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Welcome to the fall 2012 
edition of S&R Perspectives. 
The theme in Supervision, 
Regulation and Credit at the 
Richmond Fed these days 
is “change.” After nearly 40 
years at the Fed, Gene John-
son will retire at the end of 
September. During his time 
here, Gene has participated 
in or overseen many sig-
nificant supervisory events, 
including the Maryland 
Savings and Loan crisis, the 
credit crunch of the 1990s 
and the recent banking crisis. 
Gene has been a guiding 
force within Richmond’s 
supervision function, and we 
will miss him. I know most 
of you know Gene and will 
miss working with him as 
well. We’ve selected Gene’s 
successor, Richard Gilbert, 
and we’re developing plans 
to introduce him to you.

On the national front, there’s 
a new notice of proposed 
rule-making to revise the 
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The theme in Supervision, Regulation and Credit  
at the Richmond Fed these days is  ‘change.’
 –  Jennifer Burns, Senior Vice President 
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The Importance of Strong Risk Management:
Insights from the Examination World
By: Jason C. Schemmel 

In 1995, the Board of Governors of the Federal Reserve System issued SR 95-
51, which instructed examiners to begin assigning a formal supervisory rat-
ing to the adequacy of an institution’s risk management processes. This arti-
cle reinforces existing supervisory guidance and expectations and discusses 
the most commonly cited examination issues related to the management of 
credit, liquidity, market, operational, and legal and reputational risks.
Read more at http://www.richmondfed.org/banking/supervision_and_reg-
ulation/newsletter/2012/fall/article1.cfm  

Supervisory Upgrades and Enforcement Actions:
An Overview, Highlights and Insights
By Angela Knight-Davis and Suzanne Reynolds

SR 12-4 was issued on March 1, 2012, to address supervisory rating up-
grades. This article provides a brief overview of the SR letter, with examples 
of implementation of the principles; highlights key institution-based 
enforcement tools used by the Federal Reserve System, noting key factors 
used in selecting an action; and provides insight on how enforcement ac-
tions are evaluated and adjusted as progress is made by an institution. 
Read more at http://www.richmondfed.org/banking/supervision_and_reg-
ulation/newsletter/2012/fall/article4.cfm

Two Years Traveled: Dodd-Frank and SRC
By Kiran Krishnamurthy

Two years after the Dodd-Frank Act was signed, the law has resulted in 
new responsibilities for the Richmond Fed’s Supervision, Regulation and 
Credit (SRC) department. In this article, we take a look at how the legislation 
aimed at blunting the impact of future financial stresses has affected some 
of the work across SRC, as well as what’s ahead. 
Read more at http://www.richmondfed.org/banking/supervision_and_reg-
ulation/newsletter/2012/fall/article2.cfm
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Assessing the Stability of Your Deposits in a Rising  
Rate Environment
By Donna Thompson and Susan Maxey

It’s hurricane season once again and therefore time to ensure contingency 
plans are in place to deal with whatever Mother Nature throws our way. 
Are we properly stocked with water, battery-operated radios and food, 
and do we know our hurricane evacuation route? Likewise, it’s time to 
review interest rate risk (IRR) and contingency funding plan assumptions 
in anticipation of the eventual rise in interest rates. This article shares some 
thoughts and observations that you should consider from a liquidity and 
contingency funding planning perspective as well as from a balance sheet 
management and interest rate risk viewpoint. 
Read more at http://www.richmondfed.org/banking/supervision_and_reg-
ulation/newsletter/2012/fall/article3.cfm

The Federal Reserve System (System) recognizes the important role that 
community banks play in the larger economy. To provide stronger support 
and guidance to community banks, the System is launching a new publica-
tion and website focusing specifically on community bank matters.  

Community Banking Connections will include articles on current, common 
issues that community banks are facing; resources that provide further 
details on key supervisory guidance; highlights of new regulations; perspec-
tives from bank examiners and other Federal Reserve staff; and much more.  
You can read it at www.communitybankingconnections.org.

Because Community Banking Connections is very similar in scope to S&R 
Perspectives, this issue of S&R Perspectives will be the last. All previous  
issues of S&R Perspectives will be available in archives. 

The Federal Reserve Bank of Richmond remains committed to the needs  
of Fifth District institutions.  In 2013, we will shift our focus to expanded 
online coverage, allowing us to disseminate relevant and timely informa-
tion to you on a real-time basis. This shift in emphasis reflects changing 
trends in the news industry and changing preferences of readers for online 
news outlets. It is a means of adapting to the new ways in which news is 
being delivered and consumed in an increasingly digital age, and it em-
braces the 24-hour news cycle using the web to compete in a changing 
news environment.  

As always, we welcome your ideas and suggestions for articles and out-
reach efforts. Please email us at BKSRCommunications.RICH@rich.frb.org  
with any comments you may have.

general risk-based capital 
rules to incorporate certain 
revisions to the Basel Capital 
framework (Basel III). The 
proposed rule-making would 
revise the capital rules to 
improve the resiliency of the 
U.S. banking system, increase 
the quantity and quality of 
regulatory capital, enhance 
risk sensitivity, and address 
weaknesses that have been 
identified over the past sev-
eral years. The Federal Reserve 
System (System) recently 
hosted several informational 
sessions, highlighting the 
proposed changes that are 
most relevant for community 
banking organizations. To ac-
cess these and other sessions, 
visit stlouisfed.org/askthefed.  

Earlier this year, I wrote to 
our member banks about the 
results of post-examination 
surveys conducted by bank-
ing trade associations and to 
seek feedback on what we 
can do better.  Many thanks to 
those of you who reached out 
to me to share your experi-
ences. Thus far, much of the 
feedback has been positive, 
which is terrific. We strive to 
improve our processes and re-
lationships with you and your 
staff. Constructive feedback 
would be very welcome. 
  
The System has a new publi-
cation, Community Banking 
Connections, so this will be 
the last edition of S&R Per-
spectives to be published. In 
2013, we’ll expand our use of 
online tools to communicate 
district news and information 
with you on a more frequent 
basis. 
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Examiner’s Corner
This section highlights examiner insights and sound practices gained from 
examinations of community banks within the Fifth Federal Reserve District.

Section 204.2(d)(2) of Regulation D provides that for a “savings account” — 
which includes a money market deposit account (MMDA) — preauthorized 
withdrawals are limited to six per calendar month or statement cycle (of at 
least four weeks). Institutions must either prevent excess withdrawals or 
implement a process that monitors such withdrawals and notifies deposi-
tors that exceed the limit. The account must be closed or reclassified as a 
transaction account if the account holder exceeds the withdrawal limita-
tion more than occasionally.  Examiners have recently cited violations 
involving both the absence of an established monitoring process and the 
failure of established processes. Causes of violations have included failure 
to ensure that all MMDA and savings accounts are included in the moni-
toring process, inadequate training, and lack of controls to ensure closure 
or reclassification of accounts when required.  Even in a rapidly changing 
regulatory environment, banks should not lose focus of controls designed 
to ensure compliance with well-established rules.  

If you have any questions about any of these or other topics, please con-
tact your Fifth District relationship manager or email BKSRCommunica-
tions.RICH@rich.frb.org.

SAR Wars and More:
BSA Coalition Hosts Fourth Annual Anti-Money  
Laundering Conference in Richmond
By Elaine R. Yancey

On June 20, 2012, the BSA Coalition hosted its fourth annual Anti-Money 
Laundering Conference at the Federal Reserve Bank of Richmond. If you 
saw “SAR Wars” on the agenda, you might have wondered what former  
Fairfax County detective Steve Gurdak was going to discuss. 
Read more at http://www.richmondfed.org/banking/supervision_and_reg-
ulation/newsletter/2012/fall/article5.cfm

Upcoming Conferences and Events
September 20, 2012 — Virginia Community Banker Forum, Richmond, Va. 

The Federal Reserve Bank of Richmond is holding a Community Banker 
Forum and dinner, featuring remarks on the economy by President Jef-
frey Lacker, on September 20 in Richmond. Also on the agenda is a panel 
discussion on payments moderated by Chief Operating Officer Sally Green 
and a discussion of regulatory issues led by Senior Vice President Jennifer 
Burns. Participants also will hear a legislative update, as well as a presenta-
tion on Basel III and a presentation by the Consumer Financial Protection 
Bureau (CFPB).

Fifth District Indicators*
1Q 2012

Earnings
Fifth District earnings performance im-
proved during the quarter and represented 
0.53% of average assets versus a return of 
0.12% for the same quarter of the previous 
year.  

Positive factors influencing improved earn-
ings include declines in loan loss provisions 
and improvements in noninterest income, 
specifically gains on loan sales. The net 
interest margin improved a marginal 7 basis 
points year over year, primarily because of a 
continued decline in the cost of funds. 

Liquidity and Non-Core Funding
Liquidity positions across the District ap-
pear strong, as evidenced by a reduction in 
loan volume, from 68.6% to 66.5% of total 
assets, and growth in deposits, particularly 
nonmaturity (demand and money market) 
deposit accounts.

Balance Sheet
Fifth District balance sheet growth leveled 
out during the first quarter of 2012, with 
the median state member bank experienc-
ing annual growth of 2.3%. While loan 
volume declined as a percentage of total 
footings, institutions evidenced an increase 
in investments and cash balances.  On the 
funding side, while nonmaturity deposits 
increased as a percentage of assets from 
41.8% to 45.8% year over year, borrowings 
and purchased funds fell from 6.2% to 5.3% 
of assets.

Credit Quality
Loan losses continued to decline during the 
quarter. While noncurrent loans fell from 
4.38% to 3.89% year over year, nonperform-
ing loans remained substantially higher 
than historical levels. Reductions in credit 
losses (from 1.19% to 0.81% year over year) 
over recent quarters have allowed institu-
tions to reduce provisioning.

Capital
Fifth District capital levels have been below 
the national median since the previous 
recession, but ratios began increasing 
in 2010 and steadily improved over the 
course of 2011 and into the first quarter 
of 2012. Total risk-based capital ratios at 
Fifth District institutions evidenced slight 
improvement year over year from 14.25% 
to 14.72%, partially because of increased 
earnings retention and the shift into assets 
with lower risk weightings.

Source: Consolidated Reports of Condition  
and Income.
*Fifth District Community Banks defined as those 
with Total Assets under $1 Billion
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Quick Links Click the links below to view more information:

Recent Guidance

SR 12-12 / CA 12-11
Implementation of a New Process for Requesting Guidance from the Federal Reserve Regarding Bank and Non-
bank Acquisitions and Other Proposals 
http://www.federalreserve.gov/bankinforeg/srletters/sr1212.htm

SR 12-11 / CA 12-10
Guidance on a Lender’s Decision to Discontinue Foreclosure Proceedings
http://www.federalreserve.gov/bankinforeg/srletters/SR1211.htm 

SR 12-10 / CA 12-9
Questions and Answers for Federal Reserve-Regulated Institutions Related to the Management of 
Other Real Estate Owned (OREO) 
http://www.federalreserve.gov/bankinforeg/srletters/sr1210.htm

CA 12-8
Mortgage Servicing Practices Concerning Military Homeowners with Permanent Change of Station Orders 
http://www.federalreserve.gov/bankinforeg/caletters/caltr1208.htm

CA 12-5
Revised Interagency Examination Procedures for the Fair Credit Reporting Act 
http://www.federalreserve.gov/bankinforeg/caletters/caltr1205.htm

Supervision and Regulation (SR) Letters: 
http://www.federalreserve.gov/bankinforeg/srletters/
srletters.htm

Consumer Affairs (CA) Letters: 
http://www.federalreserve.gov/boarddocs/caletters/

Newsletter Advisory Committee Members

The analyses and conclusions set forth in this publication are those of the authors and do not necessarily indicate concurrence by the Board of Governors, the Federal 
Reserve Banks, or the members of their staffs.  Although we strive to make the information in this publication as accurate as possible, it is made available for educa-
tional and informational purposes only. Accordingly, for purposes of determining compliance with any legal requirement, the statements and views expressed in this 
publication do not constitute an interpretation of any law rule or regulation by the Board or by the officials or employees of the Federal Reserve System.
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Board of Governors Federal Reserve Bank of Richmond SRC Richmond

Our Perspective 2012 Credit Markets Symposium Bankers Education

Regulatory Reform Consumer Compliance Outlook BSA Coalition 

Jennifer Burns
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Anne Burnett
Christy Cleare
Gillian Field

Anne Gossweiler
Kiran Krishnamurthy
Rhiannon Liker
Jim Lucas
Steve Malerba 

Willie McWhite
Ed Norfleet
Winifred Patterson
David Powers
Tim Pudner

Tim Sablik
David Schwartz
Donna Thompson
Lauren Ware
Elaine Yancey
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