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TO CFF CERS | N GHARGE CF BANK EXAM NATI ONS AND CONSUMER AFFAI RS SECTI ONS

The Federal Financial Institutions Exam nation Council has recently
approved a new interagency rating system applicable to consuner conpliance
examnations. This systemw || be effective January 1, 1981, and will
apply to all Federal Reserve System consuner conpliance exam nations
commrenced subsequent to that date.

Wth the exception of the tie-into the CRArating, the interagency
rating and the current Federal Reserve rating systemare basically the sane.
Since CRAis rated under a separate system CRA considerations shoul d no
| onger be given weight under this new system

In order to effect a snooth transition to the the new system
January 1, 1981, please distribute the interagency rating systemto your
examners prior to that date. The newrating systemand a summary of the
changes is encl osed.

N Sincerely,

1

i # ; " .";-’ s r
/ Ic’:(,. CoitA L ( ' S
Jerauld C Kl uckman

f\/ Associ ate Director
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At t achnent

Summary of changes created by the interagency rating system

Bimnation of a tie-into the CRArating

Bimnation of descriptive one-word terns for the rating categories

Category two
- reinbursable violations and repeat violations are no |onger

permtted in this category

Category three

- discrimnatory practices may not be in evidence
- elimnation of reference to the nunber of reports in which a

repeat violation may have been cited previously

Category five

- elimnation of reference to type of supervisory
action that should be considered

- inclusion of the fact that "previous efforts on
the part of the regulatory authority to obtain

vol untary conpliance have been unproductive."



UNI FORM | NTERAGENCY

CONSUMER COMPLI ANCE RATI NG SYSTEM

| nt roducti on

The rating system provides a general framework for evaluating and integrating
significant conpliance factors in order to assign a consuner conpliance rating
to each federally regul ated commercial bank, savings and | oan association

mut ual savings bank and credit union. The rating system does not consider or
take into account an institution's record of |ending performance under the CRA
or its conmpliance with the applicable provisions of the inplenenting regul a-

tions since institutions are rated separately for CRA purposes.

The purpose of the rating systemis to reflect in a conprehensive and uniform
fashion the nature and extent of an institution's conpliance with consuner
protection and civil rights statutes and regulations. |In addition to serving
as a useful tool for summarizing the conpliance position of individua
institutions, the rating systemw || also assist the public and the Congress

in assessing the aggregate conpliance posture of regulated financial

institutions.

Overvi ew
Under the uniformrating system each financial institution is assigned a

consuner conpliance rating predicated upon an evaluation of the nature



and extent of its present conpliance with consuner protection and civil rights
statutes and regulations and the adequacy of its operating systens designed to
ensure conpliance on a continuing basis. The rating systemis based upon a
scale of 1 through 5 in increasing order of supervisory concern. Thus, "1"
represents the highest rating and consequently the |owest |evel of supervisory
concern; while "5" represents the lowest, nost critically deficient [evel of
perfornmance and therefore the highest degree of supervisory concern. Each of

the five ratings is described in greater detail bel ow

In assigning a consumer conpliance rating all relevant factors nust be

eval uated and wei ghed. In general, these factors include the nature and
extent of present conpliance with consuner protection and civil rights
statutes and regul ati ons, the conmtnent of managenent to conpliance and its
ability and willingness to take the necessary steps to assure conpliance, and
t he adequacy of operating systens, including internal procedures, controls,
and audit activities designed to ensure conpliance on a routine and consi stent
basis. The assignnent of a conpliance rating may incorporate other factors
that inpact significantly on the overall effectiveness of an institution's

conpliance efforts.

VWil e each type of financial institution has differences in its general
busi ness powers and constraints, all are subject to the same consuner
protection and civil rights statutes and regul ations covered by the rating
system Thus, there is no need to evaluate differing types of financial

institutions on criteria relating to their particular industry. As a result,



the assignnment of a uniformconsuner conpliance rating will help direct

uni formand consi stent supervisory attention which does not depend solely
upon the nature of the institution's charter or business or the identity of
its primary federal regulator. |In this manner, overall unifornmty and
consi stency of supervision will be strengthened by the existence of common

consurner conpl i ance rati ngs.

The prinary purpose of the uniformrating systemis to help identify those
institutions whose conpliance with consumer protection and civil rights
statutes and regul ati ons display weaknesses requiring special supervisory
attention and which are cause for nore than a nornal degree of supervisory
concern. To acconplish this objective, the rating systemidentifies an
initial category of institutions that have conpliance deficiencies that
warrant nore than nornal supervisory concern. These institutions are not
deened to present a significant risk of financial or other harmto consumners
but do require a higher than nornmal |evel of supervisory attention.
Institutions inthis category are generally rated "3." The rating system
also identifies certain institutions whose weaknesses are so severe as to
represent, in essence, a substantial or general disregard for the | aw
These institutions are, depending upon nature and degree of their weak-

nesses, rated "4" or "5."



The uniformidentification of institutions giving cause for nmore than a nornal
degree of supervisory concern will help ensure:

0 That the degree of supervisory attention and the type of supervisory
response are based upon the severity and nature of the institution's
pr obl ers;

o0 That supervisory attention and action are, to the extent possible,
admnistered uniformy and consistently, regardl ess of the type of
institution or the identity of the regul atory agency; and

o That appropriate supervisory action is taken with respect to those
institutions whose conpliance problens entail the greatest potential for

financial or other harmto consuners.

Consuner Conpl i ance Rati ngs

Consumer Conpliance Ratings are defined and distinguished as follows:
e

An institution in this category is in a strong conpliance position.

Managenent is capable of and staff is sufficient for effectuating
conpliance. An effective conpliance program including an efficient system
of internal procedures and controls, has been established. GChanges in
consuner statutes and regulations are pronptly reflected in the institution's
policies, procedures and conpliance training. The institution provides
adequate training for its enployees. |If any violations are noted they
relate to relatively minor deficiencies in fornms or practices that are
easily corrected. There is no evidence of discrimnatory acts or practices,

rei nbursabl e violations, or practices resulting in repeat violations.



Violations and deficiencies are pronptly corrected by nmanagenment. As a

result, the institution gives no cause for supervisory concern.

Two

An institution in this category is in a generally strong conpliance position.

Managerent is capable of admnistering an effective conpliance program

Al though a systemof internal operating procedures and controls has been
established to ensure conpliance, violations have nonet hel ess occurred.
These vi ol ations, however, involve technical aspects of the law or result
fromoversight on the part of operating personnel. Mdification in the
bank' s conpliance program and/or the establishment of additional

review audit procedures may elimnate nany of the violations. GConpliance
training is satisfactory. There is no evidence of discrimnatory acts or
practices, reinbursable violations, or practices resulting in repeat

vi ol ati ons.

Thr ee

Cenerally, an institution inthis category is in a less than satisfactory

conpliance position. It is a cause for supervisory concern and requires

nore than normal supervision to remedy deficiencies. Violations nay be
nunerous. |In addition, previously identified practices resulting in
viol ations nmay renai n uncorrected. Overcharges, if present, involve a few

consuners and are mninmal in anount. There is no evidence of discrimnatory



acts or practices. A though nanagenent nay have the ability to effectuate
conpliance, increased efforts are necessary. The nunerous viol ations

di scovered are an indication that nanagenent has not devoted sufficient tine
and attention to consunmer conpliance. perating procedures and controls
have not proven effective and require strengthening. This may be
acconpl i shed by, among other things, designating a conpliance officer and
devel oping and inpl enenting a conprehensi ve and effective conpliance
program By identifying an institution with nmarginal conpliance early,
addi ti onal supervisory measures may be enployed to elimnate violations and
prevent further deterioration in the institution's less than satisfactory
conpl i ance position.

Four

An institution in this category requires close supervisory attention and

nmonitoring to pronptly correct the serious conpliance problens disclosed.

Nunerous violations are present. Overcharges, if any, affect a significant
nunber of consumers and involve a substantial anount of noney. Cften
practices resulting inviolations and cited at previ ous examnations remain
uncorrected. Discrimnatory acts or practices may be in evidence. dearly,
managenment has not exerted sufficient effort to ensure conpliance. |Its
attitude may indicate a lack of interest in admnistering an effective
conpl i ance programwhi ch may have contributed to the seriousness of the
institution's conpliance problens. Internal procedures and controls have

not proven effective and are seriously deficient. Pronpt action on the



part of the supervisory agency nay enable the institution to correct its

deficiencies and inprove its conpliance position.

Fi ve

An institution in this category is in need of the strongest supervisory

attention and nonitoring. It is substantially in nonconpliance with the

consuner statutes and regul ati ons. Managenent has denonstrated its

unwi | lingness or inability to operate within the scope of consurer statutes
and regul ations. Previous efforts on the part of the regulatory authority
to obtain voluntary conpliance have been unproductive. DO scrimnation,
substantial overcharges, or practices resulting in serious repeat violations

are present.



