O

EB 93-9



BANKING ISSUANCES


Comptroller of the Currency

Administrator of National Banks

Type:
Examining Bulletin
Subject:
Report of Examination


TO: Deputy Comptrollers, District Administrators, Department and

    Division Heads, and all Examining Personnel


PURPOSE


This issuance implements a new national policy for the report of examination (ROE). A uniform common core report of examination was announced by The Office of the Comptroller of the Currency, the Federal Reserve Board, the Federal Deposit Insurance Corporation, and the Office of Thrift Supervision on October 1, 1993. The new format must be used for all safety and soundness ROEs commencing on or after January 1, 1994.


BACKGROUND


The four federal regulators of banks and thrifts developed uniform pages that will be used by each agency in its reports of examination. The new ROE enhances the exchange of information between the agencies and facilitates supervision of banks and the banking industry. Each agency was permitted the latitude to develop agency-specific instructions.


ROE OBJECTIVES


The OCC's goal is to provide a high quality and informative ROE to a bank's board of directors. The ROE is written to the board and must clearly, concisely and effectively communicate supervisory issues. The ROE is results-oriented and focuses on telling the board what actions are needed and why.


ROE FORMAT


This format must be used to communicate findings to the board at least once during the supervisory cycle (12 or 18 months) for every bank. The ROE presents information resulting from the completion of a full-scope, on-site examination. Interim reports or supervisory letters provided to a board can be prepared in any appropriate format. OCC's supervision policy as outlined in Examining Circular 258, dated November 18, 1991, remains in effect.


The ROE includes Mandatory Core pages, Optional Core pages and Supplemental pages.


Mandatory Core pages must be placed in the ROE in the sequence specified. CAMEL and financial information must be provided in the format identified on each required page. Financial information and ratios can not be deleted, but additional data to support conclusions may be included on any page.


Optional Core pages are used at the examiner's discretion to further support examination findings. These pages must be used as formatted if the information is included in the ROE.


Supplemental pages are used at the examiner's discretion to support Mandatory Core page analysis. There is no prescribed format for these pages.


Examiners must use Mandatory Core pages, but, they have discretion to choose which other pages they will use. Optional Core and Supplemental pages may be used in any order after the Mandatory Core pages. Pages after the Mandatory Core pages should be included in the ROE only if they are necessary to appropriately address supervisory activities in a specific institution. Examiners may determine how narratives are written and what additional pages will be included.


Mandatory Core Pages


Examination Conclusions and Comments Page


This page highlights major findings consistent with the examination's objectives. It represents a high-level summary of the examination's findings. It will also include an explanation of the purpose of the ROE and the major examination objectives.


This page discloses the institution's assigned composite rating. The applicable composite ratings definitions are provided inBanking Circular 246, dated September 17, 1990.

Examination objectives must be clearly stated. The objectives should describe the examination's primary purpose(s). Objectives should focus the reader's attention on how trends and changes affect the bank, rather than how they affect the CAMEL or composite ratings.


Matters Requiring Board Attention Page


This page informs the board of needed corrective actions on specific major problems. It provides descriptions of the most significant problems identified during the examination. These problems should have been introduced on the Examination Conclusions and Comments page.


This page should describe only problems that have a major impact on the bank's condition. Generally, the discussion would include a brief description of the problem, its cause, suggested timeframes for corrective action, and specific commitments made by management.


Problems identified on this page are those the board must acknowledge and oversee. This section isolates these matters from other examination details to provide the board with an effective tool for monitoring management's progress in correcting problems.


Narrative Pages on CAMEL Components


A page for each CAMEL component presents support for the overall conclusions regarding the bank presented in Examination Conclusions and Comments. Do not include information which is not needed to support those conclusions.


Headings at the top of each CAMEL page identify topics related to evaluating that component. The examiner's comments should address only important factors. The narrative comment does not need to cover all the items listed in the heading on those pages. When discussions relate to more than one ROE page, they may be appropriately cross-referenced rather than repeated.

Schedule Pages


Inclusion of Comparative Statements of Financial Condition, Capital Calculations, and Analysis of Earnings represent a significant change to the ROE. A Summary of Items Subject to Adverse Classification is also presented. These pages provide common items of information in ROEs provided by any of the four federal regulators of banks and thrifts.


Although ratios can be helpful in drawing conclusions about a bank's condition, the most important information in the ROE is the narrative analysis of the institution's condition. Any use of ratios or comparisons to industry averages in ROE narratives should be placed in the proper perspective to ensure they are not misinterpreted by management.


The financial data presented in the ROE will usually be the most recent quarterly data available for downloading from the National Bank Surveillance System (NBSVDS). All financial schedules should be prepared as of a consistent date. Examiners may review more recent data in an area such as loans. This should then be noted in the appropriate comment.


An examiner may prepare the financial schedule pages as of a date more current than the data available on NBSVDS. However, this will require manual calculation of the data using the definitions contained in The Users Guide for the Uniform Bank Performance Report.


Optional Core Pages and Supplemental Pages


Optional Core pages are formatted to provide additional information in the ROE such as violations of laws and regulations or loan write-ups for items subject to adverse classification. Supplemental pages are designed by the examiner to present more supporting information.

The use of any Optional Core page or Supplemental page is at the examiner's discretion. Any analysis supporting conclusions contained in the ROE should be only that which most clearly and succinctly demonstrates the conclusions. These pages should not be used if a Mandatory Core page narrative can more effectively explain and support the examiner's conclusions.


Specialty Information


A separate ROE should be completed as required on any specialty examination such as consumer compliance, trust, or electronic data processing. However, if a separate report is not necessary, information on any specialty area may be included in the ROE which is completed after a full-scope, on-site examination. Appropriate comments should be incorporated into the Examination Conclusions and Comments page as well as the Matters Requiring Board Attention page. Supporting information should be provided on Supplemental pages.


GENERAL GUIDELINES FOR COMPLETION OF THE ROE


For examiners, a pamphlet entitled "ROE" is included with this issuance. The pamphlet includes instructions for use of the report of examination program software and guidelines for preparation of the ROE.


For further information, contact the Office of the Chief National Bank Examiner (202) 874-5170.

Donald G. Coonley

Chief National Bank Examiner
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