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Handbook: Thrift Activities
Subject: Various Sections

Thrift Activities Regulatory Handbook Update

Summary: This bulletin provides the first in a series of updates to the Thrift Activities Regula-
tory Handbook. Enclosed are eight sections: 010, Handbook Use; 011, Program Use; 020,
Conduct of Agency Personnel; 070, Overal Conclusions; 280 (formerly 562), Margin Securi-
ties; 320, Meetings with the Board of Directors; 561, Reserve Requirements; and 563, Gov-
ernment Securities Act. Please replace the existing handbook sections with the enclosed revised
sections. A summary of changes for each section is provided below.

For Further Information Contact: Your Office of Thrift Supervison (OTS) Regional Office
or the Supervision Palicy Division of the OTS, Washington, DC. If you wish to purchase a
handbook and a subscription to the updates, please contact the OTS Order Department at
(301) 645-6264.

Regulatory Bulletin 32-7
SUMMARY OF CHANGES

Changes to the enclosed Thrift Activities Handbook Sections are summarized below. Change
bars in the margins of the handbook sections indicate revisions.

010 Handbook Use

Introduction: Adds anew paragraph regarding the Thrift Activities Handbook as not only
providing guidance to regulatory staff but to the industry.

Chapters: Includes necessary revisions regarding the description of certain handbook
chapters and the sections within pursuant to the revision of UFIRS.

Questionnaires: Streamlines the verbiage regarding the general questionnaires.
011 Program Use

Programs and Work Papers: Streamlines to improve readability and removes redundan-
cies between Sections 011 and 060.

Work Paper Documentation: Omits redundancies.

Office of Thrift Supervision Page 1


emily.abramsky
Text Box
This rescission does not change the applicability of the conveyed document. To determine the applicability of the conveyed document, refer to the original issuer of the document.

emily.abramsky
Cover


Regulatory Bulletin 32-7

020

070

280

Conduct g cy Personnel

Summ#¥® o r trictions/Responsibilities of OTS Employees: Adds advice
regarding th i of OTS Form 1569, Confidential Financial Disclosure.
References: C t ences, and adds a reference to the OTS Employee Ethics
and Standards of C e Guide.

Overall Conclusions

Revises applicable text througho
System; Disclosure of Component Ratid@s.
CAMELS to incorporate the new Sensitiy

guage to incorporate the disclosure of compo j Lnstitution management and
the directors.

cordance with TB 69, Revised Rating
es gef erences from CAMEL to

Reporting Results: Eliminates referencesto atran

Meetings with Institution Representatives: Incorporates O T rom TB 69
regarding disclosure of component ratings and discussions with

References: Eliminates reference to RB 25; adds TB 69 and TB 69-1.

Margin Securities (Regulation G)

This section was previoudly included in the Liquidity -- Asset/Liability Management
chapter of the Handbook as Section 562. Adds references to OMB control numbers for

cited forms.

Introduction: Clarifies that the regulation applies only to thrifts that are required to reg-
ister, rather than any thrift engaged in margin security lending.

Lending Restrictions: Clarifies definitions of "purpose loans' and "non-purpose loans;"
adds definitions of "single credit rule" and "plan lender." Discusses withdrawal provisions.

Reporting and Regulatory Requirements: Discusses the collateral documentation re-
guirements of Form FR G-3.

Deregistration: Eliminates discussion of telephone confirmation by FRB staff whether
deregistration criteria are understood.

References: Adds areference to Federal Reserve Board rulings and interpretations.
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320 Meetings with the Board of Directors
Introduction: Minor edits to improve readability.

Regular Meetings: Incorporates New Direction Bulletin No. 96-03 regarding the OTS
policy requiring meetings with the boards of large and adversely rated institutions.

Docurg k. Removes reference to the Continuing Examination File (CEF) because
' : isnow optional. (See discussion in Section 060.)
561 Reserve Mg (Regulation D)

Transaction Ac new section describing transaction accounts, savings de-
posits, nonpersonal ti Sit urocurrency liabilities.

Reserve Requirements: R
amount of reservable liabiliti

provide additional explanation and the 1997
ercent and 10 percent reserve requirement

tranches.

Frequency of Reporting: Revises andexp, olleON to describe which depository
institutions are subject to weekly, quarterly prting of deposits to the Federal
Reserve.

References: Adds FRB Amendments and Interpretati
563 Government Securities Act

Hold-In-Custody Repurchase Agreements: Adds new language (0Tnclude forward re-
purchase transactions and a definition of the term. Provides further explanation when con-
firmations and the contents of confirmations are to be sent.

References: Modifies and expands Department of Treasury Staff Interpretations of
Regulations Implementing the Government Securities Act of 1986 - Reference made to
April 19, 1996, letter from the Bureau of Public Debt regarding forward repurchase

agreement transactions.
W %2 .

—John E. Ryan
Acting Executive Director
Supervision

Enclosures
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CHAPTER: Administration
SECTION: Handbook Use

Section 010

Introduction

The Thrift Activities Regulatory Handbook is a
"how to" manual to aid the Office of Thrift
Supervision (OTS) regulatory staff and the savings
and loan industry in the regulatory process. Itis
intended to address examination and supervisory
iSsues.

This introductory section explains how to use the
Regulatory Handbook in the examination process,
describes the organization of the Handbook chap-
ters and sections, and sets forth objectives and pro-
cedures common to all phases of the examination.

The Handbook is a guide for the examination of
savings associations regulated by the OTS. It pro-
vides regulatory personnel with uniform standards
for planning and conducting examinations and
should be used as areference tool, atraining aid,
and aguide to national policy and procedure.

The Handbook illustrates and describes, for the
benefit of the OTS regulatory staff and the indus-
try, certain standards of conduct and prudent op-
eration that the OTS views as important to the safe
and sound operation of savings associations, con-
sistent with the respective fiduciary duties of those
individuals who are associated with them.

Through the regulatory process, agency personnel
assess an institution's degree of safety and sound-
ness, objectively evaluate its condition,

report their findings, inform boards of directors of
ingtitution strengths and weaknesses, and facilitate
corrective action where needed. To be most effec-
tive, the regulatory process should not only identify
existing regulatory violations, but also identify po-
tential problems, prevent the development or con-
tinuation of unsafe operating practices, effect the
timely resolution of problems, and identify
strengths of the institution. Proactive regulatory
supervision that evaluates future needs and poten-
tial risks helps to ensure the success of the thrift
system in the long term. The Handbook provides a
framework for the successful completion of this
process.

The Handbook is designed to encourage independ-
ent reasoning, objectivity, efficiency, and profes-
sionalism in the examination process. To promote
consistent application among the five OTS regional
offices, the Handbook sets forth national minimum
standards for examination objectives and proce-
dures. While this promotes standardization of the
examination process, regulators are encouraged to
modify programs to fit specific institution needs.

The Handbook is designed for use by both new and
experienced regulatory personnel. Background
information, applicable references, and expanded
procedures are included to serve as "memory jog-
gers' and to facilitate the learning process.

The regulator should supplement use of the Thrift
Activities Regulatory Handbook and associated
programs with education, experience, and judg-
ment. Supplemental pages, updates, and revisions
to the Handbook will be published and distributed
periodically. Separate manuals are also available
concerning: Holding Companies, Trust Activities,
Compliance Activities, Information Services (1S),
and Application Processing.

References to specific sections of regulations
within the text refer to al regulations promul gated
by OTS unless otherwise designated. Those regu-
|ations authorized by other regulatory agencies will
be identified by the following standard acronyms.

OCC Office of Comptroller of the Currency
FDIC Federal Deposit Insurance Corporation
FRB Federal Reserve Board

Office of Thrift Supervision
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SECTION: Handbook Use

Section 010

Handbook Organization: Chapters

The Handbook contains a table of contents and 8
chapters; a chapter on the administration of the
regulatory process, a chapter on each of the six
areas of the examination, i.e., Capital Adequacy,
Asset Quality, Management/Administration,
Earnings, Liquidity, and Sensitivity to Market
Risk (CAMELYS); and a chapter that includes
mortgage banking and other thrift activities. The
Handbook also includes a Glossary.

Table of Contents

The table of contents lists each Handbook chapter,
section number and title, and, if applicable, ap-
pendices and questionnaires.

000 Administration

This chapter gives ageneral overview of the ad-
ministration and coordination of the regulatory
process. The chapter includes instructions on de-
termining the scope of an examination, discusses
monitoring and the regulatory plan process, and
provides guidance on assigning component and
composite CAMELS ratings and examination

strategy.
100 Capital Adequacy

This chapter provides useful information for

ng whether an institution's capital position
is sufficient, given the institution's leve of risk, to
meet the institution's needs and to ensure its on-
going viability. The chapter, which includes top-
ics such as minimum regulatory capital require-
ments, prompt corrective action (PCA) categories,
and stock ownership and control, will assist ex-
aminers in determining the adequacy and compo-
sition of an ingtitution's capital.

200 Asset Quality

This chapter addresses two issues: (1) the deter-
mination of risks related to the ingtitution's assets
and (2) the ingtitution's management, administra-
tion, and evaluation of the quality of these assets.
The chapter will assist regulators in assessing
credit risk and reviewing asset portfolios
(including loans, investments, and other assets).
This chapter focuses on the quality of an institu-

tion's loan and investment underwriting and port-
folio management, affirmation of the level of clas-
sified assets, and adequacy of valuation
alowances. Sections discussing real estate ap-
praisals, loan sampling, the Qualified Thrift
Lender Test, and Margin Securities (Regulation
G) are dso included.

300 M anagement/Administration

This chapter provides guidance in evaluating the
capability of executive management and the board
of directors and includes a checklist of the board
of directors major responsibilities. The chapter
also covers objectives, procedures, and references
for examining interna controls, internal and inde-
pendent audits, fraud and insider abuse, and en-
forcement actions. A section on planning meet-
ings with the board of directorsis aso included.

400 Earnings

This chapter provides direction for the analysis of
an ingtitution's financial condition. This chapter
covers objectives, procedures, and references for
examining the institution's financial recordkeeping
and reporting methods and operations analysis.
This chapter also discusses present value analysis.

500 Liquidity

This chapter provides assistance in assessing
liquidity and the funding risk confronting an in-
stitution. The chapter includes material on fund-
ing and cash flow management, and investment
activities. The Government Securities Act, Pay-
ments Systems Risk, and Regulation D are aso
discussed.

600 Sensitivity to Market Risk

This chapter provides assistancein ng the
market risk confronting an institution. The chap-
ter includes guidance on interest rate risk man-
agement, hedging, and off-balance sheet derivative
instruments.

700 Other Activities

010.2 Regulatory Handbook

May 1998

Office of Thrift Supervision



SECTION: Handbook Use

Section 010

This chapter provides guidance in the evaluation
of risk that operating subsidiaries, service cor-
porations, and lower-tier entities (such asjoint
ventures or limited partnerships) pose to the in-
stitution and thereby the insurance fund.

This chapter also addresses activities in which the
thrift and subordinate organizations may bein-
volved: mortgage banking, insurance, and non-
deposit investment sales.

800 Glossary

The glossary contains an aphabetical list of terms
and definitions specific to the examination proc-
ess. Definitions of frequently used terms may aso
appear within individual handbook sections.

Chapter Organization: Sections

Within each chapter, examination materials are
subdivided into sections by different areas of re-
view. Each Handbook chapter contains severa
sections. For example, Chapter 300 contains a
section for each area of review under Manage-
ment.

To dlow for easy identification and referencing of
materials, each handbook section has a unique
three-digit number. Within Management Chapter
300, the section on Oversight by the Board of Di-
rectors is number 310. Each handbook section,
and any corresponding program, questionnaire,
and work paper, is assigned the same number.
Handbook pages are numbered in accordance with
the section; hence, the introduction for Oversight
by the Board of Directors, Section 310, is Hand-
book page number 310.1.

Each handbook section contains an introduction,
examination objectives, procedures, regulatory
references, related questionnaires, and appendices.
These components are briefly discussed below.
Thisdiscussion aso includes alist of common
objectives and procedures which, though perhaps
not included in a particular handbook section or
program, may be of value to the regulator in suc-
cessfully conducting an examination.

I ntroduction

The introduction provides the reader with basic
information such as OTS policy and pertinent ac-
counting issues. Significant concerns are high-
lighted, including the nature and intent of en-
forcement actions that may be applicable to the
area. Subheadings are used as appropriate.

Examination Objectives

This segment identifies the goals toward which the
regulator is striving while conducting a review of
the subject area. Objectives are presented in each
handbook section and on the corresponding pro-
gram, if applicable, for easy reference.

Certain objectives are germane to the overall ex-
amination process and to virtually every examina-
tion section. These common objectives, essentia
to the overall examination process, are presented
below. Regulatory staff may wish to review this
list during the course of an examination, as these
objectives might not be specifically included in
other handbook sections.

Common Objectives

Document the effectiveness of an ingtitution's
operations.

Determine compliance with laws and regula-
tions.

Determine the adequacy of and adherence to
ingtitution policies and procedures.

Assess management's expertise and ability to
manage the institution's affairs.

Assess the board of directors oversight and
ensure that management and the board are re-
ceiving complete and accurate reports.

Verify that an acceptable system of records
and internal controlsisin place.

Assess the effect of anticipated internal and
external changes on the ingtitution.

Assess the ingtitution's ability to meet its future
needs (e.g., fund growth, provide capital, ab-
sorb losses).

Office of Thrift Supervision
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SECTION: Handbook Use

Section 010

Identify any actual or potential undue risk to
the institution.

Report examination findings:

%  Present analysis and conclusions regard-
ing the institution’s overall condition,
trends, and prospects for
future viahility.

%  Report concerns of material risk and
initiate corrective action when needed.

Examination Procedures

Procedures that the regulator should follow to
achieve the objectives for each area of review are
set forth in the handbook sections. Although cir-
cumstances may dictate some variation, the fol-
lowing steps will lead to an efficient conclusion
for each area of review.

The procedures are divided into three groups:
Levelsl, Il, and I1l. Level | procedures are basic
to an analysis of athrift's operations. Many of the
general procedures enumerated in this section
(010) are Level | procedures. There are also ex-
panded procedures set forth in Levels |l and 111.

Level 1l procedures are usually used to test the
conclusions drawn from the review of policies,
procedures, skills, and organizational structures
covered by Level | procedures. Although regula-
tors often use Level 11 procedures, the extent of
their use is left to the discretion of the regulator
and regional office policy.

Level 111 procedures are even more discretionary.
Regulators should follow these procedures only
when they identify significant problemsand it is
necessary and expeditious to perform audit-like
verification procedures. Level 111 procedures dem-
onstrate the full spectrum of potential examination
procedures.

Although examination subject areas differ greatly,
certain procedures are applicable to any phase of
an examination. A list of procedures that are
common to the overall examination process and to
virtually every examination section appears be-
low. The regulator may wish to review thislist
when completing an area of review, as the proce-

dures might not be specifically incorporated in
other handbook sections or programs.

General Procedures

Gather Data

Review previous Report of Examination
(ROE), PERK documents, exceptions, and
work papers

Review current year's scope, supervisory cor-
respondence, and interagency data

Consider regulatory policy associated with
area of review

Set forth specia considerations pertinent to the
areas of examination

Obtain institution's management reports and
written policies and procedures.

Set Scope (see also Handbook Section 060)

Establish a clear understanding of examination
objectives

Perform analytical review procedures on
financial data:

% ldentify new or unusual transactions re-
quiring modified examination procedures

% Indicate areas of greatest concern

Tailor examination program to meet in-
dividual needs

Consult with other regulators; take the nature
of their initial findings into account in deter-
mining the procedures to perform

Determine if expanded procedures are neces-
sary

Develop additional procedures not covered in
the Handbook, if necessary

Perform only those procedures necessary to
achieve program objectives.

Perform Procedures

Interview institution personnel

010.4 Regulatory Handbook
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SECTION: Handbook Use

Section 010

Evaluate policies and procedures

Spot check the reliability and accuracy of re-
ports

Test the ingtitution's procedures

Identify material changes in operation or policy
since previous examination

Evaluate trends

Research significant variations from last year's
examination to determine if there is cause for
concern

Obtain explanations for any matters of signifi-
cance.

Assess Management

Review adequacy of management reports to the
board of directors

Determine the extent to which the directors are
involved in monitoring performance

Review management's plan for future opera-
tions

Interview management and staff to ascertain if
personnel have adequate knowledge of policies
and procedures

Determine sufficiency of training and expertise
to implement procedures

Determine if policies and procedures are
being communicated and regularly updated.

Formulate Conclusion

Keep the examiner in charge (EIC) informed of
progress

Discuss concerns with other regulators

Identify, and determine significance of, regu-
latory violations and deficiencies

Discuss findings with management

Determine adequacy of management's
response to problem issues

Consider possible strategies for corrective ac-
tion and develop recommended course of ac-
tion.

Conduct Postreview Activities

Review work to ensure objectives have been
satisfied

Summarize results and conclusions

Draft comments, including scope and recont-
mendations

Assign ratings if applicable

Ensure that there are properly cross-referenced
work papers to document and support sub-
stantive findings and conclusions

Update the Continuing Examination File
(CEF), if applicable (see Handbook Section
060)

File exceptions in the General File (GF).
References

Pertinent legidlative and regulatory citations
appear in the reference section. References to
other relevant OTS issuances are identified where
appropriate, including: various bulletins, agency
instruction and class manuals, industry sources,
and accounting pronouncements.

The reference list is purposefully comprehensive,
providing resources beyond those needed on a
day-to-day basis. Therefore, aregulator should
not be concerned if accessto these referencesis
not routinely available. If the institution under
examination is state chartered, the regulator
should also refer to state regulations in accordance
with regional office policy. Regulatory references
appear in the applicable handbook section and on
the companion program.

Questionnaires

Questionnaires appear at the end of some hand-
book sections. The questionnaires are
free-standing, so that they may be photocopied for
use in an examination, if necessary.

Office of Thrift Supervision
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CHAPTER: Administration
SECTION: Program Use

Section 011

Introduction

The examination program serves as a guide for the
orderly completion of an examination. This Hand-
book Section offers information on program use,
gives an overview of the program format, sets forth
procedures for documenting work papers, and lists
sources of information that may be useful during
the examination process.

Programs supply the regulator with objectives for
the review of a subject and a series of procedures
for completing those objectives. Examination pro-
grams aso help determine the examination scope
and organization, serve as documentation, and help
establish conclusions and recommendations. Once
completed, the program becomes part of the foun-
dation for an effective quality review process.

Each program corresponds to a handbook section
for the examination process. Each handbook sec-
tion contains a discussion of the subject area, ex-
amination objectives, examination procedures,
questionnaires, and pertinent appendices, if any.

Program Organization

Examination programs mirror the format of a por-
tion of their corresponding handbook section. Each
program includes examination objectives and pro-
cedures, a summary section, and regulatory refer-
ences. Spaceis provided for conclusions, recont-
mendations for corrective action (if necessary), and
other comments. An index block is aso provided
so that the regulator may index the program to the
corresponding work papers. Each of the program
segments is described briefly below.

Examination Objectives

Objectives listed on each program refer to specific
areas of review. Handbook Section 010, Handbook
Use, also presents and discusses some common ob-
jectives the regulator should be aware of throughout
the examination process.

Examination Procedures

Examination procedures are organized in a
top-down fashion and are divided into three groups,
each representing a different level or depth of re-
view: Levels |1, Il, and lll. The top-down
approach begins with areview of policies, proce-
dures, and internal controls while focusing on the
safety and soundness of the ingtitution (Level I).
With this approach, regulatory personnel can expe-
ditioudly assess the degree of risk in each area of a
particular institution's operations early in the ex-
amination and determine the depth of review and
the procedures (Levels |l and I11) needed.

The programs are intended to serve as guides and
reminders for the regulator. Less experienced
regulators will find the programs especialy useful
as guides for the effective completion of assigned
phases of examinations. More experienced regula-
tors will tend to use the programs as reminders of
what is expected to be reviewed within each phase
of an examination.

Handbook Section 010 contains alist of genera
procedures for al facets of the examination not
necessarily included in individua programs, with
which the regulator should be familiar.

Not all programs will be applicable to an ingtitu-
tion. Further, of those programs that are used for a
particular examination, not all procedures will be
needed. The examination scope should help deter-
mine the level of review and procedures needed in
each area. See Handbook Section 060, Examina-
tion Strategy, Management, and Scoping. When
selecting programs and procedures for review, the
regulator must ensure that procedures are sufficient
to: (1) address the concerns in the scope and any
other problems found during the review, (2) assess
the safety and soundness of the institution, and (3)
update and support the CAMELS com-

posite and component ratings.

Office of Thrift Supervision
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SECTION: Program Use

Section 011

When using this risk-based examination

approach, the regulator should use sound profes-
sional judgment to ensure that the depth of review
is sufficient to accurately assess the ingtitution's
condition, but is not excessive. Followingisadis-
cussion of the three levels of procedures and the
national policy guidelines for their use.

Level |

Level | procedures focus on the review of exami-
nation scoping materials and ingtitution documents,
such as policies and procedures. The Leve | re-
view isfollowed by interviews with personnel to
determine if practices conform to written guide-
lines and to confirm any other preliminary find-
ings.

If significant items of concern are uncovered dur-
ing Level | analysis, or if significant problems
were identified during the pre-examination moni-
toring and scoping, the regulator may need to use
Level 1l procedures. In certain circumstances, the
regulator may need to complete Level |11 proce-
dures as well.

Level 11

Level 1l procedures focus on the analysis of insti-
tution documents such as loan files, management
reports, and supporting financial records. The
regulator should select and complete Level |1 pro-
cedures when Level | procedures do not reveal
adequate data on which to base a conclusion for an
area of review. Regulators may develop an inde-
pendent analysis of asset values at thislevel as
well as independent verification of other items.

Level | and sdlected Level 1l procedures normally
provide a comprehensive analysis from which con-
clusions can be drawn, but do not include any sig-
nificant auditing procedures. |If the regulator can-
not rely on the data contained in institution rec-
ords, Leve Il procedures may be necessary.

Level 111

Level 11l procedures include steps that auditors
usually perform. Although certain situations may
require Level 111 procedures, it is not standard
practice of Office of Thrift Supervision (OTS)

regulatory staff to duplicate the testing efforts of
auditors.

Again, it may not be necessary to complete every
program or every procedure within a program. The
regulator must use discretion in determining which
programs and procedures are necessary to address
the scope and reach a sound conclusion. In some
situations it may be appropriate to customize ex-
isting procedures or to perform procedures that are
not listed within a program in order to achieve the
most efficient and meaningful analysis. The regu-
lator should document any decisions to deviate sig-
nificantly from the initial scope instructions or to
modify existing procedures on the relevant pro-
grams.

Programs and Work Papers

Properly prepared examination work papers are
essential to the examination process. They are
relied upon to support the conclusions and findings
set forth in the report of examination (ROE). Con-
clusions regarding the effectiveness of the OTS
examination process may be determined, in part,
by the adequacy of work paper documentation.
Proper documentation of procedures and subse-
quent conclusions leaves an effective audit trail for
users of the completed programs. More-over, ex-
amination work papers are often used by legal staff
to support the OTS position in litigation matters.

The programs allow space to the right of each pro-
cedure to record awork paper cross-reference that
indicates where supporting documentation is found
whether under the same topic or contained in an-
other program. All substantive conclusions must
be supported. Additional space between each pro-
cedure alows the regulator to include any pertinent
information.

For those examination programs and procedures
deemed unnecessary, you should include a nota-
tion, i.e., "N/A," "not required by scope,”" or other
explanation, either on the index or on the program
itself, as appropriate.

The following items are examples of information
that should be included in work papers and pro-
grams, as appropriate;

011.2 Regulatory Handbook
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SECTION: Program Use

Section 011

Statement of purpose, title, or heading

Scope of review

Procedures used

Legend or explanatory footnotes, if necessary
Results of testing

All substantive conclusions

Sources of information, including names or ti-
tles of ingtitution contact personnel

Identification of regulator performing the pro-
cedure

Identification of person completing the review
Ingtitution name and location

Ingtitution docket number

Examination date

File index number

Cross-references, where needed.

Regulator Summary, Recommendations, and
Comments

The regulator should complete this portion of the
program in narrative form, summarizing the fol-
lowing:

Examination scope, including identification of
any procedures used that are not aready
printed on the program.

Sdlient findings as well as a conclusion re-
garding the strengths and weaknesses of the in-
stitution's operations in the particular area of
review.

Recommendations for corrective action, which
may include a statement about the adequacy of
management's response and commitments.
(Note: The regulator should address any rec-
ommendation for revision of aformal supervi-
sory action in a separate memorandum.)

The regulator may attach continuation pages for
any additional comments. The regulator should

support in the work papers all substantive findings
regarding the overall condition of the institution. It
may be useful to attach copies of draft comments
or schedules included in the ROE to this portion of
the program.

Regulatory References

This segment contains alist of pertinent legidative
and regulatory citations. References to relevant
documents and industry sources are also identified
where appropriate. If the institution under review
is state chartered, the regulator should refer to ap-
propriate state legidlation.

The companion handbook section contains an
identical list of references.

Index Block

The title of each program is centered in the top and
bottom margins. The lower right-hand corner
contains an index block for the following items:
Examination Date, Prepared By, Reviewed By,
and Docket Number. The regulator should fill in
each of these items before completing the exami-
nation.

File work papers according to the OTS program
number. To locate examination programs easily,
the regulator may use the Handbook table of con-
tents or the program index as a cover page for file
folders. Information germane to the ROE or re-
view process should be cross-referenced to sup-
porting documentation.

Sources of Information

Following is a generic list of information sources
that may be helpful in successfully completing the
programs.

OTS documents:

Laws and regulations

Standard and supplemental accounting manuals
Published memos

OTS Training and Development materias

Office of Thrift Supervision
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SECTION: Program Use

Section 011

Uniform Thrift Performance Report (UTPR)

Regional office examination materials.
Previous ROEs, General File, and work papers
Correspondence from the regiona office

Continuing Examination File (CEF), if applica-
ble

Thrift Financial Reports (TFRS)

Regional office instructional manuals

I nstitution's documentation:

Completed Preliminary Examination Response
Kit (PERK) schedules

Business plan

Operating budget and forecasts
General ledger trial balance
Loan trial balance

Investment trial balance

Reports and minutes:
Independent audit report
Internal audit report
Internal management and board reports

Securities and Exchange Commission (SEC)
annual report, 10K, 10Q, and 8K (if stock in-
stitution)

Board of directors minutes

Board committee minutes

Operating committee minutes

New or revised policies, procedures, and corpo-
rate documents:

Real estate lending policies
Real estate appraisal policy
Environmental risk policy
Classification of assets policy
Investment policies

Interest rate risk policy
Asset/liability management policy
Interbank liabilities policy
Futures and options policy
Charter, bylaws

Security policy

Currency and Foreign Transactions Reporting
Act (CFTRA) policy

Community Reinvestment Act (CRA) statement

Contracts (information systems, service bureau,
employment, etc.)

Contingency planning policy
L eases (office building, etc.)

Payments systems risk policy

011.4  Regulatory Handbook
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CHAPTER: Administration

SECTION: Conduct of Agency Personnel

Section 020

Introduction

This Section summarizes the rules governing the
conduct of OTS personnel, including OTS policies
on professiona conduct while performing on-site
examinations.

All OTS employees are subject to the Standards of
Ethical Conduct for Employees of the Executive
Branch (Standards), the Supplemental Standards of
Ethical Conduct for Employees of the Department
of the Treasury (Supplemental Standards), and the
Department of the Treasury Employee Rules of
Conduct (Rules). "Covered employees’ (all examin-
ers, al employees grade 17 and above, and others
as designated by the Director) are subject to addi-
tional financial restrictions and disclosures con-
tained in the Supplemental Standards.

The areas covered by the Standards, Supplemental
Standards, and Rules are outlined in the References
portion of this Handbook Section. If you would like
acopy of any of the referenced ma-terial, or have
any questions about them, contact your regiona
ethics counselor.

Summary of Major Restrictions/
Responsibilities of OTS Employees

Listed below are some of the restrictions and re-
sponsibilities of OTS staff taken from the Stan-
dards, Supplemental Standards, and Rules. The
following is not meant to be an exhaustive list. Each
employee needs to be aware of hisher responsibili-
ties, restrictions and disclosure requirements under
these rules. If further information is needed or de-
sired, contact your regional ethics counselor.

OTS employees:

shall not have any financial interest or obligation
that conflicts or appears to conflict with official
responsibilities and duties,

may not participate personally and substantially,
by decision, approval, disapproval, recommen-
dation, advice, examination, or other action, in
any manner in which he/she or any household

member, partner, or organization with which
there is a substantial personal involvement, has a
known financial interest, unless otherwise ap-
proved by the Chief Counsdl, Regional Director
or designee;

may not accept from a prohibited source
(defined below) food, refreshments, or enter-
tainment, unless of anomina value on infre-
guent occasions in the ordinary course of an of-
ficial conference or other function that the em-
ployee may properly attend;

may accept unsolicited advertising or promo-
tiona materia only if itsretail value is $20.00
or less. Other items of monetary value shall be
returned to the sender or disposed of as directed
by the Chief Counsdl (or designee), or ethics
counselor;

must receive prior supervisory approval before
speaking about OTS or publishing OTS-related
material for a non-agency audience;

may not engage in any activity incompatible
with the full and proper discharge of his’her
OTS duties and responsibilities, or any outside
employment without prior written supervisory
permission from the Executive Director,
Regional Director, or Chief Counsel;

may not make recommendations or suggestions,
directly or indirectly concerning the acquisition
or sae, or other divestiture of

securities of any OTS-related savings associa-
tion or savings association holding company;
and

may not purchase property owned by the gov-
ernment and under the control of the OTS, or
sold under the direction or incident to the func-
tions of the OTS, without an appropriate waiver.
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OTS-covered employees:

may not knowingly accept or become obligated
on, directly or indirectly, any impermissible
extension of credit from an OTS-regulated
savings association or its subsidiaries (for lim-
ited exceptions, refer to Supplemental Stan-
dards 5 CFR § 3101.109(c));

(or their spouse or minor child) may not pur-
chase any asset of a savings association or its
subsidiary, including an institution in receiver-
ship or conservatorship (for limited exceptions,
refer to Supplemental Standards §
3101.109(f));

may not purchase, own, or control, directly or
indirectly, any security of an OTS-regulated
savings association and most savings associa-
tion holding companies (for limited exceptions
refer to Supplemental Standards

§ 3101.109(h)); and

must file required financial disclosures:

% employeesin Grades 17 through 20, and
al examiners Grade 20 or below, must file
an OTS Confidential Financia Disclosure
Form (OTS 1569).

%  employeesin Grades 21 through 23 must
file an Executive Branch Personnel Confi-
dential Disclosure Report (OGE 450) .

¥, employeesin Grades 24 and above must
file an Executive Branch Personnel Public
Financial Disclosure Report (SF 278).

% dl covered employeesin Grades 21 or
higher must file a Confidential OTS Sup-
plemental Financial Disclosure Form
(OTS 1569A).

Prohibited Source

"Prohibited Source" means any person (or entity)
who:

1) isseeking officia action by OTS;

2) does business or seeks to do business with
oTS;

3) conducts activities regulated by the OTS;

4) hasinterests that may be substantially affected
by the performance or nonperformance of the
employee's official duty; or

5) isan organization a mgority of whose mem-
bers are described in paragraphs (1) through
(4) above.

Financial Disclosure

All OTS examiners and other OTS employeesin
Grades 17 through 23 must file by October 31st of
each year annual financial disclosure forms, OGE
450 and/or an OTS supplement. Employeesin
Grade 24 or higher must file an SF 278 (instead of
OGE 450) and an OTS Supplement in May of
each year.

Except for the SF 278, which is public, financial
disclosure is confidential and disclosure of reported
information is governed by the Privacy Act (5
USC Section 552a). Authorized OTS, Treasury
Department and certain other officials use thein-
formation to ensure ethical conduct, prevent con-
flicts of interest and monitor compliance with the
Standards and the prohibitions on loansto and in-
vestments covered by employees in the Supple-
mental Standards. In addition, the disclosures also
permit scheduling assignments so that no employee
participates in any examination, supervision or
decision involving any OTS-regulated savings as-
sociation or savings association subsidiary that has
extended credit to the employee,* employs arela-
tive (especialy in a policy-making position) or has
opened employment contracts (see below for dis-
cussion on employment negotiations).

Negotiations for Employment

OTS staff should be aware that under 18 USC
8208(a), it is a crime to negotiate or have any
arrangement concerning employment with any per-
son or organization while the employee
simultaneously participates personally and sub-

1 Covered employees are prohibited from obtaining
new credit from savings associations or savings asso-
ciation subsidiaries. However, individuals with credit
outstanding as of April 30, 1991, are grandfathered,
provided the debt is repaid according to the original
terms of the note or the loan agreement.
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stantialy as arepresentative of OTS in any par-
ticular matter affecting that person or organization.

If an employee does not unconditionally and imme-
diately rgject a job offer from a savings association
or other prohibited source and it is likely that the
employeeis, or will be, assigned to examine, su-
pervise, or make any regulatory decision affecting
that prohibited source, the employee must immedi-
ately inform his/her supervisor of the offer of em-
ployment. The supervisor shal decide if an em-
ployment restriction (recusal) is needed to elimi-
nate any potentia conflict of interest. Recusal
from any current assignment(s) should last until
the employee resigns, or sends a written rejection
of the offer. Outright and immediate regjection of
unsolicited offers requires no recusal, but an em-
ployee memorandum to the file or his’her supervi-
sor is advisable.

An employee rgected for a job by a prohibited
source should refrain from participating in OTS
matters relating to the potential employer for at
least one year, unless written review of the matter
by an OTS ethics official recommends earlier par-
ticipation by the employee. As noted above, an
unsolicited offer rejected immediately and uncon-
ditionally requires no recusal.

Professional Conduct in Institutions

The following policies governing professional con-
duct do not constitute an exhaustive or
al-inclusive list; rather they are general guidelines
addressing important issues that regulators facein
their day-to-day work in an ingtitution.

Duration of Onsite Examinations

Each examination should be conducted in the most
efficient and least disruptive manner

possible, so asto limit the time spent on site at
each ingtitution. To this end, the examination
should be thoroughly scoped and planned, target-
ing problem and high-risk areas.

Pre-examination activities should include contact-
ing the institution's management and obtaining lists
of employees and documents necessary to perform
the examination.

Workinag Hours

Agency personnel should managetimeina
responsible, professiona manner.

OTS examination staff work on an "Alternative
Work Schedule” (AWS). This alows for eight
9-hour days, one 8-hour day, and one Friday off
during each two-week pay period.

Regulators should obtain approval from the EIC
for deviations from normal working hours during
an examination and should provide an explanation
to the EIC for al absences that were not preap-
proved. Also, the EIC should inform the ingtitu-
tion's management of any unusual variances, espe-
cialy absences, from the normal work schedule.
Absences without notice give the impression of
lack of responsibility and care.

Working Space

The ingtitution should provide adequate working
space for regulatory personnel. If spaceisinade-
quate, another space may be requested, aslong as
it does not unreasonably disrupt operations of the
institution.

To help avoid al appearance of impropriety,
agency personnel working in an institution should:

Ensure that a representative of the ingtitution is
on the premises whenever they are working;

Never accept keysto the ingtitution's offices or
assume responsibility for its property; and

Avoid entering places where thereisa
possibility of accessto cash or other negotiable
instruments unless accompanied by a represen-
tative of the institution.

Access to Information

Agency personnel should carefully protect al in-
formation an institution entrusts to them and se-
cure it from unauthorized access. Confidential
documents should not be left unattended and
should be locked up when not in use.

Agency personnel should never divulge confiden-
tia information in any form to unauthorized per-
sons. On the other hand, if the institution refuses
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to provide information needed to complete the ex-
amination, the EIC or other supervisors should be
notified.

Computers should not be left unattended while
logged onto the OTS systems, or in a status that
would alow unauthorized access to the OTS sys-
tems, or to any confidential data stored on diskettes
or disk drives.

Breaks

The EIC will determine the propriety, times, and
lengths of breaks.

Lunches

Agency personnel may use an ingtitution's dining
facilitiesif they: (1) are invited to do so and (2)
pay for their own meals. Examiners on assign-
ments with large crews should stagger their lunch
breaks so that the entire crew is not absent from
the work place simultaneoudly.

Professional Decorum

The following guidelines are genera prescriptions
for interacting with other regulators and institution
employees during an examination. Agency person-
nel should:

Limit unnecessary conversations with other
regulators and the institution's employees,

Treat the ingtitution's employees in a courteous,
friendly, yet businessike way; and

Not discuss work with unauthorized employees.
They should confer with the EIC before dis-
cussing anything other than routine matters
with employees or management.

Smoking

If an institution has rules regarding smoking, they
should be followed. Agency personnel who smoke
should aways be courteous and considerate of oth-
ers.

Telephone Calls

Agency personnel should limit telephone usage,
even for official matters. They should avoid per-
sonal telephone calls unless they are absolutely
necessary.

Parking

Agency personngl may use an institution's private
parking facilities if invited to do so by the institu-

tion. However, such use must be approved by the
EIC and should not unduly inconvenience employ-
€es or customers.

If the institution uses an independent parking

facility, agency personnel may not park there at the
ingtitution's expense.

Travel Expenses

All travel, lodging, and subsi stence expenses in-
curred while on official duty shall be paid for or
reimbursed only by the OTS. For further informa-
tion regarding reimbursement for travel and lodg-
ing refer to the OTS Nationa Travel Policy man-
ual.

Business Attire

Agency personnel should wear appropriate busi-
ness attire. Standards of appropriateness may vary
depending on regiona policy, the ingtitution, and
the customs of the community.

References
United States Code (18 USC)

Chapter 11
8§ 201-219

Bribery, Graft, and
Conflicts of Interest

Code of Federal Regulations (5 CFR)

Part 735
8§ 735.101-203

Employee Responsibili-
ties and Conduct

Part 2635
8§ 2635.101-902

Standards of Ethica
Conduct for Employees
of the Executive Branch
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CHAPTER: Administration
SECTION: Overall Conclusions

Section 070

Introduction

This Section provides guidance on summarizing and
effectively communicating conclusions developed as
aresult of analyzing an institution's overall condi-
tion and viability by means of the on-site examina-
tion as well as other on-site and off-site regulatory
reviews.

Throughout this Section, which is written primarily
from an examination perspective, references are
made to the responsibilities of the examiner in
charge (EIC), but traditional titles, roles, and re-
sponsibilities vary among the regional offices.
Therefore, the regional office structure and policy
should be reviewed to determine where responsibil-
ity rests. In some situations the responsibility may
be shared by more than one individual from the
regulatory staff.

In generdl, report comments should include a syn-
opsis of the work that was performed (scope) and
the examiner's findings based on that scope. Re-
porting conclusions in this manner will provide the
reader with a clear understanding of the condition
of the areareviewed. Thisisreferred to as compre-
hensive reporting of findings and conclusions.

Examination reports should present athorough

and balanced portraya of an ingtitution’s condition
and future prospects. A comprehensive report is
factual and is not predisposed to exclusive presen-
tation of either negative or positive findings. It will
inform its readers, be they regulators,

managers, or directors, of an institution's present
condition and recommend a course of action they
should follow to either maintain or regain safe and
sound operations. Comprehensive reporting does
not equate to positive reporting. Regulatory per-
sonnel are not expected to report every positive as-
pect of an institution's condition and operations.
However, identified strengths and weaknesses
should be reported when necessary to provide a
clear picture of the institution's prospects, or lack
thereof, for future viability. Persons responsible for
managing the regulatory process for a given institu-
tion will need to have a balanced picture of its sig-
nificant strong and weak points.

There are three primary objectives of the discussion
included in this Section:

To provide guidance for developing conclusions,
preparing comments, and assigning ratings to
Capital Adequacy, Asset Quality, Management,
Earnings, Liquidity, and Sensitivity to Market
Risk (CAMELYS).

To provide guidance for formulating overall
conclusions regarding the present condition and
future prospects for the institution and for de-
termining the ingtitution’ s composite rating.

To provide guidance for preparing
well-developed and comprehensive report pages
aswell as orally presenting examination results.

To provide guidance as to when a supervisory
letter is necessary.

The performance of the EIC and other regulatory
staff inthisareais critical. The ability to formulate
conclusions, prioritize findings, and communicate
those findings to directors, management, and Office
of Thrift Supervision (OTS) personnel will signifi-
cantly affect the regulatory process. The findings
will be used to help determine future regulatory
strategies to be included in the Regulatory Plan for
the institution and will guide the directors toward
correcting identified weaknesses and capitalizing on
indicated strengths.

A primary goal of the regulatory processisto en-
sure that savings associations are operated in a safe
and sound manner. For examinations and
supervisory analyses to be most effective, conclu-
sions must be drawn from a comprehensive analy-
sis of patterns and trends. Causes of significant
negative trends or problems and their possible solu-
tions should be identified. A comprehensive yet
concise anadysis and summary of the condition of
the institution can provide for timely and appropri-
ate actions by the ingtitution’ s directors and the
regulators.
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Developing Conclusions and Comments

There are unigue factors to consider when devel-
oping conclusions, comments, and ratings for each
CAMELS component. As with the summary, each
individual report comment should be comprehen-
sive, discussing both major strengths and weak-
nesses of the component addressed.

Thisis done by identifying patterns and trends that
are occurring, with appropriate summaries of sup-
porting analysis. The deficient practices or prob-
lems underlying the patterns should be included,
along with management’ s proposed corrective ac-
tion.

The following checklist will assist in developing
report comments.

Present the scope of the review.

Clearly identify patterns and trends, and their
causes.

Present comments in a comprehensive nature,
discussing major strengths and weaknessesin a
meaningful order, with proper emphasis and
tone accorded to individual topics.

Identify problemsin relation to safety and
soundness and substantive compliance issues.

Include the deficient underlying practices where
patterns of regulatory noncompliance are noted.

Support conclusions with appropriate analysis
and prepare an effective summary so that the
reader does not get lost in detail.

Assess the effect of examination findings on
future operations.

Include a discussion of corrective action where
necessary.

Support the comments with work papers and
other retained documents.

Disclose the component rating.
Formulating Overall Conclusions

The development of substantive overall conclu-
sionsinvolves:

Reviewing mgjor findings from the examination
(including trends).

Considering the institution's operating
environment (both internal and external fac-
tors).

Converting ultimate determinations into ratings.
Communicating the results effectively.

Facilitating the corrective action process.

There are both objective and subjective factors
involved in a comprehensive analysis of the present
condition and the expected future condition of the
ingtitution. The EIC must weigh the significance
of criticisms, deficiencies, and exceptionsin rela-
tion to offsetting strengths. This requires review-
ing CAMELS comments and other findings for
interrelationships. When determining if a practice
or other factor materially affects safety and sound-
ness, the regulator must look at both the present
effect and the potential future effect.

Possible items to consider in evaluating the present
condition of the ingtitution include:

Findings developed by the examiners, including
al of the CAMELS comments and ratings,
trends, patterns, exceptions, and other observa-
tions.

Patterns of noncompliance with regulations,
deficient procedures, and other factors that
have caused the noncompliance.

Interrel ationships between the findings noted
for each specific CAMELS component.

Effectiveness of the corrective actions initiated
to resolve earlier deficiencies.

Possible items to consider in evaluating the future
condition of the ingtitution include:

Adequacy of the following: policies and proce-
dures, personndl, information systems, books

and records, accounting and other internal con-
trols, audit function, and asset review function.

Overal compliance with laws, regulations, and
policies.
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Assessment of the board of directors and man-
agement’ s ability to effect timely and
appropriate corrective actions.

Strategic planning and the written business
plan, including changes expected in asset and
liability composition, organizational structure,
growth, etc.

Management’s ability to perform acceptably
and in conformance with the business plan.

Competitive, economic, and regulatory
conditions, including: management’s ability to
assess market conditions, trends, composition,
share, etc.; and expected changes in economic
conditions, competitive factors, and the regula-
tory environment.

One of the godls of the regulatory processisto
prevent prablems from developing or escalating in
the future; therefore, early identification of risk is
necessary. When making projections of future
events, however, the use of factual information,
and explanation of assumptions made, will be nec-
essary to support them.

When developing a conclusion about the ingtitu-
tion’'s future prospects, give consideration to such
items as. existing systems, policies, procedures,
and practices; the business plan; the adequacy of
intended corrective action necessary; projections
for future operating performance; management
ability; market factors; and economic factors.

Assigning CAMEL S Composite and Compo-
nent Ratings

The CAMELS rating system is a standardized
system for rating savings associations supervised
by the OTS in the individual components of Capi-
tal Adequacy, Asset Quality, Management, Earn-
ings, Liquidity, and Sensitivity to Market Risk.
Based on a quantitative and qualitative review of
these components, an overall composite rating is
also assigned, asis arating for performance under
the Community Reinvestment Act (CRA). (Refer
to Compliance Activities Regulatory Handbook
Section 500, Community Reinvestment Act.)

A systematic and logical approach to determining
the ratings results in quantifiable conclusions that
can be used by reviewers for a variety of purposes.

The regional office will disclose an institution's
composite and component ratings to its directors.
Thiswill provide a yardstick for evaluating man-
agement and will also enable

directors to recognize overall trendsin the
condition of the institution if they are not already
apparent.

When the overall conclusions have been formu-
lated, the composite rating is assigned. Sinceit is
difficult to provide a specific formulafor this
process, experience and judgment is critical. It is
not appropriate to smply average the individual
CAMELS ratings or use any other standard for-
mulain the process, however, there should be a
high degree of correlation between the composite
rating and the CAMELS component ratings. The
ratings must be adequately supported with objec-
tive information in the Examination Conclusions
and Comments page, the CAMEL S comments, and
the work papers. See Thrift Activities Regulatory
Handbook Section 071, CAMELS Ratings, for a
complete discussion of the component and com-
posite rating criteria and disclosure of the ratings
to the directors of the ingtitution.

When composite ratings are changed based on an
off-site analysis of an institution's condition, dis-
closure of the ratings should be communicated to
the board of directors by supervisory letter. An
on-site review may be appropriate when
conditions warrant a downgrade in the rating. It is
advisable to evaluate the need for changing all six
CAMELS component ratings when the composite
rating is changed.

OTS personnel use the ratings for a variety of pur-
poses: to reflect trends for a particular institution,
to make comparisons with peers, and to assess the
condition of the industry. The CAMELS ratings
are also considered when determining appropriate
strategies including: frequency and scope of
off-site and on-site analysis, enforcement actions,
and meetings with ingtitution representatives. The
ratings, as an indication of the condition of the in-
stitution, are also considered in the analysis of ap-
plications for actions such as mergers and acquisi-
tions and subordinated debt issuances.

Because ratings are used for awide variety of
critical decisions, a systematic and logical analysis
is necessary. While most of the criteriafor deter-
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mining ratings are based on objective analysis and
findings, subjective factors are also considered.

Reporting Results

There are three vehicles currently used by the
regiona offices for communicating findingsto an
ingtitution’ s directors: the report, the supervisory
|etter, and meetings with institution representa-
tives.

Report of Examination

All OTStype 10, 30, and 40 thrift safety and
soundness examination reports are to be prepared
according to the requirements and guidance in the
Report of Examination (ROE) Instructions and the |
Thrift Activities Regulatory Handbook.

The Examination Conclusions and Comments page
of the ROE should be the focal point for reporting
overal conclusions resulting from an examination
or other review, either onsite or offsite. To facili-
tate timely corrective action, the report comments
should be directed to the ingtitution’ s board of di-
rectors even though the document remains the
property of OTS. The Examination Conclusions
and Comments page should be completed accord-
ing to the ROE ingtructions. Primary factorsto
consider when developing this page are:

Items reported, other than regulatory com-
pliance, should be material and should relate to
safety and soundness.

The information presented should provide the
reader with a clear understanding of the overall
condition, the causes of major problems and the
action that is necessary to remedy concerns
noted.

For regulatory violations, only materia patterns
of noncompliance, along with the identified
root(s) of the problem(s), should be included.
A simplelisting of violationsis usualy inef-
fective as aregulatory measure, particularly if
violations are considered to be isolated inci-
dents or errors. In certain situations isolated
violations might appropriately be included in
the report, but need not be brought forward to
the Examination Conclusions and Comments
page, unless they are of significant importance.

State conclusions and comments briefly. Do not
repeat analysis or support that is provided
elsewhere in the report.

The relative significance and interrelationship
of the items discussed must be evident. A
simple listing of itemsis not appropriate.

All conclusions reported should be adequately
documented in report comments, the work
papers or other retained documents.

Conclusions should be presented in an order that
first describes the matters requiring the most im-
mediate follow-up supervisory action. The sever-
ity of any identified major problems will generally
dictate their order of presentation. The effect of
these most severe situations on other aspects of the
ingtitution's activities as well as any mitigating
conditions should be concisely stated.

The following items should be addressed on the
Examination Conclusions and Comments page:

The type of examination and whether a holding
company examination was conducted. If appli-
cable, state that a separate holding company
report has been prepared.

The asset size of the institution, principal lines
of business and the date of the financial state-
ments used in the ROE.

A statement of the scope of the examination or
SUpPErvisory review.

A concise statement of the examiner's conclu-
sion about the overall condition of the institu-
tion.

Disclosure of the component ratings and a brief
discussion of the CAMELS components and
other significant items reviewed, both the major
positive and negative attributes. Focus should
be placed on patterns, trends, causes of prob-
lems, and projections for future operations.

Disclosure of the designation "troubled” insti-
tution.

Disclosure of the composite CAMELS rating,
reference to the definition of the assigned rat-
ing, and correlation of the institution’s particu-
lar circumstances to the rating definition.
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A statement regarding the extent of com-pliance
with outstanding enforcement actions and man-
datory PCA restrictions, if any.

A reference to corrective action(s) necessary,
described on the Matters Requiring Board At-
tention page.

Supervisory Letter

The Examination Conclusions and Comments and
Matters Requiring Board Attention pages should
be used rather than a supervisory letter. If used in
conjunction with an examination report, the
supervisory letter should expand upon the exami-
nation findings rather than restate them. A trans-
mittal letter that merely acts as a cover memo ac-
companying the ROE is discouraged; instead the
standard ROE cover page letter should be custom-
ized.

When a composite rating is changed offsite, asa
result of changesin the institution’s condition or
operating strategies that come to light through
monitoring reviews or other means, the supervisory
letter will be used to disclose the change in rating
to the ingtitution’s board of directors. Ensure that
the proper prohibition against outside disclosure of
the rating isincluded in the letter, and that the let-
ter discloses the reasons for the change.

Meetings with Institution Representatives

Mestings should be held with institution represen-
tatives on aregular basis during the course of the
examination to:

Introduce regulatory staff to institution staff
who should be contacted for documents and ad-
ditional information.

Discuss the scope of the examination at the
commencement of the examination.

Discuss preliminary findings as they are devel-
oped and the need to extend the scope of the ex-
amination, if applicable.

Discuss results of the institution’s internal asset
reviews, its asset classifications, and any differ-
ences between the asset classifications of the
regul ators and those of the institution.

At the conclusion of an on-site examination, a
post-examination meeting should be held with the
institution’s senior management to discuss the
regulators overall conclusions and recommenda-
tions. This meeting is normally conducted after the
preliminary draft examination report comments are
prepared by the regulators. The EIC and CEO
determine the appropriate date and time. The EIC
is responsible for notifying other regulatory per-
sonnel who might also attend. An agenda of topics
to be covered should generally be provided to the
attendees in advance of the meeting. Any exhibits
that will strengthen or clarify the presentation
should also be prepared.

The purpose of the meeting isto discuss al of the
examination findings that might be reported, to
dicit management’ s corrective action responses, to
ensure that conclusions are accurate, and to answer
any questions posed by management. This meeting
provides the examiner an opportunity to discuss
the strengths as well as weaknesses noted and to
discuss recommendations for corrective action if
necessary and appropriate.

Regulators may also disclose preliminary compo-
nent and composite CAMELS ratings per regional
policy. Examiners should obtain sufficient concur-
rence with the ratings from regional management,
so that the ratings disclosed are

final, or subject to revisions only in rare instances.
If the ratings are subject to further review, the ex-
aminer should disclose to thrift management that
the ratings are not final.

During the discussion, examiners are expected to
discuss the e ements considered in assigning each
component rating as well as the overal composite
rating. Examiners should indicate that the conm-
posite rating is based on a careful evaluation of an
ingtitution's managerial, operationa and financial
performance as well as compliance with laws and
regulations.

Depending on the examination findings and the
seriousness of deficiencies noted, regulatory per-
sonnel may meet with the ingtitution’s board of
directors to discuss the examination findings, en-
sure that the directorate is aware of the need for
corrective action, determine the specific corrective
measures that will be taken, and agree on atime
frame for their accomplishment. Refer to Thrift
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SECTION: Margin Securities (Regulation G)

Section 280

Introduction

This Handbook Section briefly describes Regulation
"G" reguirements and offers guidelines to regulators
in determining compliance with Regulation "G."

The Federal Reserve Board issued this regulation
pursuant to the Securities Exchange Act of 1934 to
prevent the excessive use of credit when purchasing
or carrying margin stock. The regulation sets out
certain requirements for thrifts and others who ex-
tend or maintain credit secured directly or indirectly
by margin stock. The reporting requirements and
lending restrictions apply only to those institutions
required to register.

Registration

Any thrift that extends credit, directly or indirectly
secured by margin stock, and that meets either of
the following two requirements is required to regis-
ter with the Federal Reserve Board:

extending margin-stock-secured credit in any
calendar quarter equaling $200,000 or more, or

maintaining margin-stock-secured credit out-
standing at any time during a calendar quarter
totaling $500,000 or more.

Margin stock consists primarily of equity securities,
convertible debt, and mutual funds.

To register, athrift must submit Federal Reserve
Form FR G-1 (OMB Control Number 7100-0011)
to the Federal Reserve Bank of the district in which
the principal office of the thrift islocated. This
must be done within 30 days after the end of the
calendar quarter in which the institution becomes
subject to Regulation "G." Registration under
Regulation "G" sets both lending restrictions and
reporting requirements on ingtitutions.

Lending Restrictions
Institutions subject to Regulation "G" are prohibited

from extending credit in excess of the maximum
loan value if the purpose of the credit isto buy or

carry margin stock. Credits of this nature are de-
fined by the Regulation as "purpose loans." The
maximum |loan value of any margin stock, except
options, is 50 percent of its current market value.
Thrifts subject to Regulation "G" are thus prohib-
ited from lending on more than 50 percent of the
current market value of margin stock if the purpose
of theloan isto buy or carry margin stock.

Each purpose credit extended to a customer,
including revolving credit or multiple draw agree-
ments, is subject to the "single credit rule."” This
rule provides that; al purpose credit extended to a
customer shall be treated as a single credit, al col-
lateral securing such credit shall be considered in
determining compliance, and all secured and unse-
cured purpose credit shall be combined to determine
compliance with the withdrawal provisions of the
Regulation.

If the proceeds of a margin-stock-secured loan are
used for a purpose other than to purchase or carry
margin stock, the maximum loan value is deter-
mined on a good-faith basis, not exceeding 100 per-
cent of the current market value of the collateral,
i.e., the amount that alender would be willing to
lend without regard to any other assets of the bor-
rower. Credits of this nature are defined by the
Regulation as "non-purpose loans."

The Regulation allows lenders to permit any with-
drawal or substitution of cash or collateral by the
customer if the withdrawal or substitution would
not cause the credit to exceed the maximum loan
value of the collatera or increase the amount by
which the credit exceeds the maximum loan value
of the collateral.

An exemption from the maximum loan value
restrictions is provided by the Regulation for enti-
ties meeting the definition of a"plan lender." A plan
lender is defined as any thrift organization whose
membership is limited to employees and former em-
ployees of the organization, that extends or main-
tains credit to finance the acquisition
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of margin stock of the organization, such as an
ESOP.

Lenders are prohibited from extending credit if the
purpose of the credit isto buy any puts or cals,
regardless of whether the credit is

margin-stock secured. In addition, Regulation

"G" prohibits thrifts from extending or maintaining
credit to broker-dealers that is secured directly or
indirectly by any margin stock. Thus, thrifts are
generally prohibited from lending to service corpo-
rations involved in broker-dealer activities, except
for emergencies, capital contributions, and the few
cases of mutual savings banks specifically author-
ized to lend to brokers and dedlers.

Reporting and Regulatory Requirements

For the year ended June 30 each year, registered
lenders are required to file with the Federal Re-
serve Bank an Annual Report, or Federal Reserve
Form FR G-4 (OMB Control Number 7100-0011)
showing their lending activities secured by margin
stock. Thisform is designed to obtain the amount
of such credit outstanding and extended during a
calendar year. Thisreport isfiled along with a
copy of the ingtitution's balance sheet.

Each credit secured by margin securities must be
accompanied by Federal Reserve Form FR G-3
entitled " Statement of Purpose for an Extension of
Credit Secured by Margin Securities by a Person
Subject to Registration Under Regulation G."
(OMB Control Number 7100-0018.) This purpose
statement must be completed by both the borrower
and the lender for every margin-stock-

secured |oan extended, except for employee stock
purchase plans. The lender is required to obtain
and attach to the executed statement a current list
of collateral that adequately supports all credit ex-

tended under the agreement. While this form is not
filed with either regulator, it must be retained by
the institution for three years after the credit is ex-
tinguished.Office of Thrift Supervision staff are
responsible for monitoring compliance with feder-
aly chartered savings thrifts, and Federal Reserve
Bank staff are responsible for monitoring compli-
ance with state-chartered savings thrifts.

Deregistration

Thrifts no longer subject to Regulation "G" are
able to eliminate their reporting requirement by
terminating registration with the Federal Reserve
Board. A thrift may deregister with the Federa
Reserve Board if during the preceding six months
they did not have more than $200,000 of securities
credit outstanding. To deregister, a"De-
registration Statement for Persons Registered Pur-
suant to Regulation G", or Federal Reserve Form
G-2, (OMB Control Number 7100-0011) isfiled
with the district Federal Reserve Bank.

References
Code of Federal Regulations (12 CFR)

Part 207  Securities Credit by Persons Other-
Than Banks, Brokers or Dedlers

United States Code (15 USC)
Part 78  Securities Exchange Act of 1934

Federal Reserve Board - Rulingsand Interpre-
tations of Regulation G

280.2 Regulatory Handbook

May 1998

Office of Thrift Supervision



Margin Securities (Regulation G)
Program




Margin Securities (Regulation G)
Program
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SECTION: Meetings with the Board of Directors

Section 320

Introduction

M estings between regulatory staff and the board of
directors--the individuals ultimately responsible for
an institution's affairs--serve avariety of functions.
They provide opportunity for interaction, and they
facilitate long-term communication, which is espe-
cially important when the regulatory process reveals
significant adverse information. They help to keep
the directors and regulators mutually informed by
providing them an opportunity to discuss.

The examination process and findings,
The ingtitution, its functions and plans;
The genera financial environment; and

Industry-related concerns.

They give regulators an opportunity to obtain conm-
mitments from the board for corrective action.

Mestings with boards of directors are distinct from
management meetings, also known as exit confer-
ences, closing conferences, or exit interviews, near
the end of an examination. Management meetings
(see Thrift Activities Regulatory Handbook Section
070, Overal Conclusions) are held with members
of the executive management team to review techni-
cal and overall examination findings and to obtain
commitments for corrective action. The examiner in
charge (EIC) should notify management of all ex-
amination-related items dated for discussion with
the board of directors, except for findings that war-
rant recommendations for removal of management.

Types of Meetings

There are two primary types of meetings between
regulators and boards of directors. regular
(examination-related) and special (not primarily for
presenting examination findings). However, any
meeting may serve multiple purposes. For example,
aregular meeting can be used to get acquainted
with the board of directors and enhance communi-
cation as well as present examination findings.

Regular Meetings

Regular meetings may result from regular, specid,
or limited examinations. Thelr primary purposes
are to present and discuss examination findings and,
if necessary, reach agreement on a plan of correc-
tive action. A secondary purpose may be to gather
information regarding a new function or plans for
the ingtitution. These meetings may aso be used to
enhance the directors understanding of the regula-
tory process and to establish rapport and build lines
of communication between regulators and directors.

Examiners should meet with the boards of directors
of adversely rated ingtitutions following the conclu-
sion of the examinations. Adversely rated ingtitu-
tions are defined as those with:

acomposite rating of 4 or 5;

acomposite rating of 3 if the rating represents a
downgrade from the previous examination;

a CRA rating of Needs to Improve or Substan-
tial Noncompliance; or

aHolding Company rating of Unsatisfactory.

Generaly, examiners should meet with the boards
of directors of all 3-rated institutions; however, the
ElCs with the concurrence of the field manager,
have discretion in determining whether ameeting is
necessary or appropriate in those cases in which the
3rating is not a downgrade from the prior exami-
nation.

M estings with the boards of directors of nonad-
versaly rated institutions are encouraged, especialy
if the EIC notes adverse trends, increased risk pro-
file, or other matters that need to be brought to the
board's attention. |f no such issues exist, the EIC
should honor any request from management to
forgo a meeting with the board.
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For nonadversely rated institutions with assets ex-
ceeding $1 billion, meetings with the boards should
be held whether or not adverse trends are noted. A
request from management to not hold a meeting
may be honored after consultation with the field
manager.

Regular meetings should normally be held subse-
guent to the examination, although they may be
held during the last week of the examination if the
examination results have been discussed with the
ingtitution's management. They may aso be held
in conjunction with the board's next regularly
scheduled meeting or at another mutually
agreed-upon time. However, whenever possible,
they should not be later than 60 days after the ex-
amination completion date. When scheduling the
meeting, regulators may consider whether receiving
acopy of the report of examination (ROE) prior to
the meeting would benefit the directors.

The following issues, which warrant the board of
director’ s attention, are among those that should be
considered for the meeting agenda:

A comparison of the institution's policies, prac-
tices, and reporting systems with those one
would expect to find in awell-managed institu-
tion of comparable size and offering similar
services,;

Senior management's actions to correct defi-
cienciesin policies, practices, and reporting
systems,

The indtitution's system of internal control, in-
cluding its program of internal audit;

The extent to which senior management and
directors are receiving information needed to
manage or oversee the institution effectively;

Any significant concerns or observations re-
garding the quality of earnings;

Management's long-term plans,
Depth in management personnel; and

The board's involvement in the ingtitution's af-
fars.

Regulatory staff should be prepared to discuss
methods for correcting deficiencies but should not

direct the course of action to be taken. If there are
no major deficiencies, regulatory staff can inform
the board of directors of the general condition of
the institution and obtain the board's view on its
future operations. The directors should be encour-
aged to discuss any matters of interest.

Special Meetings

Special meetings may be conducted for the fol-
lowing reasons.

To effect a supervisory action, such as a super-
visory agreement or cease-and-desist order;

To gather information in order to act on a pro-
posal, application, or request by the institution;

To discuss an institution's progress in achieving
the interim goals of a corrective action plan;

To get acquainted, following a change in the
composition of the directorate or achange in
the regulatory staff assigned to the institution;
or

In response to arequest by the directorate to
meet with regulatory steff.

M eeting Preparation, Presentation, and Docu-
mentation

To ensure a successful meeting, regulatory staff
should prepare thoroughly for any meeting with the
directorate, be professiona in conducting the
meeting, and prepare sufficient documentation to
ensure appropriate follow-up. When appropriate,
regulators should use the following guidelines:

Preparation

%  Ensure that scheduling and selection of
attendees facilitates the meeting's goa (see
the discussion below on participation);

¥  Choose attendees and determine responsi-
bilities of each;

%  Select achairperson;
% Determine atime and location;

% Develop an agenda (refer to the discussion
below);
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%  Notify al participants of the meeting and
its purpose;

%  Meet with regulatory staff participantsto
discuss the agenda and any other related
iSSues;

%  Prepare and organize supporting data, in-
cluding comparative figures and ratios that
indicate trends and graphs to illustrate sig-
nificant points or trends; and

%  Prepare any handouts or overheads and ar-
range for their presentation.

Presentation

%  Conduct the meeting in adignified, profes-
sional, and objective fashion;

¥  Present the agenda (refer to discussion
below) and follow it within reason;

%  Remember that the effectiveness of the
meeting is directly related to the extent
communication is established and credit-
ability maintained;

%  Encourage directors involvement and
questions,

% Do not attempt to answer questions with-
out being able to offer complete and accu-
rate information. When unable to do so,
inform the directors that they will receive a
response from the regional office or the
Office of Thrift Supervision (OTS) --
Washington and then forward the question
appropriately for atimely reply; and

%  Obtain commitments for corrective action
from the board of directors, if appropriate.

Documentation

%,  Evauate and document the results of the
meeting (refer to the discussion below).

Participation

Mesetings should be held with the entire board to
ensure that al directors are aware of regulatory
findings and commitments to correct deficiencies.
If al directors cannot attend, regulatory staff may

meet with a group, such as the audit, examining, or
executive committee, as long as:

Outside directors are represented;

A meeting with the full board is not critical (for
example, if no material or adverse findings are
noted); and

A meeting with less than the full board is com-
patible with the goals and circumstances of the
meeting.

Honorary directors may attend meetings with
regulatory staff to participate in decision making
and discuss examinations. However, honorary di-
rectors may not vote. Any person or organization
connected with the institution, auditor, or holding
company representative may attend the meeting
upon board resolution. However, regulatory staff
may excuse such people if appropriate. Asagen-
erd rule, state supervisory authorities should at-
tend meetings with the boards of directors of
state-chartered institutions.

ElCs should participate in regular meetings with
the board of directors. This provides them with the
opportunity to discuss the strengths and weak-
nesses noted during the examination and to answer
any questions posed by management. In some
cases, it may be advantageous for the EIC to at-
tend specia meetings as well.

Agenda

To ensure that meetings with boards of directors
are clear, concise, and orderly, regulatory steff
should prepare a detailed outline of the topics for
discussion. The following sample outlineis a
starting point. It may be used as a guide for regular
meetings, but should be considered neither
al-inclusive nor limiting as to content or format.

Sample Agenda Outline

Introductory remarks by regiona office repre-
sentative

%  Introductions

%  OTS policy regarding meeting with the
board

%  Purpose of meeting
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¥  Type of examination, scope, and other
limitations

ROE results -- i.e., the regulators' evaluation
(including, where appropriate, the adequacy,
accuracy, and effectiveness) of:

%  Overdl condition of the ingtitution

¥, Capita

%  Asset quality, interna loan review, and re-
serves

%  Management (including quality, depth, and
continuity)

%, Earnings

¥, Liquidity

%  Funds management

¥  Sendtivity to market risk

% Internal controls and audit coverage

% Policies and procedures

%  Reporting systems

¥ Management information systems

¥  Management reports to the board

%  Reports of the board and committees

%  Thrift Financial Reports

%  Planning process

%  Personnel

¥ Compliance systems

¥ Legidative and regulatory compliance
(identify significant violations)

%  Supervision by board of directors

%,  Service corporation and/or holding com-
pany examination results

Y4 Summary

Corrective action (after discussion with appro-
priate regulatory staff)

¥, Summary of problems
%  Board commitments
Other matters

Questions from the board of directors

Overdl conclusions
Documentation

After the meeting, regulatory staff should prepare
a post-meeting memorandum to formally record the
meeting results, date, time, location, and partici-
pant’s names and titles. The memorandum should
also describe the items discussed, the board of di-
rector’s reactions to those items, and any commit-
ments for corrective action. If the board has pron-
ised corrective action, or if otherwise appropriate,
the regulator should send the memorandum to the
board for comment/con-currence.

At the conclusion of any meeting conducted by the
board of directors (rather than the regulators),
regulatory staff should ask for a copy of the
minutes. Upon receipt, regulatory staff should
review the minutes for accuracy.

A copy of the post-meeting memorandum or
minutes, along with the agenda from the meeting,
should be filed in the appropriate supervisory file.
Regulatory staff should consider and implement
any changes to the ingtitution's regulatory plan
(see Thrift Activities Regulatory Handbook Sec-
tion 050) indicated as aresult of the meeting and
any commitments for future actions arising from it.
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Introduction

Under the Depository Institutions Deregulation and
Monetary Control Act of 1980, every depository
ingtitution that has transaction accounts or nonper-
sonal time deposits must maintain reserves on those
deposits as prescribed by the Federal Reserve
Board (FRB). The FRB’s Regulation D, Reserve
Requirements of Depository Institutions (12 CFR 8
204), contains the rules related to reporting deposits
and maintaining reserve balances. Depository in-
stitutions, whether members of the Federal Reserve
System or not, are required to file a periodic report
of deposits with the Federal Reserve Bank in the
Federa Reserve Didtrict in which it is located.

The reports of deposits (i.e., FR 2900 for weekly
reporters, FR 2910q for quarterly reporters, and FR
2910a for annual reporters) are used by the Federal
Reserve to more precisaly define the components of
the money supply, set reserve requirements, and, in
aggregate, help formulate monetary policy. Errors
in reporting or in maintaining proper reserve bal-
ances may adversely affect the conduct of monetary
policy by the Federal Reserve and result in: (1)
higher reserve requirements and a reduction in po-
tential earnings, (2) the assessment of reserve defi-
ciency charges, and (3) a more frequent reporting
requirement.

Regulation D is a highly complex regulation that
requires careful study to master. It is suggested
that the regulation itself be read by all regulators.

This Handbook Section only touches on the high-
lights of the regulation and focuses on those areas
that are frequently misunderstood.

Transaction Accounts

Transaction accounts are defined with great speci-
ficity in 12 CFR § 204.2(e). Such accounts include:

demand deposits,

certain accounts on which the depository insti-
tution has reserved the right to require at least
seven days written notice prior to withdrawal or

transfer of any funds. These accounts include
those subject to check, draft, or other similar
item, those subject to automatic withdrawal,
also those that permit a depositor to make more
than six withdrawals per month or statement cy-
cle,

deposits or accounts maintained in connection
with an agreement that permits the depositor to
obtain credit directly or indirectly through the
drawing of a negotiable or nonnegotiable check
or sSimilar device, and

certain other accounts that the FRB has deter-
mined by rule or order, to be transaction ac-
counts.

Savings deposits as defined in 12 CFR 8 204.2(d)
are not transaction accounts.

Nonpersonal time deposits are defined in 12 CFR §
204.2(f). Reserves are no longer required to be held
against these deposits.

Eurocurrency liabilities are defined in 12 CFR 8
204.2(h). Reserves are no longer required to be
held against these liabilities.

Reserve Requirements

Regulation D (12 CFR 8 204.9(a)(1)) specifies the
reserve requirement ratios for al depository institu-
tions as shown in Table 1.

There is a zero percent reserve requirement on the
first $4.4 million of the ingtitution's transaction ac-
counts subject to the low reserve tranche ($49.3
million). A three percent reserve requirement is ap-
plied on the remainder of the low reserve tranche.
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The FRB establishes before the beginning of each
year the amount of transaction accounts subject to
the three percent ratio requirement. This adjust-
ment is known as the low reserve tranche adjust-
ment. The FRB a so establishes on an annua ba-
sis the amount of reservable liahilities of each de-
pository institution that is subject to areserve re-
quirement of zero percent. Thisis known asthe
reservable liability exemption. Reservable liabili-
ties include transaction accounts, nonpersonal time
deposits, and Eurocurrency liabilities as defined in
8 19(b)(5) of the Federa Reserve Act. There-
serve ratio on nonpersonal time deposits and Euro-
currency liabilitiesis zero percent.

Deposit cutoff levels are used in conjunction with
the reservable liability exemption to determine the
frequency of deposit reporting. Nonexempt insti-
tutions are those with total reservable liabilities
exceeding the amount exempted from reserve re-
quirements while exempt institutions are those with
total reservable liabilities not exceeding the amount
exempted from reserve requirements.

Table 1

Category Reserve Requirement

Net Transaction Accounts

$0-%$4.4M 0% of amount*
$4.4 - $49.3 M 3% of amount
>$49.3 M $1,479,000 + 10% of
amount > $49.3 M
Nonpersonal Time Deposits 0%
Eurocurrency Liabilities 0%

* See 12 CFR 204.3(a)(3) for a technical explanation of
the allocation of exemption from reserve requirements.

Specific Rulesfor Certain Types of Savings De-
posit Accounts

Preauthorized or automatic transfers for savings
deposits such as passbook and statement savings
accounts and money market deposit accounts
(MMDAS) are limited to six transfers and with-

drawals, or a combination of such, per calendar
month or statement cycle of at least four weeks.
Three of these transfers may be made by check,
draft, or similar order drawn by the depositor to
third parties. Telephone transfers to another ac-
count of the same depositor are also restricted to
the six-transactions limitation.

MMDAs and other savings deposits should be re-
ported separately where called for according to
reporting instructions for the specific reports.

Institutions are required to implement procedures
either to prevent transfersin excess of the limita-
tions or to monitor accounts on a periodic basis
and contact customers who exceed these limits.
Further, proper disclosure to customers of these
limitations may serve to ensure compliance.

If the account limitations are exceeded, the account
will be either closed and the funds placed in an-
other account that the depositor is eligible to
maintain, or the transfer and draft capacities of the
account will be taken away.

Frequency of Reporting

The frequency of filing the report of deposits with
the Federal Reserve ranges from weekly to annu-
aly and is based on the level of total deposits and
reservable liabilities. Institutions are screened
during the second quarter of each year to determine
reporting frequency beginning the following Sep-
tember.

Effective December 17, 1996, nonexempt institu-
tions with total deposits of $59.3 million or more
are required to report weekly while nonexempt in-
stitutions with total deposits less than $59.3 mil-
lion may report quarterly, in both cases on FR
2900. Similarly, exempt ingtitutions with total
deposits of $48.2 million or more are required to
report quarterly on form FR 2910q while exempt
ingtitutions with total deposits less than $48.2 mil-
lion may report annually on form FR 2910a. In-
stitutions with total deposits below $4.4 million are
excused from reporting if their deposits can be es-
timated from other sources.
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Where Reserve Balances are M aintained

Each depository institution can satisfy its reserve
requirements with a combination of vault cash and
balances held at a Federal Reserve Bank. Deposi-
tory institutions may deposit their required reserve
balances directly with a Federal Reserve Bank.
Depository institutions that are not members of the
Federal Reserve dternatively may elect to pass
through their required reserve balances to the Fed-
eral Reserve through a correspondent -- which may
be the District Federal Home Loan Bank. The cor-
respondent will pass through this required reserve
balance dollar for dollar to the Federal Reserve
Bank in the Federal Reserve District in which the
main office of the respondent ingtitution is located.
However, every depository institution that main-
tains transaction accounts or nonpersonal time de-
positsisrequired to file its report of deposits di-
rectly with the Federal Reserve Bank of its Dis-
trict, regardless of the manner in which it chooses
to maintain required reserve balances.

The Federal Reserve Bank that receives the reports
shall notify the reporting depository institution of
its reserve requirements. |f a pass-through ar-
rangement exists, the Reserve Bank will aso notify
the correspondent that passes reserve balances
through to the Federal Reserve of the depository
ingtitution's required reserve balance.

Reserve Deficiency Charges

Deficiencies in adepository institution's required
reserve balance are subject to reserve deficiency
charges. Federal Reserve Banks are authorized to
assess charges for deficiencies in required reserves

depository ingtitution to eliminate deficienciesin
its required reserve balance by maintaining addi-
tional reserves during subsequent reserve mainte-
nance periods.

References

United States Code (12 USC)

Subchapter XIV - Bank Reserves

8§ 461 (19(a) - (c)) Reserve Requirements

Code of Federal Regulations (12 CFR)
Federal Reserve System Rules and Regulations

Part § 204 Reserve Requirements of De-

pository Ingtitutions

FRB Amendments/I nter pretations of Regula-
tion D

61 FR 60171, November 27, 1996 - Reserve Re-
quirements of Depository Ingtitutions

61 FR 69020, December 1, 1996 - Reserve Re-
quirements of Depository Instiutions

62 FR 34613, June 27, 1997 - Reserve Require-
ments of Depository Institutions and Issue and
Cancellation of Capital Stock of Federal Reserve
Banks

Chapter V - Office of Thrift Supervision, De-
partment of the Treasury

Part 557 Deposits
at arate of two percent per year above the lowest -
rate in effect for borrowings from the Federal Re- 8561.9 Certlflcgte Account
serve Bank on the first day of the calendar month 8561.16 Deman Achunt _
in which the deficiencies occurred. Charges are §561.28 Money Market Deposit Accounts
assessed on the basis of daily average deficiencies 8561.29 kl\egotl able Order of Withdrawl
duri h int iod. CC_Ol.JntS
Lring each mantenance peno 8561.42 Savings Account
In satisfaction of areserve deficiency and any
charges accruing, a Federal Reserve Bank may,
after consideration of the circumstances, permit a
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Introduction

A succession of highly publicized failures of gov-
ernment securities broker/dealers occurred from the
mid-1970s to the mid-1980s (e.g., Drysdale, Lom-
bard-Wall, E.S.M.) causing large losses to inves-
tors. Four practices were common to the failed gov-
ernment securities broker/dealers:

Selling multiple interests in the same securities
under several repurchase agreements while
maintaining custody of the securities and the
pledging of customer securities without transfer-
ring title or possession;

Inadequate collateral given to customers when
the broker/dealer engaged in repurchase trans-
actions with customers or excessive collateral

demanded when reversing securities from cus-
tomers,

Poor recordkeeping; and

Inadequate capital.

As aresult of these failures and improper practices,
Congress was impelled to exercise its authority over
the largely unregulated government securities mar-
ket through passage of the Government Securities
Act of 1986 (GSA). The stated purpose of the GSA
and itsimplementing regulations is to enhance the
protection of investorsin government securities by
establishing and enforcing appropriate financial
responsibility and custodial standards.

The GSA appliesto al financia ingtitutions that
engage in government securities activities. For the
purposes of the GSA, government securities in-
clude:

U.S. Treasury hills, bonds, and notes,

Discount notes, bonds, certain collateralized
mortgage obligations, pass-throughs, master
notes, and other obligations of the Government
National Mortgage Association (GNMA), the
Federal National Mortgage Association
(FNMA), the Federal Home Loan Mortgage
Corporation (FHLMC), the Student Loan Mar-

keting Association (SLMA), the Farm Credit
System (FCS), and the Financing Corporation;
and

FNMA or FHLMC stock.

"Off-exchange" puts, calls, straddles, and "similar
privileges' on government securities are considered
to be government securities except for the rules ad-
dressing custodial holding of securities.

Custodial Holding Requirements

All thrift institutions that hold government securi-
tiesasfiduciary, custodian, or otherwise for the
account of a customer (including a counterparty to
a hold-in-custody repurchase agreement) must
comply with the requirements relating to the safe-
guarding and custody of those securities. All gov-
ernment securities held for customers, including
those subject to repurchase agreements with cus-
tomers, must be segregated from the thrift's own
assets and kept free from lien of any third party or
the thrift. A thrift that holds securities held for a
customer through another institution, a custodian
institution, must notify that custodian ingtitution
that such securities are customer securities. The
custodian institution must maintain the customer
securities in an account that is designated for cus-
tomers of the thrift. The thrift must notify the cus-
todian institution that these securities are to remain
free of any lien, charge, or claim. In turn, the custo-
dian ingtitution, upon the instruction of the thrift, is
required to treat the securities as customer securi-
ties and maintain those securities in accordance
with 17 CFR 8 450. The custodian ingtitution does
not have to keep records that identify individual
customers of the thrift.

When a thrift maintains customer securitiesin an
account at a Federal Reserve Bank, it is considered
to be in compliance with the requirements to hold
customer securities free of lien if any lien of the
Federa Reserve Bank or other party claiming
through it expressly excludes customer securities.
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The thrift is not required to maintain customer se-
curities in a separate custody account at the Fed-
era Reserve Bank, athough segregation is encour-
aged. The thrift must segregate the customers' se-
curities on its own records.

A thrift may lend customer securities held in safe-
keeping to third parties and remain in compliance
with the GSA as long as any securities loans are
made under a written agreement with the customer
and in compliance with OTS and FFIEC guidelines
for securities lending.

An ingtitution engaged in safekeeping U.S. Gov-
ernment securities for customersisrequired to is-
sue to the customer a confirmation or safekeeping
receipt for each government security held that
identifies the issuer, maturity date, par amount,
and coupon rate of the security being confirmed.

Recor dkeeping Requirements

Theinstitution must also maintain a recordkeeping
system of government securities held for customers
that is separate and distinct from other records of
theingtitution. These records must: (1) identify
each customer and each government security held
for a customer; (2) describe the customer's interest
in the security (e.g., pledged to secure a public de-
posit), and (3) indicate al receipts and deliveries of
securities and cash in connection with the securi-
ties. A copy of the safekeeping receipt or confir-
mation given to customers must be maintained.
Theinstitution is required to conduct a count at
least annually--and document it within seven
days--of physical securities and securities held in
book-entry form.

An annual reconcilement with customer account
records must aso be performed. In order to count
securities held outside the thrift, such as book entry
securities held at a Federa Reserve Bank, the thrift
must reconcile its records to those of the outside
custodian. Any securitiesin transfer, in transit,
pledged, |oaned, borrowed, deposited, failed to re-
ceive or deliver, or subject to arepurchase or re-
verse repurchase agreement must be verified when
they have been out of the thrift's possession for
longer than 30 days. All custodial holding require-
ment records must be maintained in an easily ac-
cessible place for at least two years and not dis-
posed of for at least six years. This system of rec-

ords must provide an adequate basis for an audit.
Additional information on custodia and fiduciary
holdings, including examination procedures and an
examination checklist, can be found in Trust Ac-
tivities Handbook Section 300, Operations and
Internal Controls.

Hold-In-Custody Repurchase Agreements

All thrift institutions that engage in repurchase
transactions and/or forward repurchase transac-
tions ("forward repos") with customers while re-
taining custody or control of government securities
("hold-in-custody" repurchase transactions) must
comply with the GSA requirements relating to
written agreements, confirmations, and disclosures.
Forward repos are repurchase and reverse repur-
chase transactions that settle in a next-day or
longer timeframe. Repurchase transactions for the
purposes of the GSA may be characterized and
accounted for by the parties as either asale and
repurchase of a security or as a secured loan. Se-
curities are considered to be retained in custody
even when the securities are maintained through an
account at another institution and the securities
continue to be under the control of the thrift. All
hold-in-custody repurchase transactions are re-
quired to be conducted pursuant to a specific writ-
ten repurchase agreement. If the customer agrees
to allow substitution of securitiesin a
hold-in-custody repurchase transaction, then
authority for the financial institution to substitute
securities must be contained in the written repur-
chase agreement. In al hold-in-custody repurchase
agreements where the financid institution reserves
the right to substitute securities, the following dis-
closure statement must be prominently displayed in
the written repurchase agreement immediately pre-
ceding the provision alowing the right to substitu-
tion:

REQUIRED DISCLOSURE

The (seller) is not permitted to substitute other se-
curities for those subject to this agreement and,
therefore, must keep the (buyer's) securities segre-
gated at all times, unlessin this agreement the
(buyer) grants the (seller) the right to substitute
other securities. If the (buyer) grants the right to
substitute, this means that the (buyer's) securities
will likely be commingled with the (seller's) own
securities during the trading day. The (buyer) is
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advised that, during any trading day that the
(buyer's) securities are commingled with the
(seller's) securities, they may be subject to liens
granted by the (seller) to third parties and may be
used by the (seller) for deliveries on other securi-
ties transactions. Whenever the securities are
commingled, the (seller's) ability to resegregate
substitute securities for the (buyer) will be subject
to the (seller's) ability to satisfy any lien or to ob-
tain substitute securities.

No editing or paraphrasing of the above language
of the required disclosure statement is permitted
under the regulation, except for inserting the ap-
propriate names for the buyer and seller. Any thrift
issuing a hold-in-custody repurchase agreement
must disclose to the customer in writing that the
funds held pursuant to the repurchase agreement
are not a deposit and are not federally insured.

Written confirmations describing the specific secu-
rities subject to the transaction must be sent to the
customer by close of business on the day on which
the trade takes place, aswell as on any day on
which substitution of securities occurs. Issuance of
confirmations on the trade date for forward repo
transactions in government securitiesis especialy
important since these transactions usualy settle in
alonger timeframe than normal settlement. Con-
firmations must identify the specific securities by
issuer, maturity, coupon, the money or the par
amount, market value, CUSIP or mortgage pool
number of the underlying securities, and whether
there are any rights of substitutions. Market value
is defined as the most recently available bid price
for the security, plus accrued interest.

Pooling of securities as collateral for repurchase
agreementsis no longer permitted. "Blind pooled”
hold-in-custody repurchase transactions occur
when a seller does not deliver securities and does
not identify specific securities as belonging to spe-
cific customers. Instead, the financia institution
sets aside, or otherwise designates, a pool of secu-
ritiesto collateralize its outstanding repurchase
obligations. The regulations require that the written
confirmation sent to a customer must identify the
specific securities that are the subject of the
hold-in-custody repurchase transaction. A specific
security identified to a customer must bein an
authorized denomination, that is, in adeliverable
par amount.

Broker/Dealer Notification Requirements

A much more limited number of thrift institutions
are subject to the broker/dealer notification re-
quirements set forth in the GSA. Thrift ingtitutions
that are government securities brokers or dealers
arerequired to notify OTS of their status upon
becoming a government securities broker or dealer
and to comply with applicable requirements rel at-
ing to those activities.

A thrift institution will generally be considered a
government securities broker if it engagesin the
following government securities activities:

Representing itself as a government securities
broker or inter-dealer broker, or

Actively soliciting purchases or sales of gov-
ernment securities on an agency basis.

A thrift institution will generally be considered a
government securities dedler if it engagesin the
following government securities activities:

Underwriting or participating in a selling group
for the sale of government securities;

Advertising or otherwise representing itself to
other dedlers or investors as a dealer in gov-
ernment securities; or

Quoting a market for government securities,
and in connection with such quotations, stand-
ing ready to purchase or sell government secu-
rities.
A thrift institution that buys or sells government
securities solely for investment for its own account
or accounts for which it acts as fiduciary will not
generally be considered as a broker or dealer and
subject to notification requirements, even if such
purchases and sales are made with some fre-
guency. Although still subject to custodia holding
(except for savings bond transactions) and
hold-in-custody repurchase agreement require-
ments, a thrift may engage solely in the following
government securities activities without filing a
written notice or associated requirements:
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Issuing or handling savings bond transactions
(exemption from custodia holding requirements
permitted);

Submitting tenders for the account of customers
for purchase on origina issues of U.S. Treas-
ury securities,

Engaging in limited government securities
dealer activities, such as entering into repur-
chase or reverse repurchase agreements, or
sales or purchases in afiduciary capacity; or

Engaging in limited brokerage activities.

either effecting fewer than 500 government se-
curities brokerage transactions per year, or ef-
fecting brokerage transactions only through an-
other government securities broker or dealer on
afully disclosed basis where its employees per-
form only clerical, ministerial, or order-taking
functions.

Notice by thrift institutions of their government
securities broker or dealer activitiesisto befiled
with OTS on Forms G-FIN and G-FIN-4. Once an
institution has filed notice of its status as a gov-
ernment securities broker or dealer, any changes to
the status of its filing must be reported within 30
days. If athrift ingtitution ceases its government
securities activities, it must file a notice of termi-
nation using Form G-FINW. See Appendix A for
exhibits of the current G-FIN and G-FINW forms.

References
Code of Federal Regulations (17 CFR)

Chapter 1V: Department of the Treasury

Subchapter A: Regulations under Section 15c¢ of
the Securities and Exchange Act of 1934

Subchapter B: Regulations under Title 11 of the
Government Securities Act of 1986

Part 450--Custodial Holdings of Governmental
Securities by Depository Institutions

PL 99-571 The Government Securities Act of
1986

Form G-FIN (Department of Treasury) - Notice by
Financia Ingtitutions of Government Securities
Broker or Government Securities Dealer Activities

Form G-FINW (Department of Treasury) - Notice
by Financial Institutions of Termination of Activi-
ties as a Government Securities Broker or Gov-
ernment Securities Dealer

Department of Treasury Staff Interpretation of
Regulations Implementing the Government Securi-
ties Act of 1986 - Letter from Bureau of Public
Debt dated April 19, 1996, clarifying GSA record-
keeping requirements regarding forward repur-
chase agreement transactions

OTS Trust Activities Handbook Section 300
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Government Securities Act
Program

Examination Objectives
To determine that the thrift institution has procedures in place to comply with the GSA.

To determine that the thrift institution is in compliance with the custodia holding requirements,
hold-in-custody repurchase agreement requirements, and reporting requirements of the regulation.

Examination Procedures WKkp.R€f.

Level |

1. Ascertain whether the thrift holds government securities as a fiduciary, custodian, or oth-
erwise for the account of a customer. If so, ascertain whether the institution has proce-
duresin place to maintain segregated assets and records and to conduct an annual count
of securities.

2. Ascertain whether the thrift engages in repurchase transactions with customers while re-
taining custody or control of the government securities. If so, ascertain whether the insti-
tution has procedures in place for transaction confirmations.

3. Ascertain whether the thrift is currently or has been a government securities broker or
dealer. If so, ascertain whether associated GSA reporting requirements have been met.

4. Review and ascertain whether the ingtitution's internal audit program provides adequate
coverage to monitor the extent of applicability of the GSA.

5. Review Level Il procedures and perform those necessary to test, support, and present
conclusions derived from performance of Level | procedures.

Exam Date:

Prepared By:

Reviewed By:

Docket #:

Office of Thrift Supervision May 1998 Regulatory Handbook
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Government Securities Act
Program

Wkp.Ref.

Level Il

6. Review asample of customer confirmations.

7. Verify that customer securities are, in fact, segregated from those of the thrift.

8. Vaerify that the recordkeeping system contains sufficient information.

9. Review the annua count of securities.

10. If acustodian ingtitution is used, review a sample of transactions to determine whether the
custodian has received appropriate notification.

11. Review a sample of repurchase transactions with customers to validate disclosures and
confirmations.

12. Ensure that the Objectives of this Handbook Section have been met. State your findings
and conclusions, as well as appropriate recommendations for any necessary corrective
measures, on the appropriate work papers and report pages.

Exam Date:
Prepared By:
Reviewed By:
Docket #:
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Form G-FINW

General Instructions for Form G-FINW
Termination of Activities as a Government Securities
Broker or Government Securities Dealer

1. When to file

A financial institution that has filed a Notice of Gover n-
ment Securities Broker or Government Securities Dealer
Activities pursuant to section 15C(a)(1)(B) of the Sec u-
rities Exchange Act of 1934 must file this notice with its
appropriate regulatory agency (ARA) when the financial
institution ceases to act as a government securities br o-
ker or government securities dealer.

A notice of termination activities as a Government
Securities Broker or Government Securities Dealer shall
become effective for all matters on the 60 ™ day after
filing this notice unless the financial institution is othe r-
wise notified by its ARA.

2. How and where to file: Number of cop-
ies

Each financial institution must file two copies of the
notice with its ARA, one of which will be sent by
the ARA to the SEC. Both copies of this Notice
filed with the ARA shall be executed with a manual
signature in item 5. The Notice shall be signed in
the name of the financial institution by a principal
officer who was directly engaged in the manage-
ment, direction, or supervision of the financial in-
stitution’s government securities broker or dealer
activities.

Office of Thrift Supervision
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Form G-FIN

Reporting Burden—Public reporting burden for this collection of information is estimated to average 1 hour per response, including the time for reviewing instructions, searching
existing data sources, gathering and maintaining the data needed, and and revi g the of ir Send regarding this burden estimate or
any other aspect of the coliection of information, including suggestions for reducing this burden, to the Office of ion and Reg y Affairs, Office of it and Budget,
Washington, D.C. 20503, and to one of the following: Secretary, Board of Governors of the Federal Reserve System, 20th and C Streets, NW, Washington, D.C. 20551; Assistant

y (Admini , Room F-400, Federal Deposit Insurance Corporation, Washington, D.C. 20429; Legislative and Regulatory Analysis Division, Office of the
Comptrolier of the Currency, Washington, D.C. 20219; Chief Counsel's Office, Office of Thrift Supervision, 1700 G Street, NW, Washington, D.C. 20552; or to Securities and
Exchange Commission, 450 Fifth Street, NW, Washington, D.C. 20549.

Notice By Financial Institutions of
Government Securities Broker or Government
Securities Dealer Activities

(This booklet includes instructions and blank forms)

Board of Governors of the Federal Reserve System

Federal Deposit Insurance Corporation

Office of the Comptroller of the Currency

Office of Thrift Supervision

Securities and Exchange Commission

This notice must be filed by all financial institutions that are
government securities brokers or government securities
dealers that are not exempt from the notice requirement
under regulations of the Department of Treasury. Generally, a
financial institution will not be required to file as a government
securities broker or dealer if its only government securities
activities are to: (1) Buy or sell government securities solely
for investment for its own account; (2) Buy or sell government
securities for fiduciary accounts; (3) Handie savings bond trans-

NOTICE REQUIREMENTS

actions; (4) Submit tenders for the account of customers for
purchase on original issue of U.S. Treasury securities;
(5) Enter into repurchase or reverse repurchase agreements; (6)
Effect fewer than 500 government securities brokerage transac-
tions per year; (7) Effect brokerage transactions only through
another government securities broker or dealer on a fully dis-
closed basis; or (8) Effect brokerage transactions that do not
involve active solicitations.

For further information on the requirements to file this notice, please refer to the Instructions.

Office of Thrift Supervision
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Form G-FIN FR GFIN

OMB No. 7100-0224
Approval expires February 28, 1998

OFFICIAL USE

Notice of Government Securities Broker or Government Securities Dealer Activities
To Be Filed by a Financial Institution Under Section 15C(a)(1)(B)
of the Securities Exchange Act of 1934

1. Appropriate regulatory agency (check one): 2. Conducts business as:
A. [0 Comptroller of the Gurrency A. [0 Government Securities Broker
B. [0 Board of Governors of the Federal Reserve System B. [J Government Securities Dealer
C. O Federal Deposit Insurance Corporation c. O Government Securities Broker and Dealer
D. [0 office of Thrift Supervision
E. [J securities and Exchange Commission 3. Filing status of notice:
A [ Notice

B. [0 Amendment

4. A. Full name of the Financial Institution:

B. Address of principal office of Financial Institution:

C. Address of principal office where government securities broker or government securities dealer activities will be conducted
(if different than item (B)):

D. Mailing address if different from (B) or (C):

E. Name, title and telephone number of contact person with respect to this notice:

Name Title Telephone

5. Does Financial Institution conduct, or will it conduct, government securities broker or government securities dealer activities at any location
other than given in Question 4 above? A O Yes B. [0 No

(If yes, provide addresses and describe activities.)

563A.2  Regulatory Handbook May 1998 Office of Thrift Supervision
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6.

FR G-FIN
OMB No. 7100-0224
Approval expires February 28, 1998

Furnish the name and title of each person who is directly engaged in the management, direction or supervision of any of the financial
institution's government securi}ies broker or government securities dealer activities:

Full Name

Last First Middle Titie

Last First Middle Title

Last First Middle Titie

Last First Middle Title

Last First Middle Title

Note: Attach a separate Form G-FIN-4 (or, if previously filed, a copy of Form MSD-4 or Form U-4) for each person named in
response to this item 6.

. Has any “associated person” (see definition in paragraph A.7. of the instructions) responded “yes” to any question in item 17

of Form G-FIN-~4, or “yes” to one or more questions in ltems 23 through 26 of Form MSD-4 or Iltem 22 on Form U-4?
A O vYes 8. [ No
(If yes, attach a copy of Form G-FIN-4, Form MSD-4, or Form U-4 for all such persons with this Notice.)

Note: The financlal institution and the person executing this form are responsible for making an inquiry of all other employers
of any assoclated person during the immediately preceding three years for the purpose of verifying the accuracy of the

information furnished on Form G-FIN-4. (See 17 C.F.R. 400.4(c)). Similar requir are applicable to Form MSD-4 and
Form U-4.
. The financial institution submitting this notice and the person executing It represent that all of the information contained

herein is true, current and complete.

Please print name and title of person executing this notice:

First Middie Last Title

Marual Signature Date

Office of Thrift Supervision May 1998 Regulatory Handbook
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Form G-FIN

FR G-FIN
Page 1

Instructions for Completing Notice of Government
Securities Broker or Government Securities Dealer
Activities by Financial Institutions

GENERAL INFORMATION AND INSTRUCTIONS
A. Terms and Abbreviations

1. “Act” refers to the Securities Exchange Act of 1834, as
amended by the Government Securities Act of 1986.

2. “ARA” refers to the financial Institution’s appropriate regula-
tory agency, as defined in section 3(a)(34)(G) of the Act. See
general instruction (E) below for a listing of appropriate regula-
tory agencies.

o

. “Government securities” are defined in section 3(a)(42) of the
Act. In general, this term refers to direct obfigations of or
obligations guaranteed as to principal or interest by the United
States; securities issued or guaranteed as to principal or interest
by corporations designated by statute or by the Secretary of the
Treasurytoconstitute exempt securities; and puts, calls, straddles
or options on such securities. Although not all inclusive, the
following are the more common types of government securities
covered by the term: U.S. Treasury bills,
bonds, notes; discount notes, bonds, certain collateralized
mortgage obligations, pass throughs, master notes, and other
obligations of the Government National Mortgage Association
(GNMA), Federal National Mortgage Association (FNMA), Fed-
eral Home Loan Mortgage Corporation (FHLMC), Student Loan
Marketing Association (SLMA), Federal Home Loan Banks and
Farm Credit Banks; securitized Small Business Association
{SBA) loans; and FNMA stock.

»

. “Government securities broker” is defined in section 3(a)(43)
of the Act. In general, this term refers to a financial institution that
is regularly engaged in the business of effecting trans-actions in
government securities for the account of others.

o

“Government securities dealer” is defined in section 3(a)(44) of
the Act. In general, this term refers to a financial institution
engaged in the business of buying and selling government
securities for its own account but does not include a financial
institution insofar as it buys or sells securities for its own account
but not as a part of its regular business or in a fiduciary capacity.

o

. “Financial institution” is defined in Section 3(a)(46) of the Act. In
general, the term refers to any national or State chartered bank
or trust company which is supervised and examined by a State
or Federal bank supervisory agency, a foreign bank, and any
other institution whose deposits were formerly insured by the
Federal Savings and Loan Insurance Corporation.

~

. “Associated person” is defined by Treasury regulation
(17 C.F.R. 400.3(c})) to mean a person directly engaged in any
of the following activities in either a supervisory or nonsuper-
visory capacity: underwriting, trading or sales of government
securities; financial advisory or consultant services for issuers in
connection with the issuance of government securities;

other communications with public investors, or research or
investment advice other than general economic information or
advice, with respect to government securities in connection with
the activities described above. The term is further defined in
Section 400.3(c) to cover persons engaged in the following
activities in a supervisory capaclty: processing and clearance
activities with respect to government securities and mainte-
nance of records involving any of the activities described in
this paragraph.

This definition does notinclude directors and senior officers of
the financial institution who may from time to time set broad
policy guidelines affecting the financial institution as a whole, but
are not directly involvedin the conduct of the financial institution’s
government securities business on a day-to-day basis. It also
does not cover persons whose functions are
solely clerical or ministerial, persons who are acting in a fiduciary
capacity, or persons who act solely as order takers without
giving investment advice or receiving transaction-based com-
pensation.

B. Who Must File?

Under Section 15C(a)(1)(B) of the Act, any financial institution
that is a government securities broker or government securitles
dealer within the foregoing definitions must file with its ARA a
written notice, on the form prescribed herein, except as described
below.

A financial institution that buys and selis securities solely for
investment for its own account or for accounts for which it acts as
a fiduciary will not generally be classified as a dealer, even though
such purchases and sales are made with some frequency. Virtually
every financial institution purchases government securities for
investment; and purchases and sales may occur to accommodate
changes in the financial institution’s financial position or to refiect
investment decisions. The legislative history of the Act indicates
that Congress did not intend to require financial institutions en-
gaged in such investment-type activity to register as dealers.

The Department of the Treasury has exempted financial institu-
tions that engage solely in the following activities:

(1) Acting as issuing agent, payment agent or forwarding
agent for U.S. Savings Bonds (17 C.F.R. 401.1);

(2) submission of tenders for the account of customers
for purchase on original issue of U.S. Treasury securities (17
C.F.R. 401.2);

(3) the sale and subsequent repurchase and the purchase and
subsequent resale of government securities pursuant to a
repurchase or reverse repurchase agreement (17 C.F.R.
401.4); or

(4) sales or purchases in a fiduciary capacity (17 C.F.R.401.4).

in general, government securities activities that may bring a
financia! institution within the definition of government securities
dealer include the following: (1) underwriting or participating in a
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selling group for the sale of government securities; (2) advertising
or otherwise holding itself out to other dealers or investors as a
dealer in government securities; or (3) quoting a market for govern-
ment securities, and in connection with such quotations, standing
ready to purchase or sell government securities.

The Department of the Treasury also has exempted (17 C.F.R.
401.3) any financial institution from the definition of government
securities broker unless it (1) hoids itself out as a government
securities broker or interdealer broker; or (2) actively solicits
individual purchases or sales of government securities on an
agency basis. In addition, a financial Institution will be exempt if it
(a) effects less than 500 brokerage transactions per year or
(b) except for U.S. Savings Bonds and submissions of tenders
for U.S. Treasury securities (as described above), effects all
brokerage transactions through a government securities broker or
dealer who is clearly identified as the entity providing the brokerage
services, and who meets the other conditions of the exemption.

Abranch or agency of a foreign bank that engages in government
securities transactions solely wlth non-U.S. citizens
that are resident outside the United States is also exempt
(17 C.F.R. 401.6).

C. When to file

A financial institution that was acting as a government securities
broker or government securities dealer on July 25, 1987, was
required to file a notice with its ARA on or before that date. Any
financial institution that proposes to act as a government
securities broker or government securities dealer after that date
shall file the notice before It commences operations.

D. Amendments

In the event any of the information previously submitted on this
notice becomes incomplete, inaccurate or no longer applicable, the
notice must be amended. This amendment must be filed
within 30 calendar days of the notice becoming inaccurate
{17 C.F.R. 400.5(b)).

Items 1, 2, 3, 4, and 8 of the notice shall be completed for each
amendment. Otherwise, only those items which are being
amended need to be completed.

E. How and where to file: Number of coples

Each financial institution must file two copies of the notice and
each amendment with its ARA, one of which will be sent by the ARA
1o the SEC. Retain one exact copy for your records. A financial
institution may determine the name and address of its ARA from the
following:

1. A national bank, a bank operating in the District of Columbia
thatis examined by the Comptroller of the Currency, or a Federal
branch or Federal agency of a foreign bank, files with the:

Office of the Comptroller of the Currency
Administrator of National Banks
Compliance Programs

Washington, D.C. 20218

FR G-FIN
Page 2

2. A State member bank of the Federal Reserve System, a
foreign bank, an uninsured State branch or a State agency of a
foreign bank, a commercial lending company owned or con-
trolled by a foreign bank, or an Edge corporation files with the:

Board of Governors of the
Federal Reserve System
Division of Banking Supervision & Regulation
Securities Regulation Section
Washington, D.C. 20551

3. A bank insured by the Federal Deposit Insurance Corporation
(other than a bank which is a member of the Federal Reserve
System or a Federal savings bank) or an insured branch of a
foreign bank files with the:

Federal Deposit Insurance Corporation
Division of Bank Supervision
Securities Analysis Unit

Washington, D.C. 20429

4. A Federal savings and loan association, Federal savings bank,
or an institution formerly insured by the Federal Savings and
Loan Insurance Corporation, files with the:

Office of Thrift Supervision

Office of the General Counsel
Corporate and Securities Division
1700 G Street, N.W.
Washington, D.C. 20552

5. A State chartered bank or a State chartered trust company
that is not a member of the Federal Reserve System and
whose deposits are not insured by the Federal Deposit Insur-
ance Corporation, or any other financial institution not
described in the preceding paragraphs, files with the:

Securities and Exchange Commission
450 Fifth Street, N.W.
Washington, D.C. 20549

F. Privacy Act Notice

Collection of the information to be supplied on this form is autho-
rized by section 15C(a)(1)(B) of the Securities Exchange Act of
1934, 15 U.S.C. 780-5(a)(1)(B). Disclosure is mandatory for all
financial institutions that act as government securities brokers or
government securities dealers that are not exempted from filing
under Treasury Department regulations (see 17 C.F.R. Part 401).
The principal purpose of this notice is to identify to the appropriate
regulatory agencies those financial institutions that act as govern-
ment securities brokers or government securities dealers and are
subject to regulation under the Act. Information supplied on this
form will be included routinely in the public files of the appropriate
regulatory agencies and will be available for inspection by any
interested person. In addition, the Securities and Exchange
Commission will maintain copies of all G-FIN notices in the public
files, and will make them available for public inspection by any
interested person. Financial institutions that do not provide the
information solicited on this form may not lawfully act as govern-
ment securities brokers or government securities dealers unless
exempt from the notice requirement by Treasury Department
regulation (17 C.F.R. Part 401).

Office of Thrift Supervision
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Form G-FINW

Burd -Publi i forthis g ion is esti 1o average 15 mi response, including the time for reviewing instructions, searching
exlsllng data sources, gamenng and maintaining the data needed, and complenng and reviewing the collection of information. Send comments regarding this burden estimate or
any otheraspect of the tion of i tion, including st ions for reducing this burden, to the Office of Information and Regulatory Affairs, Office of Management and Budget,

Washingten, D.C. 205[)3 and to one of the ro|luwmg Secretary, Board of Govemors of the Federal Reserve System, 20th and C Streets, NW, Washington, D.C. 20551; Assistant
i Room F-400, Federal Deposit Insurance Corporation, Washington, D.C. 20429; Legislative and Reguiatory Analysis Division, Office of the
Comptroller of the Currency Washington, D.C. 20219; Chiet Counsel's Office, Office of Thrift Supervision, 1700 G Street, NW, Washington, D.C. 20552; or to Securities and
Exchange Commission, 450 Fifth Street, NW, Washington, D.C. 20549.

Notice By Financial Institutions of Termination
of Activities as a Government Securities
Broker or Government Securities Dealer

(This booklet includes instructions and blank forms)

Board of Governors of the Federal Reserve System
Federal Deposit Insurance Corporation
Office of the Comptroller of the Currency

Office of Thrift Supervision

g@‘z Securities and Exchange Commission
O\ A
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The thrift is not required to maintain customer se-
curities in a separate custody account at the Fed-
era Reserve Bank, athough segregation is encour-
aged. The thrift must segregate the customers' se-
curities on its own records.

A thrift may lend customer securities held in safe-
keeping to third parties and remain in compliance
with the GSA as long as any securities loans are
made under a written agreement with the customer
and in compliance with OTS and FFIEC guidelines
for securities lending.

An ingtitution engaged in safekeeping U.S. Gov-
ernment securities for customersisrequired to is-
sue to the customer a confirmation or safekeeping
receipt for each government security held that
identifies the issuer, maturity date, par amount,
and coupon rate of the security being confirmed.

Recor dkeeping Requirements

Theinstitution must also maintain a recordkeeping
system of government securities held for customers
that is separate and distinct from other records of
theingtitution. These records must: (1) identify
each customer and each government security held
for a customer; (2) describe the customer's interest
in the security (e.g., pledged to secure a public de-
posit), and (3) indicate al receipts and deliveries of
securities and cash in connection with the securi-
ties. A copy of the safekeeping receipt or confir-
mation given to customers must be maintained.
Theinstitution is required to conduct a count at
least annually--and document it within seven
days--of physical securities and securities held in
book-entry form.

An annual reconcilement with customer account
records must aso be performed. In order to count
securities held outside the thrift, such as book entry
securities held at a Federa Reserve Bank, the thrift
must reconcile its records to those of the outside
custodian. Any securitiesin transfer, in transit,
pledged, |oaned, borrowed, deposited, failed to re-
ceive or deliver, or subject to arepurchase or re-
verse repurchase agreement must be verified when
they have been out of the thrift's possession for
longer than 30 days. All custodial holding require-
ment records must be maintained in an easily ac-
cessible place for at least two years and not dis-
posed of for at least six years. This system of rec-

ords must provide an adequate basis for an audit.
Additional information on custodia and fiduciary
holdings, including examination procedures and an
examination checklist, can be found in Trust Ac-
tivities Handbook Section 300, Operations and
Internal Controls.

Hold-In-Custody Repurchase Agreements

All thrift institutions that engage in repurchase
transactions and/or forward repurchase transac-
tions ("forward repos") with customers while re-
taining custody or control of government securities
("hold-in-custody" repurchase transactions) must
comply with the GSA requirements relating to
written agreements, confirmations, and disclosures.
Forward repos are repurchase and reverse repur-
chase transactions that settle in a next-day or
longer timeframe. Repurchase transactions for the
purposes of the GSA may be characterized and
accounted for by the parties as either asale and
repurchase of a security or as a secured loan. Se-
curities are considered to be retained in custody
even when the securities are maintained through an
account at another institution and the securities
continue to be under the control of the thrift. All
hold-in-custody repurchase transactions are re-
quired to be conducted pursuant to a specific writ-
ten repurchase agreement. If the customer agrees
to allow substitution of securitiesin a
hold-in-custody repurchase transaction, then
authority for the financial institution to substitute
securities must be contained in the written repur-
chase agreement. In al hold-in-custody repurchase
agreements where the financid institution reserves
the right to substitute securities, the following dis-
closure statement must be prominently displayed in
the written repurchase agreement immediately pre-
ceding the provision alowing the right to substitu-
tion:

REQUIRED DISCLOSURE

The (seller) is not permitted to substitute other se-
curities for those subject to this agreement and,
therefore, must keep the (buyer's) securities segre-
gated at all times, unlessin this agreement the
(buyer) grants the (seller) the right to substitute
other securities. If the (buyer) grants the right to
substitute, this means that the (buyer's) securities
will likely be commingled with the (seller's) own
securities during the trading day. The (buyer) is
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