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VEM3RANELM TO:  Regianal Directors

EROM: Paul g . Fri
Director

SBECT: Anticipatory QupervisicfTand Quidelines for
mgr%rgafeiy a?adzm Baninations

1 -"P066" To s"nB5ize existing practices and provide addrtional guidance
baiks- ** Section 3, BExamination Intenals -
Etoloy fr Banatim Cities ad

2. Baokgpou. 1he FDIC™s study of the deposit insurance system — Deposit

o T°V_the Nineties, enpesizes the need_for sypervision to be more
anticipatory in nature. One of the recomendatias for improved supervision Is
for regulatory agencies 1o develgp inproved methods for 1toti™Mingrisk,
setting priorities and allocating resources effectively.

It is inportant that we continue our effort to reduce the historical endesis

on pericdicexaininations based largely on the passage of taine, In favor of nore
ent and less structured supervision based on our best reading of potential

nsk inan insttution.  Investigations, phore calls, visitatios,

icentify poten’l:'a?dproblr and %ir@ pra/ér%tt actinmsrwld’ hawe o

i i 1al ans ne on,

Increasing priority for our limited resources.  This, _honever, shaulld not be

taken as an to diminish the inportance of periodic full soope

exaningtios. These remain critical _to_our supervisory process and an integral

part of our policy on examination priorrties. N

As cur priorities cottinue to shift sarenhat in determining what form of
supervision is most Wlmlm situation, so must the foous of that
supervision shift as vell.  Incr is must be placed on the manegement
Process without reducing traditional _conoem with a banks financial

codrtion. The intent Id be to identify and dotain corrections of )
weaknesses_In a_bank’s po3icies ad res that have a realistic potential
to cause financial prablems before adverse financial condrtion coours.
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Oepends  lardRly on the effectiveress of the Field
hf ello sdedlilt? «ork. Baminer rmroes shauld

on tion available
h’\’\wa h”™ 625 “~“without over end%m tﬁe mere pessage o? tame. This
N [B\m6b<161567601:|()]6’$>f0rtar*% In_these times of Incressed
g 6 volatility In performance and condrtion

bS2 toS?5skT bar3adlg idustry, and increased goportunities for

Becaust of tiY's Increased importance, and as an aid to new Field Office
Slpervlsors or_others involved 1N exaninattion scheduling and as a reminder to

the nore rienced persarel, this memorandum will alarx« sare of the
arewﬁOe ﬂnt shaulld be considered when allocating

exammer resources to the sypervision of 1 ad 2 rated inrstitutios.

3* Anticipatory sqoer\nsmn 1T we are to be effective In preventing
problens, we musSt erphesize the processes of a bank as vell as its codition.
If improved stheduling alloss us 1o find weaknesses before they henrae

$|f|m prablars, we need not wart uttal the condrtion of the barnk actually

riorates before we take corrective action. We must be willing to make our

concems foreefully knoan to bank manegament and work for necessary corrective
MEBsUres. I\/bral suesion ad informal agreaments normally willl be sufficient
but we must prqwredtooorslderfornal action before the bank iIs rated
Worseman 1 or 2 1f ciraunstances varrat

A ne |g% crrticism of policies ad
pracl:pm%gtbefo?eﬁirg gcouryal sigs of an poardltlm calls for
serious thought and careful coment by exanlners Orltlcal caments nust be

well supported based on logic, prudent_banking standards and practices, _and the
potertial for harm.  In qestlordole ciraunstances where formal action Is
considered a possibility, It is desirable to consult with the Regiomal Office
V\hl le the e><amnatlm IS In progress regarding the material to support

the potential action.

&< Scheduling Process.  The Policy for Deemination Priorities and Frequency
establishes a maximun_intenval of 24 months between examinattions of banks rated
1 or 2, with the ability to exted this Intenal to 48 nonths In certain
ciranstances.  There IS no 1red mininum tlme riod between exaninations.
In fact the Policy encourages |onal Directors "'to perform

examinations and V|S|tat|ons necsssary'”.

A goal of exaninations of 1 and 2 rated banks is 1o head off problems before
they cause serious diffiaulties ad beams a financial risk to the PIC.
Therefore, i1t iIs far more mportant to eanirne, or otherwise supervise, a bank
IT there IS sods reason 1o suspect a problemifm it the barkmerelyhas not

been examined far a specified tine.
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warrant consideration when scheduling. N




INR3HMATICN to consider in SCHEDUL ING EXAMINATIONS

inilatign of informati
autsice tﬁess I%]IIC I‘ﬂ‘]gctaq&'qglrlatém
stanoes, supervisory action already
tution ad whatt can'be leamed rgo%
Iﬂml’nﬂﬂl % nn L ]

I savere m {?e %9
the prooess of scheduling future
hie that a given piece of Infomation

* Thus, sae of the rters listed belov

“Call reports

licatios i or other bark provided data
“Bannation of other banks
*'Other bank regulators
Vedia
‘Rmors, doservations, other

CALL REFCRTS

loss for year or interim period.
Rapid fgrcwlh In assets or dgoosits.
Sighficant In asset carposition
Si |E!1q?:nt d%ge in liability ccmosition
iff monitoring system
Use of brokered fur:gs
Analysis of UBFR
Excessive dividends_relative to eeamings
Excessive bond trading
Other ratios or xusbers that are uusual or have danged dramaticaly

APPLICATIONS, NOTICES OR OTHER BANK PPvinsp

Change of control
Merger
Acguisition or establlgglwcr:ent of a new subsidiary

Acquiring party Ina arranged transaction

Chainge rlﬁ exteimal auditor

Exercise of a hew poner or a new profit center

Newly 1nsured bank

Affiliationwith a 3, 4, or 5_rated bank or holding carpany
Cancellation of blanket’ bond insurance e

Large defalcation.

Review of CPA audit

Large paydoawn or of previously classified loas



K@ CHARACTERISTICS
Excessive salaries
Fai lure to pay competative salariac
t***“ -1 - ta. IMnL (I
* m
"rfxgsSo~n pfcxgagalrgtt%(bgi{%gflﬂré%b%
1043
Eeenag««* believed to be Iess reqjs
Dcmmatlrg
Inexperienced manegement ] )
officer

~etantial ewtside business Interests of a key
Oonducting  iness with questioneble fires such as certain bend dealers

examinations of other banks

ARG 0 et WY o el gty

SBASISSy i AR/ %" MV

NS S “*or uusual lcan parta amng affiliated or closely held
Banker with past due loas at another bank

OTHERR BA\K REAULATCRS

1&orcper handling of correspondent bank acoounts
Increased or unusual loan participations among affiliated or closely held

large blodes of stodk pledged as ool lateral
TSTTScrtto“3"4« 5 ** « holding compary

Barfoar wirth past due loans at another bank
Hiring of a_disnissed, unethical or marginal officer
loans classified at other irstitutiens



VEDIA

AdveraeetubuSiyVe °fEiocer or chief lending officer

Adversérrrr. m2fr * * period
Natural event  *h® ocmnunity

large defate”™®** “ * fl°°d” flre °r Earthdak
Nd NS At 00®M*E 4 Sponsor or lead bank In a major project,

Banker death or disappearance
ArQuncefflent of major new activity or department

BEMPRS/0BSERVAT ICNS/OTHER
Change In extermal auditor
High or sudden eployee tumover
Significant Irtigation against the hark a*

ttoisuMactivity in bank etodc (price movement”5«: dewn or heavy trading

Bank advertising above market rates
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