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SVPCommentary on�
The Successful Rollover to 2000

byMichael E. Collins

Aftermillions of hours of planning, coding, and testing, and after hours of
sleeplesswaiting andwatching onDecember 31, 1999, the rollover into

theYear 2000was asmuch a cause for celebration forwhat did not happen as
forwhat did happen. Froman information technologyperspective, the rollover
thankfullywas anonevent,with only a fewminor glitchesworldwide. I believe
thatmuchof the credit goes to themanagement and staff of each financial insti-
tution who worked diligently over a four-year period to ensure that their
institution�s information systems could recognize theYear 2000.At the risk of
appearing to pat ourselves on the back, I would like to briefly look back at
some of the events leading up to the rollover, and discuss how these activities
turnedwhat some predictedwould be aworldwide catastrophe into a celebra-
tion.

On July 3, 1996, theFederalReserve issued the first ofmanySR letters
addressing what came to be known asY2K. In this SR letter, each Reserve
Bankwas directed to ensure during all information systemexaminations of fi-
nancial institutions and independent service providers that the necessary steps
were being conducted to evaluate the status ofYear 2000 action plans. The
Federal ReserveBank of Philadelphia began performingY2K reviews during
the summer of 1997. From the outset, we took a stringent stance onwhat we
considered�satisfactory.�While thepercentageofThirdDistrict institutions that
received less-than-satisfactory ratingswas higher than the national average in
1997, the ratings caused bank management in the District to become more
aggressive in implementing remediation andcontingencyplans.Consequently,
Third District institutions were better prepared and faredwell in subsequent
examinations.

In developing theYear 2000 supervisory program, the federal banking
regulators realized thatmaintaining public confidencewas perhaps themost
critical element of a successful rollover.Consequently, in early 1998, the agen-
cies began to issue supervisory guidance on the impact ofY2Kon customers,
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Using Self-Evaluations To Streamline
The Fair Lending Examination

by Eddie L. Valentine, Supervising Examiner

In1999, the Federal Reserve began examining banksfor fair lending complianceutilizing the risk-based fair
lending examinationprocedures approvedby theFederal
Financial InstitutionExaminationCouncil (FFIEC).These
proceduresprovideclearguidance to financial institutions
about themethods used to examine for compliancewith
federal fair lending laws and regulations, aswell as how
anexaminationcanbe streamlined if an institution�s com-
pliance programmeets certain
criteria.This articlewill address
the proactivemeasures a finan-
cial institutioncan implement to
streamlineits fair lendingexami-
nation.

Financial institutionscanper-
form their own fair lending
self-evaluation.

Ifafinancial institution�s
self-evaluation is performed in
accordance with regulatory
guidelines, it can substitute for a large portion of the ex-
aminers� fair lendinganalysis.Fair lendingself-evaluations
consist of comparative analysesof loanapplicants fordis-
parate treatment in both underwriting and terms and con-
ditions offered. Unlike self-tests using credit shoppers,
self-evaluations are not protected fromdisclosure. There
is nopenalty for not sharing theoutcomeof a self-evalua-
tion; however, financial institutions lose the opportunity
for a streamlined fair lendingexaminationbydeclining to
informexaminersof the results.

Whywouldafinancial institutionperformaself-evalu-
ation?

Most importantly, as noted in the Fair Lending
InteragencyPolicyStatement, regulators expect all finan-
cial institutions, regardless of size, to performsome form
ofself-evaluation.However,evenwithout thisrequirement,
institutionswould derive benefits fromperforming self-
evaluations. For example, the self-evaluationwill reveal
whether fair lending trainingandproceduresareeffective.
Itmay also uncover areas ofweakness or potential viola-
tionsprior to theonsetof anexamination.Finally, if exam-

iners canuse the results of the self-evaluationas evidence
of fair lendingcompliance, theywilluseasignificantly re-
ducedon-site scope and the sample sizeof files reviewed
will bedecreasedsignificantly.

Who is responsible for performing self-evaluations?
Responsibility toperformself-evaluationscanrest

with thecomplianceunit, internalaudit,oranexternalcon-
sultant,whether under contract
or under the auspices of the fi-
nancial institution�s legal coun-
sel.Naturally, institutionscould
alsouseanycombinationof the
aforementioned sources.

Howwill the examiners de-
termine if the self-evalua-
tionmeets regulatory guide-
lines?

Examiners will look at
threeareaswhendetermining if

the self-evaluationmeets regulatoryguidelines: the scope
and timing, themethodology,and theaccuracyof thedata.

Scope and Timing
Examinerswill analyze the scope and timing of

the institution�s self-evaluationbyposing twoquestions:

> Didtheself-evaluationcover transactions
occurringno longer than twoyears prior
to the current examination date?

> Did the self-evaluation cover the same
focalpoints (high-riskproducts,markets,
or prohibited basis groups) selected for
theplannedexamination?

If the answer to either of these questions is �no,�
then the self-evaluation cannot serve to eliminate exami-
nationsteps.However,examinerswill stillanalyzetheself-
evaluationmethodologyandcommunicate anyconcerns
or recommendations for improvement tomanagement.

Regulators expect all
financial institutions to
perform some form of
self-evaluation.
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Methodology
In order for an institution�s self-evaluation to be

usedas a reliablemeasureof fair lendingcompliance, the
methodologyemployedby the financial institution�s ana-
lysts shouldbeverysimilar to thatoutlined in the fair lend-
ingexaminationprocedures.

> Examinerswill expect to see a comparative file
analysis in which treatment of a particular pro-
hibitedbasis groupof applicants ismeasuredand
compared to a control group. The comparative
analysis for denials andapprovals should, as out-
lined in theexaminationprocedures, focuson the
underwritingcriteria that resultedindenialsofpro-
hibited basis appli-
cants, and determine
if the control group
applicants were re-
quired to meet the
same standard.

> Examiners will also
evaluate thedefinition
of prohibited bases
and control groups to
determine if the
methodof identifica-
tionwas accurate and
consistent with fair
lendinglaws.

> Examinerswillreview
the sample selection process to ascertain if it is
similar to techniques outlined in the fair lending
examinationprocedures. For disparate treatment
in underwriting, the selection process should fo-
cus onmarginal applicants. The analysis should
also focus on one product; for example, amort-
gage applicant cannot be compared to a credit
card applicant.

> Thenumberof filessampledandreviewedshould
roughly correspondwith the sampling guidance
in the procedures. In caseswhere examiners de-
termine that the institution�s sample size is too
small, theymaystill beable touse the institution�s
data and pull additional files to bring the sample
size up to an acceptable level.

Accuracy of Data
Theprocedures require that examiners sample10

percentof thedeniedandapproved transactions reviewed
in the self-evaluation to verify that relevant information
was accurately collected. The examinerswill be looking
for data used by the underwriters tomake the credit de-
cision, aswell as details of the assistance provided to the
applicant by the underwriter or loanprocessor during the
application process.

The loan file data collected should be similar to
thedata thatwouldbecollectedbyexaminers if theywere
doing theanalysis.Thiswould includebasic credit under-
writing information suchasdebt-to-income ratios, length

of employment, credit his-
tory, loan-to-value ratio,
number of trade lines, etc.
The examinerswill also de-
termine whether all of the
creditvariablesandqualityof
assistance factors were col-
lected inasystematicandac-
curatemanner.

What happens to the con-
clusions drawn from the
self-evaluation?
If examiners find that the

self-evaluation was per-
formed accurately and the
conclusions are well sup-
ported, theywill incorporate

the results into the examination report. The report will
indicate that the findings are based on verified data from
the institution�s self-evaluation.

If problems are foundwith the way that data is
collectedor important variables are omitted, the examin-
ers cannot rely on the self-evaluation to streamline the
examination.However, if someportionsof the institution�s
self-evaluationmethodology are deemed reliable, exam-
iners may still be able to use the data gathered by the
institution and incorporate it into their analysis. For ex-
ample, if the self-evaluationcomparedapplicantswithout
taking into account the reasons for denial, the examiners
could still use the credit data culled from the files, but

Examinerswill review
the sample selection
process to ascertain
if it is similar to
techniques outlined
in the fair lending

examination procedures.

continued on page 10
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Despite thecontinuingeconomicexpansion,commer-
cial bank credit underwriting standards have come

under increasedscrutiny in recentyears.Surveysofbank-
ers, supervisors, and industry groups confirmed that
bankswere easing their underwriting standards for com-
mercial loans from1995 to 1998, primarily due to com-
petition.During 1999, the bank-
ing industry responded to regula-
toryurgingsbygradually tighten-
ing underwriting standards, as
confirmedbysubsequentsurveys.
The purpose of this article is to
discuss some of the reasons for
the easing in underwriting stan-
dards, the Federal Reserve�s su-
pervisory concern and guidance
on this topic, and thepotential im-
pactonassetquality fromtheeas-
ing of commercial credit under-
writing standards.

Reasons for laxity in underwriting standards
Theprimaryreasonsfor therecenteasingofcredit

underwriting standards are increased competition,
coupledwith relatively inexperienced lenders operating
in a strong economy.Competition for primecommercial
loans amongbanks andother financial service providers
is intense. This competition has compressed net interest
margins, as the effect of tighter loan pricing is exacer-
bated by higher funding costs. Tomaintain profitability,
banks are accommodating less creditworthy borrowers
and lowering their underwriting standards tomeet pro-
jected performance goals.

Commercial lendersarechallengeddaily tobook
new loans, retain existing customers, and replenish port-
folio run-off.Tomeet these challenges, somebankshave
resorted to lending to customers or businesses thatwar-
rantventurecapital financing insteadofa traditional com-
mercial loan. To accommodate these types of borrow-
ers,manybanksare compromisingprudentunderwriting

standards in areas including collateral, pricing, personal
guaranties, and loan covenants.

In February 2000, the current economic expan-
sion set the record as the longest expansion inU.S. his-
tory. Consequently,many commercial lenders have not

experienced an economic
downturn or worked on a
problemloanportfolio.Due
predominantly to unprec-
edented economic growth
and stable prices, business
profitsandcashflows,which
are important indicators for
credit decisions, have been
strong. However, many
lenders fail to stress test fi-
nancial projections to ascer-
tain if their borrowers can
still perform according to
terms under adverse condi-

tions. Furthermore, somecommercial borrowers are try-
ing to take advantage of both inexperienced and aggres-
sive lenders by shopping the competition for better con-
ditions, terms, andpricing. It appears that somebank lend-
ers are matching the aggressive counteroffers in many
cases, believing that theycanhold their groundwithother
financial serviceproviders.

Federal Reserve concerns and guidance
On June 23, 1998, the Federal Reserve issued

SR 98-18, Lending Standards for Commercial Loans.
In SR 98-18, the Federal Reserve expressed concern
that if easing was carried too far, it could undermine a
bank�s financial health, especially if the economywere to
weaken.TheSR letter urged banks to resist the tendency
toassumethat thefavorableeconomicenvironmentwould
continueindefinitely.

On September 28, 1999 the Federal Reserve is-
sued SR 99-23, Recent Trends in Bank Lending Stan-

Commercial Loan Underwriting: Balancing
Competitive Pressures and Prudent Practices

by David F. Fomunyam, Supervising Examiner

Many commercial
lenders have not
experienced an

economic downturn
or worked on a

problem loan portfolio.
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Evidence

�Most likely� scenario depends on continued rapid growth in borrower�s revenues

Heavy reliance on favorable collateral appraisals

Greaterwillingness tomake loanswithout scheduled amortizationprior tomaturity

Readywillingness towaiveviolationsof covenantsor release collateralwithout a corre-
sponding concession by the borrower

Reliance onpublic debt or equity offering as the ultimate source of repayment

Ambiguous or poorly supported analysis of sources of repayment

Measuring leverage againstmarket capitalization as opposed to book equity

Extending loanswith a risk profile that resembles that of an equity investment

Mechanical relianceon threshold financial ratios

Failure to consider analysis specific to the borrower, its industry, and its business plan

Failure to consider bothnear-term interest obligations andultimateprincipal repayment

Failure to stress test for unanticipated changes in costs and revenues, interest rates,
capital expenditures, collateral valuation, and product ormarket developments

Reduction in resources committed to loan review

Reduction in portfolio coverageby loan reviewstaff

Reduction in the depth of the reviewperformedon individual loans

ObservedActivity

Undue relianceon
optimisticoutlooks

Over-reliance on access
to financialmarkets to
satisfydebt

Insufficientconsideration
of stress testing

Weakeningof internal
controls

dards for Commercial Loans. The purpose of this SR
letterwastohighlightforsupervisors,examiners,andbank-
ers the risks of overly aggressive lending practices and
the critical actions and control processes necessary to
prudently take andmanage credit risk. Evidence of de-
partures fromhistorically sound lendingpracticeswasob-
served in several critical areas, as highlighted in the fol-
lowing table. For example, some institutions extended
credit basedon the expectation that theborrower�s strong
financialperformancewouldcontinue indefinitely,orwith
reliance onoverly optimistic views of the borrower�s fu-
ture prospects. In these instances, banks failed to per-

formmeaningfulstress testsof theborrower�sperformance
under less thanoptimal conditions.

SR 99-23 expresses the Federal Reserve�s con-
cern that departures from sound lending standards are
troublingbecause of the already evident near-termeffect
on credit quality.As asset quality deteriorates, the condi-
tion of the bank and the banking industrywill invariably
worsen. SR 99-23 concludes by noting that any trend
toward laxity should be reversed to ensure that the bank-
ing system remains strong enough to lend to sound bor-
rowers in both good times and in bad.
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The Successful Rollover to 2000
continued from page 1

Early signs of credit deterioration
Despite the continued strength of the economy,

theadverse impactonassetquality fromthe laxity incredit
underwriting standards is beginning to emerge.SR99-23
provides evidence that the volumeofweakor potentially
weak loans has increased at some institutions over the
past several quarters. Loss rates in domestic commercial
and industrial loans (C&I), previously low, rosemoder-
ately during the first ninemonths of 1999. Furthermore,
net domestic C&I charge-offs
during the same period more
thandoubled from1998 levels,
whilenoncurrentdomesticC&I
loans rose 32 percent. While
these increases originate from
relatively low levels, these
trends are especially troubling
considering that generally fa-
vorable economic conditions
persist. The federal banking
regulators remain concerned
about the potential affects on
loanperformance if economicconditionsdeteriorate and/
or there is a sustained rise in interest rates, primarily be-
cause of the high level of business andhousehold indebt-
edness to commercial banks.

Conclusion
Basedon financial information reportedbycom-

mercial banks, the commercial banking industry remains
healthy, andcontinues toaccommodate theneedsofbusi-
ness borrowers. Domestic commercial loans grew 11.8
percent during the year ended September 30, 1999, and
accounted for 39 percent of all net new loans booked
during the period.However, competitive pressures have
affectednearly all facets of the commercial bankingbusi-
ness,placingsuchpressureonprofitability that somecom-
mercial banks are easing their credit underwriting stan-

dards tomaintainprofit levels.
The recent signs of increased
credit impairment and losses,
particularly in a strong
economy, are cause for con-
cern about future trends in
commercial credit quality.

If you would like addi-
tional information on lending
standards for commercial
loans, the System�s SR letters
can be found on the Board of

Governor�s web site at <www.federalreserve.gov/
boarddocs/srletters/>. If you have any questions specifi-
callyconcerningcommercial loanunderwritingandcredit
qualitystandards,pleasecallyourinstitution�sCentralPoint
of Contact at the Federal ReserveBank of Philadelphia.
Alternatively, youmaycallDavidF.Fomunyamat (215)
574-4128, or DouglasA. Skinner at (215) 574-4310.

Regulators remain
concerned about the
potential affects on loan
performance if economic
conditions deteriorate.

SVPCommentary on�

and, as the rollover approached, the agencies continued
to emphasize the importance of customer communica-
tion.

The Federal Reserve System also took several
steps to alleviate the fears of consumers, and tomitigate
the potential effects of excessive cashwithdrawals as the
rollover approached. First, in conjunctionwith its Dis-
countWindow responsibilities, the Federal Reserve es-
tablished theCenturyDateChangeSpecialLiquidityFa-
cility (SLF), a program for lending to depository institu-

tions fromOctober 1, 1999 throughApril 7, 2000. The
SLFwas designed to help ensure that depository institu-
tionswould have adequate liquidity tomeet any unusual
demands in the period around the century date change.
Fortunately,ThirdDistrict institutionshavenotneeded this
liquidity, and our Reserve Bank has not made any SLF
loans, other than test loans.

Although the Federal Reserve did not anticipate
that there would bemajor or prolonged difficulties ac-
cessing cash,we realized that the publicmay do its own
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contingency planning by holding extra cash during the
rollover period. In order to be prepared for such an oc-
currence, theFederalReserve asked theTreasury to print
additionalcurrencyforcontingencypurposes.Fortunately,
this toowas not needed.

The banking industry and the Federal Reserve
will reap some lastingbenefits from theefforts of thepast
four years. One of themost positive results of theY2K
supervisory programwas the increased awareness of the
importanceof comprehensivebusiness resumptionplans.
Webelieve that financial institutions are nowbetter pre-
pared tounderstandanddealwith technology issues, both
on an ongoing and on a contingency basis.Moving for-
ward, financial institutionswill be challenged to sustain
thisheightenedsensitivity tobusiness resumptionplansso
that they can recover quickly and successfully fromun-
foreseen futuredisruptions.OlafSchweidlerdiscusses the
importanceofbusiness resumptionplans inhisarticleelse-
where in this edition SRC Insights.

Another positive result of this process was the
removal of barriers that hadgrownbetween lines of busi-
ness. In preparing for theYear 2000, all business units in
a financial institutionhad towork cooperatively toward a
goalwith an irrevocable deadline. This removal of barri-
ers should lead tomore cross-functional approaches to
other important initiatives.

The removal of barrierswas also apparent at the
supervisory level, as the Federal Reserve adopted pro-
cedures to review bank holding companies withmulti-
charteredbanksubsidiaries.Duringthesereviews,wewere
able to coordinate our resourceswith thoseof other regu-
lators, showing that interagency supervision can truly be
seamless.Wewill continue toworkcloselywithour sister
regulators to build off thismodel of supervision in future
examinations. Finally, coordination ofYear 2000 efforts
at the international levelmaybecome themodel for inter-
national communication and coordination between cen-
tral banks.

Again, I would like to commend all of you for
your efforts inmaking theYear2000 rollovermemorable
for the celebrations, andnot for the recriminations. Iwish
all of youhealth andprosperity and, for your institutions,
safe and sound operations in theNewYear and beyond.

Whom To Call?
Domestic Safety and Soundness
LouisN. Sanfelice,VP .................... 574-6470
DianneLeeHouck ..................... 574-4138

BernardM.Wennemer,AVP ........... 574-6485
DouglasA.Skinner .................... 574-4310
EricA.Sonnheim ....................... 574-4116

MichaelP.Zamulinsky,AVP............. 574-4136
Robert E.Richardson ................ 574-4135

Enforcement&Off-Site Integration
EileenP.Adezio,AVP ...................... 574-6045
MaryG. Sacchetti ...................... 574-3848
Frank J. Doto ............................ 574-4304

ConsumerCompliance&CRA
A.ReedRaymond,AVP .................. 574-6483
ConstanceH.Wallgren .............. 574-6217

SpecialtyExaminations
John J. Deibel, VP ........................... 574-4141
JohnV.Mendell ......................... 574-4139

InternationalExaminations
John J. Deibel, VP ........................... 574-4141
ElisabethC.Videira-Dzeng, International
ExaminationsOfficer ................... 574-3438

Applications
WilliamL.Gaunt,AVP ..................... 574-6167
JamesD.DePowell ................... 574-4153

CapitalMarkets, Payment Cards,
& Special Studies
JoannaH. Frodin, VP ...................... 574-6419
PerryD.Mehta ......................... 574-6130
ScottA.Weihrauch .................... 574-4389
Vincent J. Poppa ....................... 574-6492

DiscountWindow andReserveAnalysis
GerardA.Callanan,VP ................... 574-6133
Dennis S.Chapman ................... 574-6596
Gail L.Todd .............................. 574-3886
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Business Resumption Plans:
Not Just a Nicety but a Necessity

by Olaf G. Schweidler, Supervising Examiner

AsMichael Collins noted in the SVPCommentary
elsewhere in this publication, two of the derivative

benefits ofY2Kare that it forced everyone to take a hard
look at how they do business and to develop a plan for
business resumption in the face of catastrophe.Unfortu-
nately, the uneventful passage of the rollover weekend
does not obviate the need for business resumption plans.
Therefore, Iwould like to take this opportunity to reem-
phasize the importance of business resumption plans, or
�BRPs,� in ensuring that businesses continue to operate
evenwhen facedwith significant adversity.

WhatAre BRPs?
BRPsare thebackboneof anorganization�splans

to deal with any type of significant business disruption
thatcouldresult ineither tangible
or intangible losses.ABRPis, in
effect, a business plan for run-
ningaprocessor functionunder
extremely stressful conditions.
These plans must be compre-
hensive, addressing resource
centers suchasanorganization�s
information systems, telecom-
munications environment, busi-
nesspartners, facilities, andper-
sonnel. In addition to address-
ing items commonly associated
withcontingencyplanning, such
as hot sites and off-site storage
of data, BRPs should also in-
clude protocols addressing issues that range from cus-
tomer relations to restoration of normal operations.

What MakesAGood BRP?
Aswith any goodbusiness plan, seniormanage-

ment needs to take an active role in the development pro-
cess. The development of aBRP is not a single task that
one person can complete. It is a complex, multifaceted
process that requires the support and involvement of the
entire organization.Moreover, it will require the knowl-
edge and support of a company�s leaders if it is going to
be effective and taken seriously by the organization.

Another characteristic of a good BRP is that it
addresses all of the components or resource centers that
make up a business process.Again, these components
includeitemssuchasinformationordata, informationtech-
nology, telecommunications,processes,business relation-
ships, people, and facilities. Too often, businesses only
address issues related to core data processing and forget
about the processes that feed into the information tech-
nologyenvironment.

For example, a bank that derives a large portion
of its revenue from leasingmayhave very detailed plans
to address the restoration of payment processing capa-
bilities.However, plans forhandlingnewbusinessduring
the business interruptionmaybe limited.On the surface,

it may appear that one or two
days� lost business is notmean-
ingful.However,what is not as
apparent is the extent of
reputational harm that the com-
panymay encounter due to its
inability tomeetnewcustomers�
needs. In today�s real-time, on-
linebusinessworldwhere sym-
pathyisascarcecommodity, this
couldbeaverycostlyoversight
if themarkets are competitive
and new business is driven to
competitors.

Effective BRPs are
broadly communicated and easy to understand.During a
significantbusinessdisruption,employeesshouldbeimple-
menting theBRP,not readingor trying to interpret it. Staff
throughout theorganizationshouldreceivesufficient train-
ing so theyunderstand the importanceof theBRPandare
able to implement itwithminimaloversight.

BRPs also need to be dynamic. The banking in-
dustry has undergone dramatic change over the last few
years, and it does not appear that the rate of changewill
slow anytime soon. Consequently, a goodBRPmust be
developedwithflexibility inmind,andanynewsignificant

A business resumption
plan is a complex,

multifaceted process that
requires the support and
involvement of the
entire organization.
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business proposal must incorporate BRP elements. Fi-
nally, because of the continual improvements and
reengineering that occurwithin established lines of busi-
ness, BRPs need to be continually reviewed to ensure
that they actually address current business processes and
functions.

Development Phases of a BRP
The development of aBRP can be broken down

into fivephases:

? Awareness
? RiskAssessment
? IdentificationofRecoveryAlternatives
? Implementation
? Validation

In theAwarenessphase,management should ap-
point a teamtodevelop theBRPfor theorganization.Sev-
eral issues should be considered when choosingmem-
bers for this team. First, aswith any significant strategic
undertaking, amember of senior
managementshouldchampionthis
activity. In fact, an organization
maychoose toestablishasubcom-
mittee of the Board of Directors
to oversee the activities of the
team. Teammembership should
also include sufficientvertical and
horizontal representation from
within the organization. Thiswill
ensure that both critical line func-
tions and strategic functions are
represented.

Thesecondphase in theBRPlifecycle is theRisk
Assessmentphase.During this phase, theBRP teamwill
identifyanddocument the risks facinganorganizationand
its variousbusiness lines.Once the risks are identified, the
teamwill recommendprocedures or processes that could
avoid,mitigate, or transfer the impact of significant risks.
At thispoint,managementwillbeable todeterminewhich
resources drive the critical business lines or processes.
Finally, the risk assessmentphasewill assistmanagement
inquantifyingandqualifyingthetangibleandintangibleor-
ganizational impact of the lossof significant resources.

In the next phase, Identification of Recovery
Alternatives, theBRP teamwill develop recovery strat-

egies and processes based on the criticality of the busi-
ness line or process. In completing this phase, the team
will identifytherelationshipbetweentheanticipatedamount
of financial resourcesspentoncompletinga recoveryover
agiven timeperiodversus thepotential lossesarising from
a significant disruption. It is important that the teamcon-
sider intangible as well as tangible losses in this phase.
For example, the potential reputational harm that an or-
ganizationmay suffermaybe intangible in the short term
but is clearly tangible in the longer term.

The recovery strategies developed during this
phasewill fall under oneof three possible scenarios: pre-
determined, prearranged, or redundant.Apredetermined
recovery strategy is the least formal strategy, andassumes
that the alternate resources needed tomanage a disrup-
tion are readily obtainable. Under a prearranged recov-
ery strategy, anorganization enters into awritten contract
with an outside party to ensure that a particular resource
will be available.Acomputer hot-site is a prearranged
recovery strategy.A redundant recovery strategy is the

most reliable of all three sce-
narios, since it requires the orga-
nization toobtain an exact dupli-
cate of a specific resource. Re-
dundant strategies are typically
used for those specific business
lines or processes that are highly
dependent on technology and
cannot realisticallybeperformed
by any othermeans. Redundant
recovery strategies are also the
most expensive for an organiza-
tion to implement.

The fourth phase of theBRP life
cycle, the Implementation phase, forms the basis for
the development and continuedmaintenance of theBRP
document.Tobe implemented effectively, aBRPshould
be a user-friendly document. It is critical that these plans
bedevelopedanddocumentedso that the individualswho
execute themcaneasily understand their responsibilities.

For ease of implementation, BRP activities are
typicallydividedintoseveralmajorcategories,whichcould
includeGeneral Information,AdministrativeProcedures,
OperationalContinuityProcedures, InformationandTech-
nologyRecoveryProcedures, andApplicationResump-
tionPlans.Unarguably, theBRPshould identify the spe-

Amember of
seniormanagement
should champion
the Business

Resumption Plan.
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cific actions to be taken by the significant resource cen-
ters to recover and restore the critical business lines and
processes.However, theplanshouldalso identify thesteps
necessary to unwind the busi-
nessresumptionactivitieswhen
no longer required, and to re-
turn the resource centers to
theiroriginal locations.

The last phase of the
BRP life cycle is theValida-
tion phase.During this phase,
managementshouldensurethat
all critical employees are
trained and tested in the skills
necessary to implement the
components of theBRP.Man-
agement should ensure that the testing is comprehensive
and simulates an actual disruption asmuch as possible.
Testing should not focus solely on information systems,
but should also include the recovery of manual proce-
dures. Finally, the test results should be reviewed to en-
sure that all critical business functions are covered.

All critical employees
should be trained and
tested in the skills
necessary to

implement the BRP.

would have to perform the comparisons focusing on the
reasons for denial.

Where can the specific procedures for streamlining
the fair lending examination be found?

The entire process for performing a self-evalua-
tion and streamlining a fair lending examination is in the
appendix to the fair lending procedures. The procedures
and the appendix are attached to the January 5, 1999

FFIEC press release, and can be viewed at
<www.ffiec.gov/pr010599.htm>.

If you have any questions regarding fair lending
self-evaluations, please contact ConnieWallgren, Con-
sumerComplianceExaminationsManager at (215) 574-
6217orEddieL.Valentine,SupervisingExaminerat (215)
574-3436.

Conclusion
Theimportanceofmaintainingacurrentandcom-

prehensive business resumption plan cannot be empha-
sizedenough.Asfinancial insti-
tutions increase their reliance
on technology to provide cus-
tomers with more electronic
bankingalternatives, thelevelof
computer downtime that cus-
tomers will accept will most
likely decrease.Also, as elec-
tronicbankingreceivesbroader
acceptance and becomes a
larger part of anorganization�s
business, financial institutions
will findthat the traditional time
buffers providedbynon-bank-

ing hours will no longer be available to manage short-
termdisruptions.

Ifyouhaveanysupervisoryquestionsconcerning
the use ofBusinessResumption Plans in your organiza-
tion, pleasecall your institution�sCentralPointofContact
at theFederalReserveBankofPhiladelphia.Alternatively,
you can call Olaf Schweidler at (215) 574-3434.

Using Self-Evaluations To Streamline
The Fair Lending Examination

continued from page 3
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