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by Michael E. Collins

Today’s environment demands that organizations transform themselves con-
tinuously.   In fact, I have frequently commented on the myriad of effects

that the rapid pace of global change has on the financial services industry. In
previous columns I discussed the impact of change on mergers and acquisitions,
credit underwriting, technology, and corporate governance. Now, I would like
to address the impact of change on an area that is easily and frequently over-
looked – career development and continuing professional development.

The growing emphasis on speed means that continuous improvement
and innovation have to become priorities for organizations. Although technol-
ogy advances still occur at a rapid pace, those very advances have ensured that
all organizations, whether large or small, can assimilate new technologies as
they are developed. Consequently, what differentiates one organization from
another is not its adoption rate of new technologies, but is the skills, commit-
ment, and talent of its staff. Through an investment in human capital, organiza-
tions can combine today’s need for performance with tomorrow’s imperative
for transformation.

One theme that I have heard in my discussions and meetings with bank-
ers is the increasing difficulty in hiring and retaining qualified staff. The length of
the current economic expansion has taken us to new levels of employment and
has led to increased turnover as staff are enticed to new employers with prom-
ises of signing bonuses and significant raises. Not every organization can or
wants to compete for staff with dollars. However, a work atmosphere that is
intellectually, emotionally, and professionally satisfying, coupled with career de-
velopment challenges and opportunities to advance, could lure top performers
and improve staff retention. Many organizations have implemented career de-
velopment programs for this purpose.

Career development is much more than training. When properly struc-
tured, career development links an individual’s career needs with the
continued on page 6
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Sign HerSign HerSign HerSign HerSign Here, Please!e, Please!e, Please!e, Please!e, Please!
by Carletta M. Longo, Examiner, and John D. Fields, Supervising Examiner
Signature requirements (12 CFR 202.7) are one of
the more complex and often misunderstood provi-

sions of Regulation B, the Equal Credit Opportunity Act.
These requirements were originally designed to ensure
that qualified applicants, specifically married women,
would be able to obtain credit in their own names. How-
ever, the scope of the requirements extends to applicants
of both genders. This article should help to dispel confu-
sion about the application of these requirements under a
variety of conditions.

Historical PerspectiveHistorical PerspectiveHistorical PerspectiveHistorical PerspectiveHistorical Perspective
Congress enacted the Equal Credit Opportu-

nity Act, which the Federal Reserve implemented in Regu-
lation B, to ensure that financial institutions engaged in the
granting of credit exercised their responsibility to make
credit available with fairness and impartiality and without
discrimination on the basis of sex or marital status. Con-
gress believed that economic stabilization would be en-
hanced and competition among financial institutions and
firms engaged in lending would be strengthened by the
absence of discrimination on the basis of sex or marital
status, as well as by the informed use of credit, which
Congress sought to promote.

The regulation prohibits discrimination in any as-
pect of a consumer or business credit transaction on the
basis of race, color, religion, national origin, sex, marital
status, or age (provided the applicant has the ability to
enter into a contract); receipt of public assistance; or the
fact that the applicant has exercised any right under the
Consumer Credit Protection Act. All individuals and
institutions that regularly participate in decisions to grant
credit must comply with Regulation B.

Signature Requirement RulesSignature Requirement RulesSignature Requirement RulesSignature Requirement RulesSignature Requirement Rules
Among the key sections of Regulation B relating

to discrimination based on sex and marital status are those
regarding the signatures that a creditor may require when
granting a loan. The purpose of these sections is to permit
people, particularly women, who are creditworthy in their
own right to obtain credit on their own by removing, to
the greatest extent possible, the need to depend on a spouse
or any other person.
Two general rules apply to the signature require-
ments of the regulation:

• A creditor may not require a signature other than
the applicant’s or joint-applicant’s if, under the
creditor’s underwriting standards, the applicant quali-
fies for the credit requested.

• A creditor may require signatures on documents that
are used as security for a loan or which support the
customer’s creditworthiness, but the creditor’s ability
to obtain signatures other than the applicant’s to es-
tablish a contractual obligation to repay the debt is
limited.

The second point establishes the distinction be-
tween a debt instrument and a security instrument. A debt
instrument, such as a loan note, promissory note, or con-
tract (collectively referred to as a “note”), is legal evi-
dence of a debt and generally contains a promise to re-
pay. The signer of a note accepts the obligation to repay
the debt. A security instrument, such as a mortgage, deed
of trust, indenture, or other security document, creates a
limited obligation, which allows the creditor access to the
signer’s interest in the property in the event of default.
This article will discuss both points in detail.

Qualified ApplicantQualified ApplicantQualified ApplicantQualified ApplicantQualified Applicant
The first rule prohibits a creditor from requiring a

signature other than the applicant’s or joint applicant’s if
the applicant is qualified (creditworthy) based on the
creditor’s underwriting standards for the loan requested.
A creditor may not routinely require the applicant’s spouse
to sign any document that establishes a contractual obli-
gation to repay the loan.

If an applicant does not qualify for a loan based
on a creditor’s underwriting standards, the creditor may
require a creditworthy co-signer, but the creditor may not
require that person to be the applicant’s spouse.

Jointly Owned PropertyJointly Owned PropertyJointly Owned PropertyJointly Owned PropertyJointly Owned Property
The second rule permits creditors to require signa-
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tures on documents that are used as security for a loan or
which support the customer’s creditworthiness. For ex-
ample, if a loan is to be secured by real estate, a creditor
may require any person who owns an interest in the prop-
erty, including the spouse, to sign any document the credi-
tor reasonably believes to be necessary under state law
to make the property available to satisfy the debt in the
event of default. However, the creditor may not require a
co-owner to sign the note, which creates a contractual
obligation to repay.

Thus, a creditor has more latitude in requiring sig-
natures on documents that are necessary to perfect its
security interest in the property
or that support the borrower’s
creditworthiness than it has in
obtaining co-signatures on
documents that establish the
contractual obligation to repay.
For example, if real property
is used to secure a loan, a
creditor may require any and
all owners of the property, in-
cluding the spouse, to sign a
security instrument; this action
does not violate the regulation.
If personal property such as an
automobile or a certificate of
deposit is used to secure a loan, a creditor may require
any and all co-owners to sign a security agreement, hy-
pothecation, or a pledge of their interest in the property
without violating the regulation. However, co-owners may
not be required to sign the note, which contractually obli-
gates them to repay the loan in the event of default.

In addition to the signature requirements, if an
applicant relies on joint property to establish creditwor-
thiness, the creditor must separately value the applicant’s
interest in any jointly owned property. To accomplish this,
a creditor may request that an applicant provide a listing
of assets and income jointly and individually owned, al-
lowing the creditor to evaluate the applicant’s creditwor-
thiness on an individual basis.

If the applicant’s interest in jointly owned prop-
erty does not support the credit requested, a creditor may
require the other joint owners to sign a document creating
a security interest in the property. For example, a creditor
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continued on page 5

might receive a loan request for $100,000, with jointly
owned real estate valued at $100,000 pledged as secu-
rity. Assuming equal ownership, the creditor may not re-
quire the joint owner to sign any document other than that
which creates the security interest.

To determine the value of an applicant’s interest
in jointly owned property, a creditor may consider fac-
tors such as the form of ownership and the property’s
susceptibility to attachment, execution, severance, or par-
tition; the value of the applicant’s interest after such ac-
tion; and the cost associated with the action. This deter-
mination must be based on the form of ownership prior to

or at consummation and not on
the possibility of a subsequent
change. For example, when a
married applicant applies for
individual credit and qualifies
based on individually owned
property, a creditor may not
consider the possibility that the
separate property might later
be transferred into joint own-
ership. Similarly, in valuing a
married applicant’s interest in
property, a creditor may not
consider the possibility that the
couple might divorce. A credi-

tor may not require the signature of the nonapplicant spouse
in the above or similar circumstances.

This article does not address community prop-
erty rights, since it is directed to State Member Banks in
the Third Federal Reserve District. None of the states
comprising the Third District—Pennsylvania, New Jer-
sey, and Delaware—are community property states. Banks
lending in community property states should consider the
effect of state law on their lending policies and practices.

GuarantorsGuarantorsGuarantorsGuarantorsGuarantors
A guarantee of a credit extension is part of a credit

transaction and is covered by the regulation, including the
signature rules that prohibit a creditor from requiring the
signature of a guarantor’s spouse. The creditor may re-
quire the personal guarantee of the partners, directors, or
officers of a business and the shareholders of a closely
held corporation, even if the business or corporation is
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IIIIInteragency Information Sharingnteragency Information Sharingnteragency Information Sharingnteragency Information Sharingnteragency Information Sharing
on Insurance Activities:on Insurance Activities:on Insurance Activities:on Insurance Activities:on Insurance Activities:

Relying on Functional RegulatorsRelying on Functional RegulatorsRelying on Functional RegulatorsRelying on Functional RegulatorsRelying on Functional Regulators
by Tom Pulkkinen, Sr. Financial Services Markets Specialist,

Knowledge Center for Insurance Activities, Federal Reserve Bank of Boston
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Bank holding company (BHC) inspections focus sig-
nificantly on measuring risks and risk management

systems. When BHCs own insurance subsidiaries or are
themselves insurance companies, the consolidated risk
assessment must consider the composition, materiality, and
management of insurance company related risks. The
Gramm-Leach-Bliley Act (GLBA) provides guidance on
how the Federal Reserve should consider the risks of in-
surance activities.

Section 111 of GLBA provides that in fulfilling its
supervisory responsibilities, the Federal Reserve will ini-
tially rely upon public information, external audit reports
and information provided by
the BHC to other regulators
and self-regulatory organiza-
tions. Any additional infor-
mation deemed necessary is
to be acquired through the
functional regulator and, only
as the last option, from the
functionally regulated entity.
Section 307 of GLBA in-
structs the Federal Reserve
and state departments of in-
surance (DOIs) to coordi-
nate their supervision of companies that control both a
depository institution and an insurance company.

The Federal Reserve must rely upon the supervi-
sory efforts of functional regulators when it assesses the
risks present in BHC insurance activities. The Federal
Reserve may conduct on-site supervisory activities only
when:

• A functionally regulated entity poses material risk
to an affiliated bank,
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• A review is necessary to assess the risk manage-
ment system, or

• Indications exist that the affiliate may not be com-
plying with laws or rules for which the Federal
Reserve has enforcement authority.

Opportunities may develop in the future for co-
ordinated Federal Reserve-DOI reviews under these situ-
ations and for cross-regulator program development and
educational purposes.

Insurance regulators are committed to respond-
ing to the Federal Reserve’s
information needs and meet-
ing the many regulatory chal-
lenges emanating from
GLBA. Accordingly, to facili-
tate the information gathering
process prescribed by
GLBA, the Federal Reserve
and the National Association
of Insurance Commissioners
(NAIC) have approved a
broad two-way information
sharing memorandum of un-

derstanding (MOU) intended as a model for adoption by
the Federal Reserve and the individual DOIs. The Fed-
eral Reserve and the NAIC are also addressing the Fed-
eral Reserve’s need for access to information residing in
NAIC-based financial and regulatory databases.

The template Federal Reserve-DOI information
sharing agreement also addresses issues related to con-
sumer complaint information. According to the Insurance
Department Resource Report, state insurance regulators
received 405,323 consumer complaints and 3.5 million
consumer inquiries in 1998. While the Federal Reserve-
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creditworthy. The guarantee must be based on the
guarantor’s relationship to the business or corporation and
not on factors such as age, marital status, or national ori-
gin. For example, a creditor may not require guarantees
only for women-owned or minority-owned businesses.
A creditor may not automatically require that the spouses
of the corporation’s officers also sign the guarantee.

ConclusionConclusionConclusionConclusionConclusion
As previously stated, the signature rules in Regu-

lation B are complex. To ensure compliance and avoid
violations, management should initiate the following mea-
sures:

• Maintain an awareness of changes in consumer
legislation and periodically review policies and pro-
cedures relative to Regulation B.

• Ensure that loan forms and supporting documen-
tation are in compliance with the regulation.

• Periodically provide training to loan processors,
lending staff, and other key personnel to ensure
compliance with the restrictions of the regulation

Sign HerSign HerSign HerSign HerSign Her
continued 
, Please! Please!, Please! Please! Please!
m page 3

regarding spousal signatures for consumer and
business credit.

• Ensure that loan documentation is maintained in
accordance with the record retention requirements
of the regulation.

If you have any questions about the signature re-
quirements of Regulation B, please contact Carletta M.
Longo, Examiner, (carletta.longo@phil.frb.org) at (215)
574-3458, John D. Fields, Supervising Examiner,
(john.fields@phil.frb.org) at (215) 574-6044, or Connie
Wallgren, Manager, Consumer Compliance and Com-
munity Reinvestment Act Examinations Unit,
(connie.wallgren@phil.frb.org) at (215)574-6217.

Signature Rules: Regulation B, a pamphlet pre-
pared by this Reserve Bank, may be obtained on
the Reserve Bank’s web site at <http://
www.phil.frb.org/src/compliancecra/ index.html> or
by contacting Denise Mosley (denise.mosley@
phil.frb.org) at (215) 574-3729.
DOI information sharing MOU allows for the sharing of
such information, the intent is that the appropriate DOI
will follow-up on all consumer complaints and inquiries
relating to insurance activities. Any insurance related com-
plaints received by the Federal Reserve will, therefore,
be forwarded to the responsible state insurance supervi-
sor for follow-up action.

The Federal Reserve is interested in obtaining sta-
tistical analyses of consumer complaints relating to the
activities of bank holding company subsidiaries, including
agents, broker-dealers, and insurance operations, in or-
der to identify potential weaknesses in corporate gover-
nance and risk management. This information can, in part,
be developed from NAIC and state consumer complaint
databases. State DOIs will also be expected to apprise
the Federal Reserve of material enforcement actions taken
against the insurance entities and agents.

The Federal Reserve’s reliance on functional regu-
lators will require the coordination of two significantly dif-
ferent regulatory approaches.  However, it will reduce
regulatory overlap and burden on the supervised compa-
nies. Effective communication, including the sharing of per-
tinent information on supervised companies, will be es-
sential to the success of these supervisory strategies.

For questions on the supervision and regulation of
insurance activities in the Third Federal Reserve Dis-
trict, please contact Bernie Wennemer, Assistant Vice
President, Federal Reserve Bank of Philadelphia, at
(215) 574-6485 (bernie.wennemer@phil.frb.org).
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organization’s requirements, allowing the individual to grow
personally while helping the organization achieve its stra-
tegic goals. It is clear that this type of investment in the
workforce produces higher business returns. In fact, many
organizations have realized that career development is
more than “nice-to-have”; it is a business necessity with a
direct impact on competitive advantage and profitability.
Today’s top leaders recognize this, and continuously seek
development opportunities for their people.

An organization’s strategic plan and vision and its
support for learning form the foundations of an effective
career development plan. Without a well-defined strate-
gic plan and vision, the organization would not know where
it is going, and assuredly would never get there. Like-
wise, without a well-defined strategic plan, employees
would not be able to align their career development plans
with the organization. This misalignment of employees’
career development plans and the organization’s strategic
direction would lead to a less effective organization, and
might increase staff turnover.

The organization must also instill a culture that is
supportive of continuous learning, and provide the time
and resources to foster career development. Effective learn-
ing organizations are those organizations that actively en-
courage employees to create, acquire, transfer, and use
knowledge, for their personal development and for the
benefit of the organization. Through this process, a learn-
ing organization builds its employees’ capacities to think
in new ways and to act based upon the new knowledge.
Today, ideas are the fuel for competitive advantage, and

SVP CommSVP CommSVP CommSVP CommSVP Comm

CarCarCarCarCareereereereereer De De De De De
continued 
organizations that encourage continuous learning are bet-
ter ensuring their own success.

Armed with the organization’s strategic plan and
immersed in a learning culture, employees can examine
their goals, strengths, and weaknesses, and identify ad-
vancement opportunities and development activities that
are consistent with their personal career objectives and
the organization’s needs. This might include staying cur-
rent with changes in the industry and workplace, enrich-
ing their present job, improving or developing new skills,
or preparing for future career directions.

Employees, managers, and organizations all have
specific roles to play in the career development process.
Although the organization should act as the enabler, each
employee is ultimately responsible for identifying the ca-
reer development opportunities that are consistent with
his or her goals and the organization’s strategic direction.
As the bridge between the organization and the employee,
each manager should ensure that the career development
culture is alive and thriving in their business unit.

The success of  career development initiatives will
be critical to ensuring that an organization is able to re-
main an attractive workplace for highly motivated profes-
sionals, fostering an environment of career building that
produces leadership for the future. In addition, these new
initiatives will help staff to be highly effective and moti-
vated in today’s challenging and rapidly changing financial
and regulatory environment.

entary on…entary on…entary on…entary on…entary on…

velopmentelopmentvelopmentelopmentvelopment
rom page 1
Recognizing the organizational benefits of career development, the Federal Reserve System recently implemented a Continuing
Professional Development (CPD) Framework for bank supervision and regulation staff throughout the System. The Framework is
discussed in more detail in SR 01-02, Framework for Continuing Professional Development of the Federal Reserve Examination
and Supervisory Staff.

The Framework is based on the belief that learning (i) supports strategic business objectives; (ii) is a personal responsibility to be
supported by front-line managers and available resources; and (iii) comes from a variety of experiences beyond formal classroom
instruction. The approach implicitly recognizes that all staff members must continually advance and refine their skills and knowledge
if the Federal Reserve is to retain its ability to effectively function in a dynamic supervisory environment. This strategy supports the
System’s objective to evolve toward a culture that more formally emphasizes continuous learning.
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Domestic Safety and SoundnessDomestic Safety and SoundnessDomestic Safety and SoundnessDomestic Safety and SoundnessDomestic Safety and Soundness
Louis N. Sanfelice, VP .................... 574-6470
   Dianne Lee Houck ........................ 574-4138
Bernard M.Wennemer, AVP ............ 574-6485
   Douglas A. Skinner ....................... 574-4310
   Eric A. Sonnheim .......................... 574-4116
Michael P. Zamulinsky, AVP ............ 574-4136
   Robert E. Richardson ................... 574-4135

Enforcement & Off-Site IntegrationEnforcement & Off-Site IntegrationEnforcement & Off-Site IntegrationEnforcement & Off-Site IntegrationEnforcement & Off-Site Integration
Louis N. Sanfelice, VP .................... 574-6470
Eileen P. Adezio, AVP ..................... 574-6045
   Mary G. Sacchetti ........................ 574-3848
   Frank J. Doto ............................... 574-4304
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Guidance IssuedGuidance IssuedGuidance IssuedGuidance IssuedGuidance Issued

On January 31, 2001, the Board of Governors, along
with the OCC, the FDIC, and the OTS, issued ex-

panded examination guidance for subprime lending pro-
grams. This expanded interagency guidance supplements
that issued on March 1, 1999. Both interagency state-
ments are available on the Board of Governors’ web site,
as follows:

SR 01-04, Subprime Lending, issued January 31, 2001
http://www.federalreserve.gov/boarddocs/

SRLETTERS/2001/sr0104.htm

SR 99-6, Subprime Lending, issued March 1, 1999
http://www.federalreserve.gov/boarddocs/

SRLETTERS/1999/SR9906.HTM

In the next issue of SRC Insights, SRC staff will
explore issues related to Subprime Lending.
IT & Fiduciary SupervisionIT & Fiduciary SupervisionIT & Fiduciary SupervisionIT & Fiduciary SupervisionIT & Fiduciary Supervision
John J. Deibel, VP ........................... 574-4141
John V. Mendell ............................. 574-4139

Global SupervisionGlobal SupervisionGlobal SupervisionGlobal SupervisionGlobal Supervision
John J. Deibel, VP ........................... 574-4141
Elisabeth C. Videira-Dzeng, AVP ..... 574-3438
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John J. Deibel, VP ........................... 574-4141
William L. Gaunt, AVP..................... 574-6167
   James D. DePowell ...................... 574-4153
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Joanna H. Frodin,VP ....................... 574-6419
   Scott A. Weihrauch ...................... 574-4389
   Vincent J. Poppa .......................... 574-6492
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Vish P. Viswanathan,VP ................... 574-6403
   Dennis S. Chapman ...................... 574-6596
   Gail L. Todd ................................. 574-3886
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Do you offer Internet Banking? We recently added a
page on Internet Banking where you can find links

to guidance disseminated by the Federal Reserve and
other federal banking agencies regarding Internet and elec-
tronic banking. Find it at <www.phil.frb.org/src/exami-
nations/internetbanking.html>.

Interested in commenting on new and proposed
regulations? You can now link to the Board of Governor’s
regulations reference page from SRC’s web site at
<www.phil.frb.org/src/regulations/index.html>.

Have a question about a regulation? On our Regu-
latory Contacts web page, you will find a list of contacts
for each regulation from both SRC and the Bank’s Com-
munity Affairs Department. Find out whom to call at
<www.phil.frb.org/src/regulations/regcontact.html>.

http://www.phil.frb.org/src/examinations/internetbanking.html
http://www.phil.frb.org/src/regulations/
http://www.phil.frb.org/src/regulations/regcontact.html
http://www.federalreserve.gov/boarddocs/SRLETTERS/2001/SR0104.HTM
http://www.federalreserve.gov/boarddocs/SRLETTERS/1999/SR9906.HTM
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NEXT ISSUE

Merchant Banking Activities

Supervisory Implications of
Subprime Lending

Consumer Compliance Update

Editor.................Cynthia L. Course

SRC Insights is published quarterly and is distributed
to institutions supervised by the Federal Reserve
Bank of Philadelphia. The current and prior issues of
SRC Insights are available at the Federal Reserve
Bank of Philadelphia’s web site at www.phil.frb.org.
Suggestions, comments, and requests for back issues
are welcome in writing, by telephone ((215) 574-
3760), or by e-mail (Cynthia.Course@phil.frb.org).
Please address all correspondence to: Cynthia L.
Course, Federal Reserve Bank of Philadelphia, SRC
- 7th Floor, Ten Independence Mall, Philadelphia, PA
19106-1574.
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