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FEDERAL FINANCIAL INSTITUTIONS
EXAMINATION COUNCIL

[Docket No. FFIEC-2017-0001]

Joint Report to Congress: Economic
Growth and Regulatory Paperwork
Reduction Act

AGENCY: Federal Financial Institutions
Examination Council.

ACTION: Notice.

SUMMARY: Pursuant to section 2222 of
the Economic Growth and Regulatory
Paperwork Reduction Act of 1996
(EGRPRA), the Federal Financial
Institutions Examination Council
(FFIEC) is publishing a report entitled
“Joint Report to Congress, March 2017,
Economic Growth and Regulatory
Paperwork Reduction Act” prepared by
four of its constituent agencies: The
Board of Governors of the Federal
Reserve System (Board), the Office of
the Comptroller of the Currency (OCC),
the Federal Deposit Insurance
Corporation (FDIC), and the National
Credit Union Association (NCUA).

FOR FURTHER INFORMATION CONTACT:
Board: Claudia Von Pervieux, Counsel
(202) 452-2552; Brian Phillips, Attorney
(202) 452-3321; for persons who are
deaf or hard of hearing, TTY (202) 263—
4869, Board of Governors of the Federal
Reserve System, 20th Street and
Constitution Avenue NW., Washington,
DC 20551.

OCC: Heidi Thomas, Special Counsel
(202) 649-5490; Rima Kundnani,
Attorney (202) 649-5490; for persons
who are deaf or hard of hearing, TTY
(202) 649-5597, Office of the
Comptroller of the Currency, 400 7th
Street SW., Washington, DC 20219.

FDIC: Rae-Ann Miller, Associate
Director, Division of Risk Management
Supervision (202) 898-3898; Ruth R.
Amberg, Assistant General Counsel
(202) 898-3736; for persons who are
deaf or hard of hearing, TTY 1-800—
925-4618, Federal Deposit Insurance
Corporation, 550 17th Street NW.,
Washington, DC 20429.

NCUA: Ross Kendall, Special Counsel
to the General Counsel, (703) 518—-6562,
National Credit Union Administration,
1775 Duke Street, Alexandria, VA
22314.

SUPPLEMENTARY INFORMATION: EGRPRA
requires the FFIEC, Board, OCC, and
FDIC (the Agencies) to conduct a
decennial review of their regulations,
using notice and comment procedures,
to identify outdated or otherwise
unnecessary regulatory requirements
imposed on insured depository
institutions. 12 U.S.C. 3311(a)—(c).
EGRPRA also requires the FFIEC or the

appropriate agency to publish in the
Federal Register a summary of
comments that identifies the significant
issues raised and comments on these
issues, and to eliminate unnecessary
regulations to the extent that such
action is appropriate. 12 U.S.C. 3311(d).
Furthermore, the FFIEC must submit a
report to Congress that includes a
summary of the significant issues raised
by public comments and the relative
merits of these issues, and an analysis
of whether the appropriate agency is
able to address the regulatory burdens
associated with these issues by
regulation or whether the burdens must
be addressed by legislative action. 12
U.S.C. 3311(e).

The FFIEC and the Agencies have
completed their second EGRPRA review
and comment process, and the FFIEC
submitted the required report to
Congress on March 21, 2017. The text of
this report, entitled “Joint Report to
Congress, March 2017, Economic
Growth and Regulatory Paperwork
Reduction Act,” is set forth below and
as published herein fulfills the EGRPRA
Federal Register publication
requirement.

The NCUA is not required to
participate in the EGRPRA review
process. However, the NCUA elected to
conduct its own parallel review of its
regulations pursuant to the goals of
EGRPRA. NCUA'’s separate report is
included as Part II of the Joint Report to
Congress.
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Preface

by Daniel K. Tarullo, Governor, Board
of Governors of the Federal Reserve
System

As chairman of the Federal Financial
Institutions Examination Council
(FFIEC), I am pleased to submit this
report of the second Economic Growth
and Regulatory Paperwork Reduction
Act (EGRPRA) review to Congress.
Under EGRPRA, the FFIEC and its
member agencies ! are directed to
conduct a joint review of our regulations
every 10 years and consider whether
any of those regulations are outdated,
unnecessary, or unduly burdensome.

This cycle’s EGRPRA review
commenced in the summer of 2014,
with the FFIEC agencies publishing the
first of four Federal Register notices
through which we solicited formal,
written comments on our regulations. In
addition, we hosted six outreach
sessions across the country, including
one in Kansas City, Missouri, that
focused on rural banks, in which
representatives from banks, community
and consumer groups, and other

1 The National Credit Union Administration,
although an FFIEC member, is not a ‘““federal
banking agency”” within the meaning of EGRPRA
and so is not required to participate in the review
process. Nevertheless, NCUA elected to participate
in the EGRPRA review and conducted its own
parallel review of its regulations. NCUA’s separate
report is included as Part II of this report. The
CFPB, although an FFIEC member, is not a “federal
banking agency” within the meaning of EGRPRA
and so is not required to participate in the review
process. The CFPB is required (in a process separate
from the EGRPRA process) to review its significant
rules and publish a report of its review no later than
five years after they take effect. See 12 U.S.C.
5512(d).

interested parties participated.
Principals of all the agencies
participated in these sessions. As I
noted at one of these meetings, the
federal banking agencies’ underlying
aim with these efforts was to make this
EGRPRA review as productive as
possible and not a formalistic
bureaucratic exercise.

In response to over 230 written
comments and 120 oral comments
received through this review, the FFIEC
agencies have developed the attached
report, which summarizes comments
received, the major issues raised
therein, and the agencies’ responses to
each of those issues. Most importantly,
the report sets forth the initiatives the
agencies have or will be undertaking to
reduce regulatory burden while still
promoting the safety and soundness of
insured depository institutions and
promoting consumer protection. Of
note, the regulations governing capital,
regulatory reporting, real estate
appraisals, and examination frequency
are the principal areas identified for
modifications to achieve meaningful
burden reduction. In some of these
areas, the FFIEC agencies have either
already made the changes or are in the
process of doing so. In the other areas,
the agencies expect to propose changes
to our regulations in the near term to
provide this relief.

I appreciate the participation and
collaboration of the staffs of the federal
banking agencies in bringing about this
comprehensive report. The FFIEC
agencies look forward to continuing to
work with our regulated institutions,
Congress, and the public more generally
to fully realize the recommendations
made herein.

I. Joint Agency Report
A. Introduction

Section 2222 of the Economic Growth
and Regulatory Paperwork Reduction
Act of 1996 (EGRPRA) 2 requires that,
not less than once every 10 years, the
Federal Financial Institutions
Examination Council (FFIEC) and the
Board of Governors of the Federal
Reserve System (Board), the Office of
the Comptroller of the Currency (OCC),
and the Federal Deposit Insurance
Corporation (FDIC) (collectively the
Board, OCC, and FDIC are referred to as
the federal banking agencies or
agencies) ® conduct a review of their

2EGRPRA, Pub. L. 104-208 (1996) (codified at 12
U.S.C. 3311).

3The FFIEC is an interagency body comprised of
the OCC, Board, FDIC, National Credit Union
Administration (NCUA), Consumer Financial
Protection Bureau (CFPB), and State Liaison
Committee. Of these, only the federal banking
agencies are statutorily required to undertake the

regulations to identify outdated or
otherwise unnecessary regulatory
requirements imposed on insured
depository institutions (IDIs). In
conducting this review, the statute
requires the FFIEC or the agencies to
categorize their regulations by type and,
at regular intervals, provide notice and
solicit public comment on categories of
regulations, requesting commenters to
identify areas of regulations that are
outdated, unnecessary, or unduly
burdensome.*

EGRPRA also requires the FFIEC or
the agencies to publish in the Federal
Register a summary of the comments
received that identifies the significant
issues raised by commenters and that
provides agency comment on these
issues. It also directs the agencies to
eliminate unnecessary regulations to the
extent that such action is appropriate.
Finally, the statute requires the FFIEC to
submit to Congress a report that
summarizes any significant issues raised
in the public comments and the relative
merits of such issues. The report must
include an analysis of whether the
agencies are able to address the
regulatory burdens associated with such
issues by regulation or whether these
burdens must be addressed by
legislative action.

The agencies completed the first
review required by EGRPRA in 2007.5
This report contains the results of the
agencies’ second EGRPRA review.
Specifically, this report describes the
EGRPRA review process; summarizes
the public comments received;
identifies and notes the merits of the
significant issues raised by the
comments; and describes the agencies’
response to these comments. This report
also includes the agencies’
recommendations for legislative
changes. The State Liaison Committee

EGRPRA review. The CFPB is required to review its
significant rules and publish a report of its review
no later than five years after the rules take effect.
See 12 U.S.C. 5512(d). This process is separate from
the EGRPRA process. The NCUA has voluntarily
conducted its own review of its regulations
concurrently with the timing of the agencies’
review. The results of its review are included in
part II of this report. The FFIEC does not issue
regulations that impose burden on financial
institutions and therefore its regulations are not
included in this EGRPRA review.

4 Other federal agencies also impose regulatory
requirements on IDIs. However, these regulations
are not subject to the EGRPRA process. Examples
include rules issued by the CFPB under the federal
consumer financial laws, and anti-money
laundering regulations issued by the Department of
the Treasury’s Financial Crimes Enforcement
Network (FinCEN). During the EGRPRA review
process, when the agencies received a comment
about a regulation issued by the CFPB, FinCEN, or
another federal regulator, the agencies provided the
comment to the other agency.

572 FR 62036 (November 1, 2007).
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provided the agencies with its
suggestions on the EGRPRA review,
which are included in the report in
appendix 1. The agencies worked with
the State Liaison Committee during the
review and will continue to coordinate
with the committee on the suggestions
presented.

As noted previously, the NCUA is not
required to participate in the EGRPRA
review but elected to review its
regulations pursuant to the goals of
EGRPRA during the first EGRPRA
review 10 years ago. The NCUA again
has elected to review its regulations
concurrently with the agencies, and
participated in the agencies’ EGRPRA
planning and comment solicitation
process. Because of the unique
circumstances of federally insured
credit unions and their members,
however, the NCUA established its own
regulatory categories and published its
own notices and requests for comments
on its rules separately from the agencies.
The NCUA’s notices were consistent
and compatible with those published by
the agencies, and the NCUA published
its notices during the same time period
as the agencies. Similar to the
requirements of EGRPRA, the NCUA
invited public comment on any aspect
of its regulations that are outdated,
unnecessary, or unduly burdensome. As
in the prior EGRPRA review, the
NCUA'’s report is contained in part II of
this report to Congress.

B. Highlights of Interagency and
Agency Actions to Reduce Burden

During the EGRPRA review, the
agencies have made meaningful efforts
to address the issues raised by EGRPRA
commenters to reduce regulatory
burden, especially on community banks,
while at the same time ensuring that the
financial system remains safe and
sound. The agencies’ responses to these
issues are described in detail in section
D of this report. Highlights include the
following:

o Simplifying the capital rules.
With the goal of meaningfully reducing
regulatory burden on community
banking organizations while at the same
time maintaining safety and soundness
and the quality and quantity of
regulatory capital in the banking system,
the agencies are developing a proposal
to simplify the generally applicable
framework. Such amendments likely
would include (1) replacing the
framework’s complex treatment of high
volatility commercial real estate
(HVCRE) exposures with a more
straightforward treatment for most
acquisition, development, or
construction (ADC) loans; (2)
simplifying the current regulatory

capital treatment for mortgage servicing
assets (MSAs), timing difference
deferred tax assets (DT As), and holdings
of regulatory capital instruments issued
by financial institutions; and (3)
simplifying the current limitations on
minority interests in regulatory capital.
The agencies would seek industry
comment on these amendments through
the normal notice and comment process.

o Reduced regulatory reporting
requirements with the introduction
of a community bank Call Report.
The agencies proposed for comment in
August 2016, and in December 2016
finalized, a new, streamlined FFIEC 051
Call Report for institutions with
domestic offices only and less than $1
billion in total assets. The FFIEC 051
was created from the existing FFIEC 041
report for all institutions with domestic
offices only by removing certain existing
schedules and data items that have been
replaced by a limited number of data
items collected in a new supplemental
schedule, eliminating certain other
existing data items, and reducing the
reporting frequency of certain data
items. This new Call Report, which will
take effect March 31, 2017, will reduce
the length of the Call Report from 85
pages to 61 pages and will remove
approximately 40 percent of the data
items currently included in the FFIEC
041.

o Simplified the Call Report. In
July 2016, the agencies finalized certain
Call Report revisions, which included a
number of burden-reducing and other
reporting changes. Following Office of
Management and Budget (OMB)
approval, some of the Call Report
revisions took effect September 30,
2016, and others will take effect March
31, 2017. The agencies’ August 2016
proposal that was finalized in December
2016 includes further burden-reducing
changes to the two existing versions of
the Call Report. Further Call Report
streamlining is anticipated in future
proposals. In particular, any future
simplification of capital rules may
significantly reduce the difficulty of
completing the Call Report’s capital
schedule, which was viewed as
particularly burdensome by
commenters.

* Raising appraisal threshold for
commercial real estate loans. The
agencies are developing a proposal to
increase the threshold for requiring an
appraisal on commercial real estate
loans from $250,000 to $400,000, in
order to reduce regulatory burden in a
manner consistent with safety and
soundness.

o Addressing appraiser shortages
in rural areas. Title XI of the
Financial Institutions Reform, Recovery,

and Enforcement Act of 1989 (FIRREA)
allows the Appraisal Subcommittee of
the FFIEC (ASC) after making certain
findings and with the approval of the
FFIEC, to grant temporary waivers of
any requirement relating to certification
or licensing of a person to perform
appraisals under Title XI. Furthermore,
state appraiser certifying or licensing
agencies may recognize, on a temporary
basis, the certification or license of an
appraiser issued by another state. The
agencies intend to issue a statement to
regulated entities informing them of the
availability of both temporary waivers
and temporary practice permits, which
are applicable to both commercial and
residential appraisals, and may address
temporary appraiser shortages.
Additionally, the agencies will work
with the ASC to streamline the process
for the evaluation of temporary waiver
requests.

o Clarified use of evaluations
versus appraisals. To clarify current
supervisory expectations regarding
evaluations, particularly in response to
commenters in rural areas, in March
2016 the agencies issued an interagency
advisory on when evaluations can be
performed in lieu of appraisals,
including when transactions fall below
the dollar thresholds set forth in the
appraisal regulations.

e Reduced the full scope, on-site
examination (safety-and-soundness
examination) frequency for certain
qualifying institutions. The agencies
indicated support for revisions to the
statute regarding examination
frequency. Congress subsequently
enacted the Fixing America’s Surface
Transportation Act (FAST Act) that,
among other things, gave the agencies
discretion to raise the asset threshold for
certain IDIs qualifying for an 18-month
examination cycle with an
“outstanding” or “good” composite
condition from less than $500 million in
total assets to less than $1 billion in
total assets. Shortly thereafter, the
agencies exercised this discretion and
issued a joint interim final rule to raise
the asset threshold that, in general,
makes qualifying IDIs with less than $1
billion in total assets eligible for an 18-
month (rather than a 12-month)
examination cycle. As a result,
approximately 611 more institutions
would potentially qualify for an
extended 18-month examination cycle,
increasing the number of potentially
qualifying institutions to approximately
83 percent of IDIs.

¢ Reduced frequency of Bank
Secrecy Act (BSA) reviews for
certain qualifying institutions. In
general, agency review of BSA
compliance programs are typically
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conducted during safety and soundness
examinations. Therefore, institutions
with assets between $500 million and
$1 billion that are now eligible for
safety-and-soundness examinations
every 18 months will also generally be
subject to less frequent BSA reviews.

¢ Referred Bank Secrecy Act
(BSA) and anti-money laundering
(AML) comments. As was noted in the
first EGRPRA report to Congress in
2007, the agencies do not have exclusive
authority over the threshold filing
requirements for Suspicious Activity
Reports (SARs) and have no authority
over the threshold filing requirements
for Currency Transaction Reports
(CTRs). The Financial Crimes
Enforcement Network (FinCEN), a
bureau of the Department of the
Treasury, is the delegated administrator
of the BSA that issues regulations and
interpretive guidance, and as such, any
changes to the SAR or CTR
requirements would require a change in
FinCEN’s regulations. The agencies
provided FinCEN with the comments
received during the EGRPRA review and
FinCEN provided a response, which is
attached to the report in appendix 5. In
addition, the agencies have established
common training policies for examiners,
maintain an interagency examination
manual, and issued an interagency
statement setting forth the policy for
enforcing specific AML requirements for
greater consistency in enforcement
decisions on BSA matters through
publication of the FFIEC BSA/AML
Examination Manual.

e Clarifying guidance regarding
flood insurance. The agencies are
updating and revising their Interagency
Questions and Answers Regarding
Flood Insurance (Interagency Flood
Q&As) to provide additional guidance
on a number of issues raised by
EGRPRA commenters, including the
escrow of flood insurance premiums,
force-placed insurance, and detached
structures.

e Increasing the major assets
interlock threshold. The agencies
anticipate issuing a proposal for
comment to amend their rules
implementing the Depository Institution
Management Interlocks Act (DIMIA) to
increase the asset thresholds in the
major assets prohibition, currently set at
$2.5 billion and $1.5 billion, based on
inflation or market changes.

o Increasing further guidance on
Regulation O. The agencies are
working to provide a chart or similar
guide on the statutorily required rules
and limits on extensions of credit made
by an IDI to an executive officer,
director, or principal shareholder of that

IDI, its holding company, or its
subsidiary.

The agencies are aware that regulatory
burden does not emanate only from
statutes and regulations, but often
comes from processes and procedures
related to examinations and supervisory
oversight. As detailed in this report, the
agencies have taken a number of actions
to improve the efficiency and minimize
unnecessary burdens of these activities.
The agencies plan to continue these
efforts by jointly reviewing the
examination process, examination
report format, and examination report
preparation process to identify further
opportunities to minimize burden to
bank management where possible,
principally by rethinking traditional
processes and making better use of
technology. In addition, the agencies
plan to review interagency guidance,
such as policy statements, to update and
streamline guidance.

In addition to interagency actions, the
agencies have engaged in individual
efforts to reduce burden and update
regulations and processes, including,
among other things, the following
actions:

Board

o Amended the Small Bank
Holding Company (BHC)/Savings
and Loan Holding Company (SLHC)
Policy Statement. In April 2015, the
Board approved a final rule that raised
the asset threshold of the Small BHC
Policy Statement from less than $500
million in total consolidated assets to
less than $1 billion in total consolidated
assets and expanded the application of
the policy statement to SLHCs. As of
issuance of the final rule, 89 percent of
all BHCs and 81 percent of all savings
and loan holding companies were
covered by the policy statement and
were excluded from certain
consolidated capital requirements.

e Modernized initiatives related
to safety-and-soundness supervisory
process. The Board has taken several
actions to reduce burden and to advance
a more efficient and effective
supervisory program. For instance:
—The Board expanded its offsite loan

review program for banking

organizations with less than $50
billion in total assets across the

Federal Reserve System.

—The Board issued a supervisory letter
reinforcing its practice of relying on
the assessments of the primary
regulator of a depository institution
when supervising bank holding
companies and savings and loan
holding companies with total
consolidated assets of less than $50
billion.

—The Board updated and issued
supervisory guidance for assessing
risk management at institutions with
less than $50 billion in total
consolidated assets, which provides
clarification on, and distinguishes
supervisory expectations for, the roles
and responsibilities of the board of
directors and senior management for
an institution’s risk management.

—The Board revised its rule regarding
company-run stress testing for bank
holding companies with total
consolidated assets of between $10
and $50 billion to provide greater
flexibility with respect to required
assumptions that must be included in
company-run stress tests. This
revision allows these covered
companies to incorporate their own
capital action assumptions into their
Dodd-Frank Act required company-
run stress tests.

—The Board, the FDIC, and the state
banking agencies (coordinated
through the Conference of State Bank
Supervisors) collaborated to develop
an information technology (IT) risk-
focused examination program
(referred to as INTREXx). This
examination program provides
supervisory staff with risk-focused
and efficient examination procedures
for conducting IT reviews and
assessing IT and cybersecurity risks at
supervised institutions. Further,
under the In'TREx program,
comprehensive IT examinations are
conducted at institutions that present
the highest IT risks and more targeted
IT examinations are conducted at
institutions with lower IT risks.
¢ Reviewed supervisory policy. The

Board periodically reviews its existing

supervisory guidance to evaluate its

relevance and effectiveness. The Board
completed a policy review of the
supervision programs for community
and regional banking organizations to
make sure that these programs and
related supervisory guidance
appropriately align with current
banking practices and risks. As a result

of this review, the Board eliminated 78

guidance letters that are no longer

relevant.

¢ Revised consumer compliance
examination practices. The Board
revised its consumer compliance
examination frequency policy in

January 2014 to lengthen the time frame

between on-site consumer compliance

and Community Reinvestment Act

(CRA) examinations for many

community banks with less than $1

billion in total consolidated assets. The

Board adopted a new consumer

compliance examination framework for

community banks at the same time. The
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new framework more explicitly bases
examination intensity on the individual
community bank’s risk profile, weighed
against the effectiveness of the bank’s
compliance controls.

e Launched an electronic
applications filing system. The Board
launched its electronic applications
filing system (E-Apps) in 2010 to allow
state member banks, bank and savings
and loan holding companies, and their
representatives, to file applications and
notices online eliminating the time and
expenses of printing, copying, and
mailing documents.

¢ Invited communications and
outreach with the industry. The
Board continues to make special efforts
to explain when its requirements are
applicable to community banks. For
instance, the Board provides a statement
at the top of each Supervision and
Regulation letter and each Consumer
Affairs letter that clearly indicates
which banking entity types are subject
to the guidance. The Board also has
initiated numerous industry outreach
opportunities to provide resources on
key supervisory policies, including the
development of two programs—
“Outlook Live” and ““Ask the Fed”—as
well as the publication of three
newsletters—Community Banking
Connections, Consumer Compliance
Outlook, and FedLinks. Additionally,
the Federal Reserve co-sponsors an
annual community banking research
and policy conference, “Community
Banking in the 21st Century,” along
with the Conference of State Bank
Supervisors, to inform our
understanding of the role of community
banks in the U.S. economy and the
effects that regulatory initiatives may
have on these banks.

occC

o Issued two final rules to
implement EGRPRA comments and
make other regulatory burden
reducing changes. The OCC has
issued two final rules amending OCC
regulations based on suggestions made
by EGRPRA commenters with respect to
licensing transactions, electronic
activities, the electronic submission of
securities-related filings; and collective
investment funds. These final rules also
make a number of other changes that
reduce regulatory burden and update
regulatory requirements specifically
with respect to business combinations;
changes to permanent capital; bank
directors; fidelity bonds; securities
recordkeeping and confirmation;
securities offering disclosures; and
reporting, accounting, and management
policies. The OCC plans to propose
additional regulatory amendments in

one or more future rulemakings, or to
revise licensing guidance, to address
other EGRPRA comments related to
financial subsidiaries, fiduciary
activities, and employment contracts
between a federal savings association
(FSA) and its officers or other
employees.

* Reduced regulatory burden and
updated regulatory requirements by
integrating OCC national bank and
FSA rules. The OCC is continuing to
integrate its rules for national banks and
FSAs into a single set of rules, where
possible. The key objectives of this
integration process are to reduce
regulatory duplication, promote fairness
in supervision, eliminate unnecessary
burden consistent with safety and
soundness, and create efficiencies for
both national banks and FSAs.

¢ Reduced burden in the OCC
examination and supervisory
process. The OCC has modified its
examination process in response to
comments received from bankers at
EGRPRA and other outreach meetings,
specifically by tailoring its Examination
Request Letter to the institution being
examined to remove redundant or
unnecessary information requests,
improving the planning of on-site and
off-site examination work and
incorporating examination process
efficiencies in individual bank
supervisory strategies, and leveraging
technology to make the examination
process more efficient and less
burdensome.

o Updating supervisory guidance.
The OCC is in the process of reviewing
and updating its supervisory and
examiner guidance to align it to current
practices and risks and to eliminate
unnecessary or outdated guidance.
Since 2014, the OCC has eliminated
approximately 125 outdated or
duplicative OCC guidance documents
and updated and/or revised
approximately 22 OCC guidance
documents.

o Issued guidance on reducing
burden through collaboration. The
OCC has encouraged the collaboration
and pooling of resources among
community banks as one way to reduce
regulatory burden, and provided
guidance on this approach in January
2015 in a paper entitled An Opportunity
for Community Banks: Working
Together Collaboratively. Collaborative
efforts could include alliances to bid on
larger loan projects; pooling resources to
finance community development
activities; and collaborating on
accounting, clerical support, data
processing, employee benefit planning,
and health insurance. The OCC is
committed to encouraging such

collaboration to the extent consistent
with applicable law and safety and
soundness.

o Established Office of Innovation
to assist community banks in
Fintech environment. The OCC
developed its financial innovation
initiative, launched in 2015, to provide
federally chartered institutions, in
particular community banks, with a
regulatory framework that is receptive to
responsible innovation and supervision
that supports it. As part of this
initiative, the OCC established an Office
of Innovation where community banks
can have an open and candid dialogue
apart from the supervision process on
innovation and emerging developments
in the industry. When fully operational
in 2017, the Office of Innovation will
provide value to community banks
through outreach and technical
assistance to help community banks
work through innovation-related issues
and understand regulatory concerns.

o Issued risk reevaluation
guidance. On October 5, 2016, the OCC
issued guidance that describes corporate
governance best practices for banks’
consideration when conducting their
periodic evaluations of risk and making
account retention or termination
decisions relating to foreign
correspondent accounts. This guidance
is intended to promote efficiency as it
communicates best practices observed
by the OCC to aid all OCC-supervised
banks in developing practices suitable
for conducting risk reevaluations of
their foreign correspondent accounts.

o Clarified the supervision and
examination of mutual FSAs. The
OCC issued OCC Bulletin 2014-35,
“Mutual Federal Savings Associations:
Characteristics and Supervisory
Considerations,” in July 2014 to clarify
risk assessments and corporate
governance expectations for both OCC
examiners and mutual FSAs.
Specifically, the guidance describes the
unique characteristics of mutual FSAs
and the considerations the OCC factors
into its risk-based supervision process.

o Issued regulatory capital
guidance. The OCC has published a
number of guidance documents to assist
banks in their capital planning efforts,
such as OCC Bulletin 2012-16, “Capital
Planning: Guidance for Evaluating
Capital Planning and Adequacy,” and
the New Capital Rule Quick Reference
Guide for Community Banks. This latter
document is a high-level summary of
the aspects of the new rule that are
generally relevant for smaller, non-
complex banks that are not subject to
the market risk rule or the advanced
approaches capital rule.
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o Issued guidance on community
banking. The OCC published A
Common Sense Approach to
Community Banking, which shares
fundamental banking best practices that
the OCC has found to prove useful to
boards of directors and management in
successfully guiding their community
banks through economic cycles and
environmental changes.

o Issued guidance for national
bank and FSA directors. The OCC
published The Director’s Book: Role of
Directors for National Banks and
Federal Savings Associations, which, in
general, outlines the responsibilities and
role of national bank and FSA directors
and management, explains basic
concepts and standards for safe and
sound operation of national banks and
FSAs, and delineates laws and
regulations that apply to national banks
and FSAs.

e Clarified applicability of OCC
issuances to community banks. The
OCC has added a “Note for Community
Banks” box to all OCC bulletins that
explains if and how the new guidance
or rulemaking applies to them.

o Increased electronic filing of
applications, notices, and reports.
The OCC currently permits the
electronic filing of many of its required
forms and reports though BankNet, the
OCC’s secure website for
communicating with and receiving
information from national banks and
FSAs. As indicated above, the OCC’s
EGRPRA final rule permits national
banks and FSAs to file various
securities-related filings electronically
through BankNet. Furthermore, the OCC
has developed a web-based system for
submitting and processing licensing and
public welfare investment filings called
the Central Application Tracking
System (CATS). Beginning in January
2017, the OCC began a phased rollout of
CATS to enable authorized national
bank and FSA employees to draft,
submit, and track filings, and to allow
OCC analysts to receive, process, and
manage those filings.

e Continued support for
community national banks and
FSAs. The OCC continues to provide
support for community banks though its
online BankNet portal. Among other
things, BankNet contains a ‘‘Director
Resource Center,” which collects
information on OCC supervision most
pertinent to national bank and FSA
directors, and includes a “Directors
Toolkit” for further assistance in
carrying out the responsibilities of a
national bank or FSA director.
Furthermore, BankNet contains a
question and answer forum designed to
facilitate communication between OCC-

regulated institutions and the OCC that
provides direct access to OCC
Washington, DG, staff and senior

management for answers to general bank

regulatory and supervisory questions.
FDIC

¢ Reduced supervisory burden on
de novo institutions, clarified
guidance, and conducted outreach
regarding deposit insurance
applications.

—Rescinded FIL-50-2009, “Enhanced
Supervisory Procedures for Newly
Insured FDIC-Supervised
Institutions,” reducing from seven
years to three years the period of
enhanced supervisory monitoring of
newly insured depository institutions.

—Issued guidance in the form of
questions and answers on issues
related to deposit insurance
applications, clarifying the purpose
and benefits of pre-filing meetings,
processing timelines, initial
capitalization requirements, and
business plan requirements.

—Conducted three outreach meetings
with more than 100 industry
participants, providing guidance
about the deposit insurance
application process.

—Designated subject matter experts in
each of the FDIC'’s six regional offices,
providing applicants with dedicated

points of contact for deposit insurance

applications.

—Issued for public comment a
handbook for organizers of de novo
institutions, describing the process of
applying for federal deposit insurance
and providing instruction about the
application materials required.

¢ Reduced the frequency of
consumer compliance and CRA
examinations for small and de novo
banks.

—In November 2013, the FDIC revised
its frequency schedule for small banks
(those with assets of $250 million or
less) that are rated favorably for
compliance and have at least a
Satisfactory rating under the CRA.
Previously, small banks that received
a Satisfactory or Outstanding rating
for CRA were subject to a CRA
examination no more than once every
48 to 60 months, respectively. Under
the new schedule, small banks with
favorable compliance ratings and
Satisfactory CRA ratings are examined
every 60 to 72 months for joint
compliance and CRA examinations
and every 30 to 36 months for
compliance only examinations. This
revised schedule has reduced the
frequency of onsite examinations for

community banks with satisfactory
ratings.

—In April 2016, the examination

frequency for the compliance and
CRA examinations of de novo
institutions and charter conversions
was changed. As a result of the FDIC’s
supervisory focus on consumer harm
and forward-looking supervision, the
de novo period, which had required
annual on-site presence for a period of
five years was reduced to three years.

¢ Reduced burden in application,

examination, and superuvisory
processes.
—Implemented an electronic pre-

examination planning tool for both
risk management and compliance
examinations that allows request lists
to be tailored to ensure that only those
items that are necessary for the
examination process are requested
from each institution. Tailoring pre-
examination request lists minimizes
burden for institutions, and receiving
pertinent information in advance of
the examination allows examiners to
review certain materials off site,
reducing on-site examination hours.

—Implemented a secure, transactions-

based website, known as
FDIGconnect, to provide alternatives
for paper-based processes and allow
for the submission of various
applications, notices, and filings
required by regulation. There are
5,977 institutions registered to use
FDICconnect, which ensures timely
and secure access for bankers and
supervisory staff, including state
supervisors. Twenty-seven business
transactions have been made available
through FDICconnect.

—In 2016, and in response to EGRPRA

commenters, established a process to
allow for electronic submission of
audit reports required by part 363 of
the FDIC Rules and Regulations via
FDICconnect, eliminating the need for
institutions to mail hard copies.

—Eliminated requirements for

institutions to file applications under
part 362 of the FDIC Rules and
Regulations to conduct activities
permissible for national banks
through certain bank subsidiaries
organized as limited liability
companies. The FDIC estimates the
vast majority of the over 2,000 part
362 applications processed over the
10 years before the streamlined
procedures were adopted involved
limited liability companies, the
changes result in a significant
reduction in filing requirements.

—Enhanced information technology (IT)

examination procedures to require
less pre-examination information
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from bankers, incorporate
cybersecurity principles, and align the
examination work program with the
Uniform Rating System for
Information Technology (URSIT). The
revised IT Officer’s Questionnaire that
is completed by bankers in advance of
the examination has 65 percent fewer
questions than previous versions,
reducing the amount of time needed
to prepare for an examination. The
new work program has been made
publicly available to bankers, and
component URSIT ratings will be
shared in reports of examination to
improve transparency of the
examination process and findings.

—Piloted an automated process with
certain Technology Service Providers
to obtain standardized downloads of
imaged bank loan files to facilitate
offsite loan review, thereby reducing
the amount of examiner time in
financial institutions.

¢ Rescinded outdated and
redundant rules and guidance.

—Rescinded 16 rules that were
transferred from the Office of Thrift
Supervision (OTS) and issued a
proposal to rescind another OTS rule,
eliminating duplicative rulemakings
and updating related FDIC rules as
appropriate. Updated FDIC
rulemakings by clarifying and
aligning the definition of “‘control” to
that used by the other federal banking
agencies and increasing the threshold
for required reporting of certain
securities transactions. An additional
14 OTS rules are under review for
potential rescission.

—Reviewed internal examiner guidance
documents and identified nearly half
to be no longer needed. The FDIC is
in the process of eliminating the
outdated guidance as well as updating
remaining examiner guidance.

e Provided support to community
banks under the multi-year
Community Banking Initiative.

—Established the FDIC Advisory
Committee on Community Banking to
provide the FDIC with advice and
guidance on a broad range of
important policy issues impacting
community banks throughout the
country, as well as the local
communities they serve, with a focus
on rural areas.

—Established a Directors’ Resource
Center on the FDIC’s website, which
among other things, contains more
than 25 technical assistance videos
designed for bank directors and
management on important and
complex topics.

—Revised banker guidance on deposit
insurance coverage and conducted
related outreach sessions for bankers.

—Pursued an agenda of research and
outreach focused on community
banking issues, including the FDIC
Community Bank Study, a data-driven
analysis of the opportunities and
challenges facing community banks
over a 25-year period, as well as
research regarding the factors that
have driven industry consolidation
over the past 30 years, minority
depository institutions, branching
trends, closely held banks,
efficiencies and economies of scale,
earnings performance, and rural
depopulation.

—Introduced a Community Bank
Performance section of the FDIC
Quarterly Banking Profile to provide a
detailed statistical picture of the
community banking sector that can be
accessed by analysts, other regulators,
and bankers themselves.

—Developed and distributed to all
FDIC-supervised institutions a
Community Bank Resource Kit,
containing a copy of the FDIC’s
Pocket Guide for Directors, reprints of
various Supervisory Insights articles
relating to corporate governance,
interest rate risk, and cybersecurity;
two cybersecurity brochures that
banks may reprint and share with
their customers to enhance
cybersecurity savvy; a copy of the
FDIC’s Cyber Challenge exercise; and
several pamphlets that provide
information about the FDIC resources
available to bank management and
board members.

o Improved communication with
bank boards of directors and
management
—Reissued and updated guidance

entitled “Reminder on FDIC

Examination Findings” to re-

emphasize the importance of open

communications regarding
supervisory findings and to provide
an additional informal review process
at the Division Director level for
banker concerns that are not eligible
for another review process.
—Improved transparency regarding
developing guidance and supervisory
recommendations by issuing two
statements by the FDIC Board of

Directors that set forth basic

principles to guide FDIC staff in (1)

developing and reviewing supervisory

guidance and (2) communicating
supervisory recommendations to
financial institutions under its
supervision.

—Proposed revised guidelines for

supervisory appeals to provide more

transparency and access to the

appeals process.

e Clarified capital rules and
provided related technical
assistance.

—Issued FIL 40-2014 to FDIC-
supervised institutions, clarifying
how the FDIC would treat certain
requests from S-corporation
institutions to pay dividends to their
shareholders to cover taxes on their
pass-through share of bank earnings
when those dividends are otherwise
not permitted under the new capital
rules. The FDIC told banks that unless
there were significant safety-and-
soundness issues, the FDIC would
generally approve those requests for
well-rated banks.

—Conducted outreach and technical
assistance designed specifically for
community banks that included
publishing a community bank guide
for the implementation of the Basel III
capital rules; releasing an
informational video on the revised
capital rules; and conducting face-to-
face informational sessions with
community bankers in each of the
FDIC’s six supervisory regions to
discuss the revised capital rules.

o Enhanced awareness of
emerging cybersecurity threats.
—Conducted cybersecurity awareness

outreach sessions in each of the

FDIC’s six regional offices and hosted

a webinar to share answers to the

most commonly asked questions.

—Developed cybersecurity awareness
technical assistance videos to assist
bank directors with understanding
cybersecurity risks and related risk-
management programs, and to elevate
cybersecurity discussions from the
server room to the board room.

—Developed and distributed to FDIC-
supervised financial institutions
Cyber Challenge, a program designed
to help financial institution
management and staffs discuss events
that may present operational risks and
consider ways to mitigate them.

C. Overview of the Agencies’ Second
EGRPRA Review Process

Consistent with EGRPRA, the
agencies grouped their regulations into
the following 12 regulatory categories:
(1) Applications and Reporting; (2)
Banking Operations; (3) Capital; (4)
CRA; (5) Consumer Protection; 6 (6)

6 As previously noted, the agencies sought
comment only on those consumer protection
regulations for which the agencies retain
rulemaking authority for IDIs and regulated holding
companies following passage of section 1061 of the
Dodd-Frank Act Wall Street Reform and Consumer
Protection Act (Dodd-Frank Act), Pub. L. No. 111—
203 (2010) (codified at 12 U.S.C. 5581(b)).
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Directors, Officers and Employees; (7)
International Operations; (8) Money
Laundering; (9) Powers and Activities;
(10) Rules of Procedure; (11) Safety and
Soundness; and (12) Securities.” To
determine these categories, the agencies
divided the regulations by type and
sought to have no category be too large
or broad.

To carry out the EGRPRA review, the
agencies published four Federal
Register notices, each addressing three
categories of rules and each providing a
90-day comment period. On June 4,
2014, the agencies published the first
notice, seeking comment on rules in the
categories of Applications and
Reporting, Powers and Activities, and
International Operations.? On February
13, 2015, the agencies published the
second notice, seeking comment on
rules in the categories of Banking
Operations, Capital, and the CRA.? On
June 5, 2015, the agencies published the
third notice, seeking comment on rules
in the categories of Consumer
Protection, Directors, Officers and
Employees, and Money Laundering.1?
The agencies note that they announced
in this third notice their decision to
expand the scope of the EGRPRA review
to include recently issued rules, such as
those issued pursuant to the Dodd-
Frank Act and the recently promulgated
domestic capital and liquidity rules.
The agencies identified these rules,
referred to as “Newly Listed Rules,” on
a chart included in the third notice.

On December 23, 2015, the agencies
published the fourth and final Federal
Register notice, seeking comment on
rules in the categories of Rules of
Procedure, Safety and Soundness, and
Securities. This final notice also
requested comment on the Newly Listed
Rules as well as on any other rule issued
in final form on or before December 31,
2015, not previously included in one of
the 12 categories 1? (see appendix 3 for
the complete text of the agencies’ four
notices requesting public comment on
the agencies’ rules, as sent to the
Federal Register).

Throughout the EGRPRA review
process, the agencies invited comment

7 Consistent with EGRPRA’s focus on reducing
burden on IDIs, the agencies did not include their
internal, organizational, or operational regulations
in this review.

879 FR 32172 (June 4, 2014) at https://
www.gpo.gov/fdsys/pkg/FR-2014-06-04/pdf/2014-
12741.pdf.

980 FR 7980 (February 13, 2015) at https://
www.gpo.gov/fdsys/pkg/FR-2015-02-13/pdf/2015-
02998.pdf.

1080 FR 32046 (June 5, 2015) at https://
www.gpo.gov/fdsys/pkg/FR-2015-06-05/pdf/2015-
13749.pdf.

1180 FR 79724 (December 23, 2015) at https://
www.gpo.gov/fdsys/pkg/FR-2015-12-23/pdf/2015-
32312.pdf.

on any of the agencies’ rules included
in this EGRPRA review during any open
comment period.

In addition to seeking public
comment through the Federal Register
notices, the agencies held six public
outreach meetings across the country to
provide an opportunity for bankers,
consumer and community groups, and
other interested persons to present their
views directly to agency senior
management and staff on any of the
regulations subject to EGRPRA review.
The agencies held outreach meetings in
Los Angeles, California, on December 2,
2014; Dallas, Texas, on February 4,
2015; Boston, Massachusetts, on May 4,
2015; Kansas City, Missouri, on August
4, 2015 (focusing on rural banking
issues); Chicago, Illinois, on October 19,
2015; and Washington, DC, on
December 2, 2015.12 Each outreach
meeting consisted of panels of bankers
and consumer and community groups
who presented their views on the
agencies’ regulations. These meetings
were open to the public and provided
all attendees, including those in the
audience, with the opportunity to
present their views on any of the
regulations under review. Furthermore,
these meetings were livestreamed via a
public webcast in order to increase
education and outreach. At the Kansas
City, Chicago, and Washington, DC,
meetings, online viewers were able to
submit real-time, electronic comments
to the agencies. Reflective of the
importance of the EGRPRA process to
the agencies, principals or senior
management from each agency attended
each of the outreach meetings (see
appendix 4 for the text of the agencies’
notices announcing the EGRPRA
outreach meetings, as sent to the
Federal Register).

To provide the public with
information about the EGRPRA process,
the agencies established a dedicated
website, http://egrpra.ffiec.gov. Among
other things, this website contains links
to all of the Federal Register notices,
transcripts and videos of each of the
outreach meetings, and links to all of
the public comments received. The
public also could submit comments on

12 See, Notices Announcing EGRPRA Outreach
Meetings: 79 FR 70474 (November 26 2014) https://
www.gpo.gov/fdsys/pkg/FR-2014-11-26/pdf/2014-
27969.pdf; 80 FR 2061 (January 15, 2015) https://
www.gpo.gov/fdsys/pkg/FR-2015-01-15/pdf/2015-
00515.pdf; 80 FR 20173 (Apl‘il 15, 2015) htl‘ps://
www.gpo.gov/fdsys/pkg/FR-2015-04-15/pdf/2015-
08619.pdf: 80 FR 39390 (July 9, 2015) hitps://
www.gpo.gov/fdsys/pkg/FR-2015-07-09/pdf/2015-
16760.pdf, 80 FR 60075 (October 5, 2015) https://
www.gpo.gov/fdsys/pkg/FR-2015-10-05/pdf/2015-
25258.pdf; and 80 FR 74718 (November 30, 2015)
https://www.gpo.gov/fdsys/pkg/FR-2015-11-30/pdf/
2015-30247.pdf

the agencies’ regulations directly
through this website.

The agencies received over 230
comment letters from IDIs, trade
associations, consumer and community
groups, and other interested parties
directly in response to the Federal
Register notices. The agencies also
received numerous oral and written
comments from panelists and the public
at the outreach meetings. The agencies
have summarized and reviewed these
comments, and these comments form
the basis of this report.

D. Significant Issues Raised in the
EGRPRA Review and the Agencies’
Responses

The topics that received the most
comments relate to (1) capital, (2) Call
Reports, (3) appraisals, (4) frequency of
safety-and-soundness bank
examinations, (5) the CRA, and (6) BSA/
AML. This section of the report
discusses these topics and the agencies’
response to the most significant issues
raised by the commenters. As discussed
below, the agencies have taken steps to
address many of the issues raised by
commenters. The agencies continue to
review these and other issues, and
intend to take additional steps as
appropriate.

1. Capital

Background

In 2013, the agencies published
comprehensive revisions to their
regulatory capital framework (revised
capital rules) designed to address
weaknesses that became apparent
during the financial crisis of 2007-08.13
The agencies made a number of changes
to the final standards in response to
feedback to the proposed rule about the
potential impact on community banks.
These changes included grandfathering
certain non-qualifying capital
instruments in the tier 1 capital of bank
holding companies with less than $15
billion in consolidated assets, allowing
community banks the option to exclude
most elements of accumulated other
comprehensive income from their
capital calculations, which allows
community banks to simplify their
capital calculations by reducing
volatility, and not adopting a proposal
that would have made the treatment of
residential mortgage loans more
complex. In addition, the revised capital
rules do not subject community banking
organizations to the countercyclical
capital buffer, the supplementary
leverage ratio, capital requirements for
credit valuation adjustments, and

13 See 12 CFR part 3, 12 CFR 217 (Regulation Q),
and 12 CFR 324.
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certain disclosure requirements.
Further, the agencies determined not to
apply to community banks the
enhanced prudential standards related
to capital plans, stress testing, liquidity
and risk management requirements, and
the global systemically important bank
(GSIB), enhanced supplementary
leverage ratio standards and the GSIB
surcharge.

EGRPRA Comments

Over 30 commenters, including
banking organizations, banking trade
associations, and consumer groups,
addressed the agencies’ regulatory
capital requirements. The majority of
these commenters focused on the
revised capital rules. Several banking
organization and trade association
commenters suggested that the agencies
exempt certain banking organizations
from having to comply with all or
certain parts of the revised capital rules.
Commenters suggested drawing
distinctions between community banks
with less than $10 billion in total assets,
non-systemically important banks with
less than $50 billion in total assets, or
other banking organizations that can
demonstrate high levels of capital. As
discussed in more detail below, banking
industry commenters also addressed
several specific areas of the revised
capital rules where they suggested that
the agencies should make revisions or
provide additional guidance to alleviate
regulatory burden. One consumer group
commenter objected to the inclusion in
the EGRPRA process of rules
promulgated in response to the financial
crisis that have been in effect for five
years or less. This commenter stated
that reviewing such rules too soon
carries the risk that one-time costs
associated with their implementation
could be mistaken for their permanent
effects.

Impact of prompt corrective action
(PCA) requirements on community
banks

Two trade association commenters
asserted that the PCA requirements
impact community banks differently
than large banking organizations. These
commenters stated that the PCA
restrictions discourage investment in
struggling community banks more so
than large banking organizations
because large banking organizations are
more likely to receive government
support. The commenters asserted that
the agencies should make the PCA rules
more flexible and that any government
support received by large banking
organizations should be discounted
when evaluating compliance with
regulatory capital requirements.

Capital ratios

Comments from a banking trade
association and two banking
organizations stated that the agencies
should simplify and streamline their
regulatory capital requirements and
should exempt banking organizations
that can demonstrate high levels of
capital according to certain specified
measures from the more complex capital
calculations in the revised capital rules.
The banking trade association stated
that large banking organizations are now
subject to numerous duplicative capital
ratios (eight total), several of which
produce disparate and inconsistent
results. To comply with the various
requirements in the revised capital
rules, the commenter stated that large
banking organizations must create
redundant and costly compliance
systems.

Threshold for application of the
most rigorous regulatory capital
standards (including the advanced
approaches risk-based capital
rules)

Four large banking organization
commenters stated that the threshold for
application of the advanced approaches
risk-based capital rules ($250 billion in
total consolidated assets or $10 billion
in foreign exposure) is outdated and, in
light of the costs necessary to
implement advanced approaches
systems, arbitrarily captures many
banking organizations with traditional
business models that do not share the
same risk profile as the largest and most
complex organizations identified as
GSIBs by the Board. Three of these
commenters suggest limiting the scope
of the advanced approaches risk-based
capital rules to banking organizations
identified as GSIBs. One commenter
asserted that the agencies should
eliminate the advanced approaches risk-
based capital rules altogether because
the capital floor established by the
Dodd-Frank Act (codified at 12 U.S.C.
5371) has rendered them unnecessary.

Burden of revised capital rules on
community banks

Seven commenters from individual
community banks and a community
bank trade association asserted that the
revised capital rules added undue
burden on community banks by
increasing compliance costs without
corresponding benefits to safety and
soundness. Several of these commenters
suggested completely exempting
community banking organizations from
having to comply with the revised rules.
Others suggested relaxing different

aspects of the revised capital rules as
they apply to community banks.

Two banking organization
commenters suggested allowing
community banks to include certain
amounts of their allowance for loan and
lease losses (ALLL) in tier 1 capital,
rather than tier 2 capital, as is currently
allowed.

Two banking organization
commenters asserted that the revisions
to the treatment of mortgage servicing
assets (MSAs) were unduly restrictive
for community banks. Rather than the
requirement for deductions from
regulatory capital for concentrations of
MSAs above 10 percent of a banking
organization’s common equity tier 1
capital, these commenters stated that
community banks should be permitted
to hold MSAs up to 100 percent of
common equity tier 1 capital before any
deductions apply.

Three banking organization
commenters stated that the capital
conservation buffer—which restricts
dividend and bonus payments for
banking organizations that fail to
maintain a specified amount of capital
in excess of their regulatory
minimums—should be removed or
modified to permit community banks to
pay dividends equal to at least 35
percent of their reported net income for
a reporting period, or in the case of
banks organized as S-corporations, to
pay dividends large enough to cover the
tax liabilities assessed to their
shareholders.

Definition of high volatility
commercial real estate

Four community bank commenters
stated that the definition of HVCRE is
neither clear nor consistent with
established safe and sound lending
practices. These commenters stated that
the 150 percent risk weight applied to
HVCRE lending is too high, and that the
criteria for determining whether an
acquisition, development, or
construction (ADC) loan may qualify for
an exemption from the HVCRE risk
weight are confusing and do not track
relevant or appropriate risk drivers. In
particular, commenters expressed
concern over the requirements that
exempted ADC projects include a 15
percent borrower equity contribution,
and that any equity in an exempted
project, whether contributed initially or
internally generated, remain within the
project (i.e., internally generated income
may not be paid out in the form of
dividends or otherwise) for the life of
the project.
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Treatment of ALLL

Two banking organization
commenters stated that the agencies
should remove the current limit on the
amount of ALLL that a banking
organization may include in its tier 2
capital, which is currently capped at an
amount equal to 1.25 percent of the
banking organization’s standardized
total risk-weighted asset amount.

Asset concentrations

One community bank commenter
stated that the revised capital rules are
only one tool to address risk and that
banking organizations should focus
more on concentrations of assets and
stress tests. In particular, this
commenter stated that the revised
capital rules should incorporate stress
tests and provide more granular risk
weights for agriculture, oil and gas, and
commercial real estate lending.

Short-term trade financing

One community bank commenter
stated that the standardized approach
risk weights in the revised capital rules,
which reference country risk
classifications published by the
Organization for Economic Co-
Operation and Development (OECD) to
establish risk weights for exposures to
other banking organizations,
inappropriately increased the capital
requirements applied to certain trade
finance-related claims on other banks.
Rather than reference OECD risk
classifications, which focus on longer-
term financing, the commenter stated
that the agencies’ capital rules should
provide a flat 10 percent capital charge
for short-term trade financing provided
by banking organizations with less than
$10 billion in total assets.

Need for more agency guidance

One community bank commenter
asked the agencies to provide more
plain-language guidance on capital and
other rules. This commenter stated that
small banks, in particular, need more
guidance on best practices and how to
determine how much capital is enough
capital.

Agencies’ Response

The agencies regularly monitor and
analyze developments in the banking
industry to ensure that the revised
capital rules appropriately reflect risks
faced by banking organizations.
Through this ongoing process, the
agencies consider many issues and
determine whether a change to the
revised capital rules is appropriate. The
agencies note that safety and soundness
of community banks depends, in part,
on their having and maintaining

sufficient regulatory capital. More than
500 banking organizations, most of
which were community banks, failed in
the aftermath of the financial crisis
because they did not have sufficient
capital relative to the risks they took.

The agencies understand, however,
community banks’ concerns that the
regulatory capital rules are too complex
given community banks’ size, risk
profile, condition, and complexity. The
agencies therefore are developing a
proposal to simplify the regulatory
capital rules in a manner that maintains
safety and soundness and the quality
and quantity of regulatory capital in the
banking system. To this end, such
amendments likely would include (1)
replacing the framework’s complex
treatment of HVCRE exposures with a
more straightforward treatment for most
ADC loans; (2) simplifying the current
regulatory capital treatment for MSAs,
timing difference DTAs, and holdings of
regulatory capital instruments issued by
financial institutions; and (3)
simplifying the current limitations on
minority interests in regulatory capital.
The agencies would seek industry
comment on these amendments through
the normal notice and comment process.

The agencies do not support making
changes to the PCA requirements at this
time. These requirements promote
timely corrective action to contain the
potential costs of the federal deposit
insurance program. In response to
commenter concerns that there is a
disparate impact of PCA requirements
between the largest banking
organizations and community banks, the
agencies note that larger banks are
subject to heightened capital and
liquidity standards 4 and more frequent
examinations. The agencies note that
most formal and informal enforcement
actions are not entered into pursuant to
the PCA authorities but pursuant to the
agencies’ general safety-and-soundness
authorities.

Currently, the agencies are not
planning to make revisions to the
treatment of ALLL in regulatory capital
calculations. However, the agencies are
closely monitoring the implementation
of the Financial Accounting Standards

141n 2014, the agencies finalized a rule that
created a standardized quantitative minimum
liquidity requirement for large and internationally
active banking organizations, requiring such
organizations to maintain an amount of high-quality
liquid assets that is no less than 100 percent of its
total net cash outflows over a prospective 30
calendar-day period. See 12 CFR part 50 (OCC), 12
CFR part 249 (Board), and 12 CFR part 329 (FDIC).
In 2016, the agencies proposed a rule requiring the
same large and internationally active banking
organizations to maintain a minimum level of stable
funding relative to the liquidity of its assets,
derivative exposures, and commitments, over a one-
year period. See 81 FR 35124 (June 1, 2016).

Board’s (FASB) recently published
Current Expected Credit Loss, or
“CECL” standard, which revises the
measurement of the ALLL but, is not
required to be adopted before 2020. The
agencies have encouraged banking
organizations to take steps to assess the
potential impact of this new accounting
standard on capital. Banking
organizations that have issues or
concerns about implementing the new
CECL standard should discuss their
questions with their primary federal
supervisor. The agencies provided
feedback to the FASB during its
development of the CECL standard,
conducted informational
teleconferences for bankers, issued a
series of CECL standard FAQs, and plan
to work together to address questions
from community banks regarding the
implementation of that standard. As the
agencies consider future changes to
their respective revised capital rules,
they will consider the impact of the
CECL standard on ALLL and related
capital calculations.

Concurrent with the publication of
the revised capital rules in 2013, the
agencies published a community bank
guide to help community banks
understand the sections of the revised
capital rules most relevant to their
operations.'® The OCC also notes that it
has published a number of guidance
documents to assist banks in their
capital planning efforts.1® Additionally,
the OCC intends to publish substantial
revisions to its capital handbook so that
the recent OCC guidance publications
and the recent revisions to the OCC’s
capital regulations will be set forth and
described in one place. The FDIC also
issued a number of guidance documents
on the revised capital rules to assist
community banks in their
implementation of the capital rules. The
FDIC published an “Expanded
Community Bank Guide to the New
Capital Rule” and also filmed video
presentations discussing the capital
regulations.?” In addition, the Board has
issued capital planning guidance for
large and noncomplex banking
organizations, large and complex
banking organizations, and for banking
organizations supervised under the
Large Institution Supervision

15 “New Capital Rule; Community Bank Guide,”
www.occ.gov/news-issuances/news-releases/2013/
2013-110b.pdf; www.fdic.gov/regulations/capital/
capital/Community_Bank_Guide.pdf.

16 See, for example, OCC Bulletin 2012-16, (June
7, 2012) “Capital Planning: Guidance for Evaluating
Capital Planning and Adequacy.”

17 See FDIC webpage on “Regulatory Capital”
www.fdic.gov/regulations/capital/capital/
index.html. This webpage provides all FDIC
resources available to assist banks in their
implementation of the capital rules.


http://www.fdic.gov/regulations/capital/capital/Community_Bank_Guide.pdf
http://www.fdic.gov/regulations/capital/capital/Community_Bank_Guide.pdf
http://www.occ.gov/news-issuances/news-releases/2013/2013-110b.pdf
http://www.occ.gov/news-issuances/news-releases/2013/2013-110b.pdf
http://www.fdic.gov/regulations/capital/capital/index.html
http://www.fdic.gov/regulations/capital/capital/index.html
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Coordinating Committee (LISCC)
framework.18 The Board’s guidance
provides core capital planning
expectations for these banking
organizations, building upon the capital
planning requirements in the Board’s
capital plan rule and stress test rule.

2. Call Reports

Background

Section 7(a) of the FDI Act requires
each IDI to submit four “reports of
condition” each year to the appropriate
federal banking agency. Part 304 of the
FDIC’s regulations requires IDIs to file
quarterly Consolidated Reports of
Condition and Income, forms FFIEC 031
and 041 (also known as the Call Report),
in accordance with the instructions for
these reports.

EGRPRA Comments

The agencies received comments on
Call Reports from over 30 commenters.
Most commenters represented banking
institutions, a few commenters
represented industry organizations, and
one commenter represented a
community organization. Many
commenters described the overall
regulatory burden financial institutions
encounter when preparing Call Reports.
A number of commenters suggested
reducing Call Report burden by
instituting a “‘short form” or an
otherwise tiered Call Report, either for
all banks or for community banks. Other
commenters remarked on the difficulties
in preparing two particular Call Report
schedules (Schedule RC-R, Regulatory
Capital, and Schedule RC-C, Loans and
Lease Financing Receivables), while
others commented on specific Call
Report line items or other aspects of the
Call Report.

Several commenters argued that Call
Report data are too burdensome and
advocated for a review of the report and
its simplification and harmonization to
eliminate duplicative or unnecessary
items. One commenter urged the
agencies not to add to the information
collected in the Call Report unless it
serves an important supervisory
purpose that could not otherwise be met
at a lower cost. Another commenter
urged the agencies to allow institutions
additional time every quarter to report
information that is not used for safety
and soundness, which is otherwise due

18 See SR letter 15-18, Federal Reserve
Supervisory Assessment of Capital Planning and
Positions for LISCC Firms and Large and Complex
Firms at www.federalreserve.gov/bankinforeg/
srletters/sr1518.htm; and SR letter 15-19, Federal
Reserve Supervisory Assessment of Capital
Planning and Positions for Large and Noncomplex
Firms at www.federalreserve.gov/bankinforeg/
srletters/sr1519.htm.

30 days after the end of the quarter.
Several other commenters noted the
disparity in the content of the Call
Report for FDIC-insured institutions and
the regulatory reports required for credit
unions and other financial institutions.

As noted above, a number of
commenters suggested the development
of a short-form Call Report for all
institutions or at least for community
banks. Several of the commenters
suggested that banks file this short-form
report, which would consist of only a
balance sheet, income statement, and
statement of changes in equity capital,
for the first and third quarters with a
full regular Call Report for the second
and fourth quarters. Another commenter
suggested that banks file only one full
Call Report per year. Other commenters
suggested that highly rated and well-
capitalized institutions file the short-
form and the full report in alternating
quarters. One commenter suggested that
banks file only those portions of the Call
Report relating to high-risk activities on
a quarterly basis, and file the other
portions of the report annually.

A number of commenters raised
concerns about the length and
complexity of Schedule RC-R,
Regulatory Capital, and requested that
the agencies simplify the schedule
because it is excessively burdensome.
Commenters raised concerns about the
length of the instructions for this
schedule and that many of the line
items are not applicable to most banks.
Several commenters suggested that
Schedule RC-C, Loans and Lease
Financing Receivables, is very
burdensome because institutions need
to extract certain information manually
from other systems. Other commenters
remarked that the process to identify
and report loans that are troubled debt
restructurings is labor intensive and
time consuming, and that data on loans
to small businesses and small farms are
time consuming to prepare and not
useful.

Two commenters requested that the
agencies remove the requirement that
three bank directors sign the Call
Report, given the difficulty in obtaining
electronic signatures of directors in
different locations. These commenters
suggested instead that the agencies
permit a consolidated sign-off by one
officer of a BHC on the FRY-8, The Bank
Holding Company Report of Insured
Depository Institutions’” Section 23A
Transactions with Affiliates. The
commenters addressed the need to
provide global formatting and consistent
definitions across agency application
forms and regulatory reports.

One commenter supported
strengthening the information collected

in the Call Report because of heightened
concerns over the safety and soundness
of certain fees and products offered by
IDIs.

Agencies’ Response

The agencies agree that the Call
Report is burdensome for some IDIs and
are taking steps to reduce the Call
Report requirements. At its December
2014 meeting, the FFIEC directed its
Task Force on Reports (TFOR) to
undertake a community bank Call
Report burden-reduction initiative,
which includes the following five
actions:

o Issuing a proposal in 2015 to request
comment on a number of burden-
reducing changes identified during
the agencies’ 2012 statutory review of
the Call Report as well as any other
readily identifiable burden-reducing
changes; 19

o Accelerating the start of the next
statutorily mandated review of all Call
Report data items,2° which would not
otherwise begin until 2017, and
requiring agency users of Call Report
data to provide a robust justification
of the need for the data items they use
and deem essential;

¢ Considering the feasibility and merits
of creating a less burdensome version
of the Call Report for institutions that
meet certain criteria, which may
include an asset-size threshold or
activity limitations;

¢ Gaining a better understanding,
through industry dialogue, of the
aspects of institutions’ Call Report
preparation process that are
significant sources of reporting
burden, including where manual
intervention by an institution’s staff is
necessary to report particular
information; and

¢ Providing targeted training to bankers
via teleconferences and webinars to
explain upcoming reporting changes
and provide guidance on challenging
areas of the Call Report.21

On September 18, 2015, the agencies,
under the auspices of the FFIEC,
requested comment on various proposed
revisions to the Call Report
requirements. The proposed reporting
changes included certain burden-

1980 FR 56539 (September 18, 2015).

2012 U.S.C. 1817(a)(11). This statute requires the
agencies to review every five years the information
required to be filed in the Call Report and reduce
or eliminate any items the agencies determine are
no longer necessary or appropriate.

21 Two FFIEC teleconferences conducted on
February 25, 2015, and December 8, 2015, included
presentations to bankers on the revised Call Report
Schedule RC-R regulatory capital reporting
requirements that took effect on March 31, 2015,
followed by question-and-answer sessions.
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reducing changes, several new and
revised Call Report data items, and a
number of instructional clarifications.
The comment period for the proposal
ended on November 17, 2015. After
considering the comments received on
the proposal, the FFIEC and the
agencies are implementing, with some
modifications, most of the proposed
reporting changes. On July 13, 2016, the
agencies published the final version of
these Call Report revisions in the
Federal Register, and submitted the
revised Call Report requirements for
approval to the OMB.22 Following OMB
approval, some of the Call Report
revisions took effect September 30,
2016, and others will take effect March
31, 2017.

As the foundation for the agencies’
statutorily mandated review of the
existing Call Report data items, users of
Call Report data items at the FFIEC
member entities are participating in a
series of nine surveys conducted over a
19-month period that began in July
2015. The surveys asked users to
explain fully the need for and use of
each Call Report data item they deem
essential to their job functions. Based on
the survey results, the TFOR is
identifying data items to be considered
for elimination, less frequent collection,
or new or upwardly revised reporting
thresholds.

In addition, the TFOR conducted and
participated in outreach efforts between
mid-2015 and early 2016 to obtain
feedback from community bankers
about sources of Call Report burden and
options for Call Report streamlining.
These targeted outreach efforts were in
addition to the outreach meetings
conducted as part of the EGRPRA
review. Furthermore, representatives
from the FFIEC member entities visited
nine community banking institutions
during the third quarter of 2015. In the
first quarter of 2016, two banking trade
groups each organized a number of
conference call meetings with small
groups of community bankers in which
representatives from the FFIEC member
entities participated. During the visits to
banks and the conference call meetings,
the community bankers explained how
they prepare their Call Reports,
identified which schedules or data
items take a significant amount of time
and/or manual processes to complete,
and described the reasons for this. The
bankers also offered suggestions for
streamlining the Call Report.

The FFIEC member entities
collectively reviewed the feedback from
the banker outreach efforts completed in
2015 and 2016, the EGRPRA comments,

2281 FR 45357 (July 13, 2016).

and the results of the first three surveys
of their Call Report users as they
considered whether to proceed with the
development of a Call Report
streamlining proposal for community
institutions.23 In addressing these
concerns, the FFIEC and the agencies
are aiming to balance institutions’
requests for a less burdensome
regulatory reporting process with FFIEC
member entities’ need for sufficient data
to monitor the condition and
performance, and ensure the safety and
soundness, of institutions; and to carry
out agency-specific missions.

With these goals in mind, the
agencies, under the auspices of the
FFIEGC, published an initial Federal
Register notice on August 15, 2016,
requesting comment on a proposed
separate, streamlined, and noticeably
shorter Call Report to be completed by
eligible small institutions, which has
been designated as the FFIEC 051 Call
Report.24 The proposal also includes
certain burden-reducing revisions to the
two existing versions of the Call Report:
the FFIEC 041 for institutions with
domestic offices only and the FFIEC 031
for institutions with domestic and
foreign offices.

This proposal defines “eligible small
institutions” as institutions with total
assets of less than $1 billion and
domestic offices only.25 Such
institutions currently file the FFIEC 041
Call Report. Eligible small institutions
would have the option to file the FFIEC
041 Call Report rather than the FFIEC
051. A small institution otherwise
eligible to file the FFIEC 051 Call Report
may be required to file the FFIEC 041
based on supervisory needs. The
agencies anticipate making such
determinations only in a limited
number of cases.

The existing FFIEC 041 Call Report
served as the starting point for
developing the proposed FFIEC 051 Call
Report for eligible small institutions.
The agencies’ streamlining proposal
would reduce the length of the Call
Report for such institutions from 85 to
61 pages and would remove
approximately 950, or approximately 40
percent, of the nearly 2,400 data items
currently included in the FFIEC 041
Call Report. Specifically, the agencies
made the following changes to the

23 The statutorily mandated review of the existing
Call Report data items is an ongoing process. Any
burden-reducing reporting changes resulting from
the fourth through ninth surveys will be included
in future Call Report proposals.

2481 FR 54190 (August 15, 2016).

25 As part of the burden-reduction initiative, the
agencies are committed to exploring alternatives to
the $1 billion asset-size threshold that could extend
the eligibility to file the FFIEC 051 to additional
institutions.

FFIEC 041 to create the proposed FFIEC
051:

e The addition of a Supplemental
Schedule to collect a limited number of
indicator questions and indicator data
items on certain complex and
specialized activities as a basis for
removing all or part of six schedules
(and other related items) currently
included in the FFIEC 041;

e The elimination of data items
identified as no longer necessary for
collection from institutions with less
than $1 billion in total assets and
domestic offices only during the
completed portions of the statutorily
mandated review or during a separate
interagency review that focused on data
items infrequently reported by
institutions of this size;

e A reduction in the frequency of data
collection for certain data items
identified as needed less often than
quarterly from institutions with less
than $1 billion in total assets and
domestic offices only; and

e The removal of all data items for
which a $1 billion asset-size reporting
threshold currently exists.

In addition, a separate shorter Call
Report instruction book would be
prepared for the FFIEC 051.

The agencies proposed that these
reporting changes take effect March 31,
2017. The comment period for the
proposal ended on October 14, 2016.
The agencies collectively received
approximately 100 unique comment
letters plus approximately 1,000 form
letters advocating for a short-form Call
Report. The TFOR evaluated the
comments and considered additional
burden-reducing changes it could
recommend making to the proposed
FFIEC 051 Call Report. The most
substantive recommended modification
was to reduce the reporting frequency of
Schedule RC-C, Part II, on loans to small
businesses and small farms from
quarterly to semiannually for all
institutions filing the FFIEC 051 Call
Report. On December 1, 2016, the FFIEC
approved moving forward with the
proposed FFIEC 051 Call Report for
eligible small institutions and the other
proposed burden-reducing changes to
the existing FFIEC 031 and FFIEC 041
Call Reports effective March 31, 2017,
including the modifications
recommended in response to comments.
On January 9, 2017, the agencies, under
the auspices of the FFIEC, published a
final Federal Register notice finalizing
the reporting requirements for the new
and streamlined FFIEC 051 Call Report
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for eligible small institutions, subject to
OMB approval.26

The agencies anticipate that further
Call Report streamlining will be
included in future proposals based on
the results of the portions of the
statutorily mandated Call Report review
that had not been completed when the
August 2016 proposal was issued. In
particular, any future simplification of
capital rules may significantly reduce
the difficulty of completing the Call
Report’s capital schedule, which was
viewed as particularly burdensome by
commenters. As described more fully
above, the agencies are developing a
proposal to simplify the regulatory
capital rules in order to address
industry concerns about excessive
complexity.

3. Appraisals

Background

Title XI of FIRREA (Title XI) requires
the federal banking agencies, along with
the NCUA, to adopt regulations
regarding the performance of appraisals
used in connection with federally
related transactions to protect federal
financial and public policy interests in
such transactions.2? Under the
regulations that implement provisions
of Title XI,28 (Title XI appraisal
regulations) an appraisal conducted by
a state-licensed or state-certified
appraiser is required for any federally
related transaction. A federally related
transaction is any real estate-related
financial transaction entered into that
(1) the agencies engage in, contract for,
or regulate; and (2) requires the services
of an appraiser. The Title XI appraisal
regulations specify a number of types of
real estate-related financial transactions
that do not require the services of an
appraiser and are therefore exempt from
the appraisal requirement.

Transactions exempt from the
appraisal requirement include those at
or below specified monetary thresholds.
Title XI authorizes the setting of such
thresholds under the condition that the
agencies determine in writing that the
threshold level does not represent a
threat to the safety and soundness of
financial institutions.29 The statute also
requires that the agencies receive
concurrence from the Consumer
Financial Protection Bureau (CFPB) that
the threshold level “provides reasonable

2682 FR 2444 []anuary 9, 2017).

27 Financial Institutions Reform, Recovery, and
Enforcement Act of 1989, Public Law No. 101-73,
103 Stat. 183 (codified at 12 U.S.C. 3331 et seq.).

2812 CFR 34, Subpal‘t C (OCQC); 12 CFR 208.50
(Regulation H) and 12 CFR 225, subpart G
(Regulation Y) (Board); 12 CFR 323 (FDIC); and 12
CFR 722 (NCUA).

2912 U.S.C. 3341(b).

protection for consumers who purchase

1—4 unit single-family residences.” 30

Under the current thresholds,

residential and commercial real estate

loans that are $250,000 or less and
certain business loans secured by real
estate 31 that are $1 million or less do
not require appraisals.

Among other exemptions, the
appraisal regulations also exempt
transactions from the appraisal
requirement if:

e The transaction is wholly or partially
insured or guaranteed by a U.S.
government agency or U.S.
government sponsored agency; or

e The transaction either:

(1) Qualifies for sale to a U.S.
government agency or U.S.
government sponsored agency; or

(2) Involves a residential real estate
transaction in which the appraisal
conforms to the Federal National
Mortgage Association (Fannie Mae)
or Federal Home Loan Mortgage
Corporation (Freddie Mac)
appraisal standards applicable to
that category of real estate.32

The other federal government
agencies that are involved in the
residential mortgage market (such as the
U.S. Department of Housing and Urban
Development, the U.S. Department of
Veterans Affairs, and the Rural Housing
Service of the U.S. Department of
Agriculture), and the government
sponsored enterprises (GSEs), which are
regulated by the Federal Housing
Finance Agency (FHFA), have the
authority to set separate appraisal
requirements for loans they originate,
insure, acquire, or guarantee, and
generally require an appraisal by a
certified or licensed appraiser for
residential mortgages regardless of the
value of the loan. Based on 2014 Home
Mortgage Disclosure Act (HMDA) data,
at least 90 percent of residential
mortgage loan originations are not
subject to the Title XI appraisal
regulations, but the majority of those are
subject to the appraisal requirements of
other government agencies or the
GSEs.33

For real estate-related financial
transactions at or below the applicable
thresholds, and for certain other exempt
transactions, the Title XI appraisal
regulations require financial institutions
to obtain an appropriate “evaluation” of

301d.

31 Specifically, the $1 million threshold applies to
business loans secured by real estate where
repayment is not dependent primarily on the sale
of real estate or the rental income derived from real
estate.

3212 CFR 34.43 (OCC), 12 CFR 225.63 (Board), 12
CFR323. 3 (FDIC).

33 See www.ffiec.gov/hmda/.

the real property collateral that is
consistent with safe and sound banking
practices. An evaluation, which may be
less structured than an appraisal, should
contain sufficient information and
analysis to support the decision to
engage in the transaction. The agencies
have provided guidance on the
parameters for conducting evaluations
in a safe and sound manner.34

Agency Dodd-Frank Initiatives

As part of their implementation of the
Dodd-Frank Act, the agencies have
published several appraisal-related
rules. In 2010, the Board issued an
interim final rule that requires
independent property valuations for
consumer credit transactions secured by
a consumer’s principal dwelling and
payment of customary and reasonable
fees to appraisers.35 In February 2013,
the federal banking agencies, along with
the NCUA, CFPB, and FHFA, jointly
published a final rule requiring, among
other things, that creditors obtain a
written appraisal for certain higher-
priced mortgage loans (HPMLs) and
provide loan applicants with a copy of
the appraisal(s).36 These same agencies
subsequently issued a joint rule with
additional exemptions from the HPML
appraisal requirements, including for
loans of $25,000 or less, adjusted
annually for inflation.37 In June 2015,
the federal banking agencies, along with
NCUA, CFPB, and FHFA jointly
published a final rule that (1)
establishes minimum requirements for
registration and supervision of appraisal
management companies (AMCs) by
states electing to participate in the Title
XI regulatory framework for AMCs
(participating states); (2) requires AMCs
controlled by IDIs (federally regulated
AMCs) to meet the minimum
requirements applicable to AMCs
registered and supervised by
participating states (other than state
registration and supervision); and (3)
requires that participating states report
certain information on registered AMCs

3¢ Interagency Appraisal and Evaluation
Guidelines, 75 FR 77450 (December 10, 2010). See
also Interagency Advisory on the Use of Evaluations
in Real-Estate Related Transactions, March 4, 2016;
Federal Reserve SR letter 16—5; OCC Bulletin 2016—
8; FDIC FIL-16-2016, “Supervisory Expectations
for Evaluations.”

35See 15 U.S.C. 1639¢; 75 FR 66554 (October 28,
2010) (Interim Final Rule); 75 FR 80675 (December
23, 2010) (Technical Corrections). These rules are
published at 12 CFR 226.42. In December 2011, the
CFPB published an interim final rule substantially
duplicating the rules. See 12 CFR 1026.42.

3678 FR 10368 (February 13, 2013) (Final Rule);
78 FR 78520 (December 26, 2013) (Supplemental
Final Rule).

3778 FR 78520 (December 26, 2013)
(Supplemental Final Rule); 81 FR 86250 (November
30, 2016) (annual exemption threshold adjustment).
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to a national registry maintained by the
ASC.38

EGRPRA Comments

The agencies received comments on
the subject of appraisal requirements
from over 160 bankers, banking trade
associations, associations of appraisers,
and other commenters. As discussed in
more detail below, the majority of these
comments focused on whether the
agencies should increase the transaction
value thresholds at or below which an
appraisal would not be required by the
Title XI appraisal regulations. The
agencies also received comments on the
availability of appraisers in rural areas,
evaluations, appraisal requirements for
HPMLs, and AMCs.

Appraisal thresholds

Approximately 25 commenters
suggested that the agencies consider
increasing the appraisal thresholds in
the Title XI appraisal regulations. These
commenters noted that the current
thresholds have not been adjusted since
they were established in 1994, even
though property values have increased,
and that the time and cost associated
with the appraisal process negatively
impacts completion of real estate-related
transactions. Several commenters
suggested that the agencies raise the
existing threshold for residential and
commercial loans from $250,000 to
$500,000 and raise the existing
threshold for real estate secured
business loans from $1 million to $2
million. Another commenter suggested
that the agencies consider increasing the
threshold to $1 million for loans
secured by multiple 1-4 family rental
properties with documented
independent sources of cash flow.

Other commenters suggested
alternative bases for establishing
thresholds such as the loan-to-value
ratio of the transaction, market location
of the property, median house price in
the region, or asset size or the amount
of capital retained by the institution.
Similarly, some commenters argued that
technological advances, such as the
internet, or involvement of third parties,
have resulted in alternative sources of
reliable market and property valuation
information that have reduced the need
for appraisals. One commenter also
suggested that the agencies should allow
institutions the option of using
appraisals prepared by non-certified
appraisers in order to reduce costs and
regulatory burden.

Some commenters also stated that the
time and financial costs attributed to
meeting the appraisal requirements at

3880 FR 32657 (June 9, 2015).

the current threshold level negatively
affect the competitiveness of certain
banks, particularly in rural markets.
Commenters specifically noted that the
costs associated with an appraisal on a
small residential loan are high
compared to the potential loss on the
loan. In addition, some commenters at
the outreach session on rural banking
issues indicated that they believed that
the federal banking agencies’ examiners
require appraisals, even when
evaluations are permissible.

Approximately 125 comments
received by the agencies opposed
increasing the appraisal thresholds. One
commenter argued that the agencies
should reduce the threshold from
$250,000 to $25,000, which is the
threshold for an exemption from the
HPML appraisal rule. One professional
appraiser association commented that
the agencies should set the threshold at
$100,000. Several professional appraiser
associations argued that raising the
threshold could undermine the safety
and soundness of lenders and diminish
consumer protection for mortgage
financing. These commenters argued
that increasing the thresholds could
encourage banks to neglect collateral
risk-management responsibilities. One
professional appraiser association stated
that the agencies should not rely on the
policies of other regulators with
appraisal requirements, such as the
FHFA, or on the GSEs to fulfill the
safety and soundness and consumer
protection purposes of Title XI.
Commenters also stated that higher
thresholds would subject the least
sophisticated borrowers to increased
risk.

In addition, several commenters
argued that alternatives to appraisals,
such as evaluations and automated
valuation models (AVMs), which can be
used in evaluations, often result in less
reliable property valuations than
appraisals. More specifically, several
commenters stated that AVMs often
result in less reliable home valuations
because they do not include a physical
inspection of the property being valued,
and inaccurately base calculations on
data from public records. Commenters
also suggested that property valuations
not performed by a state-certified or
licensed appraiser are unreliable
indicators of the market value of
properties. Some of these commenters
noted that certified and licensed
appraisers must satisfy rigorous
qualification requirements, and thus,
their expertise is helpful in areas with
less property information, such as rural
markets. Similarly, one commenter
stated that the expertise of appraisers is

needed to value properties in unique
circumstances or special property types.

In addition, commenters noted that
there are more quality control standards
for appraisals than for evaluations and
suggested that appraisals impose less
regulatory burden and risk on
institutions because the appraisal
standards are clearer than the regulatory
expectations for evaluations. The
commenters noted instances of deficient
evaluations even though the evaluations
aligned with the agencies’ 2010
Interagency Appraisal and Evaluation
Guidelines. Several commenters also
claimed that evaluations do not contain
sufficient market information to allow
for informed decisions; that the persons
preparing evaluations are not
professional appraisers and therefore are
not accountable; and that evaluations
are costly.

Several commenters also expressed
the belief that raising the thresholds
would hurt the appraisal profession. A
commenter noted that appraisers are
unable to compete with valuation
services not bound by the Uniform
Standards of Professional Appraisal
Practice (USPAP).

A professional association for
appraisers and an appraisal firm
claimed that the agencies do not have
the authority to raise the thresholds,
asserting that raising the $250,000
threshold would effectively repeal Title
XTI and be contrary to congressional
intent. The agencies also received a
comment that questioned whether the
agencies have the legal authority to raise
the appraisal threshold prior to a
determination by the CFPB regarding
the potential impact such action would
have on consumers.39

Appraiser shortages in rural areas

Several commenters asserted that
there is a shortage of appraisers in rural
areas and that because of this shortage,
appraisers are significantly backlogged
and appraisals take much longer to
complete. Some of these commenters
asserted that this shortage has brought
the rural housing market to a halt in
some rural communities. Other
commenters expressed that there is no
appraiser shortage, only a lack of
availability because of the
unwillingness of some appraisers to
perform appraisals in rural areas. Some
commenters also noted that there are
few subdivisions, similar houses, or
similarly sized tracts of land available
for comparison in rural areas. These

39See 12 U.S.C. 3341(b). As noted, the statute
requires that the agencies receive concurrence from
the CFPB that the threshold level provides
reasonable protection for consumers who purchase
1-4 unit single-family residences.
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commenters noted that there are often
few comparable sales within a year and
that it is not uncommon to have
acceptable comparable sales located 20
or more miles from the appraised

property.
Evaluations

At EGRPRA outreach meetings,
community bankers, particularly those
in rural areas, raised questions regarding
the value and appropriate use of
evaluations. In particular, they
questioned how to determine the market
value of real estate through the
evaluation process, especially in rural
areas where there have been no or few
comparable sales.

Appraisals for HPMLs

As discussed above, the Dodd-Frank
Act established appraisal requirements
for HPMLs (termed ‘“higher-risk
mortgages” in the statute), which are
defined as closed-end consumer credit
transactions secured by a consumer’s
principal dwelling that have annual
percentage rates above a certain
threshold.#® The Dodd-Frank Act
requires creditors to obtain a written
appraisal performed by a certified or
licensed appraiser who conducts a
physical property visit of the home’s
interior before making these loans.41
The Dodd-Frank Act also requires
creditors to disclose to HPML applicants
information about the purpose of the
appraisal and provide consumers with a
copy of the appraisal report(s) at no
charge within certain timeframes.42

The agencies received six comments
concerning the HPML appraisal
requirements. One small rural bank
commenter suggested that the HPML
appraisal requirements impose undue
burden on borrowers and lenders. This
commenter stated that, due to the HPML
appraisal requirements and other rules,
some community banks are leaving the
home lending market.#? The commenter
suggested that low-and-moderate
income (LMI) borrowers purchasing
homes under $50,000 are affected
disproportionately by the compliance
burden of these rules. A commenter
from a state bank trade association
argued that the agencies should expand
the HPML exemptions to include an
exemption based on the value of the
collateral, and mentioned that, for
example, home values in rural areas of

40 See, e.g., 12 CFR 1026.35(a)(1).

4115 U.S.C. 1639h(a) and (b).

42]d. section 1639h(c) and (d).

43 The commenter also mentioned home
ownership counseling requirements under the
Home Ownership and Equity Protection Act as well
as ‘“‘new CFPB housing rules.” The agencies do not
have authority over these requirements.

this state are between $40,000 and
$50,000 (which is higher than the
current $25,000 exemption). This
commenter also suggested that creditors
in rural areas with few appraisers might
be concerned about having to obtain an
appraisal conducted by an appraiser
from a distant area and, therefore, might
be faced with a decision about whether
to price a loan based on risk in the
transaction or to price it lower to avoid
triggering the HPML appraisal
requirements. The commenter asserted
that allowing local bank or real estate
brokers to perform valuations for very
low value properties would allow rural
borrowers in particular to obtain more
accurate and less costly valuations and
would increase credit availability.

A national community bank trade
association suggested that HPML
appraisal requirements should be the
same as non-HPML appraisal
requirements, citing complaints by
community banks about having to
comply with more than one set of
appraisal rules.

A community bank commenter
discussed the disclosure requirements
for valuations under Regulation B
(Equal Credit Opportunity Act
(ECOA)) %4 as compared to the HPML
appraisal rule.4> The commenter
pointed out, for example, that qualified
mortgages (QMs) are exempt from the
HPML appraisal rule, but not the
Regulation B rule, and that the
Regulation B valuation disclosure rule
applies to business and consumer first-
lien loans secured by a 1-4 family
property, whereas the HPML disclosure
requirement applies to HPMLs, which
are closed-end, first- or second-lien
loans secured by a consumer’s principal
dwelling (thus, only consumer loans).
The bank commenter also expressed
confusion about timing requirements for
Truth in Lending Act-Real Estate
Settlement Procedures Act (TILA-
RESPA) mortgage disclosures and the
HPML timing requirement for providing
the consumer with a copy of the
appraisal (three business days before
closing).

Finally, one commenter suggested
that it would be premature to change the
HPML exemption threshold since it has
been in effect only for a short period of
time. This commenter cited heightened
consumer protection risks for
consumers of HPMLs and noted that

4412 CFR 1002.14.

45 Another EGRPRA commenter raised concerns
specifically about the CFPB’s Regulation B
valuation disclosure requirement because it does
not distinguish between consumer-purpose and
business-purpose loans. This commenter did not
mention the HPML appraisal disclosure
requirements.

creditors do not bear the cost of
appraisals but pass them along to
consumers.

AMCs

Several commenters addressed the
role of AMCs in the appraisal process.
Some of these commenters criticized
AMCs’ role as intermediary between
lenders and appraisers, raising concerns
over AMCs’ impact on the increasing
cost of appraisals, the extended time
period that is required to complete
appraisals, and the quality of appraisals.
Several commenters argued that AMCs
circumvent the regulatory process and
appraisers, and that their administration
of the appraisal process is driven by
profit and expansion, rather than
concern for the appraisal profession, the
mortgage industry, or accurate property
valuations. Several commenters
suggested that some AMCs have
pressured appraisers to reach desired
property values, and that appraisers risk
losing work if they do not comply. The
commenters also suggested that the
perceived shortage of certified
appraisers is caused by the low fees that
AMCs pay appraisers to value
properties, and that appraisers are
leaving the industry as a result. Two
commenters stated that regulations
requiring that creditors and AMCs pay
appraisers customary and reasonable
fees are not enforced. Several of the
commenters argued that increasing the
appraisal threshold (to exempt more
transactions from the Title XI appraisal
requirement) is not necessary, and
would only exacerbate underlying
issues in the appraisal process that are
attributed to AMCs. Some commenters
also asserted that completion times for
appraisals have become a competitive
selling strategy for many AMCs, often at
the expense of appraiser competency for
the assignment. As a solution to these
issues, some commenters suggested
removing AMCs from the appraisal
process.

Agencies’ response
Appraisal thresholds

The agencies considered the
appropriateness of the existing appraisal
thresholds in the context of the
comments received and the agencies’
prudential standards for safety and
soundness. The agencies also gave
special consideration to the issue of
appraiser shortages in rural areas.

The agencies recognize that the
thresholds were last modified in 1994.
Given increases in property values since
that time, in certain circumstances, the
current thresholds may require
institutions to obtain Title XI appraisals
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on a larger proportion of loans than was
required in 1994. The agencies
recognize that this proportional increase
in the numbers of appraisals required
may contribute to the increased time
and cost issues raised by the EGRPRA
commenters. As such, the federal
banking agencies, along with the NCUA,
are developing a proposal to increase
the threshold related to commercial real
estate loans from $250,000 to $400,000.
As part of that proposal, the agencies
plan to gather more information about
the appropriateness of increasing the $1
million threshold related to real estate-
secured business loans.

The agencies also considered the
potential burden created by the current
$250,000 threshold for loans secured by
residential real estate.46 As noted above,
certain other federal government
agencies and the GSEs are involved in
the residential mortgage market, and
have the authority to set appraisal
requirements for loans they originate,
acquire, or guarantee. Therefore, raising
the appraisal threshold for residential
transactions in the Title XI appraisal
regulations would have limited impact
on burden, as appraisals would still be
required pursuant to the rules of other
entities.

The agencies also considered safety
and soundness and consumer protection
concerns that could result from a
threshold increase for residential
transactions. The last financial crisis
showed that, like other asset classes,
imprudent residential mortgage lending
can pose significant risks to financial
institutions. In addition, the agencies
recognize that appraisals can provide
protection to consumers by helping to
assure the residential purchaser that the
value of the property supports the
mortgage amount assumed. Overall, the
agencies believe that the interests of
consumers are better served when
appraisal regulations are coordinated
among government agencies.

In considering the EGRPRA comments
on this issue, the agencies also
conferred with the CFPB. As noted
earlier, changes to the appraisal
threshold require the CFPB’s
concurrence that the adjusted threshold
level “provides reasonable protection
for consumers who purchase 1-4 unit
single-family residences.” 47 CFPB staff
shared concerns about potential risks to
consumers resulting from an expansion
of the number of residential mortgage

46 Residential real estate transactions typically
include 1-4 family consumer loans. Typically,
multifamily residential real estate transactions are
considered commercial real estate transactions for
which the agencies intend to propose a threshold
increase.

4712 U.S.C. 3341(b).

transactions that would be exempt from
the Title XI appraisal requirement.

Based on considerations of safety and
soundness and consumer protection, the
agencies do not currently believe that a
change to the current $250,000
threshold for residential mortgage loans
would be appropriate. The agencies will
continue to consider possibilities for
relieving burden related to appraisals
for residential mortgage loans, such as
coordination of our rules with the
practices of HUD, the GSEs, and other
federal entities in the residential real
estate market.

Appraiser shortages in rural areas

The agencies have considered the
concerns raised regarding potential
appraiser shortages and related issues in
rural areas. Title XI grants the ASC
temporary waiver authority.
Specifically, Title XI grants the ASC the
authority, after making certain findings
and with the approval of the FFIEC, to
grant temporary waivers of any
requirement relating to certification or
licensing of a person to perform
appraisals under Title XI in states or
geographic political subdivisions of a
state where there is a shortage of
appraisers leading to significant delays
in obtaining an appraisal in connection
with federally related transactions.48
These temporary waivers would allow
institutions lending in affected areas
access to more individuals eligible to
complete the appraisals required under
Title XI, which would alleviate some of
the cost and burden associated with
having a shortage of certified or licensed
appraisers in an area. As Council
members of the FFIEC and members of
the ASC, the federal banking agencies
participate in this waiver process.

Additionally, state appraiser
certifying and licensing agencies have
existing authority to recognize, on a
temporary basis, the certification or
license of an appraiser issued by
another state.49

In order to address the concerns
related to rural areas, the agencies will
work with the ASC to streamline the
process for the evaluation of temporary
waiver requests. The agencies also
intend to issue a statement to regulated
entities informing them of the
availability of both temporary waivers
and temporary practice permits, which
are applicable to both commercial and
residential appraisals, and may address
temporary appraiser shortages. The
agencies note that the waiver option is
available for all types of federally
related transactions. In addition to other

4812 U.S.C. 3348(b).

4912 U.S.C. 3351(a).

measures discussed in this report to
relieve burden related to appraisals, the
agencies affirm that they will continue
to consider possibilities for relieving
burden related to appraisals for
residential real estate loans, such as
coordinating our rules with the
practices of HUD and other federal
government agencies that are involved
in the residential mortgage market, as
well as with the GSEs.

Evaluations

To address comments and to clarify
current supervisory expectations
regarding evaluations, the agencies
issued an interagency advisory on
evaluations in March 2016.5° The
advisory reiterated what transactions
permit the use of evaluations; these
include transactions valued under the
dollar thresholds established in the
appraisal regulations and certain
refinance or subsequent transactions.
The advisory also explained that the
Title XI appraisal regulations do not
require that evaluations be prepared by
a state-licensed or state-certified
appraiser or to conform with USPAP,
and that there is no standard format for
an evaluation report. Furthermore, the
advisory explained that an evaluation
does not need to be prepared only by
using sales of comparable properties to
estimate market value. For areas where
comparable sales are in short supply,
the advisory reminded bankers that
evaluations may use other valuation
approaches.

Appraisals for HPMLs

Regarding comments about the HPML
appraisal rule, the agencies note that the
rule is a joint rule among the federal
banking agencies and agencies that are
not part of the EGRPRA process (the
NCUA,51 CFPB, and FHFA). The federal
banking agencies have determined not
to pursue changes to the HPML
appraisal rules at this time, but will
continue to consider the comments
offered through the EGRPRA process.

Regarding the comment that
requirements for HPMLs be the same as
for non-HPMLs, the agencies note that
the HPML appraisal rules implement
specific statutory provisions that
Congress enacted for loans that they
considered to be “higher-risk.”” 52 At the
same time, the agencies take seriously

50 Interagency Advisory on the Use of Evaluations
in Real-Estate Related Transactions, March 4, 2016;
Federal Reserve SR letter 16—5; OCC Bulletin 2016—
8; FDIC FIL-16-2016, “Supervisory Expectations
for Evaluations.”

51 Although not required to by statute, NCUA
voluntarily conducted its own, separate EGRPRA
review.

5215 U.S.C. 1639h.
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concerns raised by commenters about
the burden of complying with these
rules. In this regard, the federal banking
agencies note that many significant
exemptions from the HPML rules are
already in place. The statutory
provisions establishing special appraisal
rules for HPMLs exempt all QMs (a large
proportion of the mortgage market).53
Further, in two separate rulemakings,5¢
the federal banking agencies, NCUA,
CFPB, and FHFA jointly exempted
several additional classes of loans from
the HPML appraisal rules, including
certain construction loans, bridge loans,
reverse mortgages, refinance
transactions meeting certain criteria,
and loans of $25,000 or less, adjusted
annually for inflation ($25,500 for
2016).55

In establishing the transaction size
exemption threshold, the six agencies
issuing the rules carefully considered all
of the comments submitted on the issue,
including suggestions that the
exemption threshold be higher.56 The
six agencies set the threshold bearing
closely in mind the two-pronged
statutory standard for establishing
exemptions from the HPML appraisal
rules: the agencies must jointly
determine that any exemption “is in the
public interest and promotes the safety
and soundness of creditors.” 57

In addition, the six agencies that
jointly issued the rules gave special
study and consideration to
manufactured home lending and
endeavored to design rules tailored to
address valuation issues unique to this
market segment. In so doing, the
agencies sought to craft HPML appraisal
rules that would make sense in that
industry, while still addressing the
consumer protection and other risks
Congress sought to mitigate in the Dodd-
Frank Act.58

Regarding the comment expressing
confusion about overlapping disclosure
requirements, the agencies note that the
HPML appraisal rule provides that
compliance with the Regulation B/
ECOA valuation disclosure requirement
satisfies the HPML disclosure
requirement.>® Generally, the timing of

5315 U.S.C. 1639h(f)(1).

5478 FR 10368 (February 13, 2013) (Final Rule);
78 FR 78520 (December 26, 2013) (Supplemental
Final Rule).

55 See 12 CFR 34.203(b) (OCC); 12 CFR 226.43(b)
(Board); 12 CFR 1026.35(c)(2) (CFPB, applies to
FDIC-supervised institutions).

56 78 FR 78520, 78528—73532 (December 26,
2013).

5715 U.S.C. 1639h(b)(4)(B).

58 See 78 FR 78520, 78542—78561 (December 26,
2013).

59 See 12 CFR 34.203(e)(1) (OCC); 12 CFR
226.43(e)(1) (Board); 12 CFR 1026.35(c)(5)(i) (CFPB,
applies to FDIC-supervised institutions).

the HPML disclosure requirement
coincides with the required timing for
providing the TILA-RESPA Loan
Estimate (generally three business days
after application).6° The timing of the
HPML requirement for providing the
consumer with a copy of the appraisal
also coincides with the required timing
for providing the TILA-RESPA Closing
Disclosure (generally three business
days before consummation).61 The
agencies appreciate that confusion can
result from multiple disclosure
requirements and will consider further
how to clarify questions regarding them.
The agencies conduct regular meetings
with the CFPB regarding
implementation of the various mortgage
rules, and will continue to seek
interagency coordination on issues
concerning these rules.

AMCs

The agencies also have considered the
comments raised regarding AMCs. The
Dodd-Frank Act amended Title XI to
require the agencies, along with the
NCUA, CFPB, and FHFA, to develop
minimum requirements for the
registration and supervision of AMCs
operating in participating states and to
apply certain requirements to federally
regulated AMCs. In addition, the Dodd-
Frank Act amendments required that a
National Registry of AMCs be
established and administered by the
ASC.52 In June 2015, the agencies, along
with the NCUA, CFPB and FHFA,
issued joint rules establishing minimum
requirements for AMCs. The AMC
regulation integrates AMCs into the
existing framework for the supervision
of appraisers and appraisal-related
services, and maintains standards for
the development and quality of
appraisals. As part of the system, newly
registered AMCs now are responsible for
applying minimum standards to their
business activities. Further, AMCs are
now required to engage only certified
and licensed appraisers for federally
related transactions and must direct
appraisers to perform such assignments
in accordance with USPAP. The
agencies believe that the rule addresses
the AMC-related issues raised by the
EGRPRA commenters by providing
minimum requirements for state

60 See 12 CFR 1026.19(e)(1)(iii) (Loan Estimate);
12 CFR 34.203(e)(2) (OCC), 12 CFR 226.43(e)(2)
(Board), and 12 CFR 1026.35(c)(5)(ii) (CFPB, applies
to FDIC-supervised institutions) (appraisal
disclosure for HPMLs).

61 See 12 CFR 1026.19(f)(1)(ii) (Closing
Disclosure); 12 CFR 34.203(f)(2) (OCC), 12 CFR
226.43(f)(2) (Board), and 12 CFR 1026.35(c)(6)(ii)
(CFPB, applies to FDIC-supervised institutions)
(copy of appraisal for HPMLs).

62Dodd-Frank Act, section 1473(f)(2), 12 U.S.C.
3353.

supervision of AMCs and establishing
oversight of federally regulated AMCs.3

The AMC rule establishes minimum
requirements for states electing to
register and supervise AMCs covered by
the rule to ensure that the AMCs engage
appraisers who are independent and
competent for a particular transaction.
The agencies believe that the safety and
soundness of institutions is enhanced
when appraisers are given a reasonable
amount of time to complete
assignments, so that they can ensure
that the appraisal report has sufficient
information to support the decision to
engage in the transaction and that safety
and soundness is served when
appraisers are engaged based on their
competency for the assignment.

Title XI allows states up to three years
following the finalization of the AMC
rule to establish registration and
supervision systems that meet the
regulatory requirements. AMCs that are
not either subject to oversight by a
federal financial institution regulatory
agency or registered in a particular state
will be prohibited from providing
services for federally related
transactions in that state. In any state
which does not adopt a registration and
supervision system, all AMCs that are
not subject to oversight by a federal
financial institutions regulatory agency
will be prohibited from providing
services for federally related
transactions. The ASC, with the
approval of the FFIEC, may delay the
implementation deadline for an
additional year, if a state has made
substantial progress toward
implementing a system that meets the
criteria in Title XI. Because states are
still in the process of implementing the
AMC rule, the agencies need additional
time to assess the rule’s impact.

Regarding concerns expressed by
commenters about appraiser fees, the
Board issued the 2010 interim final rule
on valuation independence and
customary and reasonable fees for
appraisers within 90 days after the
enactment of the Dodd-Frank Act, as
directed by the statute.¢ Any future
rules implementing these statutory
provisions must be issued on an
interagency basis by the Board and five
other agencies—the OCC, FDIC, NCUA,
CFPB and FHFA.

6380 FR 32657 (June 9, 2015).

64 See www.federalreserve.gov/newsevents/press/
bcreg/20101018a.htm (October 18, 2010), 75 FR
66554 (October 28, 2010) (Interim Final Rule); 75
FR 80675 (December 23, 2010) (Technical
Corrections). These rules are published at 12 CFR
226.42. In December 2011, the CFPB published an
interim final rule substantially duplicating the
rules. See 12 CFR 1026.42.
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When it issued the 2010 interim final
rule, the Board determined that the
statute’s requirement for paying
“customary and reasonable” fees did
not authorize the Board to set appraiser
fees at a particular level. Accordingly,
the interim final rule gives lenders two
market-based methods to follow. To
address appraisers’ concerns, the
agencies expect to review the interim
rule and study its impact to help
determine whether there are alternative
approaches that could be more effective.

4. Frequency of Safety and Soundness
Examinations

Background

Section 10(d) of the Federal Deposit
Insurance Act (FDI Act) generally
requires the appropriate federal banking
agency for an IDI to conduct a full-
scope, on-site examination of the IDI at
least once during each 12-month
period.®> However, the statute permits a
longer cycle—at least once every 18
months—for a well capitalized and well
managed IDI that meets certain other
supervisory criteria, including having
total assets below a specified
threshold.66

EGRPRA Comments

Over 30 different banking institutions
and industry organizations addressed
the frequency of safety and soundness
examinations. Commenters generally
expressed support for an increase in the
amount of time between safety and
soundness examinations and for an
increase in the associated asset size
threshold for institutions that qualify for
an 18-month examination cycle.

Specifically, the agencies received
comments requesting that they raise the
total asset threshold for an IDI to qualify
for the extended 18-month examination
cycle. Commenters asserted that the
$500 million threshold for 18-month
examinations was too low and should
be increased to amounts ranging from $1
billion to $2 billion. The majority of
these commenters advocated raising the
total asset threshold for a longer
examination cycle to $1 billion.

The agencies also received several
suggestions to extend the amount of
time between examinations for well-
capitalized and well-managed IDIs.
These commenters suggested increasing
the time between examinations from 18
months to between 24 and 36 months.

Some commenters also suggested a
more tailored approach to determining

65 The agencies’ implementing regulations for
frequency of safety-and-soundness examinations are
set forth at 12 CFR 4.6 (OCC), 12 CFR 208.64
(Board), 12 CFR 337.12, and 12 CFR 347.211 (FDIC).

6612 U.S.C. 1820(d).

the amount of time between safety and
soundness examinations that would be
based on examiner judgment and
discretion. These commenters
recommended that the agencies
consider the activities of the banking
institution in determining the frequency
of examinations, with more traditional
community banks receiving more time
between examinations. One commenter,
however, suggested that the agencies
should have no discretion in
determining which institutions would
qualify for an extended examination
cycle and that such extended
examination cycles should be
automatic.

Agencies’ Response

The agencies indicated support for
revisions to the statute regarding
examination frequency. Subsequently,
in December 2015, President Obama
signed into law the FAST Act.57 Section
83001 of the FAST Act raised the
threshold for the 18-month examination
cycle from less than $500 million to less
than $1 billion for certain well
capitalized and well managed IDIs with
an “outstanding” composite condition
and gave the agencies discretion to
similarly raise this threshold for certain
IDIs with an “outstanding” or “‘good”
composite condition. The agencies
exercised this discretion and issued an
interim final rule on February 29, 2016,
that, in general, makes qualifying IDIs
with less than $1 billion in total assets
eligible for an 18-month (rather than a
12-month) examination cycle.®® On
December 16, 2016, the agencies
published this rule as a final rule with
no changes.?? Agency staff estimate that
the final rules increased the number of
institutions that may qualify for an
extended 18-month examination cycle
by approximately 611 institutions,
bringing the total number of qualifying
institutions to 4,793 IDIs.7°

5. Community Reinvestment Act

Background

The CRA requires the agencies to
assess a financial institution’s record of
meeting the credit needs of its entire
community, including LMI
neighborhoods, consistent with safe and
sound operations.”’* The CRA also
requires the agencies to take the
financial institution’s CRA performance
record into account in evaluating
applications for deposit facilities.
Congress has amended the CRA statute

67 Public Law 114-94, 129 Stat. 1312 (2015).
68 See 81 FR 10063 (February 29, 2016).
6981 FR 90949 (December 16, 2016).

701d.

7112 U.S.C. 2901 et seq.

since its enactment to require written
public evaluations and, when a