and will be a n  imr«r+r«l Xt ** c*Pected success in this effortperform*scheduiing? °f p*IfMllM"  «valuation for the individual who

i T i ^ o f ^ ^ f 1̂ 0',80“1039,!^ ioma of r*1«v,mt information available, zLliS* Pĉ ai*!* to design a uniform system of information gathering and fg” **?* we have attached a list of seme of the Jdndsof
^5?°^°“ ̂  “ y ocme to our attention and have an influence in decisions, seme of these items, such as involveamnt in w m l m ^ t S S r ^

S?!1'*301* ***Sul«s specified in our Policy. i“foa»ation that, in and of itself, may or may not raise a
2? Vtot f133 13 known •tout However, these orshS^id^^S 5^ 2^* “ 3ign?1 t?*t fflBiree further follow-up. such clues should not be ignored. The list is obviously not all inclusive, however it

« * “ - « »  supervision to b e ^ S i « ^ ^ ' , ^  provide a reminder of seme of the eenmon sources of information that may warrant consideration when scheduling. ^



INR3HMATICN t o  c o n s i d e r i n SCHEDULING EXAMINATIONS

In less severe situations/ the

cutside the FDIC. The appropriate stances, supervisory action already tution and what can be learned from
the information serves as a "red flag"I 1 AAM      ! A Î ! • 9 9

• Thus, sane of the items listed below
the process of scheduling future 
hie that a given piece of information

assimilation of information

“Call reports
-Applications, notices or other bank provided data -Known characteristics“Examination of other banks "Other bank regulators “Media
“Rumors, observations, other

CALL REPORTS
loss for year or interim period
Rapid growth in assets or deposits
Significant change in asset composition
Significant change in liability ccmositionGAEL Diff monitoring systemUse of brokered fundsAnalysis of UBFR
Excessive dividends relative to earnings Excessive bond trading
Other ratios or xusbers that are unusual or have changed dramaticaly

APPLICATIONS, NOTICES OR OTHER BANK PPnVTnsp
Change of control 
Merger
Acquisition or establishment of a new subsidiary Acquiring party in a FDIC arranged transaction Change in external auditor 
Exercise of a new power or a new profit center Newly insured bank
Affiliation with a 3, 4, or 5 rated bank or holding company Cancellation of blanket bond insurance Large defalcation 
Review of CPA audit reports
Large paydown or payoff of previously classified loans
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K***®* CHARACTERISTICS
Excessive salaries
Fai lure to pay competitive salaria«

to * * “  - i  -  ta.. lMn L  or
h“* o«i«rs and/or directors ^ r f x g S O ^ pfciog against the bank or insidersof laws and regulations tenag««* believed to be less than talstwSSy Self-serving management *Dcminating management 

Inexperienced management
^etantial ewtside business interests of a key officer
0onducting iness with questionable fires such as certain bend dealers

examinations of other banks
Hiring of a dismissed, unethical or marginal officer Refinancing poor quality loans onicer

S 5S'̂ St‘SSyïï1g1£Æ*" *— ""*M lo™^ S S “* or unusual loan participations among affiliated or closely held 
Banker with past due loans at another bank

OTHER BANK REGULATORS

I&prcper handling of correspondent bank accounts
Increased or unusual loan participations among affiliated or closely held
large blodes of stock pledged as collateral
ÎSÏÏScrtto“ 3' 4 «  5 *“* «  holding company
Barfcer with past due loans at another bank 
Hiring of a dismissed, unethical or marginal officer loans classified at other irstitutiens
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MEDIA

Adveraee£ubuSíyVe °f£ioer or chief lending officer
Adversérrrr. ■Y?fr *  *  periodNatural event ̂  *h® ocmnunity
large defate^®** “  * fl°°d' flre °r ®arth‘JuaJ«
^ d ^ S ^ t 00® 141*1*  “  Sp°nsor or lead bank in a major project,
Banker death or disappearance
Am0unoefflent of major new activity or department

EM2RS/OBSERVATICN5/OTHER
Change in external auditor 
High or sudden enplcyee turnover 
Significant litigation against the hank or*
ttoisu^activity in bank etodc (price movement^5«: dewn or heavy trading 
Bank advertising above market rates
J S S S & i S m  teiS6̂ 6̂ ®  0f «  liabilities

« 5  borroweMrf'quasticnatiie character ocanridential or anonymous tips


