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Legislation Enacted

Among the legislation enacted duringbusiness or customers served; the act
1996, the Economic Growth and Reg-also excludes the notice requirement for
ulatory Paperwork Reduction Act, thea branch closing in an emergency acqui-
National Securities Markets Improve-sition or when assistance is provided by
ment Act, the Electronic Freedomthe Federal Deposit Insurance Corpora-
of Information Act Amendments, andtion (FDIC).
the Debt Collection Improvement Act The act permits well-capitalized
directly affect the Federal Reserve Sysbanks rated CAMEL 1 or 2 to invest in
tem or the institutions it regulates. bank premises in amounts up to 150 per-
cent of the bank’s capital and surplus
Economic Growth and as long as the bank provides the Board

Regulatory Paperwork Reduction with a thirty-day after-the-fact notice of

the investment.
Act of 1996 The act also permits the Board to

On September 30, 1996, the Presiderdonduct a full-scope, on-site examina-
signed into law the Economic Growthtion of certain well capitalized, well
and Regulatory Paperwork Reductiormanaged state member banks rated
Act of 1996 (Pub. L. 104208, 110 Stat.CAMEL 1 or 2 every eighteen months
3009). The following discussion sum-rather than every twelve months.
marizes the portions of the act that sig-
nificantly affect the Federal Reserve an
the institutions it regulates. %AIF/BIF

The act capitalizes the Savings Associa-

tion Insurance Fund (SAIF) at 1.25 per-
Powers of State Member Banks cent of insured thrift institution deposits
The act modifies the branching requirethrough a one-time special assessment
ments for state member banks by elimion SAIF-assessable deposits held as of
nating the requirement that they mainMarch 31, 1995. Weak institutions, as
tain capital for their branches as if eactwell as certain others, may be exempt
branch were a separately chartered bankom the special assessment if the FDIC
The act also eliminates the requiremendetermines it would reduce risk to the
that state member banks file a branclBAIF. In addition, the act reduces the
application with the Federal Reservespecial assessment by 20 percent for
System before installing an automaticertain Oakar banks (banks formed by
teller machine (ATM) or remote servicethe merger of SAlF-insured and BIF-
unit by excluding such entities from theinsured institutions) and would reduce
definition of a branch. their assessments going forward.

In addition, the act eliminates the The act also requires banks, after
requirement that state member banks fil®ecember 31, 1996, to pay 20 percent
branch closing notices for ATMs andof the interest on the bonds that funded
for branch relocations that are withinthe initial capitalization of SAIF (FICO
the immediate neighborhood and ddonds), but banks would be required to
not substantially affect the nature of thepay a full pro rata share of the interest
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obligation beginning after the earliertions) engaged in permissible nonbank-
of December 31, 1999, or the date oring activities subject to certain invest-
which the last savings association ceasesent limitations and to engage de novo
to exist. in nonbanking activities that have been
The act merges SAIF and the Bankapproved only by order.
Insurance Fund (BIF) on January 1, Existing law allows the Board to per-
1999, but only if no insured depositorymit a BHC to acquire shares of a com-
institution is a savings association orpany engaged in nonbanking activities,
that date. including a savings association, if the
Previously, both the Bank Merger ActBoard determined, after notice and an
and the Federal Deposit Insurancepportunity for a hearing, that the com-
Act (FDI Act) required advance written pany is engaged in activities so closely
approval from the appropriate federakelated to banking that they are a proper
banking agency to form Oakar banksincident thereto. The act removes the
The act eliminates the duplicative re-requirement that the Board provide an
quirement of advance written approvabpportunity for a hearing except in cases
under the FDI Act for Oakar transac-in which a BHC acquires a savings
tions and retains only the requirementssociation.
of advance written approval under the The act exempts BHCs that own thrift
Bank Merger Act. institutions from the provisions of the
Under the act, the FDIC may refundSavings and Loan Holding Company
excess payments from an insured bankct and requires the Board to solicit
or it may credit the excess toward futurecomments from the Office of Thrift
payments from that bank. In addition, ifSupervision (OTS) on any BHC acqui-
the balance in BIF exceeds the balancsition of a thrift institution and to con-
required to meet the designated resenault with the OTS on examinations and
ratio applicable to such fund, the excesgnforcement actions for BHCs that own
shall be refunded to insured banks. thrift institutions.
The act eliminates notices of new
: director or senior executive officers (914
Bank Holding Company Act notices) currently required for banks
The act allows well capitalized and wellchartered within the past two years or
managed bank holding companieshat have undergone a change in control
(BHCs) that control generally well capi- within the past two years. However, the
talized and well managed depositoryact gives the Board discretion to require
institutions, to engage de novo, withoutotice in connection with the review
advance Board approval, in nonbankingf a prompt corrective action plan or
activities approved by regulation. Inotherwise. The act retains 914 notices
addition, to be eligible for this excep-for undercapitalized and troubled banks
tion, the BHC or its subsidiaries mustand allows an extension of up to ninety
not be subject to an administrative endays of the period to disapprove an offi-
forcement action or a cease and desisker or director.
order pursuant to section 8 of the FDI The act eliminates the requirement
Act during the preceding twelve-monththat Board approval be obtained to make
period. The act also establishes a divestiture of shares effective for pur-
streamlined process for these well rumposes of the BHC Act.
BHCs to obtain Board approval to The act permits the Board to allow
acquire companies (except thrift institu-a BHC and its subsidiaries five years,
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instead of two, to dispose of stockDeposit Institution Management
acquired in satisfaction of a debt prednterlocks Act

viously contracted. It also grants the . .
Board authority to extend the five-yearunder the Deposit Institution Manage-

eriod to ten years in certain situations, €Nt Interlocks Act (DIMIA), the act
P Tlhe act arr¥ends Ithe BHIC AICL: tol per_permlts banks and BHCs with assets

mit nonbank banks to grow more thanOf up to $2.5 billion (increased from

: ; - $1 billion) to have interlocking manage-
szen:g;g; pﬁ:%?%:’ grl]_iogugf Iq%éh:ért-ment with nonaffiliated institutions with
also amends the definition of credit?SSets Of up to $1.5 billion (increased

card bank for purposes of the BHCfrom $500 million) provided that the

Act to permit these institutions to offer INstitutions are not located in the same

credit cards secured by certain types ofommunity or metropolitan statistical

deposits. area. It also permits grandfat_hered inter-
The act permits the Board to exemp{OCI(S to contlnue;- |ndef|n_|tely and

BHCs that control nonbank banks, trusf€Stores the Board's authority to grant

banks, credit card banks, Edge Act an&xe;mptlonsd.ttlmder DIMIA, subject to

agreement corporations, and industriaf€ain conatons.

loan companies from the anti-tying pro-

visions OT the BHC Act. In addition, the Insider Lending Restrictions

act permits the OTS to make exceptions )

to the anti-tying provisions of the Home The act permits the Board to exempt

Owners’ Loan Act if the exceptions from insider lending restrictions pref-

would not be contrary to the purposes ofrential loans to executive officers and

the anti-tying provisions and if they con-directors of a subsidiary of a company
form to the exceptions granted by thethat controls a state member bank under

Board. the following conditions: the officer or

The act excludes from the definitiondirector does not participate in major
of a BHC a qualified family partnership Policy-making functions of the bank,
(QFP). A QFP is defined as a general ofnd the assets of the subsidiary do not
limited partnership that (1) does not conexceed 10 percent of the consolidated
trol more than one registered BHC,assets of a company that controls the
(2) does not engage (except indirecﬂypank and the SUbSldlary (and IS not con-
in any business activity, (3) has notrolled by any other company).
investments other than those permitted The act also excludes from the insider
by a BHC, (4) is not obligated on anylending restrictions a state member
debt (either directly or as a guarantor)pank’s company-wide benefit or com-
and (5) has partners, all of whom aregPensation plan as long as it is widely
either individuals related to each othe@vailable to employees of the bank and
by blood, marriage or adoption, oras long as it does not give any officer,
is a trust for the primary benefit of director or principal shareholder (or
such individuals. The act requirestelated interest) preference over other
QFPs to file a statement with the Boarcemployees of the bank.
indicating, among other things, the
basis for their eligibility, the activities P P
and investments of the QFP, and arl}Exammann Activities
agreement to be subject to limitedTo make examinations by federal bank-
examinations. ing agencies well coordinated, the act
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requires them to have their examinergxemption to be adjusted annually in the
consult with each other, coordinate theifuture in accordance with changes in the
examinations of depository institutions,CPI. The act also gives institutions an
and resolve any inconsistencies in theialternative method for making HMDA
exam recommendations. The act alsdata publicly available by allowing in-
directs the federal banking agencies téormation to be maintained at the bank’s
consider appointing an “examiner-in-home or branch offices as long as the
charge” to coordinate examinations ofpublic notice states that such informa-
depository institutions. tion is available upon request.

Audits Equal Credit Opportunity Act

The act eliminates the requirement foiThe act creates a legal privilege for
attestation by an independent auditoinformation developed by creditors
under the FDI Act. The act also permitsthrough “self-tests” that are conducted
the internal audit committees of certainto determine the level or effectiveness of
insured depository institutions to consistheir compliance with the Equal Credit
of some (but not a majority) of inside Opportunity Act (ECOA), provided that
directors, rather than entirely outsideappropriate corrective action is taken to
directors, if the appropriate federaladdress any possible violations.
banking agency determines that the insti- Privileged information may not be
tution has encountered hardships imbtained by a government agency for
retaining and recruiting a sufficient num-use in an examination or investigation
ber of competent outside directors taelating to fair lending compliance, or
serve on the committee. by a government agency or credit appli-
cant in any civil proceeding in which
. . a violation of ECOA is alleged. The act
Truth in Savings also provides that a challenge to a credi-
Five years after enactment, the act elimitor’'s claim of privilege may be filed in
nates civil liability for violations Truth any court or administrative law proceed-
in Savings Act. The act also repealsng with appropriate jurisdiction. The
the definition of “indoor lobby sign,” act directs the Board to promulgate final
exempts certain credit unions fromregulations implementing these changes
the act and eliminates any disclosuravithin six months of enactment.
requirements for rollover certificates of

deposit with terms of less than thirtyReal Estate Settlement
days. Procedures Act

: The act directs the Board and the
Home Mortgage Disclosure Act Department of Housing and Urban
With regard to the Home Mortgage Dis-Development (HUD) to simplify and

closure Act (HMDA), the act increasesimprove the disclosure requirements on
the exempt asset level (the level belowransactions subject to both the Real
which institutions are exempt fromEstate Settlement Procedures Act
HMDA) from $10 million to $28 mil- (RESPA) and the Truth in Lending Act
lion, a percentage rise equal to thg€TILA). This includes providing a

cumulative percentage increase in thésingle format” for such disclosures.

CPI since 1975. The act requires thé'he Board and HUD must propose new
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regulations within six months of enact-secured” credit transactions. This
ment or, when necessary, submit legislachange is effective September 30, 1995.
tive recommendations to “simplify and
unify” RESPA and TILA disclosures. ) ) )

The measure also establishes ledsail Credit Reporting Act

onerous procedures for lenders to inforMrhe act amends the Fair Credit Report-
borrowers that mortgage servicing Mayng Act (FCRA) and grants the Board
be transferred by the lender to anothefyierpretive authority, in consultation

entity. with the other federal banking agencies,
for determining how the provisions of
Truth in Lending Act FCRA apply to banking institutions

. regulated by the federal banking agen-
The act permits the Board to exempties (for example, national and state
classes of transactions, except for ceinemper banks). The act also directs the
tain high-cost mortgages, from coverag@oard to report to the Congress by
under all or part of TILA if the Board ngarch 31, 1997, on the availability to
determines that coverage does not prope pyplic of sensitive identifying infor-
vide a meaningful benefit to consumersyation about consumers, the possibility
The act lists several factors the Boardpat sych information could be used for
must take into account in determiningsinancial fraud and the potential for
whether to exempt transactions. In addifa,d. or risk of loss, if any, to insured
tion, the act allows “sophisticated bor'depository institutions. The report is

rowers” (which it defines as those with 554 10 include any suggestions for legis-
an annual earned income of more thapive change.

$200,000 and net assets of more than
$1 million) to waive their rights to
receive TILA disclosures. Electronic Fund Transfer Act

The act also provides an alternative .
disclosure requirement for adjustable- he act directs the Board to report to the

rate residential mortgages (ARMs). The-0ngress no later than six months after
alternative may provide that paymem;nactment on whether the Electronic

may “increase or decrease substantund Transfer Act (EFTA) could be
tially” as long as the statement also@Pplied to electronic stored-value prod-

indicates the maximum future interest/CtS Without adversely affecting their

rate and payments on a $10,000 loaROSt: developme_nt, and operati_on, and
originated at a recent interest rate. whether alternatives to regulation can

The act allows the Board and othefPetter gchieve the purposes of the EFTA.
agencies to reduce or spread out restitjf 2ddition, the act prohibits the Board
tion required for TILA violations in oM taking any regulatory action
cases where full, immediate restitutiorf€9arding stored-value products for
would jeopardize the safety and sounde€ither three mont_hs after the report to
ness of the institution. The act also corfN€ Congress or nine months after enact-
rects an error in the 1995 TILA amend-Ment, whichever is later.
ments that unintentionally provided
retroactive relief from civil liability for ;
certain TILA violations with regard to Consumer Leasing Act
“any” consumer credit transaction. The The act directs the Board to issue reg-
act limits the relief to “closed-end home ulations updating and clarifying leas-
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ing requirements and definitions anchensive supervision or regulation in
addressing other consumer leasings home country, the Board may still
issues. The Board must issue model disapprove the bank’s application to estab-
closure forms for consumer leasindgish a U.S. office if the bank's home
which, if properly used by lessors, will country is actively working to establish
constitute compliance with required dis-a system of bank supervision and if
closure requirements. all other factors are consistent with
The act modifies lease advertisingapproval. The act directs the Board, in
requirements. It eliminates three discloexercising this authority, to consider
sures currently required in lease adverwhether the bank has implemented pro-
tising: consumer liability at lease-endcedures to combat money laundering.
for the difference between the proper-The act also imposes a processing dead-
ty’s anticipated fair market value and itsline for such applications.
appraised actual value; the “amount or The act permits the Board to allow
method of determining the amount” of banks to invest up to 20 percent of their
any such liability; and the disclosure ofcapital and surplus in an Edge or agree-
any purchase option, including thement corporation if the Board deter-
option price. mines that an investment greater than
Instead, lease advertisements thatO percent would not be unsafe or
contain certain “trigger terms” (such unsound.
as the amount of any payment) must The act eliminates the requirement
clearly and conspicuously state the folthat banks (except foreign banks and
lowing terms: that the transaction is aheir affiliates) file consolidated reports
lease; the total of initial paymentswith the appropriate federal banking
required on or before lease consummaagency if any of their extensions of
tion and delivery of the property; anycredit, in the aggregate, are secured
required security deposit; the numberdirectly or indirectly by 25 percent or
amount and timing of scheduled pay-more of any class of shares of the same
ments; and, in leases in which the coninsured depository institution.
sumer has an end-of-term liability based
on the property’s residual value, tha . :
an extra charge may be imposed ;l?ank Service Companies
lease-end. The act expands the types of entities
included under the definition of a bank
service corporation (redefined as a bank
Foreign Banks service company) to include limited lia-
bility companies. It defines “limited lia-
The act requires the Board to reducdility company” as a company, partner-
burden and avoid unnecessary duplicaship, trust, or similar business entity that
tion in examining branches and agencieprovides that a member or manager of
of foreign banks. It also eliminates thethe entity is not personally liable for a
requirement of annual on-site exams foliability of the entity solely because that
branches and agencies of foreign bankserson is a member or manager of it.
and provides instead that they be exaniFhis amendment allows bank service
ined as frequently as would a state memeompanies to take advantage of the lim-
ber bank. ited liability rules typically available to
The act provides that, even if a for-corporations and the flow-through tax
eign bank is not subject to compre-benefits available to partnerships.



Legislation Enacted 223

Regulatory Relief The act requires the Board to submit
to the Congress, within 180 days of
The act requires each federal bankingnactment, a report on actions being
agency to review its regulations everytaken or to be taken to eliminate and
ten years to identify outdated or otherconform inconsistent and duplicative
wise unnecessary regulatory requireaccounting and reporting requirements,
ments imposed on insured depositoras required by section 121 of the FDIC
institutions. The review must allow for Improvement Act. Section 121 requires
public comment. Each agency must pubregulators to use uniform accounting
lish in the Federal Register a summaryyinciples consistent with, or no less
of the comments and the agency'stringent than, generally accepted
response and report to the Congress agtcounting principles (GAAP).
the comments and on any legislative The act repeals 12 U.S.C., section
changes necessary to eliminate regulag33, which requires the Board to report
tory burdens. annually to the Congress on, among
In addition, the act amends the Riegleyther things, the number of formal and
Community Development and Regu-informal supervisory, administrative,
latory Improvement Act of 1994 to and civil enforcement actions initiated
require each federal banking agency teach year; the number of individuals
determine whether existing regulationsand institutions against whom civil
require insured depository inStitUtiOﬂSmoney penames were assessed; and a
and insured credit unions to producejescription of all other enforcement
unnecessary internal written policiesefforts and initiatives relating to unsafe
and, if appropriate, to eliminate suchand unsound practices, criminal mis-
policies. conduct, and insider abuse. The act also
repeals 12 U.S.C., section 3912, which
requires the Board to report annually to
Reports Requirements the Congress on certain aspects of the
international lending operations of bank-
The act eliminates 12 U.S.C., sectioring institutions.
251, which requires the Board to publish
an annual report on the availability of )
credit to small businesses. However, thEarmers and Ranchers in
act creates a new requirement thafProught-Stricken Areas

within twelve months of enactment andrpe act declares the sense of the Con-
every sixty months th_ereafter, thegress to be that bank regulators should
Board—in consultation with other fed-\, - \with farmers and ranchers in

eral banking agencies, the Small Busiyq,ght areas to allow them to meet
ness Administration, and the Secretary,eir financial obligations to be met

of Commerce—report to the Congresgyithoyt imposing burdens on them.
on the availability of credit to small
businesses. The report should include a

description of the demand for, and ava”NationaI Securities Markets
ability of, credit, the range of credit Improvement Act of 1996
options and types of credit products
available, and the credit needs and typeBhe National Securities Markets Im-
of risks associated with lending to smallprovement Act of 1996 (Pub. L. 104—
businesses. 290, 110 Stat. 3416) affects the Board’s



224 83rd Annual Report, 1996

authority in two ways. First, the Boarding whether a FOIA request should

no longer has the authority to regulateeceive expedited processing and they
loans to certain registered broker-indicate when the agency must specify
dealers unless it finds that such rules arthe amount of information that was

necessary or appropriate in the publievithheld from the requestor.

interest or for the protection of inves- The FOIA amendments also limit the

tors. Second, it repeals section 8(a) o$ituations in which the Board may

the Securities Exchange Act, which lim-obtain a stay of judicial proceeding on

ited sources of broker—dealer fundinghe basis of a FOIA backlog, and they
and required nonmember banks thamodify the content, timetable, and pro-

engage in such lending to file agreeeedures for filing annual reports to the

ments with the Federal Reserve. Congress under FOIA.

Electronic Freedom of Debt Collection Improvement Act
Information Act Amendments of 1996

of 1996

On April 26, 1996, the Congress passed

Under the Electronic Freedom of Infor-the Debt Collection Improvement Act of

mation Act Amendments of 1996,1996, (Pub. L. 104-134, 110 Stat. 1321—

(Pub. L. 104-231, 110 Stat. 3048), fed376), which amended the Federal Finan-

eral agencies, including the Board, areial Management Act of 1994 by requir-

required to make any records processedg that all federal payments (defined as

and disclosed in response to a reque$tderal wage, salary, retirement, benefit,

under the Freedom of Information Actand reimbursement payments) be made

(FOIA) routinely available for public electronically within ninety days of

inspection and copying if the agencyenactment. The act allows a waiver of

determines that they “have become othis requirement if the recipient of the

are likely to become the subject of subfederal payment certifies in writing

sequent requests.” The act also requirethat he or she does not have an account

agencies to maintain reference materiakith a financial institution. This general

or a guide to aid the public in makingwaiver expires as of January 1, 1999, at

a FOIA request. In addition, agencieswvhich time all federal payments must be

must make certain records created on anade electronically unless the Secretary

after November 1, 1996, available to theof the Treasury finds that compliance

public by electronic means. would impose a hardship or that the
The act also increases the time limittlass or types of checks or other cir-

for responding to FOIA requests fromcumstance do not require electronic

ten to twenty working days and encourpayment. .

ages agencies that experience difficul-

ties in meeting FOIAs time limits to

promulgate regulations providing for

“multitrack processing” of FOIA re-

quests. In addition, the act allows addi-

tional time for responding to a FOIA

request if unusual circumstances are

involved, such as the volume of records

sought. The act defines the term “com-

pelling need” for purposes of determin-
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