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Realignment in SRC
by Michael E. Collins

he theme in many of my recent articles in this publication was change.

As you are aware, there is significant change occurring in the financial
services industry, and all of you are in the midst of coping with that change
to ensure that you retain your competitive advantage. In SRC, we are alsc
affected by change. Therefore, on October 1, we reorganized the structur:
in SRC to better align our operating environment to meet the long-term
business imperatives of the department over the next several years.

The new structure will address several critical needs. These include:

» Streamlining the amount and level of managerial oversight

» Ensuring a clear, consistent message and approach to supervision

 Improving accountability

* Providing development opportunities

» Establishing a more appropriate alignment of our structure with busi-
ness processes

» Positioning SRC for the future in response to rapid industry changes.

Reflecting the increased complexity in the Applications process and
expedited processing time frames, the Applications unit will now report di-
rectly to me. Those of you who file applications with this Reserve Bank
will be speaking with a new Assistant Vice President, Bill Gaunt, who joined
SRC on November 9. Bill is an attorney who has significant experience in
preparing and filing applications on behalf of the institutions where he worked.
Now, Bill will be looking at applications from the other side of the fence, so
to speak.

As we evolve in our risk focused supervision process, it is increas-
ingly apparent that compliance management is an important element of ar
institution’s overall risk management efforts. Our goal is to effectively imple-

continued on page 9
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Should Your Bank Sell Insurance?

by Douglas A. Skinner, Team Manager

I n this era of financial modernization, many tradition
ally commercial-oriented financial institutions are at
tempting to evolve into diversified financial service
companies. As a result, many bank executives are logk-
ing to the insurance business as a way to diversify their
revenue stream and boost fee income. While banks
cannot be an insurance company, meaning they can-
not underwrite insurance, more and more banks are
engaging in the solicitation and sale of several types pf
insurance, including property and casualty, life, acc
dent, and health, along with fixed and variable annt
ities.

Background

In July 1995, the Supreme Court upheld th¢
Office of the Comptroller of the Currency’s (OCC) deA
cision to allow national banks the power to sell anny
ities. In March 1996, the
Supreme Court, acting un-

174

the significance of the Supreme Court rulings, several
state insurance laws are not preempted by the Barnett
decision. These state laws include the testing, licens-
ing, and continuing-education requirements for insur-
ance agents, as well as market conduct and unfair trade
practices.

Generally, banks that sell insurance products
must do so from a place with a population not exceed-
ing 5,000. (A few states, including Pennsylvania, do
not subject their state-chartered institutions to the 5,000
rulet). Solicitation and sale activities may occur out-
side the place of 5,000, provided that the agents are
managed and paid through the Bank insurance agency
located in the place of 5,000. These agents are re-
quired to use that Bank agency location as their place
of business for licensing purposes.

Pennsylvania.In De-

der Section 92 of the Na-
tional Banking Act, reaf-
firmed the authority of the
OCC to grant Barnett Bank
approval to sell insurance
products (ref. Barnett Bank
of Marion County, N.A. v.
Bill Nelson, Florida Insur-
ance Commissioner, 116 S.
Ct. 1103, 1108 (1996)).
These landmark cases have

Insurance products
are regulated
and supervised

at the state level,
not at the federal leve].

cember 1996Pennsylva-
nia adopted guidelines giv-
ing state-chartered banks the
same insurance sales author-
ity as national banks. In July
1997, Pennsylvania Act 40
was signed into law, effec-
tively allowing Pennsylva-
nia state-chartered banks the
power to sell annuities di-
rectly or indirectly through

prompted many states to re-

assess the separation of

banking and insurance in their laws. As of June 3
1998, thirty-seven states had granted explicit insuran
powers for banks and twelve states allow bank sales|of
insurance as a result of legislation specifically aimed at
maintaining parity between state and federally cha-
tered banks.

D,
ce

General Rules
Insurance products are regulated and supqr-
vised at the state level, not at the federal level. Desp|te

a subsidiary.

A Pennsylvania-chartered bank that engages
in the sale of insurance products must also comply with
several statutory and regulatory requirements. These
include all consumer protection laws in Pennsylvania;
the Insurance Department Act; the Unfair Insurance

1 Under Pennsylvania law, the rule of 5,000 applies to an insur-
ance subsidiary of a Bank Holding Company or a subsidiary of a national
bank; subsidiaries of Pennsylvania-chartered banks, however, can locate
the insurance operation in towns of any size.
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Practices Act; the federal anti-tying provisions containgd
in 12 U.S.C. 1972; and the Interagency Statement
Retail Sales of Nondeposit Investment Products.

Pennsylvania law also contains several cor
sumer protection provisions, most notably full disclof
sure (anti-tying), the separation of physical space, and
establishing clear signage. In other words, solicitatign
for the purchase or sale of insurance may only be cgn-
ducted by persons not involved in the extension ¢f
credit, and must be in a place physically separate frgm
and conspicuously signed so as to be readily distip-
guishable from banking activities.

New Jersey and DelawareNew Jerseyal-
lows the sale of insurance by regulation and “wildcarg
or parity law, which is meant
to give state banks equal foot-

Banks should also establish a procedure for
handling consumer complaints, institute safeguards to
protect confidential information, and display signs ex-
plaining that insurance is not covered by deposit insur-
ance. Banks should also ensure that salespeople do
not sell consumers policies they don’t need. This prac-
tice, known as churning, inflates commissions without
providing consumers any benefits. Finally, it is rec-
ommended that institutions limit teller involvement with
insurance sales, a practice that is aimed at reducing
customer confusion.

Bankers’ Views are Mixed

In a study released earlier this year by Grant
Thornton LLP, more than a third of community banks
offered insurance products, and 74% planned to do so
within 5 years. Most com-
munity banks are opting to

ing with national banks. Sales
can be in the bank, an affili-
ate, or a subsidiaryDela-
ware also allows the sale of
insurance by explicit statute,
in the bank or subsidiary.

Elements of a Sound Pro-
gram

While some federal
and state banking and insur-

Not everyone
IS convinced that
Insurance Is the
answer to increased
revenue streams.

buy agencies rather than en-
tering into a joint venture or
creating an agency from
scratch. The common think-
ing is that start-ups tend to be
expensive and slow to reach
profitability, while agencies
come with an established
customer base.

Not everyone is con-

ance regulators have issued
different rules and guidelines
for establishing a sound insurance program, the mgin
themes are generally consistent. These elements
courage banks to carefully review:

* the selection of insurance products which they in
tend to offer

* the qualifications and training of bank personne
who will sell the insurance products

* how the availability of insurance products is comt
municated to consumers

* employee compensation

» the accuracy of all advertising regarding insur
ance products

 the terms of all agreements with third party pro
viders of insurance products.

vinced that insurance is the
answer to increased revenue
streams. Some banks have already begun selling their

EN- insurance businesses, citing disappointing profit lev-

els. Observers point out that while banks do have the
distribution channels to sell insurance already in place
with the branch system, whether they can master the
sales culture that goes with successful insurance op-
erations and turn a profit remains to be seen. What
most observers do agree on is that economies of scale
are needed, and that larger banks have an advantage in
this volume-driven business.

Views from the Insurance Industry

Insurance underwriters and agents continue to
lobby Congress and state legislatures for restrictions
on bank insurance powers. However, given the suc-

continued on page 10
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Dispelling Misconceptions
About Consumer
Subprime Lending

by Randolph D. Brown, Examiner

Over the last few years, lending to subprime cor[|-
sumers has received increasing acceptance in
banking industry. Today, individuals who may not have
received credit in the past are now obtaining it. Suf-
prisingly, subprime lending is still misunderstood. Somg
tout subprime loans as a panacea for declining prof
margins. Others demonize

t

extended credit to the less-than-prime market segment.

he Today’s increased acceptance of subprime lending by

financial institutions reflects the bankers’ perceived
need to offset competition-induced shrinking margins
on loans to high quality borrowers.

More Choices for

subprime lending as a vehiclg
for predatory lending. Neither

of these beliefs provides an un{
biased account of subprime
lending. In order to dispel

these misconceptions about
consumer subprime lending,
this article further explores the
positive and negative aspects
of the subprime lending phe-
nomenon and details those risk
management practices neces
sary to ensure appropriate loar
portfolio oversight.

The entry of more
established lenders
has brought
Increased visibility
and competition
to the subprime
market.

Subprime Borrowers. Ac-
companying the movement of
bankers to the subprime mar-
ket segment is the belief they
are preying on consumers who
lack the financial acumen or
wherewithal to acquire
cheaper credit. Many
subprime borrowers appear to
be either low-income borrow-
ers or those with substantial in-
come who pay higher interest
rates because they have suf-
fered a recent financial calam-
ity. Although critics acknowl-

Subprime Lending Defined

The term “subprime” as it relates to lending ig
broadly defined as extending loans to borrowers with
tarnished or imperfect credit histories. This type of cor
sumer lending encompasses auto, home equity, mofrt-
gage, and credit card loans. Characteristics of|a
subprime borrower may include a history of paying
debts late, bankruptcy filings, or an insufficient credi
record.

Bank Involvement in Subprime Lending Increases
The extent of bank involvement in the subprimg
market is difficult to quantify because financial report;
do not delineate those loans. Historically, banking o
ganizations did not venture into this segment of the
credit quality spectrum; finance companies generally

\"44 g

edge that lenders must charge
higher interest rates for riskier borrowers, they believe
certain lenders are charging exorbitant rates to ensure
big profits—not just to account for risk. While it may
be true that borrowers in the subprime category are
susceptible to abusive lending and harsh collection
practices, the entry of more established lenders has
brought increased visibility and competition to the
subprime market. In return, the subprime borrower
gains access to credit that might not have been avail-
able before the recent expansion, receives the option
of shopping for a lower rate, and improves their credit
history by successfully meeting the loan terms.

Credit Scoring Models. Technological ad-
vances have provided lenders with automated under-
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writing tools such as credit scoring, which streamlin
the loan approval process and allow financial instity
tions to handle increased loan volume. Credit scorin]
can reduce loan approval time, improve objectivity i
the loan approval process, allow for unbiased loan pri

D

bureau data detailing borrower payment history an
characteristics of the borrower, credit scoring mode
utilize statistical methods to develop a credit score ¢r
predictor of a borrower’s ability to repay. In most credit

g
\
ing, and predict defaults. Based primarily on cred|t
d
S

scoring models, the higher the score, the lower the

chance of a credit problem.

Since subprime borrowers generally score bg
low thresholds established for traditional bank credi,
underwriting subprime loans

A3~
1

nificant operational risks must also be appropriately
managed to achieve satisfactory profits in subprime
lending. Inherent operational risks associated with
subprime lending include more frequent and earlier de-
linquencies and defaults, potential strains on underwrit-
ing and collection resources, and difficulties in esti-
mating recovery values on repossessed collateral.

Risk Management of Subprime Lending
Well-developed risk management practices are
essential to minimize losses resulting from the risks in-
herent in subprime lending. To ensure appropriate loan
portfolio oversight, bank management involved in
subprime lending is encouraged, at a minimum, to:

* Detail the nature and extent of

strictly through credit scoring is dif-

the bank’s permissible subprime

ficult. Successful subprime lenders Management lending involvement in lending

are able to differentiate between

policies, including limits on the

“good” and “bad” subprime credit. must evaluate maximum volume of subprime

The decision to approve subprime

loan applications is usually based Wh ether

on individual circumstances, not

credits.

* Maintain sufficient manage-

just a credit score. This evaluation|  OF NOL the rISKS | mentexpertise commensurate with

typically begins with a thorough ex-

the size and complexity of the

amination of the borrower’s credit OutW6|g h the institution’s active participation in

report to evaluate the credit back-

ground. Particular attention is given ben6f|ts .

to the number and nature of any

this specialized activity.

» Establish proper operational
controls to evaluate and monitor

major derogatory items on the credit
report, as well as how the borrower

has handled past credit. The underwriting procedurgs
address additional criteria such as the borrower’s sta-

bility and ability to repay the loan, minimum residency

requirements, and both payment-to-income and over-

all debt-to-income ratios.

Risks in Subprime Lending
While higher rates and fees are positive by
products of lending to riskier borrowers, lenders ar
susceptible to compromising underwriting standarg
and lowering pricing in order to acquire and protec
market share. In Financial Institution Letter 44fRigks
Associated with Subprime Lendidgted May 2, 1997,
the FDIC noted that “(e)ffective subprime lenders are
able to identify the additional default risk inherent ir
these loans and price the product accordingly.” Sig-

—~ n O

exceptions to established loan poli-
cies. Any exceptions to established policies should
have an appropriate level of management ap-
proval. In addition, the number of loans in the
portfolio that represent exceptions should be
closely monitored and regularly reported to the
board.

» Evaluate staffing, information technology, and fa-
cilities needs in light of likely demands presented
by an increasing volume of delinquent and de-
fault credits and the potential for additional con-
sumer compliance risk associated with subprime
credits.

continued on page 10
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Developments in the Tr

ust Examination Process

by Richard J. Webekind, Supervising Examiner

As with every other aspect of the bank examing
tion process, there have been significant develo
ments in trust examinations in recent years. This artic

- tration and conflicts of interest. However, these two
D- areas will continue to be evaluated under one of the
e designated MOECA components.

addresses three topics that have received considergble

attention from Federal Reserve System trust exami
ers in 1998—the modified trust rating system, fiducian
services and Year 2000 readiness, and the risk-focug
examination methodology as it pertains to trust.

Trust Rating System

On October 13, 1998, FFIEC published pro
posed changes to the Uniform Interagency Trust R3
ing System in the Federal Register. The primary re;
son for these changes was to equate a trust rating
“3” with its safety and soundness counterpart. Heretc
fore, a composite “3” rating in a trust examination dic

not necessarily depict an institution with problemsj;

however, this message was not always properly pr
sented to or understood by bank management and |
Board of Directors. Hopefully, the definition of a com-
posite “3” rated institution will now convey similar

meaning in both the trust and commercial bank exam
nations.

In conjunction with this modification

n- The Federal Reserve anticipates implementing
the modified rating system for examinations commenc-
ed ing in January 1999. We still need to amend imple-
menting and frequency guidelines. We also anticipate
that work on a new System Trust Manual will begin in
the near future, as an adjunct to the development of the
revised rating system.
t
i_
of
)_

Fiduciary Responsibilities and the Year 2000

On September 2, 1998, the FFIEC issued its
interagency statement concerning fiduciary services
and Year 2000 readiness. This guidance should not
. have been a wake-up call for fiduciaries. Rather, it was
- designed to be used as a yardstick with which to mea-
he sure ongoing and future Y2K compliance efforts.

The interagency statement calls for each trust
institution to determine the effect of Y2K on its clients,
the issuers of securities in which the trust institution
invests, and third party service

and recognizing the move toward
risk-focused supervision, FFIEC
concluded it was also ap-
propriate to modify the in-

dividual rating categories.

The resultis a trust rating sys-

tem that is now referred to by

the acronym MOECA, the
components of which include:
ManagementQperations, in-
ternal control, and audiEarn-
ings; Compliance; andAsset
management. This proposed rat-
ing system includes one new cat-
egory, compliance, and eliminates
the categories of account adminig

MOECA

M anagement

Operations, internal control, and audit
Earnings
Compliance

Asset management
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providers and counterparties. In addition, the intef-
agency statement encourages each trust institution

count beneficiaries the institution’s own Y2K readi-
ness and that of its third party vendors angd
counterparties.

As trust institutions have probably already de}

lems of those with which they do business. However,

to it certainly encourages the institutions to become aware
consult legal counsel as to the need to disclose to ac-

of the potential liabilities and exposures facing them so
that alternative courses of action may be taken.

Wall Street recently announced the results of
Y 2K testing with clearing brokers and other executing
broker/dealers. Although the clearing brokers passed

termined, the amount of labor needed to address the the test, several of the other broker/dealers experienced

issues presented in the interagency statement is sigrifi-

cant. However, the potential ex-

transaction failures. Clearly, if a trust institution is plac-
ing trades through a problem

posure to a trust institution thag
is not prepared for the Year 200
is even higher. Consider the fol
lowing examples.

* A system failure at a ma-
jor client could result in the
inability of a client to func-
tion, which in turn could
result in the loss of signifi-
cant fee income to the trus
institution.

* A broker counterparty
with which the trust insti-
tution regularly places
trades is unable to executg
and/or settle those tradesg

A fiduciary may
be held liable
for market losses
Incurred as a result
of Investments made curities of issuers who are not

broker/dealer, common sense
dictates that the trades be di-
rected elsewhere.

The Department of La-
bor has suggested that a fidu-
ciary may be held liable for
market losses incurred as a re-
sult of investments made in se-

” Y2K compliant. While the

IN securities of issuergemedy inthis case may prove
who are not
Y2K compliant.

to be as painful as the problem,
prudence would seem to re-
guire the trust institution to
avall itself of all information in
order to make an informed
judgement about a particular

causing the trust institu-
tion to miss the intended market price.

» The portfolio of securities in which the ABC Pen-
sion Trust is invested suffers a substantial losg
and the plan sponsor expects to be made wholg.

The effect of the first example on the trus
institution’s performance is readily apparent, and the
effects of the other two examples may be described|in
terms of the risks associated with their respective ac-
tivities. The inability to execute or settle trades is gn
operational risk, and the decline in the investment poit-
folio is a market risk. Both of these risks could further
develop into legal and reputational risks.

The interagency statement is not suggesting that
trust institutions are responsible for fixing the Y2K probt

security. The Securities and
Exchange Commission (SEC) is requiring Year 2000
disclosures for all registrants in both quarterly and an-
nual filings with the SEC.

Risk-Focused Supervision

The above discussion of the Year 2000 prob-
lem highlights the current regulatory predisposition to
present everything in terms of risk. In 1995, the Fed-
eral Reserve System identified six categories of risk
facing commercial banks—credit, market, liquidity, op-
erational, legal, and reputational risk. Not surprisingly,
fiduciary businesses are confronted with risks similar
to those found in commercial banking.

For examplecredit risk as it applies to a trust
institution is the risk that a borrower or counterparty
will fail to perform on an obligation such as a bond,
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note, or mortgageMarket risk is the risk of adverse
movements in market rates or prices, which will affeg
the value of assets in fiduciary accoubiguidity risk

is the risk that the trust institution will be unable tg
liquidate assets or obtain adequate funding to meet t
obligations of its customers as they come dO@-
erational risk is presented by inadequate managemel
information, data processing, or internal control sys
tems; problems with or breaches in those systems; a
fraud or unforeseen catastrophes such as natural dis
ters or fire. Legal risk stems from the improper per-
formance of fiduciary duties, and may result in unen
forceable contracts, lawsuits, settlements, or adver
judgements against the institution. Finally,
reputational risk is defined as the risk that negative
publicity, whether true or not, will cause a decline in
the customer base or require the trust institution to d
fend itself through direct customer contact, through th
media, or through court proceedings.

As the trust examination process now attempt
to classify all findings in terms of risk to the institution,
the scope of the examination is the result of significar
preplanning and risk assessment. This risk assessm

is accomplished by reviewing the results of the previ-
ous examination and by discussing with trust institu-
tion management any changes that may have occurred
since that examination. Based on the results of the
ne preplanning risk assessment, the examiner will allocate
resources to those areas of the trust institution that
it present the most risk.

t

nd An important element of both the preplanning
as-process and the actual examination is a review of the
institution’s own risk identification and management
processes. Trust institutions are expected to have a de-
fined process in place for assessing risk within the or-
ganization, including controls and procedures that are
designed to mitigate risk.

If you have any questions on any issues related
to fiduciary responsibilities or examinations, do not
hesitate to contact your primary bank examiner. For
those institutions that are supervised by the Federal
Reserve Bank of Philadelphia, please contact Richard
Webekind at (215) 574-3444 or Rufus L. Miley at (215)
574-4129. |
ent

» Remember, the SEC and

their website at www.FFI

planning.

2000-related expenditures must be expensed as incurre
and cannot be accrued or capitalized.

Be on the lookout for an upcoming FFIEC release of ques-

tion and answer guidance on contingency planning. Visit

Stay tuned to next month’s edition 8RC Insightgor
detailed guidance on business resumption contingency

FASB have determined that Y

EC.gov.
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continued from page 1

ment the risk focused compliance initiative into thi

overall supervisory process through new products and
expanded integration. Further, we will promote ex
panded use of technology in the compliance functi}n

to enhance our analysis, decision making, and busi
ness processes to ensure we provide compliance o
sight in an effective and less burdensome manner.

er-

To support these initiatives, John Deibel will
continue to oversee the International, Specialty, ar
Consumer Compliance Examination Units. John will
also have responsibility for Information Technology
In conjunction with assuming these additional respor
sibilities, John has been promoted to Vice President

d

Reed Raymond, an Assistant Vice President i

the Department, will be heading the Consumer Conp-
pliance and CRA unit. Reed has extensive expeli
ence in international and commercial examinations,
which will be of value in the consumer compliance
arena. Connie Wallgren will be the new manager i
the Consumer Compliance area and will report to Reed.

John Mendell will continue to be the team
leader over the Specialty area and will report to Joh
Deibel.

n

Elizabeth Videira-Dzeng has been promoted t
International Examinations Officer and will be the pri{
mary contact person in the International area.

O

We have realigned some responsibilities in th
Domestic Safety and Soundness area reporting to L
Sanfelice to ensure we continue to add value to the
supervisory process. Bernie Wennemer will oversge
supervision of Third District institutions. Doug Skin-
ner and Eric Sonnheim will be the team leaders repo
ing to Bernie. Mike Zamulinsky, with Jim DePowell
reporting to him, will assume responsibility for the in-

11°)

—+
1

tegration of bank supervision technology products into
the risk focused examination process. These products
are becoming embedded into the core of supervision
and need high level attention to spur effective and bur-
den sensitive approaches. Mike and his staff will also
oversee continuous supervision of selected Third Dis-
trict institutions and provide special supervisory atten-
tion to growth in certain non-bank activities like insur-
ance products. Dianne Lee Houck will report directly
to Lou Sanfelice and will have responsibility for Su-
pervisory Resources, Desk and Report Reviews, In-
teragency coordination, and coordination with CPA
firms and outside accountants. Eileen Adezio will con-
tinue to be responsible for Enforcement, and will as-
sume responsibility for institutional Banking Surveil-
lance. Frank Doto, Banking Studies Manager, will now
report to Eileen.

The Credit and Risk Management function will
remain with Gerry Callanan, and he will also become
the officer in charge of the administrative support, qual-
ity control, budget, outreach, and training units. You
can continue to contact Bernie Beck and Dennis
Chapman on issues related to the Discount Window
and Regulatory Accounting. Cynthia Course, as Sr.
Manager reporting to Gerry, will remain in charge of
the outreach function—including our Bankers’ Forums
and the publication of SRC Insights—and will also
oversee the administrative support, quality control, bud-
get, and training units.

To assist you in contacting the correct person
when you have questions or comments on our supervi-
sory processes, we have reprinted the “Whom to Call”
table on the last page of this edition of SRC Insights.
As always, we welcome your suggestions on ways that
we can reduce the regulatory burden on you, the insti-
tutions that we supervise. |
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Should Your Bank Sell Insurance?

continued

from page 3

cess banks have had to date entering the field, many 1998, commonly known as H.R. 10. This bill, which

have changed their strategies from broadly opposir

liberalization of bank insurance powers to trying to int

fluence the direction of these legislative initiatives.

While lobbying continues, both underwriters
and agents are pursuing strategic opportunities to ca

cause of banks’ established delivery channels, son

livering insurance products to consumers and smg
businesses. Still other insurance agents are investig
ing approaches for building other relationships wit}
banks, such as partnerships and joint ventures.

Final Thoughts
It is difficult to discuss pending legislation with-
out mentioning the proposed Financial Services Act ¢

.

talize on potential bank insurance relationships. Be¢
ne have a dramatic impact on the future of both the bank-
underwriters do view banks as a good vehicle for de¢-
1l
at-

|

pf

g passed the House of Representatives in May and ended
the last session of Congress in the Senate, would basi-
cally allow bank holding companies (BHCSs) to affili-
ate with securities firms and insurance companies,
thereby allowing BHCs to engage in, among other

Di- things, insurance underwriting. Passage of this bill, to

be determined when Congress resumes session, would
ing and insurance industries.

If you are considered entering the business of
insurance, contact your primary regulator as well as
your state banking and insurance departments for a copy
of their respective laws and/or guidelines. Finally, be
sure to evaluate how the business of insurance fits with
your bank’s strategic plans for the future. [ |

Dispelling Mi

sconceptions

About Consumer
Subprime Lending

continued

» Ensure that any output generated from a cred
scoring model is appropriately tested, validateq
and amended for accuracy as needed. Bank mg
agement may want to refer to the article entitle
“Ten Steps to Better Credit-Scoring” in the Rob-
ert Morris Associategournal of Lending & Credit
Risk Managemer®ctober 1998 issue for addi-
tional guidance in this area.

Final Thoughts

Without the necessary investment in a new, spg

cialized credit risk management infrastructure, the ban

from page 5

it lending to subprime consumers as achieved by other
, lenders. In fact, only if the inherent risks associated

n- with subprime lending are well managed can this ac-

j tivity be profitable.

Before a banking organization decides to enter
the subprime market, management must evaluate
whether or not the risks outweigh the benefits, and en-
sure that sound credit risk management techniques and
sufficient resources are already in place. For additional
information on consumer subprime lending, you can
call Randolph D. Brown at (215) 574-4125. =&

T

ing industry will not enjoy the same profits through
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Whom To Cal?

Officers & Managers

Asset Liability Management in
Community Banks

The Discount Window and the Year 2000

Yet More on the Year 2000




FEDERAL
RESERVE BANK OF
PHILADELPHIA




