
Chapter 208-512 WAC
BANKS ((AND TRUST COMPANIES))

NEW SECTION

WAC 208-512-010  Definitions.  (1) "Bank" means a commercial bank 
chartered and regulated under Title 30A RCW, a mutual or stock savings 
bank chartered and regulated under Title 32 RCW, or a savings associa
tion chartered under the provisions of Title 33 RCW.

(2) "Community Reinvestment Act" as defined in this chapter shall 
be identical to the corresponding definitions set forth in the Commun
ity Reinvestment Act of 1977, 12 U.S.C. 2901, et seq. and regulations 
promulgated under the Federal Reserve Board's Regulation BB, 12 C.F.R. 
Part 228; provided, these definitions are not inconsistent with the 
context used, or otherwise defined, in this regulation or in chapter 
30A.60 RCW.

(3) "Director" means the director of the division of banks of the 
department of financial institutions.

(4) "Division" means the division of banks of the department of 
financial institutions.

(5) "Financial subsidiary," in relation to a bank, has the same 
meaning that it does in relation to a national bank pursuant to the 
Gramm-Leach-Bliley Act of 1999, 12 U.S.C. 93a, et seq. and regulations 
promulgated under the Office of the Comptroller of the Currency, 12 
C.F.R., Section 5.39(d)(6).

(6) "Investment grade" means the issuer of a security has an ade
quate capacity to meet financial commitments under the security for 
the projected life of the asset or exposure. An issuer has an adequate 
capacity to meet financial commitments if the risk of default by the 
obligor is low and the full and timely repayment of principal and in
terest is expected.

(7) "Investment security" or "investment securities" means a mar
ketable debt obligation that is investment grade and not predominantly 
speculative in nature. Such obligations may be represented by an in
debtedness of any person, copartnership, association, or corporation; 
an indebtedness of the government of the United States or any agency 
thereof; an indebtedness of any state, or political subdivision there
of; or an indebtedness of any publicly owned entity that is an instru
mentality of a state or municipal corporation in the form of bonds, 
notes, and/or debentures.

(8) "Marketable" means that the security:
(a) Is registered under the Securities Act of 1933, 15 U.S.C. 77a 

et seq.;
(b) Is a municipal revenue bond exempt from registration under 

the Securities Act of 1933, 15 U.S.C. 77c(a)(2);
(c) Is offered and sold pursuant to Securities and Exchange Com

mission Rule 144A, 17 C.F.R., Sec. 230.144A, and investment grade; or
(d) Can be sold with reasonable promptness at a price that corre

sponds reasonably to its fair value.
(9) "Qualifying community investment" means any direct or indi

rect investment or extension of credit made by a bank in projects or 
programs designed to develop or redevelop areas in which persons with 
low-incomes or moderate-incomes reside, designed to meet the credit 
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needs of such low-income or moderate-income areas, or that primarily 
benefits low-income and moderate-income residents of such areas. 

(a) This term includes, but is not limited to, any of the follow
ing investments within the state of Washington:

(i) Investments in governmentally insured, guaranteed, subsi
dized, or otherwise sponsored programs for housing, small farms, or 
businesses that address the needs of the low-income and moderate-in
come areas.

(ii) Investments in residential mortgage loans, home improvement 
loans, housing rehabilitation loans, and small business or small farm 
loans originated in low-income and moderate-income areas, or the pur
chase of such loans originated in low-income and moderate-income 
areas.

(iii) Investments for the preservation or revitalization of urban 
or rural communities in low-income and moderate-income areas.

(b) The term does not include personal installment loans, or 
loans made for the purchase of, or secured by, an automobile.

(10) "Type I security" means:
(a) Obligations of the United States;
(b) Obligations issued, insured, or guaranteed by a department or 

agency of the United States, including obligations of such departments 
or agencies representing an interest in a loan or pool of loans;

(c) General obligations of a state or political subdivision in
cluding, but not limited to, obligations of a county, city, town, mu
nicipal corporation, or any publicly owned entity that is an instru
mentality of a state or municipal corporation;

(d) Obligations of any state or political subdivision of a state 
if a state or political subdivision of a state having general powers 
of taxation has unconditionally promised to make sufficient funds 
available for full repayment of the obligation; and

(e) Revenue bonds issued by public improvement agencies.
(11) "Type II security" means:
(a) Obligations issued by any state or political subdivision, or 

any agency of a state or political subdivision for housing, university 
or dormitory purposes.

(b) Obligations issued by any state or a political subdivision 
for the purpose of financing the construction or improvement of fa
cilities at or used by a university or a degree-granting college-level 
institution, or financing loans for studies at such institutions; and

(c) Obligations which finance the construction or improvement of 
facilities used by a hospital, provided that the hospital is a depart
ment or a division of a university, or otherwise provides a sufficient 
nexus with university purposes.

(12) "Type III security" means an investment security that does 
not qualify as a Type I, II, IV, or V security. Examples of Type III 
securities include corporate bonds and municipal bonds that do not 
satisfy the definition of a Type I security or a Type II security.

(13) "Type IV security" means:
(a) A small business-related security as defined in section 

3(a)(53)(A) of the Securities Exchange Act of 1934, 15 U.S.C. 
78c(a)(53)(A), that is fully secured by interests in a pool of loans 
to numerous obligors.

(b) A commercial mortgage-related security that is offered or 
sold pursuant to Section 4(5) of the Securities Act of 1933, 15 U.S.C. 
77d(5), that is investment grade, or a commercial mortgage-related se
curity as described in Section 3(a)(41) of the Securities Exchange Act 
of 1934, 15 U.S.C. 78c(a)(41), that represents ownership of a promis
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sory note or certificate of interest or participation that is directly 
secured by a first lien on one or more parcels of real estate upon 
which one or more commercial structures are located and that is fully 
secured by interests in a pool of loans to numerous obligors.

(c) A residential mortgage-related security that is offered and 
sold pursuant to Section 4(5) of the Securities Act of 1933, 15 U.S.C. 
77d(5), that is investment grade, or a residential mortgage-related 
security as described in Section 3(a)(41) of the Securities Exchange 
Act of 1934, 15 U.S.C. 78c(a)(41) that does not otherwise qualify as a 
Type I security.

(14) "Type V security" means a security that is:
(a) Investment grade;
(b) Marketable;
(c) Not a Type IV security; and
(d) Fully secured by interests in a pool of loans to numerous ob

ligors and in which a bank could invest directly.

AMENDATORY SECTION (Amending WSR 00-17-141, filed 8/22/00, effective 
9/22/00)

WAC 208-512-070  Nonbankable assets.  (1) In determining whether 
an asset of a bank((, mutual savings bank or trust company)) is banka
ble, all of the circumstances of the asset shall be weighed((,)) in
cluding, but not limited to, the following:

(((1))) (a) Character of the borrower;
(((2))) (b) Capacity of the borrower;
(((3))) (c) Capital of the borrower;
(((4))) (d) Sufficiency of the collateral((, sufficiency of));
(((5))) (e) Economic conditions pertaining to the type of busi

ness in which the borrower is engaged; and
(((6))) (f) Conformance to general banking standards as then cur

rently practiced in the banking industry.
(2) If((, in the examination of a bank, mutual savings bank or 

trust company,)) an examiner ((finds)) determines that an asset 
((which in his opinion, after weighing all the circumstances of the 
asset,)) is nonbankable((, the director may require that such asset be 
charged off the books of the bank, mutual savings bank or trust compa
ny.

Within fifteen days following the next meeting of the board of 
directors following receipt of written notice from the director to 
charge off such asset, but in no event more than forty-five days fol
lowing receipt of such written notice, the bank, mutual savings bank 
or trust company, shall write the same off as an asset or file)) based 
on the circumstances weighed in subsection (1)(a) through (f) of this 
section, the bank must charge-off the asset within thirty days of re
ceipt of the written report of examination, or by the next call report 
submission date, whichever is longer.

(3) Such charge-off is deemed conclusive, unless it is contested 
before the expiration of the time period stated in subsection (2) of 
this section.

(4) A contested charge-off must be in the form of a written 
statement filed with the director explaining why((, in its opinion,)) 
the asset should not be ((so treated)) charged off.
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(5) After ((considering)) consideration of such written statement 
and within ((ten)) forty-five days ((after receipt thereof)), the di
rector will notify the bank in writing of his or her decision as to 
the treatment of the asset. The director's written notification shall 
be deemed conclusive as to the disposition of the asset.

AMENDATORY SECTION (Amending WSR 00-17-141, filed 8/22/00, effective 
9/22/00)

WAC 208-512-080  Purchase or sale of ((United States government)) 
investment securities—Resale or repurchase agreement.  The purchase 
or sale of investment securities ((of, or fully guaranteed as to prin
cipal and interest by, the United States government and agencies 
thereof, or a fractional undivided interest therein by a bank,)) under 
an agreement ((or agreements)) to resell or repurchase the interest 
transferred, or a portion thereof, at the end of a stated period, 
((shall)) does not constitute an obligation subject to the lending 
((limit of RCW 30.04.110, an indebtedness or liability of the bank 
within the meaning of RCW 30.04.150, a borrowing for the purposes of 
reloaning within the meaning of RCW 30.04.160, nor)) limits under RCW 
30A.04.111 and chapter 208-512A WAC and is not considered a pledge or 
hypothecation of investment securities or assets of the bank to a de
positor ((or creditor)) within the meaning of RCW ((30.04.140)) 30A.
04.140.

AMENDATORY SECTION (Amending WSR 00-17-141, filed 8/22/00, effective 
9/22/00)

WAC 208-512-090  Purchase or sale of ((United States government)) 
investment securities ((solely for customers' account not within pur
view of RCW 30.04.200))—For customer or institution accounts allowa
ble.  ((The provisions of RCW 30.04.200 shall not prohibit banks or 
the officers or employees thereof in the course of their employment 
from purchasing and selling securities and stocks without recourse, 
solely)) Subject to the Federal Reserve Board's Regulation R, 12 
C.F.R. Part 218, a bank may purchase and sell investment securities 
upon the order and for the account of its customers ((of the bank, or 
from dealing)) and may deal in((,)) the underwriting and purchasing of 
investment securities for the ((account of the bank obligations of, or 
obligations guaranteed as to principal and interest by, the United 
States or agencies thereof or of any state or political subdivision 
thereof)) bank's investment account subject to WAC 208-512-110 through 
208-512-117, inclusive.
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AMENDATORY SECTION (Amending WSR 00-17-141, filed 8/22/00, effective 
9/22/00)

WAC 208-512-100  Leasing bank premises—Limitations.  (1) A bank 
((or trust company)) may lease part of the premises in which it con
ducts its day-to-day business ((pursuant to RCW 30.04.210)) to persons 
engaged in nonbanking ((or nontrust)) business activities subject to 
the following limitations:

(((1))) (a) No director, officer, or employee of such bank ((or 
trust company)) may have any direct or indirect financial interest 
((in)) exceeding ten percent of the lessee's business activities con
ducted on the premises leased, unless the transaction is made on sub
stantially the same terms as those prevailing at the same time for 
comparable transactions by the bank with other persons who are not af
filiated with the institution, and the transaction has been approved 
in advance by a majority of the board of the directors of the institu
tion;

(((2))) (b) No bank ((or trust company)) may receive commissions 
or other revenues from the lessee other than periodic rental payments 
received under terms that are usual and customary in leasing space 
used for similar commercial purposes, as determined by the ((supervi
sor)) director;

(((3))) (c) No lessee may have access to ((security)) secure 
areas of the ((bank or trust company's)) bank's premises((, nor may)) 
and a lessee may not conduct business activities on ((a bank or trust 
company's)) the secure areas of the bank's premises other than during 
regular banking hours;

(((4) No director, officer, or employee of a bank or trust compa
ny may be employed by, or serve in any fiduciary capacity for a corpo
ration or other person leasing the premises of such bank or trust com
pany for such business activities;

(5))) (d) No bank ((or trust company)) may exercise managerial 
control over the lessee's business activities or assume, guarantee, or 
otherwise become obligated for the lessee's debts or legal obliga
tions;

(((6))) (e) No bank ((or trust company)) may advertise a lessee's 
business activities conducted on such ((bank or trust company's)) 
bank's premises as a service provided by the bank ((or trust compa
ny)), or otherwise represent that the lessee's business activities are 
not independently owned and operated;

(((7))) (f) No bank ((or trust company)) may use tying arrange
ments involving the sale of a lessee's goods or services offered on 
such ((bank or trust company's)) bank's premises or in any other way 
require purchase of a lessee's goods or services as a condition for 
granting credit or performing services.

(((8))) (2) For purposes of this section, the term "bank ((or 
trust company))" means any person or corporation operating under the 
provisions of Title ((30)) 30A, 32, or 33 RCW directly or indirectly 
affiliated with the lessor.
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AMENDATORY SECTION (Amending WSR 01-06-024, filed 2/27/01, effective 
3/30/01)

WAC 208-512-110  Investment securities—Permissible investments. 
((A bank or trust company may purchase or hold obligations of a single 
obligor which are "investment securities," as defined below, and meet 
the following guidelines for proper "investment security" management. 
The term "investment security" shall mean a marketable obligation evi
dencing indebtedness of any person, copartnership, association, or 
corporation; of the government of the United States or any agency 
thereof; of any state, or political subdivision thereof; or of any 
publicly owned entity that is an instrumentality of a state or munici
pal corporation in the form of bonds, notes, and/or debentures. They 
exclude investments which are predominately speculative but shall in
clude:))

(1) Permissible investments include the following investment se
curity types, subject to specific capital limitations:

(a) Type I ((securities)) security, which a bank may deal in, 
purchase, and sell for its own account without any capital and surplus 
limitation. ((These securities include:

(a) Obligations of the United States;
(b) Obligations issued, insured, or guaranteed by a department or 

agency of the United States, including obligations of such departments 
or agencies representing an interest in a loan or pool of loans;

(c) General obligations of a state or political subdivision in
cluding but not limited to obligations of a county, city, town, munic
ipal corporation, or any publicly owned entity that is an instrumen
tality of a state or municipal corporation;

(d) Obligations of any state or political subdivision of a state 
if a state or political subdivision of a state having general powers 
of taxation has unconditionally promised to make sufficient funds 
available for full repayment of the obligation; and

(e) Revenue bonds issued by public improvement agencies.
(2))) (b) Type II ((securities)) security, which a bank may deal 

in, purchase and sell for its own account subject to a twenty percent 
of capital and surplus limitation ((and)), in addition to any limita
tion set forth in WAC ((50-12-115 (2)(c). These include obligations 
issued by any state or political subdivision, or any agency of a state 
or political subdivision for housing, university or dormitory purpo
ses. Such obligations include:

(a) Obligations issued by any state or a political subdivision 
for the purpose of financing the construction or improvement of fa
cilities at or used by a university or a degree-granting college-level 
institution, or financing loans for studies at such institutions; and

(b) Obligations which finance the construction or improvement of 
facilities used by a hospital, provided that the hospital is a depart
ment or a division of a university, or otherwise provides a sufficient 
nexus with university purposes.

(3))) 208-512-115(1).
(c) Type III ((securities)) security which a bank may purchase 

and sell for its own account with a twenty percent of capital and sur
plus limitation ((and)), in addition to any limitation set forth in 
WAC 208-512-115 (((2)(c), but may not deal in. These include invest
ment securities issued by corporations, provided that such securities 
have received in the most recent edition one of the four highest rat
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ing grades by Standard and Poor's, Moodys, or equivalent rating serv
ice. Unrated securities must be investment grade and be of equivalent 
quality to the four highest rating grades and where the investment 
characteristics are distinctly or predominately not speculative)) (1).

(d) Type IV security, which a bank may purchase and sell for its 
own account without any capital and surplus limitation.

(e) Type V security, which a bank may purchase and sell for its 
own account with a twenty-five percent of capital and surplus limita
tion.

(2) Any investment security held by a bank, regardless of invest
ment security type, must be considered investment grade.

AMENDATORY SECTION (Amending WSR 01-06-024, filed 2/27/01, effective 
3/30/01)

WAC 208-512-115  Investment securities—Proper management.  (1) 
((A bank may purchase a Type I security for its own account, provided 
it is permissible under the provisions of Title 30 RCW and this regu
lation, if through prudent banking judgment it determines there is ad
equate evidence that the obligor will be able to perform all necessary 
undertakings in connection with the security, including all debt serv
ice requirements.

(2)(a) A bank may purchase a Type II or III security for its own 
account when through prudent banking judgment (which may be based in 
part upon estimates which it believes to be reliable), it determines 
that there is adequate evidence that the obligor will be able to per
form all that it undertakes to perform in connection with the securi
ty, including all debt service requirements, and that the security is 
marketable so that it can be sold with relative promptness at a fair 
market value.

(b) A bank may, subject to the limitations set forth in (c) of 
this subsection, purchase a security of Type II or III for its own ac
count although its judgment with respect to the obligor's ability to 
perform is based predominantly upon estimates it believes to be relia
ble. This subsection permits a bank to exercise a somewhat broader 
range of judgment with respect to a more restricted portion of its in
vestment portfolio.

(c))) If a bank holds at any time Type II or III securities 
((which would not be eligible for purchase pursuant to (a) of this 
subsection in a total amount in excess of)) that are not considered 
investment grade and represent an aggregate par value exceeding five 
percent of the bank's capital and surplus, ((they are to)) the invest
ment securities must be charged down to market value, or a specific 
reserve ((is to)) must be established within ninety days.

(((3))) (2) Each bank shall maintain in its files credit informa
tion adequate to demonstrate that it has exercised prudence in ((mak
ing the determinations and)) carrying out the securities-related 
transactions involving the underwriting, the dealing in, and the pur
chase and sale of investment securities. This information shall be re
tained:

(a) When investment securities are purchased for the bank's own 
portfolio, as long as the investment security remains in the portfo
lio;
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(b) When investment securities are underwritten by the bank, for 
the maturity or the life of the investment security; and

(c) With regard to dealer activities, for periods set forth in 
the relevant rules of the municipal securities rule-making board.

(((4))) (3) When a bank purchases an investment security conver
tible into stock, or with stock purchase warrants attached, entries 
must be made by the bank at the time of purchase to write down the 
cost of such investment security to an amount ((which)) that repre
sents the investment value of the investment security ((considered in
dependently)) independent of the conversion feature or attached stock 
purchase warrants. Purchase of investment securities convertible into 
stock at the option of the issuer is prohibited.

(((5))) (4) When an investment security is purchased at a price 
exceeding par or face value, the bank shall:

(a) Charge off the entire premium at the time of purchase; or
(b) Provide for a program to amortize the premium paid or that 

portion of premium remaining after the write-down subject to subsec
tion (((2))) (1) of this section so that such premium or portion 
thereof shall be entirely extinguished at or before the maturity of 
the investment security.

(((6))) (5) Each bank shall take measures to ((insure)) ensure 
the cumulative investment holdings do not exceed the limitations for a 
specific investment set forth in Title ((30)) 30A, 32, and 33 RCW, as 
applicable.

(((7))) (6) The board of directors, a committee thereof, or a du
ly appointed committee of senior level management shall review at 
least quarterly the bank's investment portfolio to ((insure)) ensure 
compliance with the provisions contained in WAC 208-512-110 through 
((208-512-116)) 208-512-117, inclusive.

(((8))) (7) The restrictions and limitations set forth in this 
section do not apply to securities acquired through foreclosure on 
collateral, or acquired in good faith by way of compromise of a doubt
ful claim, or to avoid a loss in connection with a debt previously 
contracted.

AMENDATORY SECTION (Amending WSR 01-06-024, filed 2/27/01, effective 
3/30/01)

WAC 208-512-116  Investment securities—Investment in investment 
companies.  A bank ((or trust company)) may invest in shares of an in
vestment company provided that all of the following conditions are 
met:

(1) The investment company must be registered with Securities and 
Exchange Commission under the Investment Company Act of 1940 and the 
Securities Act of 1933 or be a privately offered fund sponsored by an 
affiliated commercial bank.

(2) The shareholder has a fair and equal proportionate undivided 
interest in the underlying assets of the investment company calculated 
pursuant to the Investment Company Act of 1940.

(3) When an investment company's assets consist solely of and are 
expressly limited to obligations that are eligible for unlimited in
vestment (Type I) as described in WAC 208-512-100, there is no limit 
on the bank's investment. However, where the investment ((companies)) 
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company's portfolio contains, or is permitted to contain, investment 
securities subject to the bank's investment or lending limitations, 
investment by the bank shall be subject to a twenty percent of capital 
and surplus limitation.

(4) The shareholders are protected against personal liability for 
acts or obligations of the investment company.

(5) The bank's investment policy, as formally approved by its 
board of directors, specifically provides for such investments; prior 
approval of the board of directors is obtained for initial investments 
in specific investment companies and recorded in the official board 
minutes; and procedures, standards, and controls for managing such in
vestments are implemented prior to ((acquirement of)) acquiring these 
investments.

(6) If the investment company makes use of futures, forwards, op
tions, repurchase agreements and securities lending arrangements, 
their use must be consistent with standards adopted for use of such 
instruments in the bank's portfolio.

(7) Regulatory reporting of holdings in investment companies is 
consistent with established standards for (("))marketable ((equity)) 
investment securities.(("))

AMENDATORY SECTION (Amending WSR 01-06-024, filed 2/27/01, effective 
3/30/01)

WAC 208-512-117  Investment((s)) securities—Investments in cor
porations.  Nothing in WAC 208-512-110, 208-512-115, or 208-512-116 
shall limit the authority of a bank ((or trust company)) to invest in 
corporations or entities((,)) pursuant to chapters 32.20 and 33.24 
RCW, or with the prior authorization of the director((,)) pursuant to 
RCW ((30.04.127, (section 1, chapter 498, Laws of 1987))) 30A.04.127.

AMENDATORY SECTION (Amending WSR 00-17-141, filed 8/22/00, effective 
9/22/00)

WAC 208-512-130  Community Reinvestment Act—Purpose.  ((This 
regulation is)) WAC 208-512-180 and 208-512-190, inclusive, are inten
ded to further refine the requirements under chapter 30A.60 RCW and 
RCW 30A.04.212 to encourage banks ((chartered under Title 30 RCW)) to 
help meet the credit needs of their local ((community or)) communi
ties((; to provide guidance to banks as to how the division will as
sess the records of these banks)) in satisfying their continuing and 
affirmative obligations to help meet the credit needs of the local 
communities, including low-income and moderate-income neighborhoods, 
consistent with safe and sound operation of those banks; and, to pro
vide for ((proper)) further consideration of those records in connec
tion with certain applications.
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AMENDATORY SECTION (Amending WSR 00-17-141, filed 8/22/00, effective 
9/22/00)

WAC 208-512-180  Community Reinvestment Act—Limitation on single 
investment for commercial banks.  The total investment by a commercial 
bank in a single parcel of real property, and improvements thereon, 
shall not exceed twenty-five percent of the aggregate amount of such 
bank's real estate investments allowed by RCW ((30.04.212)) 30A.
04.212.

AMENDATORY SECTION (Amending WSR 00-17-141, filed 8/22/00, effective 
9/22/00)

WAC 208-512-190  Community Reinvestment Act—Investment in quali
fying community investments for commercial banks.  (1) An amount equal 
to ten percent of the aggregate amount invested in real estate by a 
commercial bank pursuant to RCW ((30.04.212)) 30A.04.212 shall be 
placed in qualifying community investments ((as defined in subsection 
(3) of this section)).

(2) A qualifying community investment made by an entity that 
wholly owns a bank, is wholly owned by a bank, or is wholly owned by 
an entity that wholly owns the bank, shall be deemed to have been made 
by a bank to satisfy the requirements of subsection (1) of this sec
tion.

(((3) The term "qualifying community investment" means any direct 
or indirect investment or extension of credit made by a bank in 
projects or programs designed to develop or redevelop areas in which 
persons with low-incomes or moderate-incomes reside, designed to meet 
the credit needs of such low-income or moderate-income areas, or that 
primarily benefits low-income and moderate-income residents of such 
areas. The term includes, but is not limited to, any of the following 
investments within the state of Washington:

(a) Investments in governmentally insured, guaranteed, subsi
dized, or otherwise sponsored programs for housing, small farms, or 
business that address the needs of the low-income and moderate-income 
areas.

(b) Investments in residential mortgage loans, home improvement 
loans, housing rehabilitation loans, and small business or small farm 
loans originated in low-income and moderate-income areas, or the pur
chase of such loans originated in low-income and moderate-income 
areas.

(c) Investments for the preservation or revitalization of urban 
or rural communities in low-income and moderate-income areas.

The term does not include personal installment loans, or loans 
made for the purchase of, or secured by, an automobile.))
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AMENDATORY SECTION (Amending WSR 00-17-141, filed 8/22/00, effective 
9/22/00)

WAC 208-512-200  Community Reinvestment Act—Consideration of 
performance ((record in meeting community credit needs)) in approving 
and disapproving applications.  Subject to RCW 30A.60.020, the divi
sion shall consider, among other factors, the record of performance of 
the applicant in helping to meet the credit needs of the applicant's 
entire community, including low-income and moderate-income neighbor
hoods in determining the approval or disapproval for the following ap
plications:

(1) ((For a)) New branch or satellite facility;
(2) ((For a)) Purchase or sale of assets;
(3) ((For a)) Merger;
(4) ((For an)) Acquisition;
(5) ((For)) Authority to engage in a business activity;
(6) ((For a)) Conversion from a national bank to a state-char

tered bank; and
(7) Such other application as the director may consider appropri

ate.
The performance record need not be considered for subsections 

(2), (3), and (4) of this section where solvency and safety soundness 
of the bank is threatened. Assessment of an institution's ((CRA)) Com
munity Reinvestment Act performance may be a basis for denying an ap
plication.

AMENDATORY SECTION (Amending WSR 00-17-141, filed 8/22/00, effective 
9/22/00)

WAC 208-512-320  ((Insurance agency)) Insurance-related activi
ties—Purpose.  ((These rules and regulations are intended to adminis
ter and interpret the provisions governing the authority of state-
chartered commercial banks and trust companies to act as insurance 
agents pursuant to the provisions in RCW 30.04.215(1), 30.08.140(10), 
and 30.08.150(3).)) WAC 208-512-320 through 208-512-370, inclusive, 
govern the authority of a bank to engage in insurance-related activi
ties.

AMENDATORY SECTION (Amending WSR 00-17-141, filed 8/22/00, effective 
9/22/00)

WAC 208-512-340  ((Insurance agency)) Insurance-related activi
ties—General rule.  Except as provided in these rules, or as other
wise provided by law, a bank may not act as ((insurance agent)) a 
principal in any insurance-related activity that is not permissible 
for a national bank, unless consistent with 12 U.S.C. Sec. 1831a.

(1) The Federal Deposit Insurance Corporation has determined that 
the activity would pose no significant risk to the Deposit Insurance 
Fund; and
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(2) The bank is, and continues to be, in compliance with the cap
ital standards required pursuant to 12 U.S.C. Sec. 1831o and as speci
fied in 12 C.F.R. Part 325, or any applicable successor federal rule; 
and

(3) If the bank is a federal reserve member bank, any additional 
requirement or restriction involving insurance-related activities that 
the Board of Governors of the Federal Reserve system may prescribe.

AMENDATORY SECTION (Amending WSR 00-17-141, filed 8/22/00, effective 
9/22/00)

WAC 208-512-350  ((Insurance agency)) Insurance-related activi
ties—Exceptions.  (((1) A bank located in a city of not more than 
five thousand inhabitants may act as insurance agent from an office in 
that city. A bank exercising this power may continue to act as insur
ance agent notwithstanding a change of the population of the city in 
which it is located.

(2) A trust company may act as an insurance agent pursuant to its 
powers under RCW 30.08.150(3) "to act as attorney in fact or agent of 
any corporation, foreign or domestic, for any purpose, statutory or 
otherwise."

(3) A bank may engage in insurance activities that have been de
termined by the board of governors of the federal reserve system or by 
the United States Congress to be closely related to the business of 
banking, as of June 11, 1986. These activities include, but are not 
limited to:

(a) General insurance agency activities conducted by a bank with 
total assets of fifty million dollars or less, provided, however, that 
such bank may not engage in the sale of life insurance or annuities. 
For purposes of this exception "total assets" is determined by the 
latest consolidated report of condition filed with the director of the 
department of financial institutions. This exception ceases when the 
value of the assets of the bank exceed fifty million dollars. The in
surance agency license must be surrendered and the assets sold or oth
erwise disposed of within three years unless otherwise extended by the 
director of the department of financial institutions.

(b) A bank may act as agent for life, disability, and involuntary 
unemployment insurance if the insurance is limited to assuring the re
payment of the outstanding balance due on a specific extension of 
credit by the bank.

(c) A bank may act as agent for property insurance on loan col
lateral, provided such insurance is limited to assuring repayment of 
the outstanding balance of the extension of credit and such extension 
of credit is not more than ten thousand dollars (twenty-five thousand 
dollars to finance the purchase of a residential manufactured home and 
which is secured by such home) increased by the percentage increase in 
the Consumer Price Index for Urban Wage Earners and Clerical Workers 
published monthly by the Bureau of Labor Statistics for the period be
ginning on January 1, 1982, and ending on December 31 of the year pre
ceding the year of the extension of credit.

(4) A bank or trust company may engage in any insurance agency 
activity lawfully engaged in by national banks located in the state of 
Washington.)) Notwithstanding WAC 208-512-340, a bank may not engage 
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in insurance underwriting except to the extent that activity is per
missible for a national bank.

AMENDATORY SECTION (Amending WSR 00-17-141, filed 8/22/00, effective 
9/22/00)

WAC 208-512-360  ((Insurance agency)) Insurance-related activi
ties—Subsidiary.  ((A bank or trust company may conduct insurance 
agency activities that are authorized to be engaged in by the bank or 
trust company through a subsidiary of the bank or trust company as au
thorized by RCW 30.04.125(8).)) (1) A bank may conduct insurance-rela
ted activities through a subsidiary of the bank as authorized by RCW 
30A.04.125(8) subject to subsection 2 of this section.

(2) A subsidiary of a bank may not engage as a principal in any 
insurance-related activity that is not permissible for a subsidiary of 
a national bank unless, consistent with 12 U.S.C. Sec. 1831a.

(a) The Federal Deposit Insurance Corporation has determined that 
the activity would pose no significant risk to the Deposit Insurance 
Fund; 

(b) The bank is, and continues to be, in compliance with the cap
ital standards required pursuant to 12 U.S.C. Sec. 1831o and as speci
fied in 12 C.F.R. Part 325, or any applicable successor federal rule; 
and

(c) If the parent bank is a Federal Reserve member bank, any ad
ditional requirement or restriction applicable to the subsidiary in
volving insurance-related activities that the Board of Governors of 
the Federal Reserve System may prescribe.

AMENDATORY SECTION (Amending WSR 00-17-141, filed 8/22/00, effective 
9/22/00)

WAC 208-512-370  ((Insurance agency)) Insurance-related activi
ties—Enforcement.  It shall be considered an unsafe and unsound prac
tice in conducting the affairs of the bank ((or trust company)) if in 
the opinion of the director, the ((insurance agency)) insurance-rela
ted activities of ((the)) a bank or bank subsidiary are:

(1) A violation of ((any applicable state or federal consumer 
protection law)) WAC 208-512-340, 208-512-350, or 208-512-360; or

(2) A violation of any ((applicable state or federal statute pro
hibiting anticompetitive activities)) requirements under Title 48 RCW 
and the rules of the office of insurance commissioner involving insur
ance-related activities;

(3) In violation of any applicable state or federal consumer pro
tection law; or

(4) In violation of any applicable state or federal statute pro
hibiting anti-competitive activities.
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AMENDATORY SECTION (Amending WSR 08-22-070, filed 11/4/08, effective 
12/5/08)

WAC 208-512-400  Subprime mortgage lending—Purpose of these 
rules.  These rules are designed to help Washington state-chartered 
banks (Title 30A RCW), savings banks (Title 32 RCW) and savings asso
ciations (Title 33 RCW) establish, reiterate, integrate and maintain 
their own policies and procedures regarding subprime and nontradition
al mortgage lending guidance. These policies and procedures are re
quired by a new state law, chapter 108, Laws of 2008 (chapter 19.144 
RCW).

AMENDATORY SECTION (Amending WSR 08-22-070, filed 11/4/08, effective 
12/5/08)

WAC 208-512-410  Subprime mortgage lending—What is the "guid
ance"?  Because of concerns about problems with subprime mortgage 
lending, the federal government issued the Interagency Guidance on 
Nontraditional Mortgage Product Risks and a Statement on Subprime 
Mortgage Lending (collectively, "the guidance"). In 2007, the governor 
convened the Washington state task force for homeowner security. The 
task force recommended including the federal guidance in state legis
lation. The 2008 Washington state legislature enacted SHB 2770, re
quiring the department of financial institutions to apply the two 
guidance documents to financial institutions in Washington. Starting 
in 2008, credit unions, banks, savings banks, savings associations, 
mortgage brokers and other Washington state consumer loan companies 
(collectively, "financial institutions") must have policies and proce
dures that use the guidance.

AMENDATORY SECTION (Amending WSR 08-22-070, filed 11/4/08, effective 
12/5/08)

WAC 208-512-420  Subprime mortgage lending—What does the guid
ance require of banks, savings banks and savings associations?  The 
stated intent of the guidance is to help borrowers to better under
stand adjustable rate mortgage (ARM) risks. The guidance requires fi
nancial institutions to have policies and procedures that focus on the 
various risks of subprime/nontraditional mortgage lending. The guid
ance requires financial institutions to be aware of portfolio and risk 
management practices, to use appropriate underwriting standards and to 
abide by consumer protection principles. Financial institutions also 
need to maintain strong internal control systems. Many of the recom
mendations in the guidance are good business practices and may already 
be followed by financial institutions.

Not all of the elements of the guidance may be applicable to all 
banks, savings banks and savings associations, or to all other finan
cial institutions. Banks, savings banks and savings associations must 
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determine which elements are relevant to their operations, and incor
porate only those subjects into their policies and procedures.

AMENDATORY SECTION (Amending WSR 08-22-070, filed 11/4/08, effective 
12/5/08)

WAC 208-512-430  Subprime mortgage lending—Is there a list of 
subjects that banks, savings banks and savings associations must in
clude in their policies and procedures?  Yes, the guidance requires 
all financial institutions, including banks, savings banks and savings 
associations, to focus on the following subjects and apply the rele
vant ones to their existing policies and procedures: 

((•)) (1) Help borrowers understand ARM risks, including:
((–)) (a) Low initial payment;
((–)) (b) High or unlimited reset rate caps;
((–)) (c) Low or no documentation loans;
((–)) (d) Problems of frequent refinancing;
((–)) (e) Risk layering;
((–)) (f) Simultaneous second lien loans;
((–)) (g) Prepayment penalties;
((–)) (h) FDIC or FRB prohibited practices (banks, savings banks 

and savings associations)((;
– OTS prohibited practices (savings associations))).
((•)) (2) Understand portfolio and risk management practices, in

cluding:
((–)) (a) Relationship between subprime lending and predatory 

lending;
((–)) (b) Risks of loans based on foreclosed or liquidation val

ue;
((–)) (c) Problem of loan "flipping";
((–)) (d) Fraud detection;
((–)) (e) Use of qualifying standards;
((–)) (f) Maintenance of appropriate capital levels;
((–)) (g) Use of appropriate allowance for loan and lease loss 

levels;
((–)) (h) Risks of stated income loans((;)).
((•)) (3) Underwriting standards.
((•)) (4) Workout arrangements.
((•)) (5) Consumer protection principles, including:
((–)) (a) Use of a summary disclosure form;
((–)) (b) Avoidance of steering borrowers to inappropriate prod

ucts;
((–)) (c) Explanation of payment shock risk;
((–)) (d) Explanation of prepayment penalty;
((–)) (e) Explanation of balloon payment;
((–)) (f) Explanation of costs of low documentation or stated in

come loans;
((–)) (g) Compliance with the Truth in Lending Act and other fed

eral requirements;
((–)) (h) Importance of good consumer communications in promo

tional materials and product descriptions;
((–)) (i) Explanation of borrower responsibility for taxes and 

insurance.
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((•)) (6) Development and maintenance of strong internal con
trols, including:

((–)) (a) Management of deals with third-party originators;
((–)) (b) Management of secondary market risk;
((–)) (c) Effective management information and reporting;
((–)) (d) Use of stress testing and performance measures;
((–)) (e) Actual practices consistent with policies.

AMENDATORY SECTION (Amending WSR 08-22-070, filed 11/4/08, effective 
12/5/08)

WAC 208-512-440  Subprime mortgage lending—Where can I read the 
guidance documents?  You can find the two federal guidance documents 
on the internet: http://www.fdic.gov/news/news/press/2006/
pr06086b.pdf; and http://www.fdic.gov/news/news/press/2007/
pr07055a.html.

You can also click on the links on the DFI web site at 
www.dfi.wa.gov.

If you do not have internet access, you may contact the depart
ment of financial institutions, division of banks (division of banks) 
for a copy of the documents.

Read these documents to ensure proper application of the law to 
your institution and to comply with the required integration of the 
guidance into your policies and procedures. If your institution needs 
help incorporating the guidance or reconciling it to your policies and 
procedures, contact your legal counsel.

AMENDATORY SECTION (Amending WSR 08-22-070, filed 11/4/08, effective 
12/5/08)

WAC 208-512-450  Subprime mortgage lending—Why do I need to read 
the federal guidance documents?  The federal guidance consists of two 
lengthy documents that are very detailed. Because they are required by 
state statutory law, they apply in their entirety. Division of banks 
cannot merely summarize them or give you a checklist. You must read 
the documents in order to apply them to your particular institution by 
means of integrating the guidance into your own policies and proce
dures.

AMENDATORY SECTION (Amending WSR 08-22-070, filed 11/4/08, effective 
12/5/08)

WAC 208-512-460  Subprime mortgage lending—What will the divi
sion of banks do about compliance with guidance policies and proce
dures?  Every state-chartered bank, savings banks and savings associa
tion is different. There is no "one-size-fits-all" guidance available. 
Division of banks will not issue model guidance, because the process 
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of self-analysis that your institution needs to do, in order to devel
op its own guidance policies and procedures, is beneficial. The divi
sion of banks does not provide technical legal advice. Also, the guid
ance is complex and will result in variations in wording or applica
bility of guidance policies and procedures among institutions, depend
ing upon the size and complexity of a particular institution, the 
overall characteristics of its mortgage lending market base, and the 
specific types of mortgage lending it does, if any.

For supervision purposes, the division of banks will:
(1) Verify that an institution has integrated the guidance into 

its policies and procedures, as part of its risk-focused examination. 
Division of banks will not mandate the length or exact wording used in 
the guidance policies and procedures.

(2) Review the guidance policies and procedures with the institu
tion, if a consumer complaint indicates a problem or issue regarding 
subprime and nontraditional mortgage lending practices.

(3) Verify that an institution is following its policies and pro
cedures.

The division of banks expects prompt compliance by banks, savings 
banks and savings associations with the requirements of this rule.

The law provides the division of banks with examination, enforce
ment and investigation authority to take appropriate action against 
banks, savings banks and savings associations that are in noncompli
ance with the guidance policies and procedures requirement.

REPEALER
The following sections of the Washington Administrative Code are 

repealed:
WAC 208-512-020 Characterization of "federal fund 

transactions."
WAC 208-512-030 Definitions and characterization of 

time deposits.
WAC 208-512-050 Limiting loans to officers.
WAC 208-512-060 Accounts in excess of one hundred 

thousand dollars.
WAC 208-512-120 Promulgation.
WAC 208-512-140 Definitions.
WAC 208-512-150 Assessing the record of performance.
WAC 208-512-160 Rating assignment.
WAC 208-512-170 Rating for period January 1, 1986 

through December 31, 1986.
WAC 208-512-310 Insurance agency activities—

Promulgation.
WAC 208-512-330 Insurance agency activities—

Definitions.
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