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Background

The Office of the Comptroller of the Currency (OCC) was established in 1863 as a bureau of the Department of the Treasury. The
OCC is headed by the Comptroller, who is appointed by the President, with the advice and consent of the Senate, for a five-year
term.

The OCC regulates national banks by its power to:

¢ Examine the banks;

* Approve or deny applications for new charters, branches, capital, or other changes in corporate or banking structure;

» Take supervisory actions against banks that do not conform to laws and regulations or that otherwise engage in unsound
banking practices, including removal of officers, negotiation of agreements to change existing banking practices, and issuance of
cease and desist orders; and

¢ Issue rules and regulations concerning banking practices and governing bank lending and investment practices and corporate
structure.

The OCC divides the United States into six geographical districts, with each headed by a deputy comptroller.

The OCC is funded through assessments on the assets of national banks, and federal branches and agencies. Under the International
Banking Act of 1978, the OCC regulates federal branches and agencies of foreign banks in the United States.

The Comptroller

Comptroller John D. Hawke, Jr. has held office as the 28th Comptroller of the Currency since December 8, 1998, after being
appointed by President Clinton during a congressional recess. He was confirmed subsequently by the U.S. Senate for a five-year
term starting on October 13, 1999. Prior to his appointment Mr. Hawke served for 3% years as Under Secretary of the Treasury

for Domestic Finance. He oversaw development of policy and legislation on financial institutions, debt management, and capital
markets; served as chairman of the Advanced Counterfeit Deterrence Steering Committee; and was a member of the board of the
Securities Investor Protection Corporation. Before joining Treasury, he was a senior partner at the Washington, D.C., law firm of
Arnold & Porter, which he joined as an associate in 1962. In 1975 he left to serve as general counsel to the Board of Governors of
the Federal Reserve System, returning in 1978. At Arnold & Porter he headed the financial institutions practice. From 1987 to 1995
he was chairman of the firm.

Mr. Hawke has written extensively on the regulation of financial institutions, including Commentaries on Banking Regulation,
published in 1985. From 1970 to 1987 he taught courses on federal regulation of banking at Georgetown University Law Center.
He has also taught courses on bank acquisitions and serves as chairman of the Board of Advisors of the Morin Center for Banking
Law Studies. In 1987 Mr. Hawke served on a committee of inquiry appointed by the Chicago Mercantile Exchange to study the
role of futures markets in the October 1987 stock market crash. He was a founding member of the Shadow Financial Regulatory
Committee and served on it until joining Treasury.

Mr. Hawke was graduated from Yale University in 1954 with a B.A. in English. From 1955 to 1957 he served on active duty
with the U.S. Air Force. After graduating in 1960 from Columbia University School of Law, where he was editor-in-chief of
the Columbia Law Review, Mr. Hawke clerked for Judge E. Barrett Prettyman on the U.S. Court of Appeals for the District of
Columbia Circuit. From 1961 to 1962 he was counsel to the Select Subcommittee on Education, U.S. House of Representatives.

The Quarterly Journal is the journal of record for the most significant actions and policies of the Office of the Comptroller of the Currency.

It is published four times a year. The Quarterly Journal includes policy statements, decisions on banking structure, selected speeches and
congressional testimony, material released in the interpretive letters series, statistical data, and other information of interest to the administration
of national banks. Send suggestions or questions to Rebecca Miller, Senior Writer-Editor, Communications Division, Comptroller of the Currency,
Washington, DC 20219. Subscriptions are available for $120 a year by writing to Publications—QJ, Comptroller of the Currency, Attn: Accounts
Receivable, MS 4-8, 250 E St., SW, Washington, DC 20219. The Quarterly Journal is on the Web at http://www.occ.treas.gov/qj/qj.htm.
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CONDITION AND PERFORMANCE OF
COMMERCIAL BANKS

Summary

The fourth quarter of 2002 capped a very strong year for earnings at national banks, in

which banks established new records in all major income categories: net income, net interest
income, and noninterest income. Return on assets surpassed its previous peak, and return on
equity approached its all-time high. Record-low interest rates continued to power the housing
market, boosting both lending and fee income. As in recent quarters, the benefits flowed
disproportionately to larger banks.

Asset quality continued to slip, however, particularly for commercial and industrial (C&I) loans

at the larger banks, as excess capacity in many industries continued to squeeze corporate profits.

Credit card charge-offs again set a record. Housing prices are decelerating across the country,
which should slow the growth of interest and fee income for banks.

Table1 —All major income categories up in 2002

National banks Major income components

(Change, $ millions)

2000-2001 % Change 2001-2002 % Change
Revenues
New inter est income 9,748 8.4% 15,919 12.7%
Real gains/losses sec 4,213 231.1% 795 33.3%
Noninter est income 3,357 3.5% 9,619 9.7%
Expenses
Pr ovisioning 8,448 41.1% 3,614 12.5%
Noninter est expense 2,610 2.0% 5,114 3.9%
Net income 5,383 13.8% 12,415 28.0%

Sour ce: Integrated Banking Information System (OCC)
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CONDITION AND PERFORMANCE OF COMMERCIAL BANKS

Key Trends

In 2002, all major income categories showed improvement over the previous year, and earnings
in each quarter of the year surpassed the previous quarterly record. For the year, net income rose
28 percent, interest income 13 percent, noninterest income 10 percent, and gains and losses on the
sale of securities 33 percent. Return on assets reached 1.51 percent, easily surpassing the previous
record of 1.28 percent, and return on equity rose 2 percentage points to 15.8 percent, the third
highest on record.

Once again, low short-term interest rates and wide spreads between short- and long-term rates
boosted net interest income. Declining rates also allowed banks to realize gains on the sale of
appreciated securities. Provisions rose 13 percent for the year, responding to persistent problems
in credit quality.

Large banks continue to be the primary beneficiaries of the favorable trends in income. For the
year, net income rose 6 percent for nonspecialty small banks! (assets under $1 billion), but 34
percent for nonspecialty large banks (assets over $1 billion). Net interest income rose 2 percent
for small banks, but 15 percent for large banks. Noninterest income rose 4 percent for small
banks, but 12 percent for large banks. As large net purchasers of wholesale funds, large banks
have particularly benefited from record-low interest rates.

Banks have taken advantage of strong earnings to build their capital base. For all national banks,
the ratio of equity capital to assets reached a record 9.51 percent in 2002, as both small and large
banks showed sizeable gains.

Some of the recent advantages enjoyed by large banks come from their decision to move toward
retail lending, particularly home mortgages and consumer loans. As Figure 1 indicates, for banks
with assets over $10 billion, this shift began in the mid-1980s. The booming industrial economy
of the mid- and late 1990s interrupted the trend toward retail lending, but it resumed and then
accelerated over the last two years.

Explanations for this shift appear to be found on both the cost side and the customer side. Large
banks have reduced the costs of processing retail loans by adopting new tools like credit scoring
to automate loan processing. At the same time, broadening of the capital markets has given more
large- and mid-size companies access to nonbank sources of capital, shrinking the demand for
C&I loans from large banks. This shift from wholesale to retail lending has reduced provisioning
expenses for large banks, because retail loans have performed better.

Credit quality continued to deteriorate during the fourth quarter for C&I and credit card loans at
large banks and stabilized elsewhere. Excess capacity has continued to depress corporate profits

! Nonspecialty category excludes credit card and trust banks.
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CONDITION AND PERFORMANCE OF COMMERCIAL BANKS

Figure 1 —Largest banks move into retail
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in the United States and around the world. Defaults of U.S. high-yield bonds topped $100 billion
in 2002, 16 percent of the entire high-yield market. In the telecommunications sector alone, for
example, more than 52 percent of all bonds outstanding are now below investment grade. While
most forecasters anticipate growth in corporate profits during 2003, earlier optimism about a
quick profit rebound has subsided, and the consensus now is for only modest growth this year,
which suggests continued credit quality problems for the C&I sector.

Large banks show a higher average C&I noncurrent ratio, but a subset of small banks is
experiencing significant C&I problems of its own. For example, none of the largest banks (over
$10 billion in assets), but 13 percent of the smallest banks (under $100 million in assets), have
C&I noncurrent ratios above 5 percent.

Credit card charge-offs surged to nearly 7 percent for the year, due largely to the sluggish
economy. This surge in charge-offs comes even as a boom in mortgage refinancing has allowed
many homeowners to pay down their credit card debt with lower-cost home equity loans. If home
refinancing drops sharply in 2003, as many predict, credit card loan quality could slide further,

as consumers with high levels of credit card debt find themselves with no alternative other than
bankruptcy.
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CONDITION AND PERFORMANCE OF COMMERCIAL BANKS

Figure 2—Loan growth driven by real estate and credit cards
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Real estate, particularly residential real estate, again emerged as the key to higher bank income.
As Figure 2 indicates, real estate and credit card loans together have grown by an average of
about 10 percent annually over the last four years, and 15 percent in 2002 alone. In contrast,

all other loans, of which the largest category is C&I, grew by only around 2 percent annually
over this period, including declines in the 2001 and 2002. Many analysts now anticipate a
drop in residential mortgage volume over the next several quarters, as Figure 3 indicates. This
is consistent with the slowing of house prices that has been observed across the country. In the
fourth quarter of 2002, for example, house price growth slowed in two-thirds of the nation’s

metropolitan statistical areas (MSAs), compared with deceleration in less than one-third of MSAs
two years earlier.
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CONDITION AND PERFORMANCE OF COMMERCIAL BANKS

Figure 3—Residential mortgage volume expected to fall
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Key indicators, FDIC-insured national banks
Annual 1998-2001, year-to-date through December 31, 2002, fourth quarter 2001,

and fourth quarter 2002
(Dollar figures in millions)

Preliminary Preliminary

1998 1999 2000 2001 2002YTD 200104 200204
Number of institutions reporting 2,456 2,364 2,230 2,137 2,078 2,137 2,078
Total employees (FTEs) 974,871 983,186 948,652 966,538 993,466 966,538 993,466
Selected income data ($)
Net income $37,584 $42,539 $38,901 $44,284 $56,699 $12,530 $13,512
Net interest income 110,985 114,557 115,905 125,653 141,572 34,850 36,033
Provision for loan losses 15,242 15,550 20,559 29,007 32,621 9,579 8,605
Noninterest income 81,311 92,570 96,101 99,458 109,077 26,341 27,724
Noninterest expense 122,606 125,812 128,542 131,152 136,266 34,372 36,252
Net operating income 35,525 42,364 40,152 43,055 54,506 12,124 12,768
Cash dividends declared 25,414 29,870 32,327 27,739 41,744 6,770 10,864
Net charge-offs to loan and lease reserve 14,492 14,179 17,241 25,184 31,412 8,566 7,720
Selected condition data ($)
Total assets 3,183,313 3,271,180 3,414,298 3,635,292 3,908,098 3,635,292 3,908,098
Total loans and leases 2,015,585 2,127,927 2,227,069 2,272,839 2,447,866 2,272,839 2,447,866
Reserve for losses 36,810 37,684 40,021 45,580 48,357 45,580 48,357
Securities 516,120 537,315 502,297 575,933 653,162 575,933 653,162
Other real estate owned 1,833 1,572 1,553 1,794 2,073 1,794 2,073
Noncurrent loans and leases 19,513 20,818 27,161 34,589 38,160 34,589 38,160
Total deposits 2,137,908 2,154,230 2,250,402 2,384,413 2,565,795 2,384,413 2,565,795
Domestic deposits 1,785,818 1,776,084 1,827,064 2,001,253 2,168,905 2,001,253 2,168,905
Equity capital 274,120 277,889 293,656 340,735 371,702 340,735 371,702
0Off-balance-sheet derivatives 10,953,514 12,077,568 15,502,911 20,549,785 25,953,414 20,549,785 25,953,414
Performance ratios (annualized %)
Return on equity 14.29 15.55 13.69 13.88 15.85 14.89 14.64
Return on assets 1.24 1.35 1.18 1.26 1.51 1.39 1.39
Net interest income to assets 3.67 3.63 3.50 3.56 3.76 3.87 3.72
Loss provision to assets 0.50 0.49 0.62 0.82 0.87 1.06 0.89
Net operating income to assets 117 1.34 1.21 1.22 1.45 1.35 1.32
Noninterest income to assets 2.69 2.94 2.90 2.82 2.90 2.92 2.86
Noninterest expense to assets 4.05 3.99 3.88 3.72 3.62 3.81 3.74
Loss provision to loans and leases 0.79 0.76 0.95 1.28 1.38 1.69 1.42
Net charge-offs to loans and leases 0.75 0.70 0.80 1.1 1.33 1.51 1.28
Loss provision to net charge-offs 105.12 109.66 119.24 115.18 103.85 111.83 111.45
Performance ratios (%)
Percent of institutions unprofitable 5.94 7.1 6.95 7.44 6.59 11.75 9.29
Percent of institutions with earnings gains 61.60 62.14 66.64 56.81 71.61 57.70 60.20
Nonint. income to net operating revenue 42.28 44.69 45.33 4418 43.52 43.05 43.48
Nonint. expense to net operating revenue 63.76 60.74 60.63 58.26 54.37 56.17 56.86
Condition ratios (%)
Nonperforming assets to assets 0.68 0.70 0.86 1.02 1.06 1.02 1.06
Noncurrent loans to loans 0.97 0.98 1.22 1.52 1.56 1.52 1.56
Loss reserve to noncurrent loans 188.65 181.02 147.35 131.77 126.72 131.77 126.72
Loss reserve to loans 1.83 1.77 1.80 2.01 1.98 2.01 1.98
Equity capital to assets 8.61 8.50 8.60 9.37 9.51 9.37 9.51
Leverage ratio 7.42 7.49 7.49 7.81 7.89 7.81 7.89
Risk-based capital ratio 11.79 11.70 11.84 12.61 12.68 12.61 12.68
Net loans and leases to assets 62.16 63.90 64.06 61.27 61.40 61.27 61.40
Securities to assets 16.21 16.43 14.71 15.84 16.71 15.84 16.71
Appreciation in securities (% of par) 0.82 -2.45 -0.01 0.48 212 0.48 212
Residential mortgage assets to assets 20.41 20.60 19.60 22.54 24.72 22.54 24.72
Total deposits to assets 67.16 65.85 65.91 65.59 65.65 65.59 65.65
Core deposits to assets 49.72 47.01 45.61 48.07 48.74 48.07 48.74
Volatile liabilities to assets 31.77 34.81 35.18 31.24 30.31 31.24 30.31
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Loan performance, FDIC-insured national banks

Annual 1998-2001, year-to-date through December 31, 2002, fourth quarter 2001,

and fourth quarter 2002
(Dollar figures in millions)

Preliminary Preliminary
1998 1999 2000 2001 2002YTD 2001Q4 200204
Percent of loans past due 30-89
days
Total loans and leases 1.27 1.16 1.26 1.38 1.14 1.38 1.14
Loans secured by real estate (RE) 1.33 1.22 1.42 1.42 1.07 1.42 1.07
1-4 family residential mortgages 1.50 1.61 1.95 1.80 1.45 1.80 1.45
Home equity loans 0.97 0.77 1.07 0.98 0.62 0.98 0.62
Multifamily residential mortgages 0.94 0.69 0.59 0.75 0.40 0.75 0.40
Commercial RE loans 1.02 0.70 0.72 0.86 0.58 0.86 0.58
Construction RE loans 1.82 1.07 1.12 1.28 0.93 1.28 0.93
Commercial and industrial loans 0.81 0.71 0.71 0.95 0.76 0.95 0.76
Loans to individuals 2.44 2.36 2.40 2.39 2.16 2.39 2.16
Credit cards 2.52 2.53 2.50 2.51 2.57 2.51 2.57
Installment loans and other plans 2.37 2.24 2.31 2.65 2.08 2.65 2.08
All other loans and leases 0.46 0.50 0.58 0.84 0.56 0.84 0.56
Percent of loans noncurrent
Total loans and leases 0.97 0.98 1.22 1.52 1.56 1.52 1.56
Loans secured by real estate (RE) 0.98 0.87 0.93 1.05 0.97 1.05 0.97
1-4 family residential mortgages 0.95 0.91 1.06 1.05 1.02 1.05 1.02
Home equity loans 0.41 0.32 0.41 0.42 0.33 0.42 0.33
Multifamily residential mortgages 0.88 0.43 0.55 0.49 0.44 0.49 0.44
Commercial RE loans 1.01 0.84 0.77 1.03 1.05 1.03 1.05
Construction RE loans 0.80 0.63 0.82 1.15 1.03 1.15 1.03
Commercial and industrial loans 0.86 1.1 1.66 2.44 3.00 244 3.00
Loans to individuals 1.59 1.52 1.46 1.58 1.61 1.58 1.61
Credit cards 2.06 2.00 1.89 2.05 2.16 2.05 2.16
Installment loans and other plans 1.19 1.16 1.06 1.4 1.30 1.41 1.30
All other loans and leases 0.31 0.40 0.85 1.18 1.10 1.18 1.10
Percent of loans charged-off, net
Total loans and leases 0.75 0.70 0.80 1.1 1.33 1.51 1.28
Loans secured by real estate (RE) 0.05 0.10 0.12 0.26 0.19 0.29 0.20
1-4 family residential mortgages 0.07 0.14 0.14 0.32 0.17 0.21 0.17
Home equity loans 0.16 0.19 0.23 0.35 0.23 0.52 0.23
Multifamily residential mortgages 0.07 0.02 0.03 0.04 0.10 0.10 0.16
Commercial RE loans -0.02 0.03 0.07 0.18 0.17 0.33 0.21
Construction RE loans -0.01 0.03 0.05 0.15 0.19 0.28 0.21
Commercial and industrial loans 0.38 0.54 0.87 1.50 1.80 2.44 1.82
Loans to individuals 2.92 2.65 2.84 3.14 4.02 3.95 3.61
Credit cards 5.03 4.51 4.43 5.08 6.58 6.39 5.37
Installment loans and other plans 1.23 1.27 1.54 1.66 1.91 217 2.09
All other loans and leases 0.40 0.23 0.24 0.45 0.63 0.50 0.78
Loans outstanding ($)
Total loans and leases $2,015,585 $2,127,927 $2,227,069 $2,272,839 $2,447,866 $2,272,839 $2,447,866
Loans secured by real estate (RE) 764,944 853,141 892,140 976,120 1,139,562 976,120 1,139,562
1-4 family residential mortgages 381,597 433,807 443,002 472,715 573,982 472,715 573,982
Home equity loans 66,091 67,267 82,672 102,094 140,999 102,094 140,999
Multifamily residential mortgages 23,201 26,561 28,026 30,074 33,988 30,074 33,988
Commercial RE loans 200,469 214,145 221,267 236,472 253,409 236,472 253,409
Construction RE loans 56,261 71,578 76,899 91,482 95,404 91,482 95,404
Farmland loans 10,930 11,957 12,350 12,615 13,225 12,615 13,225
RE loans from foreign offices 26,396 27,825 27,923 30,668 28,556 30,668 28,556
Commercial and industrial loans 583,903 622,004 646,988 597,230 546,005 597,230 546,005
Loans to individuals 386,410 348,634 370,363 390,420 450,594 390,420 450,594
Credit cards* 176,408 147,179 176,372 167,079 209,936 167,079 209,936
Other revolving credit plans NA NA NA 29,259 33,514 29,259 33,514
Installment loans 210,003 201,455 193,991 194,082 207,145 194,082 207,145
All other loans and leases 282,367 306,041 319,144 311,001 314,153 311,001 314,153
Less: Unearned income 2,039 1,893 1,565 1,931 2,447 1,931 2,447

*Prior to March 2001, credit cards included “Other revolving credit plans.”
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Key indicators, FDIC-insured national banks by asset size

Fourth quarter 2001 and fourth quarter 2002

(Dollar figures in millions)

Less than $100M $100M to $1B $1B to $10B Greater than $10B

200104 200204 200104 200204  2001Q4 200204 200104  2002Q4
Number of institutions reporting 996 941 968 968 131 126 42 43
Total employees (FTES) 23,207 21,946 95,733 94,185 108,851 100,133 738,747 777,202
Selected income data ($)
Net income $108 $125 $726 $794 $2,017 $1,735 $9,679  $10,858
Net interest income 505 492 2,519 2,554 4218 3,618 27,608 29,370
Provision for loan losses 56 46 313 265 160 510 9,051 7,784
Noninterest income 247 226 1,445 1,581 2,987 3,140 21,662 22,777
Noninterest expense 547 511 2,661 2,869 4,066 3,669 27,098 29,203
Net operating income 104 120 710 781 1,970 1,689 9,339 10,177
Cash dividends declared 161 143 639 831 1,225 1,184 4,745 8,707
Net charge-offs to loan and lease 40 35 230 212 885 525 7,410 6,948
reserve
Selected condition data ($)
Total assets 51,684 50,273 253,990 261,150 413,775 394,724 2,915,844 3,201,951
Total loans and leases 30,761 29,606 157,941 162,261 255,062 240,036 1,829,075 2,015,964
Reserve for losses 423 416 2,250 2,322 4,563 3,987 38,344 41,631
Securities 12,781 12,471 61,721 65,051 88,282 83,579 413,150 492,061
Other real estate owned 70 79 248 279 188 216 1,287 1,499
Noncurrent loans and leases 347 325 1,480 1,585 2,491 2,339 30,272 33,911
Total deposits 43,535 42,212 205,362 210,864 268,836 257,963 1,866,681 2,054,756
Domestic deposits 43,535 42,212 204,918 210,761 266,792 255,302 1,486,008 1,660,630
Equity capital 5,794 5,791 25,327 27,051 40,392 42,730 269,222 296,130
Off-balance-sheet derivatives 6 25 1,378 3,194 36,968 28,751 20,593,583 26,069,129
Performance ratios (annualized %)
Return on equity 7.40 8.63 11.44 11.71 20.13 16.40 14.59 14.77
Return on assets 0.85 1.01 1.16 1.22 1.98 1.77 1.34 1.37
Net interest income to assets 3.96 3.96 4.02 3.93 414 3.69 3.81 3.70
Loss provision to assets 0.44 0.37 0.50 0.41 0.16 0.52 1.25 0.98
Net operating income to assets 0.82 0.97 1.13 1.20 1.93 1.72 1.29 1.28
Noninterest income to assets 1.94 1.82 2.31 243 2.93 3.20 2.99 2.87
Noninterest expense to assets 4.28 412 4.25 4.41 3.99 3.74 3.74 3.68
Loss provision to loans and leases 0.73 0.63 0.80 0.66 0.25 0.85 1.99 1.57
Net charge-offs to loans and leases 0.53 0.48 0.59 0.53 1.39 0.87 1.63 1.40
Loss provision to net charge-offs 137.42 130.11 135.79 124.98 18.08 97.25 122.14 112.02
Performance ratios (%)
Percent of institutions unprofitable 17.47 14.67 6.20 5.17 8.40 2.38 14.29 4.65
Percent of institutions with earnings 51.81 53.99 63.22 64.05 62.60 73.81 54.76 69.77
gains
Nonint. income to net operating revenue 32.89 31.48 36.45 38.25 41.46 46.46 43.97 43.68
Nonint. expense to net operating 72.68 71.29 67.14 69.38 56.42 54.29 55.00 56.00
revenue
Condition ratios (%)
Nonperforming assets to assets 0.81 0.82 0.69 0.72 0.66 0.65 1.10 1.14
Noncurrent loans to loans 1.13 1.10 0.94 0.98 0.98 0.97 1.66 1.68
Loss reserve to noncurrent loans 122.01 128.21 152.01 146.52 183.21 170.43 126.67 122.76
Loss reserve to loans 1.38 1.41 1.42 1.43 1.79 1.66 210 2.07
Equity capital to assets 11.21 11.52 9.97 10.36 9.76 10.83 9.23 9.25
Leverage ratio 10.93 11.09 9.40 9.47 8.66 9.42 7.50 7.51
Risk-based capital ratio 17.91 18.28 14.68 1517 14.20 15.82 12.21 12.13
Net loans and leases to assets 58.70 58.06 61.30 61.24 60.54 59.80 61.41 61.66
Securities to assets 24.73 24.81 24.30 24.91 21.34 21.17 1417 15.37
Appreciation in securities (% of par) 1.20 2.40 1.14 2.53 0.89 2.38 0.27 2.01
Residential mortgage assets to assets 22.35 22.02 24.79 24.51 27.10 26.01 21.70 24.62
Total deposits to assets 84.23 83.97 80.85 80.74 64.97 65.35 64.02 64.17
Core deposits to assets 70.97 71.13 67.87 68.04 55.70 55.93 44.86 45.93
Volatile liabilities to assets 15.15 14.68 17.33 16.97 24.87 23.58 33.64 32.48
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Loan performance, FDIC-insured national banks by asset size
Fourth quarter 2001 and fourth quarter 2002
(Dollar figures in millions)

Less than $100M $100M to $1B $1B to $10B Greater than $10B
2001Q4 2002Q4 2001Q4 2002Q4 2001Q4 2002Q4 200104  2002Q4

Percent of loans past due 30-89 days

Total loans and leases 1.55 1.53 1.32 1.13 1.31 1.17 1.40 1.13
Loans secured by real estate (RE) 1.37 1.38 1.14 0.98 1.08 1.02 1.52 1.08
1-4 family residential mortgages 1.7 1.86 1.56 1.46 1.41 1.47 1.89 1.44
Home equity loans 0.85 0.93 0.65 0.45 0.77 0.50 1.02 0.64
Multifamily residential mortgages 0.53 0.49 0.55 0.46 0.55 0.38 0.84 0.39
Commercial RE loans 1.09 1.05 0.85 0.64 0.75 0.55 0.88 0.56
Construction RE loans 1.60 1.18 1.07 1.05 1.04 1.08 1.36 0.86
Commercial and industrial loans 1.69 1.53 1.32 1.14 1.16 1.18 0.90 0.69
Loans to individuals 2.74 2.69 2.39 2.22 2.20 1.89 2.42 2.18
Credit cards 2.56 2.00 3.79 3.83 2.32 1.93 2.52 2.61
Installment loans and other plans 2.79 2.78 217 1.98 2.29 2.06 2.76 2.08
All other loans and leases 0.94 1.01 0.95 0.74 0.88 0.48 0.83 0.55
Percent of loans noncurrent
Total loans and leases 1.13 1.10 0.94 0.98 0.98 0.97 1.66 1.68
Loans secured by real estate (RE) 0.98 0.99 0.78 0.83 0.78 0.86 1.14 1.00
1-4 family residential mortgages 0.77 0.81 0.73 0.79 0.60 0.93 117 1.05
Home equity loans 0.35 0.28 0.31 0.19 0.41 0.30 0.43 0.34
Multifamily residential mortgages 0.81 0.82 0.42 0.56 0.52 0.27 0.48 0.45
Commercial RE loans 1.22 1.16 0.92 0.95 0.95 0.92 1.08 1.11
Construction RE loans 0.92 1.10 0.64 0.78 1.18 0.83 1.23 1.12
Commercial and industrial loans 1.78 1.56 1.43 1.57 1.41 1.36 2.59 3.26
Loans to individuals 0.83 0.86 1.01 0.98 1.21 1.13 1.68 1.70
Credit cards 1.96 1.75 3.40 3.59 1.75 1.74 2.07 2.18
Installment loans and other plans 0.80 0.83 0.57 0.54 0.86 0.86 1.61 1.45
All other loans and leases 1.25 1.23 0.95 0.87 0.69 0.45 1.21 1.15
Percent of loans charged-off, net
Total loans and leases 0.53 0.48 0.59 0.53 1.39 0.87 1.63 1.40
Loans secured by real estate (RE) 0.12 0.15 0.12 0.12 0.18 0.16 0.34 0.22
1-4 family residential mortgages 0.08 0.16 0.12 0.12 0.06 0.18 0.25 0.17
Home equity loans 0.03 0.13 0.04 0.10 0.35 0.08 0.56 0.24
Multifamily residential mortgages 0.24 0.01 0.10 0.11 0.08 0.11 0.10 0.18
Commercial RE loans 0.15 0.19 0.14 0.09 0.28 0.21 0.40 0.24
Construction RE loans 0.15 0.15 0.09 017 0.27 0.03 0.32 0.26
Commercial and industrial loans 1.33 1.10 1.06 1.01 1.56 1.04 2.60 1.95
Loans to individuals 1.42 1.28 2.39 215 4.76 2.88 3.95 3.79
Credit cards 4.64 4.31 9.41 7.26 8.52 5.63 5.96 5.32
Installment loans and other plans 1.29 1.12 1.18 1.28 1.85 1.25 2.34 2.30
All other loans and leases 0.39 0.45 0.43 0.52 0.35 0.55 0.52 0.82
Loans outstanding ($)
Total loans and leases $30,761  $29,606 $157,941 $162,261 $255,062 $240,036 $1,829,075 $2,015,964
Loans secured by real estate (RE) 17,911 17,683 101,017 107,018 140,094 130,475 717,098 884,386
1-4 family residential mortgages 7,984 7,544 40,919 39,874 63,915 58,075 359,897 468,489
Home equity loans 445 479 4,433 5,369 9,404 9,089 87,812 126,062
Multifamily residential mortgages 420 479 3,578 3,914 5,267 5,057 20,809 24,539
Commercial RE loans 5,330 5,383 37,147 41,445 43,286 40,846 150,709 165,735
Construction RE loans 1,692 1,709 10,622 11,509 16,269 15,279 62,899 66,907
Farmland loans 2,039 2,089 4,315 4,907 1,822 1,699 4,438 4,529
RE loans from foreign offices 0 0 3 1 130 431 30,534 28,124
Commercial and industrial loans 5,185 4,841 27,967 27,562 46,394 45,371 517,684 468,230
Loans to individuals 4,093 3,674 19,606 18,106 52,002 45,452 314,719 383,362
Credit cards* 170 204 3,094 2,696 22,812 16,954 141,003 190,082
Other revolving credit plans 65 61 374 370 2,229 2,726 26,590 30,357
Installment loans 3,857 3,409 16,138 15,041 26,961 25,771 147,126 162,924
All other loans and leases 3,622 3,448 9,549 9,768 16,659 18,834 281,171 282,103
Less: Unearned income 50 40 197 194 86 96 1,598 2,118
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Key indicators, FDIC-insured national banks by region
Fourth quarter 2002
(Dollar figures in millions)

All

Northeast ~ Southeast Central Midwest ~ Southwest West institutions
Number of institutions reporting 230 243 413 427 592 173 2,078
Total employees (FTES) 297,452 218,354 213,609 65,520 97,094 101,437 993,466
Selected income data ($)
Net income $3,118 $2,952 $3,202 $1,155 $1,025 $2,059 $13,512
Net interest income 10,360 7,688 8,050 2,950 2,752 4,233 36,033
Provision for loan losses 3,980 1,197 1,625 807 256 739 8,605
Noninterest income 9,945 4,848 5,029 2,438 1,941 3,524 27,724
Noninterest expense 11,727 7,675 7,050 2,857 3,022 3,922 36,252
Net operating income 2,991 2,672 2,962 1,126 986 2,032 12,768
Cash dividends declared 3,124 2,930 2,594 678 1,142 397 10,864
Net charge-offs to loan and lease reserve 3,254 1,248 1,549 699 232 740 7,720
Selected condition data ($)
Total assets 1,043,401 974,217 970,379 236,491 292,029 391,581 3,908,098
Total loans and leases 633,326 554,736 641,491 166,726 176,496 275,091 2,447,866
Reserve for losses 17,183 9,005 11,723 3,251 2,523 4,671 48,357
Securities 190,968 158,647 175,837 30,311 62,588 34,811 653,162
Other real estate owned 207 517 729 129 315 177 2,073
Noncurrent loans and leases 14,404 7,738 9,796 1,924 1,844 2,455 38,160
Total deposits 704,186 660,346 605,008 136,696 220,297 239,262 2,565,795
Domestic deposits 451,764 601,010 552,488 130,893 218,920 213,830 2,168,905
Equity capital 102,765 91,956 81,299 25,320 28,393 41,969 371,702
0Off-balance-sheet derivatives 8,982,570 14,509,792 1,707,638 7,452 44,530 701,431 25,953,414
Performance ratios (annualized %)
Return on equity 12.28 12.83 15.81 18.44 14.43 20.01 14.64
Return on assets 1.21 1.21 1.32 1.98 1.43 2.15 1.39
Net interest income to assets 4.02 3.16 3.33 5.05 3.83 4.42 3.72
Loss provision to assets 1.55 0.49 0.67 1.38 0.36 0.77 0.89
Net operating income to assets 1.16 1.10 1.22 1.93 1.37 212 1.32
Noninterest income to assets 3.86 1.99 2.08 417 2.70 3.68 2.86
Noninterest expense to assets 455 3.15 2.92 4.89 4.20 4.09 3.74
Loss provision to loans and leases 2.54 0.87 1.02 1.94 0.59 1.12 1.42
Net charge-offs to loans and leases 2.07 0.91 0.97 1.68 0.53 1.13 1.28
Loss provision to net charge-offs 122.34 95.92 104.97 115.44 110.55 99.87 111.45
Performance ratios (%)
Percent of institutions unprofitable 7.83 13.17 7.75 8.43 10.14 8.67 9.29
Percent of institutions with earnings 69.13 64.20 57.63 54.10 58.11 71.10 60.20
gains
Nonint. income to net operating revenue 48.98 38.67 38.45 45.25 41.36 45.43 43.48
Nonint. expense to net operating revenue 57.75 61.23 53.90 53.03 64.37 50.56 56.86
Condition ratios (%)
Nonperforming assets to assets 1.46 0.85 1.12 0.87 0.74 0.67 1.06
Noncurrent loans to loans 2.27 1.39 1.53 1.15 1.04 0.89 1.56
Loss reserve to noncurrent loans 119.30 116.38 119.67 168.99 136.80 190.25 126.72
Loss reserve to loans 2.71 1.62 1.83 1.95 1.43 1.70 1.98
Equity capital to assets 9.85 9.44 8.38 10.71 9.72 10.72 9.51
Leverage ratio 8.51 7.09 7.20 9.64 8.00 8.82 7.89
Risk-based capital ratio 12.95 11.95 1217 14.14 13.19 13.83 12.68
Net loans and leases to assets 59.05 56.02 64.90 69.13 59.57 69.06 61.40
Securities to assets 18.30 16.28 18.12 12.82 21.43 8.89 16.71
Appreciation in securities (% of par) 1.51 2.21 2.05 2.88 2.76 3.59 2.12
Residential mortgage assets to assets 15.51 29.93 27.74 22.60 28.90 26.95 24.72
Total deposits to assets 67.49 67.78 62.35 57.80 75.44 61.10 65.65
Core deposits to assets 35.74 55.53 51.22 51.09 63.56 47.87 48.74
Volatile liabilities to assets 4212 23.00 27.30 27.36 21.47 32.89 30.31
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Loan performance, FDIC-insured national banks by region
Fourth quarter 2002
(Dollar figures in millions)

All
Northeast Southeast Central Midwest  Southwest West institutions
Percent of loans past due 30-89 days
Total loans and leases 1.23 0.78 1.31 1.40 1.15 1.07 1.14
Loans secured by real estate (RE) 0.99 0.89 1.43 0.74 1.07 0.92 1.07
1-4 family residential mortgages 1.30 1.22 2.09 0.80 1.52 1.16 1.45
Home equity loans 0.48 0.69 0.71 0.38 0.65 0.49 0.62
Multifamily residential mortgages 0.36 0.21 0.52 0.22 0.74 0.19 0.40
Commercial RE loans 0.34 0.38 0.84 0.67 0.73 0.46 0.58
Construction RE loans 0.70 0.42 1.21 0.83 0.84 1.36 0.93
Commercial and industrial loans 0.67 0.37 1.05 1.31 1.04 0.82 0.76
Loans to individuals 2.39 1.73 1.92 2.34 1.96 2.01 2.16
Credit cards 2.78 1.64 1.97 2.50 2.40 2.24 2.57
Installment loans and other plans 2.54 1.83 2.06 1.90 2.03 1.89 2.08
All other loans and leases 0.52 0.26 0.77 0.85 0.73 0.47 0.56
Percent of loans noncurrent
Total loans and leases 2.27 1.39 1.53 1.15 1.04 0.89 1.56
Loans secured by real estate (RE) 1.27 0.67 1.43 0.50 0.95 0.47 0.97
1-4 family residential mortgages 1.37 0.60 1.86 0.30 1.09 0.33 1.02
Home equity loans 0.28 0.25 0.47 0.24 0.29 0.21 0.33
Multifamily residential mortgages 0.34 0.36 0.51 0.21 0.78 0.28 0.44
Commercial RE loans 0.78 0.99 1.48 1.01 0.94 0.66 1.05
Construction RE loans 0.86 0.97 1.15 0.68 0.97 1.16 1.03
Commercial and industrial loans 3.66 3.52 2.71 1.28 1.53 1.97 3.00
Loans to individuals 2.43 0.50 0.74 1.89 0.71 1.33 1.61
Credit cards 2.36 1.14 1.53 217 1.65 1.82 2.16
Installment loans and other plans 3.69 0.53 0.62 1.04 0.70 0.38 1.30
All other loans and leases 1.47 1.17 0.75 0.96 1.04 0.70 1.10
Percent of loans charged-off, net
Total loans and leases 2.07 0.91 0.97 1.68 0.53 1.13 1.28
Loans secured by real estate (RE) 0.15 0.12 0.38 0.19 0.18 0.08 0.20
1-4 family residential mortgages 0.07 0.1 0.39 0.08 0.19 0.02 0.17
Home equity loans 0.05 0.11 0.43 0.10 0.23 0.12 0.23
Multifamily residential mortgages 0.44 0.00 0.15 0.41 0.16 0.08 0.16
Commercial RE loans 0.07 0.07 0.42 0.58 0.19 0.07 0.21
Construction RE loans 0.01 0.23 0.26 0.07 0.1 0.36 0.21
Commercial and industrial loans 2.04 2.46 1.43 1.02 1.09 1.32 1.82
Loans to individuals 4.73 1.29 2.58 4.03 1.38 4.29 3.61
Credit cards 5.36 5.56 6.27 5.04 454 5.49 5.37
Installment loans and other plans 3.67 1.25 1.83 0.87 1.24 1.57 2.09
All other loans and leases 0.68 0.93 0.88 0.29 0.74 0.77 0.78
Loans outstanding ($)
Total loans and leases $633,326 $554,736  $641,491 $166,726  $176,496  $275,091 $2,447,866
Loans secured by real estate (RE) 177,395 301,218 323,548 68,037 112,949 156,415 1,139,562
1-4 family residential mortgages 78,546 171,815 151,588 40,512 45,995 85,525 573,982
Home equity loans 26,156 30,592 50,123 4,301 11,842 17,986 140,999
Multifamily residential mortgages 3,991 7,334 13,205 1,712 3,421 4,325 33,988
Commercial RE loans 35,224 64,039 72,382 13,832 32,933 34,999 253,409
Construction RE loans 8,005 22,362 32,101 4,515 15,867 12,553 95,404
Farmland loans 495 1,914 3,734 3,166 2,891 1,025 13,225
RE loans from foreign offices 24,978 3,162 415 0 0 1 28,556
Commercial and industrial loans 168,788 132,294 141,559 23,359 35,108 44,897 546,005
Loans to individuals 180,916 55,717 83,023 59,876 19,543 51,520 450,594
Credit cards 113,520 433 14,348 45,766 833 35,036 209,936
Other revolving credit plans 20,979 2,987 4,984 655 781 3,128 33,514
Installment loans 46,417 52,297 63,691 13,455 17,929 13,356 207,145
All other loans and leases 108,258 65,568 93,451 15,479 9,033 22,363 314,153
Less: Unearned income 2,030 60 90 25 137 104 2,447
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Key indicators, FDIC-insured commercial banks
Annual 1998-2001, year-to-date through December 31, 2002, fourth quarter 2001,

and fourth quarter 2002
(Dollar figures in millions)

Preliminary Preliminary

1998 1999 2000 2001 2002YTD 200104 200204
Number of institutions reporting 8,773 8,579 8,315 8,079 7,887 8,079 7,887
Total employees (FTES) 1,626,978 1,657,602 1,670,861 1,701,717 1,745296 1,701,717 1,745,296
Selected income data ($)
Net income $61,752 $71,491 $70,945 $73,967 $90,110 $18,446 $21,657
Net interest income 182,752 192,141 203,960 215,157 237,006 58,132 60,539
Provision for loan losses 22,215 21,817 30,013 43,433 48,054 15,555 12,871
Noninterest income 123,642 144,373 153,370 157,048 171,475 40,476 43,870
Noninterest expense 194,133 204,213 216,112 222,295 232,619 57,567 61,863
Net operating income 59,194 71,257 72,534 71,137 85,761 17,578 20,125
Cash dividends declared 41,004 51,936 53,854 54,160 67,504 15,143 18,333
Net charge-offs to loan and lease reserve 20,740 20,367 24,787 36,557 44,481 12,818 11,280
Selected condition data ($)
Total assets 5,442,416 5,735,079 6,244,467 6,551,636 7,075,212 6,551,636 7,075,212
Total loans and leases 3,238,286 3,491,659 3,819,516 3,889,474 4,160,001 3,889,474 4,160,001
Reserve for losses 57,261 58,767 64,145 72,323 76,957 72,323 76,957
Securities 979,855 1,046,530 1,078,983 1,171,921 1,333,888 1,171,921 1,333,888
Other real estate owned 3,150 2,796 2,912 3,565 4,158 3,565 4,158
Noncurrent loans and leases 31,253 33,002 42,942 54,908 60,532 54,908 60,532
Total deposits 3,681,390 3,831,062 4,179,571 4,377,512 4,689,519 4,377,512 4,689,519
Domestic deposits 3,109,356 3,175,473 3,472,905 3,748,006 4,031,486 3,748,006 4,031,486
Equity capital 462,042 479,610 530,543 593,869 647,924 593,869 647,924
Off-balance-sheet derivatives 33,007,016 34,819,179 40,571,148 45,315,938 56,077,643 45,315,938 56,077,643
Performance ratios (annualized %)
Return on equity 13.92 15.30 14.01 13.12 14.53 12.49 13.46
Return on assets 1.19 1.31 1.19 1.15 1.33 1.12 1.24
Net interest income to assets 3.51 3.51 3.41 3.36 3.51 3.54 3.46
Loss provision to assets 0.43 0.40 0.50 0.68 0.71 0.95 0.74
Net operating income to assets 1.14 1.30 1.21 1.1 1.27 1.07 1.15
Noninterest income to assets 2.37 2.64 2.56 2.45 2.54 2.47 2.51
Noninterest expense to assets 3.73 3.73 3.61 3.47 3.44 3.51 3.53
Loss provision to loans and leases 0.72 0.66 0.82 1.13 1.20 1.60 1.25
Net charge-offs to loans and leases 0.67 0.61 0.67 0.95 1.11 1.32 1.10
Loss provision to net charge-offs 104.81 107.11 121.08 118.81 108.03 121.35 114.10
Performance ratios (%)
Percent of institutions unprofitable 6.11 7.52 7.34 8.12 6.21 13.60 10.70
Percent of institutions with earnings gains 61.21 62.83 67.34 56.29 73.26 57.71 62.39
Nonint. income to net operating revenue 40.35 42.90 42.92 42.19 41.98 41.05 42.02
Nonint. expense to net operating revenue 63.36 60.68 60.48 59.72 56.95 58.38 59.25
Condition ratios (%)
Nonperforming assets to assets 0.65 0.63 0.74 0.92 0.94 0.92 0.94
Noncurrent loans to loans 0.97 0.95 1.12 1.4 1.46 1.41 1.46
Loss reserve to noncurrent loans 183.22 178.07 149.38 131.72 127.13 131.72 127.13
Loss reserve to loans 1.77 1.68 1.68 1.86 1.85 1.86 1.85
Equity capital to assets 8.49 8.36 8.50 9.06 9.16 9.06 9.16
Leverage ratio 7.54 7.79 7.70 7.79 7.84 7.79 7.84
Risk-based capital ratio 12.23 12.15 12.12 12.71 12.78 12.71 12.78
Net loans and leases to assets 58.45 59.86 60.14 58.26 57.71 58.26 57.71
Securities to assets 18.00 18.25 17.28 17.89 18.85 17.89 18.85
Appreciation in securities (% of par) 1.07 -2.31 0.20 0.82 2.22 0.82 2.22
Residential mortgage assets to assets 20.93 20.78 20.20 21.64 23.29 21.64 23.29
Total deposits to assets 67.64 66.80 66.93 66.82 66.28 66.82 66.28
Core deposits to assets 49.39 46.96 46.39 48.73 48.68 48.73 48.68
Volatile liabilities to assets 31.68 34.94 34.98 31.46 31.42 31.46 31.42
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Loan performance, FDIC-insured commercial banks
Annual 1998-2001, year-to-date through December 31, 2002, fourth quarter 2001,

and fourth quarter 2002
(Dollar figures in millions)

Preliminary Preliminary
1998 1999 2000 2001 2002YTD 200104 2002Q4
Percent of loans past due 30-89 days
Total loans and leases 1.26 1.14 1.26 1.37 1.18 1.37 1.18
Loans secured by real estate (RE) 1.26 1.09 1.26 1.31 1.08 1.31 1.08
1-4 family residential mortgages 1.44 1.43 1.72 1.67 1.48 1.67 1.48
Home equity loans 0.98 0.75 0.98 0.91 0.60 0.91 0.60
Multifamily residential mortgages 0.86 0.57 0.55 0.69 0.45 0.69 0.45
Commercial RE loans 0.99 0.69 0.74 0.90 0.68 0.90 0.68
Construction RE loans 1.50 0.98 1.06 1.21 0.89 1.21 0.89
Commercial and industrial loans 0.88 0.79 0.83 1.01 0.89 1.01 0.89
Loans to individuals 2.43 2.33 2.47 2.46 2.23 2.46 2.23
Credit cards 2.58 2.59 2.66 2.69 2.73 2.69 2.73
Installment loans and other plans 2.33 2.18 2.34 2.55 2.09 2.55 2.09
All other loans and leases 0.51 0.54 0.65 0.84 0.59 0.84 0.59
Percent of loans noncurrent
Total loans and leases 0.97 0.95 1.12 1.4 1.46 1.4 1.46
Loans secured by real estate (RE) 0.91 0.79 0.81 0.96 0.89 0.96 0.89
1-4 family residential mortgages 0.88 0.82 0.90 0.96 0.93 0.96 0.93
Home equity loans 0.42 0.33 0.37 0.39 0.31 0.39 0.31
Multifamily residential mortgages 0.83 0.41 0.44 0.43 0.36 0.43 0.36
Commercial RE loans 0.95 0.77 0.72 0.96 0.95 0.96 0.95
Construction RE loans 0.81 0.67 0.76 1.06 0.98 1.06 0.98
Commercial and industrial loans 0.99 1.18 1.66 2.4 2.92 2.41 2.92
Loans to individuals 1.52 1.42 1.41 1.48 1.51 1.48 1.51
Credit cards 2.22 2.05 2.01 2.12 2.24 212 2.24
Installment loans and other plans 1.06 1.04 0.98 1.21 1.14 1.21 1.14
All other loans and leases 0.34 0.39 0.69 0.96 1.00 0.96 1.00
Percent of loans charged-off, net
Total loans and leases 0.67 0.61 0.67 0.95 1.1 1.32 1.10
Loans secured by real estate (RE) 0.05 0.08 0.09 0.19 0.15 0.22 0.18
1-4 family residential mortgages 0.07 0.1 0.11 0.22 0.14 0.17 0.15
Home equity loans 0.14 0.15 0.18 0.27 0.19 0.39 0.19
Multifamily residential mortgages 0.05 0.02 0.03 0.04 0.07 0.08 0.11
Commercial RE loans 0.00 0.03 0.05 0.14 0.15 0.23 0.19
Construction RE loans 0.01 0.04 0.05 0.14 0.17 0.24 0.22
Commercial and industrial loans 0.42 0.58 0.81 1.43 1.76 2.42 1.75
Loans to individuals 2.69 2.32 2.43 2.73 3.34 3.36 3.14
Credit cards 5.19 4.45 4.39 5.14 6.38 6.35 5.52
Installment loans and other plans 1.04 1.04 1.18 1.29 1.46 1.65 1.62
All other loans and leases 0.39 0.25 0.23 0.41 0.58 0.49 0.76
Loans outstanding ($)
Total loans and leases $3,238,286 $3,491,659 $3,819,516 $3,889,474 $4,160,001 $3,889,474 $4,160,001
Loans secured by real estate (RE) 1,345,589 1,510,342 1,673,325 1,800,226 2,067,999 1,800,226 2,067,999
1-4 family residential mortgages 668,706 737,110 790,030 810,832 945,866 810,832 945,866
Home equity loans 96,647 102,339 127,694 154,157 214,647 154,157 214,647
Multifamily residential mortgages 43,242 53,168 60,406 64,127 71,934 64,127 71,934
Commercial RE loans 370,544 417,633 466,453 505,836 555,801 505,836 555,801
Construction RE loans 106,719 135,632 162,613 193,047 207,437 193,047 207,437
Farmland loans 29,096 31,902 34,096 35,531 38,034 35,531 38,034
RE loans from foreign offices 30,635 32,558 32,033 36,695 34,280 36,695 34,280
Commercial and industrial loans 898,555 969,257 1,051,992 981,394 912,022 981,394 912,022
Loans to individuals 570,863 558,424 606,663 629,896 703,576 629,896 703,576
Credit cards* 228,781 212,051 249,372 232,899 275,753 232,899 275,753
Other revolving credit plans NA NA NA 34,203 38,483 34,203 38,483
Installment loans 342,081 346,373 357,291 362,794 389,340 362,794 389,340
All other loans and leases 427,397 457,309 490,448 481,068 479,802 481,068 479,802
Less: Unearned income 4117 3,673 2,912 3,110 3,399 3,110 3,399

*Prior to March 2001, credit cards included “Other revolving credit plans.”

QUARTERLY JOURNAL, VOL. 22, NO. 1

e MARCH 2003 13



Key indicators, FDIC-insured commercial banks by asset size

Fourth quarter 2001 and fourth quarter 2002

(Dollar figures in millions)

Less than $100M $100M to $1B $1B to $10B Greater than $10B

200104 200204 200104 200204 200104 200204 200104 200204
Number of institutions reporting 4,485 4,168 3,195 3,314 320 325 79 80
Total employees (FTES) 89,778 82,895 298,306 299,662 247,247 245664 1,066,386 1,117,075
Selected income data ($)
Net income $377 $451 $2,271 $2,540 $2,760 $3,548  $13,039 $15,118
Net interest income 2,129 2,065 8,188 8,588 8,812 8,539 39,004 41,347
Provision for loan losses 255 192 1,084 1,004 1,798 1,237 12,417 10,437
Noninterest income 596 566 3,395 3,633 5,468 5,867 31,017 33,805
Noninterest expense 1,996 1,882 7,418 7,857 8,268 8,045 39,885 44,079
Net operating income 356 435 2,202 2,490 2,659 3,431 12,361 13,770
Cash dividends declared 487 444 1,758 1,999 2,725 4,225 10,173 11,665
Net charge-offs to loan and lease 190 156 799 789 2,115 1,162 9,714 9,174
reserve
Selected condition data ($)
Total assets 221,584 211,267 819,921 869,517 915,038 936,690 4,595,093 5,057,739
Total loans and leases 135,356 128,952 532,939 563,766 564,650 568,429 2,656,528 2,898,854
Reserve for losses 1,929 1,871 7,715 8,296 10,371 9,918 52,309 56,871
Securities 53,191 50,647 185,622 200,109 213,575 228,823 719,533 854,309
Other real estate owned 310 332 908 1,147 537 578 1,809 2,100
Noncurrent loans and leases 1,485 1,452 5,058 5,431 5,984 6,056 42,382 47,593
Total deposits 187,697 178,302 668,419 707,074 625,049 639,611 2,896,347 3,164,532
Domestic deposits 187,696 178,296 666,850 705,743 614,417 628,925 2,279,043 2,518,522
Equity capital 24,113 23,507 79,282 85,951 88,868 96,974 401,606 441,491
Off-balance-sheet derivatives 38 67 4,750 6,808 81,546 70,934 45,340,464 56,195,717
Performance ratios (annualized %)
Return on equity 6.21 7.70 11.48 11.88 12.52 14.81 13.07 13.79
Return on assets 0.69 0.87 112 1.18 1.22 1.53 1.13 1.21
Net interest income to assets 3.90 3.96 4.05 3.99 3.91 3.69 3.37 3.30
Loss provision to assets 0.47 0.37 0.54 0.47 0.80 0.54 1.07 0.83
Net operating income to assets 0.65 0.83 1.09 1.16 1.18 1.48 1.07 1.10
Noninterest income to assets 1.09 1.08 1.68 1.69 2.42 2.54 2.68 2.70
Noninterest expense to assets 3.66 3.61 3.67 3.65 3.67 3.48 3.44 3.52
Loss provision to loans and leases 0.76 0.60 0.82 0.72 1.28 0.88 1.87 1.46
Net charge-offs to loans and leases 0.57 0.49 0.61 0.57 1.50 0.82 1.46 1.28
Loss provision to net charge-offs 134.59 122.96 135.63 127.36 85.03 106.50 127.82 113.77
Performance ratios (%)
Percent of institutions unprofitable 18.97 16.31 6.64 4.50 8.13 3.38 12.66 5.00
Percent of institutions with earnings 52.87 57.10 63.79 67.86 65.94 73.23 53.16 67.50
gains
Nonint. income to net operating 21.87 21.50 29.31 29.73 38.29 40.73 44.30 44.98
revenue
Nonint. expense to net operating 73.26 71.56 64.04 64.29 57.90 55.85 56.96 58.65
revenue
Condition ratios (%)
Nonperforming assets to assets 0.81 0.86 0.73 0.76 0.72 0.72 1.00 1.01
Noncurrent loans to loans 1.10 1.13 0.95 0.96 1.06 1.07 1.60 1.64
Loss reserve to noncurrent loans 129.92 128.85 152.52 152.74 173.30 163.77 123.42 119.50
Loss reserve to loans 1.42 1.45 1.45 1.47 1.84 1.74 1.97 1.96
Equity capital to assets 10.88 11.13 9.67 9.88 9.7 10.35 8.74 8.73
Leverage ratio 10.61 10.67 9.17 9.21 8.69 9.08 7.23 7.24
Risk-based capital ratio 16.94 17.10 14.03 14.20 13.70 14.53 12.16 12.12
Net loans and leases to assets 60.22 60.15 64.06 63.88 60.57 59.63 56.67 56.19
Securities to assets 24.00 23.97 22.64 23.01 23.34 24.43 15.66 16.89
Appreciation in securities (% of par) 1.18 2.43 1.14 2.49 0.88 218 0.70 2.15
Residential mortgage assets to assets 21.71 21.66 23.97 23.66 26.22 26.30 20.30 22.74
Total deposits to assets 84.71 84.40 81.52 81.32 68.31 68.28 63.03 62.57
Core deposits to assets 71.59 71.50 68.14 67.98 55.76 55.72 42.76 43.11
Volatile liabilities to assets 14.73 14.47 17.50 17.36 25.86 25.22 35.87 35.69
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Loan performance, FDIC-insured commercial banks by asset size
Fourth quarter 2001 and fourth quarter 2002

(Dollar figures in millions)

Less than $100M $100M to $1B $1B to $10B Greater than $10B

200104 200204  2001Q4 200204 200104 200204 2001Q4 200204

Percent of loans past due 30-89

days
Total loans and leases 1.7 1.60 1.38 1.20 1.33 1.18 1.36 1.15
Loans secured by real estate (RE) 1.55 1.47 1.20 1.04 1.05 0.93 1.41 1.10
1-4 family residential mortgages 2.01 2.04 1.68 1.61 1.36 1.28 1.72 1.47
Home equity loans 0.87 0.62 0.77 0.55 0.81 0.58 0.94 0.60
Multifamily residential mortgages 0.77 0.78 0.61 0.52 0.48 0.35 0.78 0.44
Commercial RE loans 1.17 1.09 0.87 0.72 0.81 0.69 0.94 0.61
Construction RE loans 1.64 1.22 1.15 0.92 1.07 0.92 1.26 0.85
Commercial and industrial loans 1.85 1.69 1.38 1.31 1.27 1.32 0.90 0.74
Loans to individuals 2.88 2.83 2.57 2.30 2.41 2.14 2.44 2.22
Credit cards 2.52 2.04 4.74 412 2.77 2.73 2.59 2.69
Installment loans and other plans 2.94 2.90 2.33 213 2.33 1.99 2.62 2.06
All other loans and leases 1.05 0.93 0.99 0.79 0.92 0.69 0.82 0.55
Percent of loans noncurrent
Total loans and leases 1.10 1.13 0.95 0.96 1.06 1.07 1.60 1.64
Loans secured by real estate (RE) 0.98 1.00 0.83 0.83 0.84 0.88 1.03 0.91
1-4 family residential mortgages 0.88 0.93 0.76 0.80 0.80 0.89 1.06 0.96
Home equity loans 0.30 0.28 0.34 0.24 0.41 0.30 0.40 0.31
Multifamily residential mortgages 0.62 0.74 0.51 0.48 0.45 0.27 0.39 0.34
Commercial RE loans 1.14 1.1 0.91 0.88 0.89 0.91 1.01 0.98
Construction RE loans 1.04 1.06 0.93 0.92 1.06 1.13 1.13 0.94
Commercial and industrial loans 1.62 1.62 1.36 1.46 1.68 1.73 2.68 3.36
Loans to individuals 0.99 1.01 0.95 0.97 1.16 1.07 1.64 1.65
Credit cards 1.64 1.45 3.02 3.50 1.89 2.01 213 2.24
Installment loans and other plans 1.00 1.02 0.66 0.66 0.77 0.65 1.45 1.33
All other loans and leases 1.04 1.17 1.00 1.05 0.74 0.76 0.97 1.01
Percent of loans charged-off, net
Total loans and leases 0.57 0.49 0.61 0.57 1.50 0.82 1.46 1.28
Loans secured by real estate (RE) 0.16 0.14 0.16 0.16 0.15 0.17 0.27 0.19
1-4 family residential mortgages 0.13 0.15 0.13 0.12 0.09 0.16 0.21 0.16
Home equity loans 0.10 0.24 0.15 0.08 0.24 0.13 0.46 0.21
Multifamily residential mortgages 0.16 0.05 0.17 0.07 0.01 0.08 0.07 0.14
Commercial RE loans 0.19 0.14 0.15 0.17 0.19 0.17 0.31 0.21
Construction RE loans 0.22 0.24 0.28 0.30 0.25 0.24 0.23 0.17
Commercial and industrial loans 1.43 1.20 1.31 1.29 3.06 1.18 2.49 1.92
Loans to individuals 1.37 1.29 2.12 2.1 4.34 2.78 3.39 3.36
Credit cards 4.20 4.07 8.64 8.82 9.07 6.22 5.70 5.35
Installment loans and other plans 1.30 1.23 1.23 1.24 1.48 1.11 1.80 1.80
All other loans and leases 0.48 0.45 0.64 0.62 0.55 0.68 0.48 0.79
Loans outstanding ($)
Total loans and leases $135,356  $128,952 $532,939 $563,766 $564,650 $568,429 $2,656,528 $2,898,854
Loans secured by real estate (RE) 79,507 77,629 352,463 385,881 320,174 330,037 1,048,081 1,274,453
1-4 family residential mortgages 34,882 32,713 132,079 132,510 127,032 125,357 516,839 655,286
Home equity loans 2,188 2,291 15,395 19,456 19,637 22,543 116,936 170,357
Multifamily residential mortgages 1,795 1,802 11,833 13,794 14,042 14,802 36,457 41,536
Commercial RE loans 23,191 23,366 134,921 154,313 113,337 118,649 234,387 259,473
Construction RE loans 7,473 7,424 43,680 49,174 41,702 43,472 100,192 107,366
Farmland loans 9,979 10,031 14,517 16,601 4,089 4,168 6,946 7,234
RE loans from foreign offices 0 0 37 33 334 1,045 36,323 33,202
Commercial and industrial loans 23,241 21,661 94,565 95,806 113,810 109,551 749,778 685,005
Loans to individuals 16,858 14,758 58,944 54,160 98,417 92,250 455,678 542,408
Credit cards* 397 363 7,501 6,286 36,975 30,036 188,026 239,068
Other revolving credit plans 295 244 1,593 1,637 3,733 4,058 28,581 32,544
Installment loans 16,166 14,151 49,849 46,237 57,708 58,156 239,070 270,797
All other loans and leases 15,902 15,017 27,573 28,489 32,813 37,075 404,780 399,222
Less: Unearned income 152 113 605 569 564 483 1,789 2,233
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Key indicators, FDIC-insured commercial banks by region
Fourth quarter 2002
(Dollar figures in millions)

Al

Northeast ~ Southeast Central Midwest  Southwest West institutions
Number of institutions reporting 626 1,076 1,681 2,052 1,761 691 7,887
Total employees (FTES) 535,868 406,884 335,526 118,483 175,260 173,275 1,745,296
Selected income data ($)
Net income $5,258 $5,091 $4,686 $1,600 $1,593 $3,428 $21,657
Net interest income 17,927 13,245 12,019 4,530 4,772 8,046 60,539
Provision for loan losses 5,632 2,039 2,142 1,025 458 1,575 12,871
Noninterest income 17,561 8,490 7,060 2,839 2,616 5,305 43,870
Noninterest expense 22,819 13,172 10,487 4,054 4,762 6,569 61,863
Net operating income 4,557 4,697 4,388 1,562 1,536 3,385 20,125
Cash dividends declared 4,230 6,117 3,900 1,006 1,580 1,502 18,333
Net charge-offs to loan and lease reserve 4,771 1,909 1,926 890 410 1,374 11,280
Selected condition data ($)
Total assets 2,405,391 1,590,889 1,439,863 395,294 493,230 750,544 7,075,212
Total loans and leases 1,174,614 973,470 945,182 273,045 298,242 495,448 4,160,001
Reserve for losses 27,258 15,236 16,039 4,981 4,235 9,208 76,957
Securities 468,847 283,644 274,952 64,803 116,188 125,455 1,333,888
Other real estate owned 535 1,096 1,077 348 700 402 4,158
Noncurrent loans and leases 25,132 11,456 13,019 2,966 3,106 4,854 60,532
Total deposits 1,494,118 1,092,999 938,155 265,323 386,540 512,384 4,689,519
Domestic deposits 1,021,654 1,015,976 867,026 259,520 385,136 482,174 4,031,486
Equity capital 207,008 149,525 122,783 41,420 48,169 79,018 647,924
0Off-balance-sheet derivatives 38,827,460 14,643,312 1,801,830 9,772 45,936 749,333 56,077,643
Performance ratios (annualized %)
Return on equity 10.24 13.66 15.34 15.65 13.26 17.64 13.46
Return on assets 0.89 1.29 1.31 1.64 1.31 1.87 1.24
Net interest income to assets 3.02 3.35 3.36 4.65 3.93 4.38 3.46
Loss provision to assets 0.95 0.52 0.60 1.05 0.38 0.86 0.74
Net operating income to assets 0.77 1.19 1.23 1.60 1.26 1.84 1.15
Noninterest income to assets 2.96 215 1.97 291 2.15 2.89 2.51
Noninterest expense to assets 3.84 3.33 2.93 4.16 3.92 3.58 3.53
Loss provision to loans and leases 1.93 0.85 0.91 1.51 0.62 1.32 1.25
Net charge-offs to loans and leases 1.64 0.79 0.82 1.31 0.56 1.15 1.10
Loss provision to net charge-offs 118.05 106.80 111.19 115.15 111.82 114.64 114.10
Performance ratios (%)
Percent of institutions unprofitable 10.70 12.08 7.56 10.77 12.21 12.16 10.70
Percent of institutions with earnings gains 67.25 66.91 63.89 56.82 60.02 69.90 62.39
Nonint. income to net operating revenue 49.48 39.06 37.00 38.52 35.41 39.74 42.02
Nonint. expense to net operating revenue 64.30 60.61 54.96 55.02 64.45 49.20 59.25
Condition ratios (%)
Nonperforming assets to assets 1.1 0.79 1.01 0.84 0.77 0.71 0.94
Noncurrent loans to loans 214 1.18 1.38 1.09 1.04 0.98 1.46
Loss reserve to noncurrent loans 108.46 132.99 123.20 167.95 136.34 189.71 127.13
Loss reserve to loans 2.32 1.57 1.70 1.82 1.42 1.86 1.85
Equity capital to assets 8.61 9.40 8.53 10.48 9.77 10.53 9.16
Leverage ratio 7.43 7.54 7.59 9.52 8.43 8.94 7.84
Risk-based capital ratio 12.88 12.10 12.30 14.05 13.75 13.76 12.78
Net loans and leases to assets 47.70 60.23 64.53 67.81 59.61 64.79 57.711
Securities to assets 19.49 17.83 19.10 16.39 23.56 16.72 18.85
Appreciation in securities (% of par) 1.62 2.80 2.22 2.61 2.69 2.48 2.22
Residential mortgage assets to assets 17.67 28.00 26.52 21.55 27.76 23.12 23.29
Total deposits to assets 62.12 68.70 65.16 67.12 78.37 68.27 66.28
Core deposits to assets 33.95 56.15 53.11 59.00 65.21 55.28 48.68
Volatile liabilities to assets 45.12 22.44 26.88 21.95 20.50 27.40 31.42
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Loan performance, FDIC-insured commercial banks by region
Fourth quarter 2002
(Dollar figures in millions)

All
Northeast ~ Southeast Central Midwest ~ Southwest West institutions
Percent of loans past due 30-89 days
Total loans and leases 1.29 0.93 1.26 1.37 1.30 1.05 1.18
Loans secured by real estate (RE) 1.20 0.91 1.32 0.88 1.20 0.83 1.08
1-4 family residential mortgages 1.52 1.28 1.94 1.04 1.70 1.16 1.48
Home equity loans 0.51 0.59 0.65 0.60 0.65 0.58 0.60
Multifamily residential mortgages 0.43 0.34 0.57 0.30 0.81 0.25 0.45
Commercial RE loans 0.72 0.56 0.86 0.72 0.84 0.43 0.68
Construction RE loans 1.05 0.60 1.15 0.85 0.95 0.98 0.89
Commercial and industrial loans 0.80 0.58 1.09 1.33 1.16 1.09 0.89
Loans to individuals 2.38 2.21 1.88 2.49 2.28 1.94 2.23
Credit cards 2.86 4.26 1.97 2.76 2.29 2.16 2.73
Installment loans and other plans 2.27 1.97 1.98 1.96 2.35 1.83 2.09
All other loans and leases 0.56 0.28 0.77 0.88 0.85 0.52 0.59
Percent of loans noncurrent
Total loans and leases 214 1.18 1.38 1.09 1.04 0.98 1.46
Loans secured by real estate (RE) 1.00 0.70 1.27 0.62 0.94 0.55 0.89
1-4 family residential mortgages 0.99 0.69 1.60 0.45 1.01 0.35 0.93
Home equity loans 0.24 0.25 0.42 0.26 0.29 0.26 0.31
Multifamily residential mortgages 0.24 0.31 0.49 0.36 0.74 0.21 0.36
Commercial RE loans 0.86 0.83 1.31 0.85 0.96 0.70 0.95
Construction RE loans 1.10 0.85 1.18 0.75 0.90 1.03 0.98
Commercial and industrial loans 423 2.73 2.36 1.36 1.49 2.03 2.92
Loans to individuals 2.14 0.92 0.69 1.84 0.77 1.24 1.51
Credit cards 2.45 2.64 1.51 2.28 1.49 1.80 2.24
Installment loans and other plans 217 0.68 0.59 0.92 0.76 0.38 1.14
All other loans and leases 1.24 0.93 0.70 0.97 1.27 0.86 1.00
Percent of loans charged-off, net
Total loans and leases 1.64 0.79 0.82 1.31 0.56 1.15 1.10
Loans secured by real estate (RE) 0.10 0.13 0.32 0.20 0.20 0.09 0.18
1-4 family residential mortgages 0.06 0.12 0.32 0.11 0.20 0.03 0.15
Home equity loans 0.05 0.15 0.35 0.14 0.21 0.10 0.19
Multifamily residential mortgages 0.18 0.03 0.12 0.22 0.17 0.04 0.11
Commercial RE loans 0.06 0.11 0.35 0.36 0.20 0.12 0.19
Construction RE loans 0.00 0.16 0.35 0.45 0.17 0.21 0.22
Commercial and industrial loans 217 1.88 1.25 1.04 1.15 1.92 1.75
Loans to individuals 3.79 1.96 2.20 3.94 1.47 3.77 3.14
Credit cards 5.59 5.96 6.02 5.37 4.55 5.20 5.52
Installment loans and other plans 2.09 1.29 1.57 0.90 1.34 1.4 1.62
All other loans and leases 0.71 0.80 0.84 0.38 0.71 0.95 0.76
Loans outstanding ($)
Total loans and leases $1,174,614  $973,470 $945,182  $273,045  $298,242 $495,448 $4,160,001
Loans secured by real estate (RE) 404,311 560,719 499,538 131,369 192,215 279,847 2,067,999
1-4 family residential mortgages 201,857 264,848 218,627 62,722 75,912 121,900 945,866
Home equity loans 43,411 56,882 69,270 6,527 13,630 24,927 214,647
Multifamily residential mortgages 16,014 15,154 20,584 3,598 5,322 11,262 71,934
Commercial RE loans 90,449 149,308 130,520 35,130 62,513 87,881 555,801
Construction RE loans 21,110 66,131 50,789 11,607 27,906 29,893 207,437
Farmland loans 1,400 5,235 9,282 11,785 6,931 3,401 38,034
RE loans from foreign offices 30,070 3,162 465 0 0 583 34,280
Commercial and industrial loans 297,869 206,723 214,079 42,101 56,508 94,742 912,022
Loans to individuals 288,495 114,008 108,579 70,445 34,091 87,956 703,576
Credit cards 139,878 15,570 15,907 48,374 1,467 54,557 275,753
Other revolving credit plans 22,358 4,487 5,463 796 1,000 4,380 38,483
Installment loans 126,260 93,951 87,209 21,275 31,625 29,019 389,340
All other loans and leases 186,152 92,324 123,157 29,179 15,685 33,305 479,802
Less: Unearned income 2,214 305 170 49 258 402 3,399
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CONDITION AND PERFORMANCE OF COMMERCIAL BANKS

Glossary

Data Sources

Data are from the Federal Financial Institutions Examination Council (FFIEC) Reports of
Condition and Income (call reports) submitted by all Federal Deposit Insurance Corporation
(FDIC) -insured, national-chartered and state-chartered commercial banks and trust companies

in the United States and its territories. Uninsured banks, savings banks, savings associations, and
U.S. branches and agencies of foreign banks are excluded from these tables. All data are collected
and presented based on the location of each reporting institution’s main office. Reported data may
include assets and liabilities located outside of the reporting institution’s home state.

The data are stored on and retrieved from the Office of the Comptroller of the Currency’s
(OCC’s) Integrated Banking Information System (IBIS), which is obtained from the FDIC’s
Research Information System (RIS) database.

Computation Methodology

For performance ratios constructed by dividing an income statement (flow) item by a balance
sheet (stock) item, the income item for the period was annualized (multiplied by the number of
periods in a year) and divided by the average balance sheet item for the period (beginning-of-
period amount plus end-of-period amount plus any interim periods, divided by the total number
of periods). For “pooling-of-interest” mergers, prior period(s) balance sheet items of “acquired”
institution(s) are included in balance sheet averages because the year-to-date income reported
by the “acquirer” includes the year-to-date results of “acquired” institutions. No adjustments
are made for “purchase accounting” mergers because the year-to-date income reported by the
“acquirer” does not include the prior-to-merger results of “acquired” institutions.

Definitions
Commercial real estate loans—loans secured by nonfarm nonresidential properties.

Construction real estate loans—includes loans for all property types under construction, as well
as loans for land acquisition and development.

Core deposits—the sum of transaction deposits plus savings deposits plus small time deposits
(under $100,000).

IBIS—OCC'’s Integrated Banking Information System.
Leverage ratio—Tier 1 capital divided by adjusted tangible total assets.

Loans to individuals —includes outstanding credit card balances and other secured and
unsecured installment loans.
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CONDITION AND PERFORMANCE OF COMMERCIAL BANKS

Net charge-offs to loan and lease reserve —total loans and leases charged off (removed from
balance sheet because of uncollectibility), less amounts recovered on loans and leases previously
charged off.

Net loans and leases to assets —total loans and leases net of the reserve for losses.

Net operating income—income excluding discretionary transactions such as gains (or losses) on
the sale of investment securities and extraordinary items. Income taxes subtracted from operating
income have been adjusted to exclude the portion applicable to securities gains (or losses).

Net operating revenue —the sum of net interest income plus noninterest income.

Noncurrent loans and leases —the sum of loans and leases 90 days or more past due plus loans
and leases in nonaccrual status.

Nonperforming assets—the sum of noncurrent loans and leases plus noncurrent debt securities
and other assets plus other real estate owned.

Number of institutions reporting—the number of institutions that actually filed a financial
report.

Off-balance-sheet derivatives—the notional value of futures and forwards, swaps, and options
contracts; beginning March 31, 1995, new reporting detail permits the exclusion of spot foreign
exchange contracts. For March 31, 1984 through December 31, 1985, only foreign exchange
futures and forwards contracts were reported; beginning March 31, 1986, interest rate swaps
contracts were reported; beginning March 31, 1990, banks began to report interest rate and other
futures and forwards contracts, foreign exchange and other swaps contracts, and all types of
option contracts.

Other real estate owned — primarily foreclosed property. Direct and indirect investments in real
estate ventures are excluded. The amount is reflected net of valuation allowances.

Percent of institutions unprofitable —the percent of institutions with negative net income for
the respective period.

Percent of institutions with earnings gains—the percent of institutions that increased their net
income (or decreased their losses) compared to the same period a year earlier.

Reserve for losses—the sum of the allowance for loan and lease losses plus the allocated transfer
risk reserve.

Residential mortgage assets—the sum of 1- to 4-family residential mortgages plus mortgage-
backed securities.

Return on assets (ROA)—net income (including gains or losses on securities and extraordinary
items) as a percentage of average total assets.

Return on equity (ROE)—net income (including gains or losses on securities and extraordinary
items) as a percentage of average total equity capital.
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CONDITION AND PERFORMANCE OF COMMERCIAL BANKS

Risk-based capital ratio—total capital divided by risk-weighted assets.

Risk-weighted assets—assets adjusted for risk-based capital definitions, which include on-
balance-sheet as well as off-balance-sheet items multiplied by risk weights that range from zero
to 100 percent.

Securities—excludes securities held in trading accounts. Effective March 31, 1994, with the full
implementation of Financial Accounting Standard (FAS) 115, securities classified by banks as
“held-to-maturity” are reported at their amortized cost, and securities classified a “available-for-
sale” are reported at their current fair (market) values.

Securities gains (losses) —net pre-tax realized gains (losses) on held-to-maturity and available-
for-sale securities.

Total capital —the sum of Tier 1 and Tier 2 capital. Tier 1 capital consists of common equity
capital plus noncumulative perpetual preferred stock plus minority interest in consolidated
subsidiaries less goodwill and other ineligible intangible assets. Tier 2 capital consists of
subordinated debt plus intermediate-term preferred stock plus cumulative long-term preferred
stock plus a portion of a bank’s allowance for loan and lease losses. The amount of eligible
intangibles (including mortgage servicing rights) included in Tier 1 capital and the amount

of the allowance included in Tier 2 capital are limited in accordance with supervisory capital
regulations.

Volatile liabilities—the sum of large-denomination time deposits plus foreign-office deposits
plus federal funds purchased plus securities sold under agreements to repurchase plus other
borrowings. Beginning March 31, 1994, new reporting detail permits the exclusion of other
borrowed money with original maturity of more than one year; previously, all other borrowed
money was included. Also beginning March 31, 1994, the newly reported “trading liabilities less
revaluation losses on assets held in trading accounts” is included.
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SPECIAL STUDIES

The Structure, Scope, and Independence of Bank
Supervision: An International Comparison

by Daniel E. Nolle, Senior Financial Economist, Policy Analysis Division*

Introduction

Many countries around the world have experienced banking crises in the past two decades, and
all countries are witnessing substantial changes in the structure and nature of banking. These
developments have led national and multilateral policymakers to focus increased attention on the
crucial role of banking supervision. This focus is reinforced by the fact that “one of the important
[international] trends has been, and continues to be, a move away from regulation and towards
supervision.”!

In light of this trend, policy discussions specifically focus on several issues that must be
addressed in establishing and maintaining effective supervision, including the structure, scope,
and independence of bank supervision.

* Should banks be subject to one or multiple supervisory authorities?
e Should the central bank be involved in bank supervision?

* Should bank supervisory authorities supervise other financial service industries, including in
particular securities and insurance?

¢ To what degree should bank supervisors be subject to political and economic policy pressure
and influence?

How these issues are addressed is important because policies that fail to provide for an
appropriate bank supervisory framework may undermine bank performance and even lead to full-
scale banking crises.

* The views expressed in this article are those of the author, and do not necessarily represent those of the Office of
the Comptroller of the Currency (OCC) or the U.S. Treasury Department. The author wishes to thank Cindy Lee for
assistance with the data and Rebecca Miller for excellent editorial assistance.

Crockett, Andrew (2001), “Banking Supervision and Regulation: International Trends,” Paper presented at the 64th
Banking Convention of the Mexican Bankers’ Association, Acapulco, March 30. “Regulation” refers to the set of laws
and rules applicable to banking, and “supervision” is defined as the monitoring by authorities of banks’ activities and
the enforcement of banking regulations.
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The intense interest policymakers have shown in these issues has not been matched by
researchers. In particular, there is very little systematic empirical evidence on how, or indeed
whether, the structure, scope, and independence of bank supervision affect the banking industry.
This gap was addressed in a recent OCC working paper (Working Paper 2002-2),2 which this
article summarizes.

Section I of this article provides information on the structure, scope, and independence of banking
supervision across a wide range of developed and emerging market economies. Section II

draws on the discussion in the OCC Working Paper 2002-2 of the conceptual debates to explain
possible channels of influence of the structure, scope, and independence of banking supervision
on bank performance. Section III summarizes the statistical tests developed in the working paper
to test whether and how the structure, scope, and independence of banking supervision affect a
key dimension of bank performance —bank profitability. The results indicate, at most, a weak
influence for the type of structure of supervision on actual bank performance.

I. The Structure, Scope, and Independence of Bank Supervision
Around the Globe

Supervisory Structure: Single or Multiple Bank Supervisors?

A key policy decision in designing the structure of a bank supervisory system is whether there
should be a single bank supervisory authority or multiple supervisors. Although previous
conceptual literature covers a number of possible advantages and disadvantages to each option,
perhaps the strongest reason for advocating a single supervisory authority is because of a fear of
“competition in laxity” between multiple supervisors, while those in favor of having two or more
bank supervisors stress the benefits of a “competition in ideas” among multiple supervisors.>

One essential set of information largely missing from the previous literature on the issue of the
structure of supervision is what different countries around the world have chosen to do. Table 1
provides information on the international “landscape” of bank supervisory structure.* The vast
majority of countries—83 percent of the 118 countries for which the relevant information is
available—have a single bank supervisory authority. Nevertheless, 20 countries (17 percent of the

2Barth, James R., Daniel E. Nolle, Triphon Phumiwasana, and Glenn Yago (2002), “A Cross-Country Analysis of
the Bank Supervisory Framework and Bank Performance,” Economic and Policy Analysis Working Paper 2002-2
(September), Office of the Comptroller of the Currency.

30CC Working Paper 2002-2 includes an extended discussion and summary of the previous literature on the possible
advantages and disadvantages of single versus multiple bank supervisors. See especially pp. 6-9.

“Tables 14 in this article draw directly on detailed information in the working paper and augment that information
with new information on a wider range of countries. The data come from a World Bank survey of 118 countries’ bank
supervisory authorities. Not all of the countries listed in Tables 1-4 were included in the statistical analyses in the
working paper because of gaps in necessary complementary data, as required by the statistical model developed in that

paper.
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total), including the United States, assign banking supervision to multiple supervisory authorities.
There is no systematic pattern to the division between single and multiple supervisory regimes
across geographical regions or country income levels.

Supervisory Structure: A Role for the Central Bank?

Countries must also decide whether to assign responsibility for bank supervision to the central
bank. As with the issue of single or multiple bank supervisors, the conceptual literature is split
on the relative advantages and disadvantages of the central bank being a bank supervisor.>
Perhaps the most strongly emphasized argument in favor of assigning supervisory responsibility
to the central bank is that as a bank supervisor, the central bank will have first-hand knowledge
of the condition and performance of banks. This in turn can help it identify and respond to the
emergence of a systemic problem in a timely manner.

Those pointing to the disadvantages of assigning bank supervision to the central bank stress the
inherent conflict of interest between supervisory responsibilities and responsibility for monetary
policy. The conflict could become particularly acute during an economic downturn, in that the
central bank may be tempted to pursue a too-loose monetary policy in order to avoid adverse
effects on bank earnings and credit quality, and/or encourage banks to extend credit more liberally
than warranted based on credit quality conditions in order to complement an expansionary
monetary policy.

As with the single-multiple supervisor debate, a useful first step in addressing the debate over the
bank supervisory role of the central bank is to ascertain basic facts. Table 2 compares the bank
supervisory role of the central bank in 117 countries. More than three-fourths of the 117 countries
shown assign banking supervision to the central bank, including 64 percent in which the central
bank is the single bank supervisory authority. Like the United States, a few countries (12 percent
of the total) give bank supervisory authority to the central bank and at least one other agency.
About one-fifth of the countries do not assign any bank supervisory responsibilities to the central
bank.

The Scope of Supervision: Which Financial Institutions Should the Bank
Supervisor Supervise?

Policymakers have also grappled with the issue of whether bank supervisory authorities should be
responsible for the supervision of nonbank financial service industries—in addition to banking.
Impetus for the debate over the scope of supervisors’ responsibilities comes from the ongoing
blurring of distinctions between different types of financial activities, the growing complexity and
size of financial services firms, and the increasing globalization of financial services. In general,

50CC Working Paper 20022 summarizes the theoretical debate and the small amount of empirical literature on this
issue on pp. 9-12.
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Table 1—Single banking supervisory authority predominates (118 countries)

Region Single Banking Supervisory Authority Multiple Banking
Supervisory
Authorities

Africa Botswana Burundi Egypt Rwanda
Gambia Ghana Kenya
Lesotho Malawi Morocco
Namibia Nigeria South Africa
Zambia

Americas Bolivia Brazil Canada Argentina
Chile El Salvador Guatemala United States
Guyana Honduras Jamaica Puerto Rico
Mexico Panama Peru
Trinidad and Tobago Venezuela

Asia/Pacific Azerbaijan Bangladesh Bhutan Australia
Cambodia China India Korea
Indonesia Israel Japan Taiwan
Jordan Malaysia Maldives Thailand
New Zealand Kuwait Kazakhstan
Kyrgyzstan Lebanon Nepal
Philippines Qatar Saudi Arabia
Singapore Sri Lanka Tajikistan
Tonga Turkmenistan Vietnam

Europe Albania Austria Belgium Belarus
Bosnia-Herzegovina Bulgaria Croatia Czech Republic
Denmark Estonia Finland Germany
France Georgia Greece Hungary
Iceland Ireland Italy Latvia
Liechtenstein Lithuania Luxembourg Poland
Macedonia Moldova Netherlands Turkey
Portugal Romania Slovakia Yugoslavia
Slovenia Spain Sweden
Switzerland Cyprus United Kingdom

Offshore Financial Centers | Aruba Bahrain Cayman Islands Gibraltar
British Virgin Islands Guernsey Macau Vanuatu
Malta Mauritius Oman

Seychelles
Turks and Caicos Islands

Solomon Islands
Western Samoa

St. Kitts and Nevis

Sources: Barth, James R., Daniel E. Nolle, Triphon Phumiwasana, and Glenn Yago, “A Cross-Country Analysis of the Bank Supervisory
Framework and Bank Performance,” Economic and Policy Analysis Working Paper 20022 (September), Office of the Comptroller of

the Currency; and World Bank.
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Table 2—Majority of Countries Rely on Central Bank as a Supervisory Authority
(117 countries)

Region Central Bank Only Central Bank Among Central Bank Not a
Multiple Supervisors Bank Supervisor

Africa Botswana Lesotho Rwanda

Burundi Malawi

Egypt Morocco

Gambia Nigeria

Ghana South Africa

Kenya Zambia
Americas Brazil Jamaica Argentina Bolivia Mexico

Guatemala Trinidad and Tobago | United States Canada Panama

Guyana Chile Peru

El Salvador Puerto Rico

Asia/Pacific | Armenia Malaysia Taiwan Australia Venezuela

Azerbaijan Maldives Thailand Japan

Bangladesh Nepal Korea

Bhutan New Zealand

Cambodia Philippines

China Qatar

India Saudi Arabia

Indonesia Singapore

Israel Sri Lanka

Jordan Tajikistan

Kazakhstan Tonga

Kuwait Turkmenistan

Kyrgyzstan Vietnam

Lebanon
Europe Albania Macedonia Belarus Austria

Bosnia-Herzegovina  Cyprus Czech Republic Belgium

Bulgaria Moldova Germany Denmark

Croatia Netherlands Hungary Finland

Estonia Portugal Latvia France

Georgia Romania Poland Iceland

Greece Russia Turkey Liechtenstein

Ireland Slovakia Yugoslavia Luxembourg

[taly Slovenia Sweden

Lithuania Spain Switzerland
Offshore Aruba Oman Vanuatu British Virgin Islands
Financial Bahrain Seychelles Gibraltar
Centers Cayman Islands St. Kitts and Nevis Guernsey

Macau Solomon Islands Turks and Caicos

Malta Western Samoa

Mauritius

64% of countries 12% of countries 22% of countries

Sources: Barth, James R., Daniel E. Nolle, Triphon Phumiwasana, and Glenn Yago, “A Cross-Country Analysis of the Bank
Supervisory Framework and Bank Performance,” Economic and Policy Analysis Working Paper 2002-2 (September), Office of the
Comptroller of the Currency; and World Bank.
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the debate has been cast in terms of whether or not it is best to have a single “consolidated,” or
“unified,” supervisor of all financial services.®

Much of the discussion about consolidating financial services supervision takes as its starting
point the observation that financial service companies are growing increasingly complex.
Financial conglomerates that operate in the banking, securities, and insurance industries are
among the most powerful corporations in many countries. In order to supervise such entities
effectively, and in particular to insure that supervisory oversight of risk management by such
conglomerates is not fragmented, uncoordinated, or incomplete, some have argued that a
supervisor with broad scope to cover all financial services is necessary. The most significant
argument against a supervisory authority with broad scope is that it would result in an undue
concentration of power that would otherwise be somewhat dispersed among several agencies.

Table 3 presents an international comparison of the scope of supervision across 116 countries. In
the majority of countries (55 percent) the authority responsible for bank supervision is confined
to just the banking industry. However, bank supervisory authorities also supervise securities firms
in 11 percent of the countries and insurance firms in 20 percent of the countries. In 16 countries
(14 percent), the authority responsible for bank supervision also supervises both securities and
insurance firms.

A third bank supervision issue has begun to receive far greater attention from researchers in
the wake of numerous recent and costly banking and currency crises. There is an emerging
consensus, arising out of the burgeoning research on the causes of banking and currency crises,
that independence for supervisory authorities is crucial for well-functioning banks and, more

5Generally the discussion focuses on banks, securities firms, and insurance companies. Abrams, Richard K., and
Michael W. Taylor (2000), “Issues in the Unification of Financial Sector Supervision” IMF Working Paper 213,
includes a discussion of a “unified” supervisor also having supervisory responsibility for pension funds, finance houses,
and leasing companies. They also note that the case for consolidating the supervision of banking and securities firms
may be stronger than for including insurance firms as well. This is because, for banking and securities firms, “risks
tend to arise on the assets side of the balance sheet,” whereas for insurance firms “the main financial risks occur on the
liabilities side of the balance sheet (i.e., the primary risk is unanticipated claims by policyholders)” [Abrams and Taylor
(2000, p. 9)].

In the debate over unified supervision, more attention generally has been given to a discussion of consolidation

of “prudential” supervision (i.e., safety and soundness), as compared to “conduct of business” supervision (i.e.,
consumer and investor protection). Nevertheless, both issues have played a prominent part in policy debates in the
United Kingdom, where the Financial Services Authority (FSA) became the first consolidated supervisor to have wide
responsibility for both of these main aspects of supervision. In Australia, however, a “twin peaks” supervisory structure
was constructed that gives prudential supervision responsibility to the Australian Prudential Regulation Authority and
conduct of business supervision responsibility to the Australian Securities and Investments Commission. Although
the latter has responsibility across banking, insurance, and securities firms, the former has responsibility over banking
and insurance firms, but not securities firms. Abrams and Taylor (2000) discuss the issue of an even wider scope for

a unified supervisory authority, which could include the setting of accounting standards and competition (antitrust)
policy.
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Table 3. Scope of Supervision for Bank Supervisors: International Comparison
(116 countries)

Banks Only Banks and Banks and Banks, Securities,

Securities Firms | Insurance Firms and Insurance Firms
Argentina Albania Armenia Belgium Anguilla Australia
Bahamas Bahrain Bangladesh Bermuda Aruba Bolivia
Barbados Belarus Bosnia-Herzegovina Cyprus Austria China
Botswana Brazil Bulgaria Finland British Virgin Islands | Denmark
Cambodia Chile Croatia France Canada Guernsey
Czech Republic Egypt Estonia Guyana Cayman Islands Iceland
Georgia Germany Ghana Hungary Ecuador Japan
Greece Hong Kong India Ireland El Salvador Jersey
Indonesia Israel ltaly Isle of Man Ethiopia Korea
Jamaica Jordan Kazakhstan Luxembourg Gambia Malta
Kenya Kuwait Latvia Mexico Gibraltar Norway
Liechtenstein Lithuania Macedonia Saudi Arabia Guatemala Singapore
Maldives Mauritius Mozambique Switzerland Honduras Sweden
Netherlands  Nepal New Zealand Lesotho United Kingdom
Nigeria Oman Panama Macau Uruguay
Philippines Poland Portugal Malaysia Zambia
Romania Russia Seychelles Malawi
Slovakia Slovenia South Africa Paraguay
Spain Sri Lanka Taiwan Peru
Thailand Trinidad and Tobago Tunisia Saudi Arabia
Turkey United States Vanuatu Sierra Leone
Venezuela Suriname

Turks and Caicos

55% of countries 11% of countries| 20% of countries 14% of countries

Sources: Barth, James R., Daniel E. Nolle, Triphon Phumiwasana, and Glenn Yago, “A Cross-Country Analysis of the Bank
Supervisory Framework and Bank Performance,” Economic and Policy Analysis Working Paper 2002-2 (September), Office of
the Comptroller of the Currency; and Courtis, Neil (ed.), “How Countries Supervise Their Banks, Insurers and Securities Markets
2002,” London: Central Banking Publications (2001).

generally, for financial system stability.” Supervisors are “independent” to the extent they are
insulated from, or able to resist, pressure and influence to modify supervisory practices in order to
advance a policy agenda that is at odds with the maintenance of a safe and sound banking system.
Supervisory independence allows bank supervisors to monitor the financial condition of banks in
a strictly professional and consistent fashion. In addition, it allows them to elicit the appropriate
level of responsiveness to the guidance, constructive criticism, and direction they give to banks.
In essence, supervisory independence makes it possible for supervisors to “call it like they see it”
and to have their advice and orders heeded.

"The issue of independence for supervisory authorities has also attracted increasing attention among policymakers.

In particular, the Basel Commiittee’s 1997 Core Principles for Effective Banking Supervision highlights supervisory
independence. The Core Principles is comprised of 25 basic principles that need to be in place for a supervisory
system to be effective. The principles cover licensing, prudential regulations and requirements, methods of supervision,
information requirements, formal powers of supervisory authorities, and cross-border banking. Importantly, the first
principle outlines necessary “preconditions for effective banking supervision,” and chief among these fundamental
preconditions is that agencies responsible for banking supervision “should possess operational independence.” (Core
Principles, p. 4.)

QUARTERLY JOURNAL, VOL. 22, NO. 1 « MARCH 2003 27


http://www.bis.org/publ/bcbs30a.pdf

SPECIAL STUDIES

Using information from the World Bank, the working paper constructs an index of the degree

of independence bank supervisors possess. The index, with values from 1 (low independence)

to 3 (high independence), was based on supervisory authorities’ answers to a series of questions
designed to ascertain how insulated from political pressure the supervisor is. Table 4 displays
how 104 countries ranked according to this index. Just over half (54 percent) of the countries
have bank supervisory authorities with relatively low independence, while almost one-quarter
(24 percent) have relatively high independence; 22 percent of the countries rank in between. One
pattern that emerges from this ranking is that less developed economies are less likely to have
highly independent bank supervisory authorities.

Table 4. Independence of Bank Supervisory Authorities: International Comparison
(104 countries)

Region Low Independence Medium Independence High Independence
Africa Botswana Morocco Egypt

Burundi Nigeria Ghana

Gambia Rwanda Lesotho

Kenya Malawi

South Africa Zambia
Americas Argentina Guyana Bolivia Canada

Brazil Honduras Trinidad and  Jamaica

Tobago

Chile Mexico Venezuela Panama

El Salvador Guatemala Peru

Puerto Rico United States
Asia/Pacific | Bhutan Philippines Bahrain Indonesia Australia

Cambodia Vietnam Kuwait Japan Lebanon

China Sri Lanka Bangladesh  Singapore Qatar

Israel Taiwan Malaysia Thailand Saudi Arabia

Korea Tajikistan India Jordan

Nepal New Zealand Maldives Tonga
Europe Austria Greece Belgium Sweden Belarus Poland

Czech Republic Lithuania Switzerland  Cyprus France Netherlands

Denmark Macedonia Croatia Liechtenstein Portugal Spain

Estonia Moldova Italy Germany Turkey

Finland Romania Slovenia United Kingdom

Hungary Russia Ireland Luxembourg
Offshore Aruba Oman Guernsey Solomon Islands
Financial British Virgin Islands
Centers St. Kitts and Nevis Islands

Cayman Islands

Turks and Caicos Islands

Gibraltar Macau

Malta Mauritius

Vanuatu Western Samoa

54% of countries 22% of countries 24% of countries

Sources: Barth, James R., Daniel E. Nolle, Triphon Phumiwasana, and Glenn Yago, “A Cross-Country Analysis of the Bank
Supervisory Framework and Bank Performance,” Economic and Policy Analysis Working Paper 2002-2 (September), Office of the
Comptroller of the Currency; and World Bank.
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Il. Impact on Bank Performance?

As decision makers consider policy changes affecting the structure, scope, and independence
of banking supervision, a key issue is whether these aspects of bank supervision affect bank
performance. A related question is, “If there is an impact on bank performance, what is the
direction of the impact?” OCC Working Paper 2002-2 is the first to provide systematic
empirical evidence on this issue, by developing a statistical model in which the structure,
scope, and independence of supervision enter as explanatory factors for a key dimension of
bank performance —profitability. Before summarizing that evidence, it is useful to consider
possible channels of influence of bank supervision structure, scope, and independence on bank
profitability.®

If a multiple supervisors system leads to a competition in laxity, which in turn could encourage
poor risk management by banks, then one could argue that a single supervisor system is to be
preferred for avoiding this route to a detrimental impact on bank performance. In addition,
some have argued that a single supervisor system imposes less regulatory burden on banks than
does a more complicated multiple supervisors system. To the extent there is less burden, bank
costs would be lower and profits higher. However, if a multiple supervisors system results in

a competition in ideas between supervisory authorities, and hence greater responsiveness to
banking industry innovations than would be the case under a single supervisor system, bank
profitability would be enhanced. With equally plausible conceptual arguments, but no empirical
evidence on the issue, it is not possible to say definitively what the expected direction of influence
would be for this aspect of the structure of supervision on bank profitability.

In the absence of previous empirical evidence, one also must be agnostic about the relationship
between [or prediction of] bank profitability and whether or not the central bank is the
supervisory authority. This is particularly true with respect to the conflict of interest between
managing monetary policy and being responsible for bank supervision. On the one hand, if,
during a downturn in the economy the central bank eases up on banks, and they therefore
subsequently grow out of credit quality problems (i.e., there is “enlightened forbearance”), then
the central bank’s conflict of interest will have resulted in a positive impact on bank profitability.
On the other hand, if supervisory easing encourages poor credit extension, and subsequently even
worse credit quality problems, bank profitability would decline.

Similarly, the conceptual research yields no definitive directional prediction for the effect
of the scope of bank supervision on bank profitability. It is possible, for example, that a
consolidated supervisor would foster better risk management by banks, especially large, complex

8The current discussion draws on a much more detailed discussion in the OCC working paper of the prior conceptual
literature on the advantages and disadvantages of various supervisory structure, scope, and independence policy
options.

QUARTERLY JOURNAL, VOL. 22, NO. 1 « MARCH 2003 29



SPECIAL STUDIES

organizations, and hence result in better banking industry performance. However, it has also
been argued that a supervisor with a wide scope of financial activity to oversee might be less
attuned to the banking industry and its innovations than to some other aspect of the financial
services industry. This lack of focus could lead to less responsiveness to the needs of the banking
industry, resulting in lower profitability than under a more narrowly focused supervisory system.
As with the issues of single versus multiple supervisors and the role of the central bank in bank
supervision, without clear-cut guidance from the conceptual literature, and in the absence of
previous empirical evidence, it is not possible to unambiguously predict the effect of the scope of
supervision on bank profitability.

There is no ambiguity in the expected effect for supervisory independence on bank performance.
Under a supervisory regime dominated by political pressures instead of market forces, banks are
more likely to make (and/or be compelled by the government to make) credit extension decisions
that advance a particular political agenda. With an independent supervisor able to effectively
encourage banks to make decisions on the basis of objective credit quality criteria, bank
performance and profitability will be better.

lll. An Empirical Test of the Impact of the Structure, Scope, and
Independence on Bank Profitability

Data and Model

The OCC working paper develops a multivariate regression model to test whether the structure,
scope, and independence of bank supervision affect bank profitability. The analysts use country-
specific data from a new World Bank database, as well as country-specific data on banking
industry structure and performance collected in an OCC survey of over 100 supervisory agencies
around the world. The resultant data set was then combined with bank-specific data from
FitchIBCA’s BankScope database to yield a data set of over 2,300 banks in 55 countries.

The analysts observe that there is a group of recent empirical studies employing cross-country
data to investigate the determinants of bank profitability.® Following those studies, they model
bank profitability (measured as the bank-specific ratio of pre-tax profits to total assets) as a
function of bank-specific variables (such as the bank capital to asset ratio), country-specific
macroeconomic variables (e.g., gross domestic product per capita), and other control variables
such as the percent of banking system assets that are government-owned.*° To this they add new

°Among the most significant are Demirgiig-Kunt, Asli, and Harry Huizinga (2000), “Financial Structure and Bank
Profitability,” World Bank Policy Research Working Paper 2430; and Demirguic-Kunt, Asli, and Harry Huizinga (1999),
“Determinants of Commercial Bank Interest Margins and Profitability: Some International Evidence,” The World Bank
Economic Review 13: 2: 379-408.

10See OCC Working Paper 2002-2, Table 6, and pp. 26-33 for a detailed description of the model variables.
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variables to test for the influence of the structure, scope, and independence of supervision on bank
profitability, as follows: SINGLE for whether a banking system has one or multiple supervisory
authorities, CBANK for whether or not the central bank is a bank supervisor, SCOPE for the
range of financial services industries for which the bank supervisory authorities are responsible,
and INDSUP for the degree of independence the bank supervisor enjoys. Table 5 precisely defines
these key variables, and shows their expected impact on bank profitability.

Table 5—Banking Supervisory Variables and Expected Impact on Bank Profitability

Supervisory  Concept Value Expected Impact
Variable on bank
profitabliity
SINGLE Is there a single bank supervisor, or 1 if there is a single bank supervisor, 0 if ~ ?
are there multiple supervisors? there are multiple supervisors.
CBANK Is the central bank a bank supervisor? 1 if central bank is a bank supervisor, 0 if ~ ?
it is not.
SCOPE Do bank supervisory authorities also 1 if bank supervisor has responsibility for ~ ?
supervise other financial industries? securities firms, insurers, or both, 0 if
bank supervisor just supervises banks.
INDSUP Independence of supervisor: How 1 = low independence, 2 = medium Positive
independent from outside political independence, 3 = high independence

pressures is the supervisory authority?

Note: “?” indicates theoretical ambiguity about the expected impact.

Empirical Results

The results of the regression analysis of the determinants of bank profitability are in line with
the previous cross-country research on which the working paper’s model is based.** This article
focuses primarily on the new supervisory structure, scope, and independence variables’ results,
which are displayed in Table 6. That table shows six sets of regression results for the supervisory
variables, entered separately and in combination with each other. The top line in the table
highlights the only statistically significant result: regardless of whether it is entered as the lone
supervisory variable in the equation, or in combination with one or more of the other supervisory
variables of interest, only SINGLE is statistically significant. The positive sign on this variable
indicates that, controlling for other determinants of bank profitability (not shown), banks in a
system with a single supervisor will perform better than under a multiple supervisors system.

11See OCC Working Paper 2002-2, Tables 8—11 and pp. 34-39 for a detailed discussion of regression results.
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Table 6 —Impact of Bank Supervisory Variables on Bank Profitability:
Ordinary Least Squares Estimation Results

Bank supervisory variables Estimated coefficients
SINGLE 0.0083* 0.0090* 0.0090*
(0.028) (0.028) (0.031)
CBANK -0.0020 0.0014 -0.0021
(0.366) (0.550) (0.561)
SCOPE 0.0009 -0.0051
(0.650) 0.177)
INDSUP -0.0027 -0.0025
(0.199) (0.262)
Summary statistics:
Adjusted R? 0.1922 0.1906 0.1923 0.1910 0.1910 0.1933
F-statistic 27.92** 27.64** 26.59** 27.54* 27.70** 24.27*
Number of observations 2,368 2,368 2,368 2,354 2,368 2,354
Number of countries 55 55 55 53 55 53

Notes: See table 5 for description of bank supervisory variables.
* Significant at the 5% level

** Significant at the 1% level

p-values in parentheses

The working paper’s authors caution against drawing firm conclusions based on these results,
however. In particular, they introduce an alternative set of data on supervisory structure, based
on information from a private sector catalog of financial supervisors across the globe.2 This set
of data is largely in accord with the data from the World Bank survey of supervisory authorities.
However, in the case of a few countries, the two sources of information differ because a key
difficulty in characterizing the structure of supervision is being able to ascertain “where to draw
the line” in deciding if an agency has supervisory power.** For example in France, central bank
officials contribute to deliberations conducted by the bank supervisory authority but do not
themselves have direct responsibility for bank supervision. Is the central bank a bank supervisory
authority? It is possible for reasonable people to disagree on the answer.

In light of this, the analysts re-estimated the regressions using the somewhat different data on
supervisory structure. They found only one significant difference between the re-estimated results
and their first results: the statistical significance of the SINGLE variable disappeared. That is,

the alternative data yielded results indicating that, whether there is a single bank supervisor or
multiple bank supervisory authorities, this has no impact on bank performance.

2Courtis, Neil (ed.) (1999), How Countries Supervise Their Banks, Insurers and Securities Markets, London: Central
Banking Publications, compiled detailed information on financial system supervision in 137 countries.

13For Argentina, Canada, Czech Republic, France, Japan, Korea, Poland, Thailand, and Turkey, there are discrepancies
between the two data sets in whether there is a single bank supervisor or multiple bank supervisors. In addition, for one
of the countries (France), there is a discrepancy in the supervisory role played by the central bank.
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IV. Conclusions

In a recent address, Edgar Meister, member of the directorate of the Deutsche Bundesbank,
pointed out that the “design of regulatory and supervisory responsibilities is one of the most
important matters affecting the future course of financial market policy. There is, however, no
universally valid answer to the question of #ow this should be done.”** He went on to observe
that the “best way of organizing supervision cannot be derived from theory.”*> Policymakers in

a growing number of countries not only continue to debate supervisory framework issues, but

a growing number have acted to radically change supervision within their countries. They have
had to do so without the benefit of empirical evidence on the impact of choices about supervisory
structure on the banking industry. The primary aim of the OCC’s working paper is to provide such
evidence. The results published in this paper indicate, at most, a weak influence for the structure
of supervision on bank performance. In particular, they found some evidence that a single-
supervisor system enhances bank performance. However, their re-estimates using an alternative
source of data on the structure of supervision failed to duplicate this result.

These results have a bearing on a key dimension of the policy debate on how to structure
supervision. In particular, given the dearth of empirical evidence on the issues, advocates of one
form or another of supervisory structure have asserted that a particular change is likely to affect
(favorably or adversely, as the advocate sees fit) the performance of banks. The working paper’s
results provide little support at best to the belief that any particular bank supervisory structure will
greatly affect bank performance. This is significant, because it suggests that the on-going debate
might more broadly focus on the impact of the supervisory structure on other aspects of the health
of the banking system, including individual bank safety and soundness, systemic stability, and the
development of the banking system.

Meister, Edgar (2001), “How Should Regulatory and Supervisory Responsibilities Be Shared among the National
Functional Regulators?” Lecture held at the Multinational Banking Seminar, New York (June 9).

15 Ibid.
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Comptroller of the Currency

The Office of the Comptroller of the Currency (OCC) is responsible for the licensing, regulation
and supervision of all of the nation’s federally chartered (national) banks. The OCC promotes

a safe and sound banking system by requiring that national banks adhere to sound banking and
management principles and that they comply with the law. The OCC’s mission is carried out
through a nationwide staff of bank examiners and other professional and support personnel who
examine and supervise national banks and federally licensed branches and agencies of foreign
banks. As of December 31, 2002, there were about 2,100 national banks and 51 federal branches
and agencies, representing about 26 percent of the number of all insured commercial banks in the
United States and 55 percent of the total assets of the banking system.

The Comptroller also serves as a director of the Federal Deposit Insurance Corporation, the
Federal Financial Institutions Examination Council, and the Neighborhood Reinvestment
Corporation.

The Comptroller’s personal staff directs, coordinates, and manages the day-to-day operations of
the Comptroller’s office; oversees projects of special interest to the Comptroller; and serves as
liaison with OCC staff and the staffs of other regulatory agencies.

Executive Committee

The OCC’s Executive Committee provides advice and counsel to the Comptroller in managing
the operations of the agency, and the Committee approves policy and project initiatives and the
associated use of agency resources. The Executive Committee is comprised of the:

¢ Comptroller;

* First Senior Deputy Comptroller and Chief Counsel;

* Senior Deputy Comptroller and Chief National Bank Examiner;

¢ Senior Deputy Comptroller for Large Bank Supervision;

*  Ombudsman;

*  Senior Deputy Comptroller for Mid-Size/Community Bank Supervision;

*  Senior Deputy Comptroller for International and Economic Affairs;

*  Senior Deputy Comptroller for Management and Chief Financial Officer;

*  Chief of Staff and the Senior Deputy Comptroller for Public Affairs (acting); and

*  Chief Information Officer.
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First Senior Deputy Comptroller and Chief Counsel

In 2002, the first senior deputy comptroller and chief counsel (chief counsel) continued the
function of advising the Comptroller on legal matters arising from the administration of laws,
rulings, and regulations governing national banks. The chief counsel was responsible for directing
the legal functions in and for the OCC, including writing and interpreting legislation; responding
to requests for interpretations of statutes, regulations, and rulings; defending the Comptroller’s
actions challenged in administrative and judicial proceedings; supporting the bank supervisory
efforts of the office; and representing the OCC in all legal matters. These duties were carried out
through two deputy chief counsels and two assistant chief counsels. The deputy chief counsels
were responsible for overseeing Administrative and Internal Law, Bank Activities and Structure,
Community and Consumer Law, Enforcement and Compliance, Legislative and Regulatory
Activities, Litigation, Securities and Corporate Practices, and the six district counsels.

The chief counsel in 2002 advised the Comptroller on policy matters involving corporate
activities and had responsibility for overseeing the OCC’s licensing functions. The Comptroller
delegated authority for deciding all corporate applications, including charters, mergers and
acquisitions, conversions, and operating subsidiaries of national banks, to the chief counsel.
These responsibilities were carried out through the deputy comptroller for Licensing, the
Licensing Operations division, with licensing units in each of the OCC'’s six district offices, and
the Licensing Policy and Systems division.

The chief counsel also advised the Comptroller on matters involving community affairs and

had responsibility for overseeing the OCC’s community affairs activities, including approval

of national bank community development investments. These responsibilities were carried out
through the deputy comptroller for Community Affairs, the Community Development division,
the District Community Affairs division, and the Outreach and Information Management division.

Chief of Staff and Senior Deputy Comptroller
for Public Affairs (Acting)

Along with his duties in direct support of the Comptroller, the chief of staff is responsible for
overseeing the Web Content unit, Program and Management Accountability division, and the
Workplace Fairness and Alternative Resolutions division.

In addition the chief of staff serves as the acting senior deputy comptroller for Public Affairs, who
is responsible for overseeing internal and external communications activities. The senior deputy
comptroller is charged with bringing an external perspective to agency issues and works closely
with the senior agency officials to identify issues and activities that need to be communicated
inside and outside the agency. In addition, the senior deputy comptroller provides advice and
counsel to the Comptroller and executive committee on media relations and communications
activities and policies.
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Specific responsibilities of the senior deputy comptroller for Public Affairs include the following:
overseeing regular outreach efforts to foster and develop relationships with the constituencies
involved in banking; tracking legislative developments and responding to congressional inquiries
and requests for support; directing the preparation and dissemination of information to help
bankers, examiners, community organizations, and the general public understand the national
banking system, the OCC’s supervisory activities, and related issues; ensuring fair and easy
access to the agency’s public information; coordinating internal communications; and managing
news media relations for the agency.

Senior Deputy Comptroller and Chief National Bank Examiner

The senior deputy comptroller and chief national bank examiner is responsible for formulating
and disseminating the OCC’s supervision policies to promote national banks’ safety and
soundness and compliance with laws and regulations. The department issues policy, guidance,
and examination procedures related to national banks’ asset management, bank technology,
capital markets, credit, and consumer and community compliance activities. The department also
assists in providing specialized training and examination support to OCC examiners. The senior
deputy and chief national bank examiner is responsible for coordinating OCC participation in
Federal Financial Institutions Examination Council (FFIEC) activities and its task forces.

Senior Deputy Comptroller
for International and Economic Affairs

The senior deputy comptroller for International and Economic Affairs is responsible for managing
the agency’s economic research and analysis program; providing expert advice to examiners

in the assessment of banks’ risk measurement methods; providing model development and
support for bank supervision work; providing policy advice based on economic analysis and
research on the risks in the banking industry; maintaining and developing capital regulations and
interpretations; assessing international banking risks; and formulating policies and procedures for
the supervision and examination of federal branches and agencies of foreign banks. The senior
deputy comptroller is responsible for coordinating OCC participation on the Basel Committee

on Banking Supervision. These activities are carried out through the International Banking and
Finance, Financial Analysis, Capital Policy, Risk Analysis, and Policy Analysis divisions.

Senior Deputy Comptroller for Large Bank Supervision

The senior bank comptroller for Large Bank Supervision is responsible for examinations and
other supervision activities in the largest national banks and in the OCC’s London office. This
position was established effective October 2001. Specific responsibilities of the senior deputy
comptroller for Large Bank Supervision include directing programs for the examination and
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regulation of large national banks to promote the continuing existence of a safe, sound, and
competitive national banking system. The senior bank comptroller for Large Bank Supervision is
responsible for directing the examination, supervision, and analysis of the largest national banks,
which account for about 83 percent of the nation’s national banking assets.

Senior Deputy Comptroller
for Management and Chief Financial Officer

The senior deputy comptroller (SDC) for Management and chief financial officer is responsible
for efficiently and effectively deploying the management functions of the OCC. In this capacity
the SDC is assisted by deputy comptrollers that oversee the functional areas of Workforce
Effectiveness, Financial Management, Management Services, and Continuing Education. In 2002,
the SDC focused on continuing efforts to strengthen OCC'’s financial management and internal
controls and modernize OCC'’s financial management and related systems.

Senior Deputy Comptroller
for Mid-Size/Community Bank Supervision

The senior deputy comptroller for Mid-Size/Community Bank Supervision is responsible

for examinations and other supervision activities in the OCC'’s six districts, the Supervision
Operations and Special Supervision/Fraud departments, and the newly formed Mid-Size

and Credit Card Bank Supervision department. The senior deputy comptroller for Mid-Size/
Community Bank Supervision is also a member of the OCC’s Committee on Bank Supervision,
which oversees the Compliance and Technology department. Specific responsibilities of the
senior deputy comptroller for Mid-Size/Community Bank Supervision include directing programs
for the examination and regulation of nationally chartered mid size banks, credit card banks,
community banks, and federal branches of foreign banks to promote the continuing existence of a
safe, sound, and competitive national banking system. The senior deputy comptroller for Mid-
Size/Community Bank Supervision was responsible during 2002 for directing the examination,
supervision, and analysis of about 2,100 national banks and about 52 federal branches and
agencies of foreign banks in the United States accounting for about 56 percent of the nation’s
banking assets. Supervision of national trust companies, bank data processing servicers, and bank
data software vendors is also the responsibility of the senior deputy comptroller for Mid-Size/
Community Bank Supervision.
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Chief Information Officer

As the senior Information Technology (IT) official, the chief information officer (CIO) is the
advisor to the OCC executive staff regarding IT investments and solutions, and their impact

on business programs and goals. The CIO has primary responsibility to direct, manage, and
maintain the agency’s technology infrastructure and information systems. As the co-chair of the
Investment Review Board, the CIO oversees the Capital Planning Program. She recommends
and provides oversight for the agency’s capital investments to ensure that cost, schedule, and
performance are on target and that projects are vital to the agency’s mission and strategic
objectives.

As a member of the Treasury CIO Council, the CIO represents the OCC on all IT issues and

has a working/liaison relationship with the Office of Management and Budget on the IT-related
portions of the President’s Management Agenda. The CIO has also maintained partnerships with
other federal financial regulators to ensure OCC'’s technology architecture continues to support
consistency and best practices in infrastructure, security, customer service, data management, and
information systems development.

The CIO and IT staff have working relationships with other Treasury bureaus and federal
agencies and serve on committees that investigate, develop and provide technology solutions
that enable financial economies of scale and efficiency of services for the OCC. The IT staff has
developed strong standards and guidance to continue to implement technology solutions to meet
the legislative and regulatory mandates in support of the examination and supervision of national
banks. The IT staff supports more than 200 OCC systems and oversees the agency’s technology
infrastructure.

Ombudsman

The ombudsman is responsible for overseeing the national bank appeals process and the
Customer Assistance Group. The national bank appeals process allows national banks to seek
further review of disputes that the bank and the supervisory office cannot resolve through
informal discussions. The Customer Assistance Group reviews and processes complaints received
from customers of national banks. The ombudsman also acts as liaison between the OCC and
anyone with unresolved problems in dealing with the OCC regarding its regulatory activities.
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Office of the First Senior Deputy Comptroller
and Chief Counsel

In 2002, the first senior deputy comptroller and chief counsel (chief counsel) continued the
function of advising the Comptroller on legal matters arising from the administration of laws,
rulings, and regulations governing national banks. The chief counsel was responsible for directing
the legal functions in and for the OCC, including writing and interpreting legislation; responding
to requests for interpretations of statutes, regulations, and rulings; defending the Comptroller’s
actions challenged in administrative and judicial proceedings; supporting the bank supervisory
efforts of the office; and representing the OCC in all legal matters. These duties were carried out
through two deputy chief counsels and two assistant chief counsels. The deputy chief counsels
were responsible for overseeing Administrative and Internal Law, Bank Activities and Structure,
Community and Consumer Law, Enforcement and Compliance, Legislative and Regulatory
Activities, Litigation, Securities and Corporate Practices, and the six district counsels.

The chief counsel in 2002 advised the Comptroller on policy matters involving corporate
activities and had responsibility for overseeing the OCC’s licensing functions. The Comptroller
delegated authority for deciding all corporate applications, including charters, mergers and
acquisitions, conversions, and operating subsidiaries of national banks, to the chief counsel.
These responsibilities were carried out through the deputy comptroller for Licensing, the
Licensing Operations division, with licensing units in each of the OCC'’s six district offices, and
the Licensing Policy and Systems division.

The chief counsel also advised the Comptroller on matters involving community affairs and

had responsibility for overseeing the OCC’s community affairs activities, including approval

of national bank community development investments. These responsibilities were carried out
through the deputy comptroller for Community Affairs, the Community Development division,
the District Community Affairs division, and the Outreach and Information Management division.

Assistant Chief Counsel

The assistant chief counsel responsible for electronic banking issues coordinated the legal work
in OCC on those issue. He provided counsel on electronic bank activities including consulting
services, security of bank systems, use of service providers, the establishment and control of
relationships with third parties, and data processing services. The assistant chief counsel also
assisted in developing and implementing the OCC’s Continuity of Management Plan; participated
in the establishment and issuance of regulations and supervisory policy related to Internet banking
and e-commerce; and spoke at various seminars, conferences and courses on electronic banking
issues.
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The assistant chief counsel responsible for privacy issues provided counsel on legal and
operational issues relating to the privacy rules implementing Title V of the Gramm-Leach-Bliley
Act, as well as provisions of the Fair Credit Reporting Act. The assistant chief counsel worked
closely with supervision to develop appropriate responses to violations found in the initial round
of privacy notices and detected during the first round of examinations. The assistant chief counsel
participated in interagency working groups on a number of privacy-related issues: formulating

a new proposed rule on affiliate-information sharing under the FCRA; providing guidance to
banks on identity theft issues; assisting the Department of the Treasury in designing and drafting
a privacy study mandated by Title V of the Gramm—-Leach—Bliley Act; assisting the Department
of the Treasury in formulating a response to the European Union privacy directive as applied to
US financial institutions; and crafting consistent responses to written and verbal inquiries to the
agencies about the application of the privacy rule. The assistant chief counsel represented the
agency in panel discussions at a number of seminars and conferences on financial privacy.

Law Department

1. Administrative and Internal Law Division

The Administrative and Internal Law division (AIL) has specialized experience in a number of
legal areas associated with the OCC’s administrative functions, including equal employment
opportunity, compensation and benefits, personnel matters, labor relations, acquisitions and
procurement, leasing, licensing agreements, finance, travel, the Freedom of Information Act, the
Privacy Act of 1974, information, and ethics. AIL provides legal advice in these areas to units
throughout the OCC. The division, in conjunction with the district legal staffs, also administers
the OCC'’s ethics program and the law department’s attorney recruiting program. In 2002, the
Department of the Treasury recognized the OCC’s ethics program as one of the best in the
Department. Among other things, the division also provided legal advice on the establishment of
the on-line corporate application process and on district restructuring, made presentations on the
Americans with Disabilities Act and various labor relations issues, and drafted a white paper on
establishing internal record systems.

2. Bank Activities and Structure Division

The Bank Activities and Structure division (BAS) provides legal advice on corporate structure
matters such as chartering national banks, branching, main office designations and relocations,
operating subsidiaries, financial subsidiaries, and investments in other entities, mergers and
acquisitions, interstate operations, management interlocks, and changes in bank control. The
division also advises on issues relating to general bank powers and activities, electronic banking,
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special purpose banks, lending limits, leasing activities, loans to insiders, affiliate transactions,
bank premises, other real estate owned, and problem banks. These questions arise under banking
laws such as the National Bank Act, Gramm—-Leach-Bliley Act, Riegle—Neal Interstate Banking
and Branching Efficiency Act, Federal Reserve Act, Federal Deposit Insurance Act, FDIC
Improvement Act, Bank Holding Company Act, Bank Merger Act, Change in Bank Control Act,
Depository Institution Management Interlocks Act, the Financial Institutions Reform, Recovery,
and Enforcement Act, and others.

BAS provides legal advice and service on these topics to clients within the OCC, such as
Licensing, Large Bank Supervision, Mid-Size/Community Bank Supervision, units supervised by
the Chief National Bank Examiner, International Banking and Finance, and Special Supervision/
Fraud. It also provides advisory services to national banks, the banking bar, other banking
regulators, and the public. In developing its legal positions, the division works closely with other
Law Department units, including the OCC’s district legal staffs.

Highlights of BAS work in 2002 included drafting a summary of the Federal Reserve’s newly
issued Regulation W governing affiliate transactions for the use of OCC examiners; making
panel presentations at an OCC Law Department continuing legal education program; providing
legal advice to Licensing Policy & Systems on revisions to various booklets of the Comptroller’s
Licensing Manual; providing legal assistance for issuance of a revised edition of A Guide to
Tribal Ownership of a National Bank; and working with Licensing Policy and Systems to
develop licensing applications for branches and main office relocations that can be submitted
electronically. Legal opinions were issued on diverse topics including finder activities, the OCC’s
pilot lending limit program under 12 CFR 32.7 and other lending limits questions, providing

of credit card loss notification and credit monitoring services as activities that are incidental to
banking, and purchasing transferable state tax credits. In addition, the division spent a significant
amount of time providing legal support for the supervision and resolution of problem banks.

3. Community and Consumer Law Division

The Community and Consumer Law division (CCL) is responsible for providing legal
interpretations and other advice on matters relating to consumer protection, the fair lending
laws, and community reinvestment. CCL also is responsible for providing legal advice on
issues relating to national bank community development investments, including investments
in community development corporations. CCL also participates actively in numerous internal
and interagency working groups and task forces relating to consumer compliance, community
development, and similar issues.

The division advises other units within the OCC, including Licensing, Compliance Operations,
Community Development, Congressional Liaison, and examination staff, on issues arising
under such laws as the Truth in Lending Act, the Electronic Fund Transfer Act, the Expedited
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Funds Availability Act, the Equal Credit Opportunity Act, the Community Reinvestment Act,
and the National Bank Act. In addition, CCL prepares and reviews a wide range of written
materials, including regulations, memoranda, correspondence, legislation, decisions on corporate
applications, speeches, Congressional testimony, OCC issuances, enforcement documents, and
examination procedures.

In 2002, the division focused considerable attention upon OCC enforcement of the Federal Trade
Commission Act’s prohibition against unfair or deceptive acts or practices. CCL prepared an
advisory letter to national banks on unfair or deceptive practices, and provided legal support to
enforcement actions that alleged violations of this prohibition. The division also provided legal
support to other enforcement activities that raised fair lending or consumer protection issues,
including matters involving payday lending operations. Similarly, CCL provided legal advice and
assistance on a number of Licensing matters raising Community Reinvestment Act, fair lending,
or consumer protection concerns, as well as charter proposals for community development
banks, and continued to support ongoing regulatory projects relating to the Fair Credit Reporting
Act, the Community Reinvestment Act, and other laws, including National Bank Act provisions
authorizing public welfare investments. The division also prepared a number of OCC bulletins to
apprise national banks and examiners of developments under consumer protection laws such as
the Truth in Lending Act, the Home Mortgage Disclosure Act, the Home Ownership and Equity
Protection Act, and the Real Estate Settlement Procedures Act.

4. Congressional Liaison Division

The Congressional Liaison division is responsible for the OCC'’s relations with members of
Congress, and congressional committees, subcommittees, and staff.

The division provides analysis and advice to the Comptroller and senior OCC policymakers on
congressional activities that affect or could affect the OCC, the national banking system, or the
financial services marketplace. It also offers guidance on potential congressional reaction to OCC
actions.

As part of its responsibilities, the division maintains regular contact with congressional members,
committees, subcommittees, and staff to promote effective communication and ensure that OCC’s
interests are represented.

The division is the focal point of congressional inquiries, including requests for testimony, staff
studies, or other support. It assists in the preparation of testimony, comments, briefings, and
staff studies relating to congressional actions, as well as responses to constituent inquiries. The
division provides any other necessary liaison and information services relating to congressional
and legislative matters.
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5. District Counsel

In addition to its Washington attorneys, the law department includes a district counsel and legal
staff in each of the OCC'’s six district offices. Each district counsel’s staff consists of four to six
attorneys plus support personnel. The district counsel and their attorneys serve as the OCC’s
frontline legal advisors, working directly with bank examiners in the field, assistant deputy
comptrollers in Bank Supervision Operations, district licensing staff, and the district deputy
comptrollers. District attorneys also advise large- and mid-size-bank examination teams and
deputy comptrollers for the large and mid-size banks within the same geographic areas. They
advise these clients on virtually the entire spectrum of banking law issues, frequently dealing with
questions that arise during bank examinations and require prompt resolution. District attorneys
also respond to telephone and written inquiries from banks, the banking bar, and the general
public. During 2002, district attorneys frequently provided advice to banking companies on the
most significant aspects of the national bank charter and how particular structures or transactions