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EXECUTIVE SUMMARY

 
 
Extensive computer usage and reliance by banks and other financial institutions require diligent efforts for Year 
2000 [Y2K] preparedness by those institutions. Today, by one estimate cited by the Federal Reserve, 90 percent 
of all financial institution assets are electronic entries in data bases and virtually all banking transactions involve 
electronic processing. Y2K preparedness is critical due to the daily impact these financial organizations have on 
practically all consumers, businesses, non-profits and governmental entities. While financial industries and the 
companies that compose them both are numerous and diverse, practically all assessments conclude that Y2K 
preparedness by banks and other financial institutions is timely, thorough and exemplary. Financial 
institutions know they are well prepared. Even more important to the public is that depository institutions also 
are assessed by government regulators providing objective, third-party review of Y2K preparedness by 
knowledgeable and skilled examiners. Results on preparedness and testing are very positive; thus, attention has 
shifted to the critical issues of contingency planning and especially public awareness.

 
 
Public confidence in the preparations of other sectors [energy, public safety, communications, health services, ...] 
will be tested on and after January 1, 2000 and corrective measures taken thereafter. Depository institutions -- the 
most critical sector in the banking and finance industries -- and the confidence the public puts in those 
institutions will be tested prior to January 1, 2000, particularly by customers' withdrawal of funds. For financial 
institutions, public perception is as important as the reality of preparedness. Thus, banking and finance must 
both 1)prepare for Y2K, and 2)build the public trust that it has adequately prepared. The liquid and transactional 
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nature of assets in depository institutions creates greater public concern about their safety, compared to holders 
of other financial assets. During a minimum of three on-site special Y2K examinations, state and federal 
examiners carefully review the adequacy of financial institution's preparations, particularly focusing on 
customer awareness strategy, including targeted consumer concerns.

 
 
As of March 31, 1999 [compared to 1998 yearend]:

●     the total of banks and thrifts rated "satisfactory" fell slightly to 10,042 [97%] from 10,095 of 10,379 
institutions nationwide 

●     the number of banks and thrifts rated "needs improvement" crept to 313 [3% of banks] from 304 
●     the number deemed "unsatisfactory" -- the worst rating -- rose to 24 [less than ¼ of 1%], from 16 at 

yearend 
●     98% of all Colorado credit unions were deemed "satisfactory" on Y2K 

Regulators continue to be very upbeat with this status:

●     FDIC has said no bank in the Dallas region [which includes Colorado] is on the unsatisfactory list. 
●     FDIC has said that it believes no bank in the U.S. will fail due to Y2K. 
●     By state and federal law, depository institutions have been prohibited for decades from disclosing any 

supervisory agency examination reports or ratings. This restriction covers these special Y2K 
examinations. 

●     While technical compliance continues to need attention, the consensus of regulators is that banks and 
other financial institutions are very well prepared. 

●     Public confidence in these institutions clearly remains the obvious challenge.  
 

State and federal regulatory review specific to Y2K started as a top objective in June, 1996, and includes 
intensive planning and testing, and a minimum of three on-site examinations by one or more of the federal 
regulatory agencies that compose the FFIEC [Federal Reserve, FDIC, NCUA, OCC, and OTS]. An advantage of 
the lead time in this process is that this is like a storm for which financial institutions have had three years to 
prepare. Thirteen dates -- not just "Y2K" -- are tested for readiness: 4/9/99, 9/9/99, 12/31/99, 1/1/00, 1/3/00, 
1/10/00, 1/31/00, 2/29/00, 3/31/00, 10/10/00, 12/31/00, 1/1/01, and 12/31/01. Due to the pivotal role played by 
service providers and software vendors in an institution's operations, regulators have augmented their 
examination of these parties to include focused Y2K reviews. State and federal regulators also have focused 
attention on significant customers of depository institutions. Regulators are confident that financial institutions 
will be better prepared than almost all other industries for Y2K.

 
 
Noting the importance of public confidence, regulatory examiners do on-site reviews of the adequacy of an 
institution's customer awareness strategy. Regulators are stepping up enforcement to assure compliance: FDIC 
will hit all regulated banks that have less than a "satisfactory" rating with cease-and-desist or so-called "safety 
and soundness" orders. Regulators' Internet sites contain vast resources for the public on Y2K.
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The disaster recovery plans financial institutions have been required for years to have in place for use during 
natural disasters or other unanticipated events are being augmented for Y2K preparedness. Because of these 
routine plans, banks frequently are the first businesses open after a disaster [hurricanes, floods, tornadoes, ...] -- 
usually within 24 hours. In Colorado, due to this preparation, banks have successfully coped with such disasters: 
explosion, tornado, fire, flood, .... Business continuation and resumption plans are well tested and successful, and 
now are focused on Y2K.

 
 
Since public confidence in depository institutions will be tested late in 1999, plans for currency availability in the 
fourth quarter of 1999 are important. Public awareness builds public confidence. Displacing or preempting 
inaccurate Y2K perceptions with accurate information on preparedness -- including cash availability -- is critical. 
Depository institutions should not deliver a message that fosters complacency, or one that over-promises what 
can be delivered. Consumers want to hear from their own financial institution and from objective parties such as 
regulators and the Governor's Y2K Task Force. Sharing facts is the best approach to build public confidence.

 
 
Banks and other depository institutions are developing plans to maintain and distribute increased currency 
volume. The Fed is increasing its internal domestic currency inventory $50 billion to $200 billion -- $2,000 for 
every household -- an extremely unlikely scenario. The Fed has the option of printing more yet in 1999. Deposits 
are federally insured by FDIC or NCUA -- cash is uninsured, doesn't earn interest and poses some risk of theft, 
fraud or other loss. Banking is confident it will weather Y2K with minimal disruptions, so the industry is making 
plans to handle the big return inflow of large quantities of currency early in 2000.

 
 
Financial institutions are working very hard to make this unique event a unique non-event. It is in the public 
interest for the Governor's Y2K Task Force to build fact-based public confidence by:

●     conducting a series of briefings around the state to provide true information 
●     developing factual public service announcements 
●     keeping media and citizens informed throughout 1999 and early 2000 
●     continuing periodic meetings within banking and finance to assess and address issues during the 

remainder of 1999  
 

Those with factual knowledge have a responsibility to provide that information and advice to the general public 
so that citizens do not draw wrong conclusions based upon inaccurate and misleading rhetoric and fiction 
promoted by zealots and general media reporting of these extremist views. The advice is:

●     Draw conclusions based on factual information, particularly from your own depository institution 
●     Trust those in the best position to know 
●     The financial institution you've already trusted with your money for some time 
●     Informed, objective, skilled and knowledgeable financial institution regulators 
●     Use caution about theft and fraud possibilities 
●     Be skeptical of inaccurate and misleading rhetoric and surveys 
●     Banking and finance is the best prepared of all industries 
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●     Nothing's as Safe as Money in the Bank, or Other Insured Financial Institution 

THE ASSESSMENT

INTRODUCTION

Importance of Public Perception, Early Test -- The preparedness of financial institutions has widespread 
practical implications due to the functional transfer of money, and the importance of confidence in our nation's 
financial system. While public confidence in the preparedness of other sectors will be tested on and after January 
1, 2000 and corrective measures taken thereafter, banking and finance and the trust the public puts in those 
institutions will be tested prior to January 1, 2000. Public perception of these organizations in the latter half of 
1999 will have a large impact on them regardless of whether they are very thoroughly prepared for Y2K or 
actually encounter Y2K issues, once it arrives.

 
 
Banking and Finance Organizations -- The banking and finance sector consists of numerous financial 
industries. Each of them is composed of dozens or hundreds of individual companies and many industries are big 
and diverse [e.g., large/small institutions, urban/rural ones, local/out-of-state ownership, ...]. For this review, the 
relevant banking and finance industries are divided into two groups:

●     those intermediaries that hold the public's deposits and process financial transactions in the payments 
system(1), and 

●     those that hold other financial assets(2).  
 

Focus on Depository Institutions -- On a practical basis, this report is focused on depository institutions 
[financial intermediaries] due to their central role, although there are many other financial service providers(3). 
Citizens focus more attention on Y2K preparedness of depository institutions. They want to make sure their 
assets in insurance companies and securities firms are safe, but due to the liquid and transactional nature of 
depository institutions they register more concern about knowing those organizations are prepared.

 
 
Scope of This Review -- This assessment of depository institutions relies heavily upon their regulatory 
examination since 1)it is not feasible to do another objective quantifiable assessment, and 2)these skilled and 
knowledgeable, objective examiners are the best authorities. These examiners are the experts in the broad sense, 
and especially since they now are conducting special Y2K examinations, described below. Regulation and 
examination is provided by state and federal regulators of depository institutions. Y2K preparations of banking 
and finance are so extensive that this report merely provides an overview.

 
 
Computer Reliance -- Banks were among the first institutions to use computers both to record accounts and to 
make transactions. Financial institutions routinely transfer the financial assets of consumers, businesses, non-
profits and governments. The Federal Reserve System has a daily average of 390,000 electronic transfers of 
funds totaling more than $1.3 trillion, not counting transfers outside of the Federal Reserve. The accurate 
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handling of computerized transfers is essential to the smooth operation of society.

 
 
DEPOSITORY INSTITUTIONS

Banks, S&Ls, Credit Unions -- All depository institutions in Colorado are subject to multiple, thorough 
examinations by state and federal regulators. Due to the consistent federal regulation of all of them by FFIEC(4), 
there are no effective differences between banks, S&Ls, credit unions in this regard. The procedures described 
herein apply equally to all depository institutions: commercial banks, industrial banks, savings and loan 
associations, savings banks, credit unions, and trust companies.

 
 
Government Regulatory Examinations -- Essentially all financial industries are subject to some degree of 
government regulation, sometimes very extensively. Safety and soundness of financial institutions is the number 
one priority of FDIC and other regulatory agencies. Since Y2K can affect that directly, FDIC, NCUA and other 
agencies are very focused on Y2K preparedness. A key factor that separates depository institutions from other 
financial industries is the objective, third-party review that is imposed on them. Now, depository institutions are 
subject to additional special review of their Y2K preparedness. State and federal regulatory review specific to 
Y2K started as a top supervisory objective in June, 1996, and includes intensive planning and testing, and a 
minimum of three on-site examinations by one or more of the federal regulatory agencies that compose the 
FFIEC [Federal Reserve, FDIC, NCUA, OCC, and OTS]. These agencies share results with each other providing 
redundant external review of Y2K preparations, further providing safety to the public. The extensive Y2K 
examination process is described below and in an attachment and its supporting documentation. An advantage of 
the lead time in this process is that this is like a storm for which financial institutions have had three years to 
prepare.

 
 
Rating Services -- Realistic, third-party review by regulators remains the best source of information. Several 
commercial ratings services exist. One rating service uses a survey of institutions' Y2K preparedness, but failure 
to complete and return the voluntary survey results in a presumption that the institution is unsatisfactorily 
prepared for Y2K. Banks and insurance companies have objected to such rating service's news releases, which 
publicly cast unsubstantiated doubt on extensive Y2K preparations by financial institutions. Inflammatory, 
inaccurate, erroneously based comments and sensational conclusions intended to hype a product to the public are 
irresponsible. Regulators have castigated such rating services. The public needs facts. Regulators continue to be 
the best source of information on Y2K preparedness.

 
 
Y2K Regulatory Oversight/Resources -- FFIEC has developed special Y2K resources for its five member 
agencies. FFIEC also provides many other resources to the public about preparedness of the regulated 
institutions. The most practical quick access to comprehensive FFIEC Y2K resources is at www.ffiec.gov/y2k/. 
It provides access to Y2K activities and regulatory requirements of the five agencies, relevant speeches and 
statutes, national and international resources, Congressional hearings and key government Y2K sites, consumer 
information, and other resources.
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Preparations by Depository Institutions -- A recent Grant Thornton survey [to which 800 banks responded, 
8% of industry] found that the typical community bank spent $62,160 last year to upgrade systems for Y2K -- 
about 2.5 times what such banks projected two years earlier. This is viewed as community banks doing what is 
necessary to prepare for Y2K -- even going over budget. Others have spent more than planned as well. Chase 
Manhattan Corp., for example, raised its projection by 45%, to $363 million, between April 1997 and September 
1998.

 
 
Personnel costs were not included in these tallies. The survey showed banks plan to keep spending in 1999 to 
correct computer programming errors. On average, community banks will each spend $50,060 this year, the poll 
showed.

 
 
Regulatory Examination Process/Requirements -- Since 1995, depository institutions have devoted millions 
of staff hours and billions of dollars addressing Y2K. Meanwhile, regulators have conducted their regulatory 
review process, which is described in more detail in attachments. In brief, the FFIEC and its five member 
regulatory agencies expect financial institutions to manage effectively the Y2K testing process, regardless of how 
individual computer systems are developed and operated. The financial institution's board of directors and 
management are responsible for ensuring that the institution addresses the following elements: testing 
environment, testing methodology, testing schedules, human and financial resources, critical test dates, 
documentation, contingency planning, and customer awareness. FFIEC has five key milestones by which certain 
review and testing must be complete: 6/30/98, 9/1/98, 12/31/98, 3/31/99, and complete implementation by 
6/30/99 [six months early].

 
 
That process involves:

1.  Inventory electronic computing devices that may experience failures related to the year 2000 date 
change, 

2.  Identify critical systems necessary to operate the business, 
3.  Identify the potential for year 2000 electronic device failures in relationship to business purposes, 
4.  Prepare and execute a remediation plan to reprogram, fix, repair, replace, or otherwise remedy the 

potential for failure, 
5.  Conduct tests on the critical systems and other electronic computing devices for year 2000 compatibility, 

and as necessary again reprogram, fix, repair, replace, 
6.  Develop written and tested contingency plans in the event of Y2K failures, and 
7.  Prove the above on site to the satisfaction of state and federal examiners. 

 
 
The process involves these milestones: 
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●     Compliance 
❍     By 6/30/98 -- complete development of written testing strategies and plans 
❍     By 9/1/98 -- financial institutions with in-house processing started testing of internal mission-

critical systems including those programmed in-house and purchased software from vendors 
❍     By 12/31/98 -- substantial completion of internal mission-critical systems, and readiness to test 

with vendors 
❍     By 3/31/99 -- substantial completion of mission-critical systems provided by vendors 
❍     By 6/30/99 -- testing complete, and remediation substantially complete 

 
●     Criteria to ensure that banks and other financial institutions address these Y2K requirements: 

❍     Vendors -- vendors must certify their Y2K compliance, and some are examined by federal 
regulators 

❍     Customers -- financial institutions complete checklists to ensure major customers are Y2K 
compliant 

❍     Safety/Soundness -- comprehensive financial institution plans must address accounting, risk 
control, daily operations, customer preparedness, vendor preparedness, lending & investment 
activities, customer confidence, contingency planning, ... 

❍     Examinations -- financial institutions are subject to three phases of examinations to assure 
adequacy of preparations 

❍     Customer Awareness -- banks and other financial institutions inform customers & answer 
questions: safety of deposits, access to funds, customer precautions, financial institution Y2K 
preparedness, contingency plans 

❍     Contingency Plans -- plans for alternate handling of core activities 
❍     Fiduciary Services -- special plans re activities on behalf of other parties 

 
 

Testing -- FFIEC puts a major emphasis on testing, which will consume 50 to 60 percent of the time, funding, 
and personnel needed to make financial institutions Y2K ready. Financial institutions have tested mission-critical 
systems first, and conducted testing between systems and products that interface with internal and external 
entities, using appropriate tests: baseline, unit, integrated, regression, future date, user acceptance, point-to-point, 
and end-to-end tests. Thirteen dates -- not just "Y2K" -- are tested for readiness: 4/9/99, 9/9/99, 12/31/99, 1/1/00, 
1/3/00, 1/10/00, 1/31/00, 2/29/00, 3/31/00, 10/10/00, 12/31/00, 1/1/01, and 12/31/01.

 
 
Process -- The responsibilities of senior management and the board of directors are to actively manage efforts to 
plan, allocate resources and monitor progress to correct Y2K problems, including internal and external risks 
presented by providers of data processing products and services [vendors], business partners, counterparties, and 
major loan customers. Additionally, Y2K is viewed as an enterprise-wide challenge. Management must provide 
the board with status frequently. Financial institutions are to communicate with their vendors and customers and 
conduct due diligence inquiries, use their own internal testing to verify vendor products and services and bank 
interaction therewith, develop contingency plans for mission critical vendors, and establish a trigger date for 
implementing alternative solutions.
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Other Parties -- Due to the pivotal role played by service providers and software vendors in an institution's 
operations, the Federal Reserve, FDIC, Comptroller of the Currency, Office of Thrift Supervision, and National 
Credit Union Administration have augmented their examination of service providers to include focused Y2K 
reviews. State and federal regulators also have focused attention on major customers of depository institutions. 
The simple reason is that federal insurance protects depositors in depository institutions and major customers' 
Y2K preparations can have a significant impact on the safety and soundness of those institutions.

 
 
Contingency Planning -- Financial institutions must prepare extensive written Y2K business resumption 
contingency plans. Fiduciary services offered by financial institutions are reviewed to identify potential liabilities 
or exposures from the Y2K date change, and to mitigate and manage Y2K exposures resulting from their 
fiduciary services.

 
 
Consumer Concerns -- Noting the importance of public confidence, state and federal regulators expect financial 
institutions to develop customer awareness programs which respond to questions and communicates with 
customers on Y2K matters. During on-site Y2K examinations, examiners review the adequacy of an institution's 
customer awareness strategy. Certain common consumer concerns are targeted:

●     Safety of money in accounts. 
●     Access to funds -- ATMs, debit cards, telephone lines or the Internet, and alternative means of access to 

funds if disruptions occur. 
●     Need for withdrawal of some cash from their accounts prior to December 31, 1999. 
●     The financial institution's Y2K project management and contingency plans. 
●     Timely operation of direct deposit, direct debit and other automatic electronic payments, and 

arrangements to deal with disruptions. 
●     Assistance to customers who may be affected by incorrect automatic transactions. 
●     Appropriate credit for loan payments. 
●     The financial institution's record keeping practices. 
●     The types of records customers should maintain prior to and after January 1, 2000.  

 

Disclosure Prohibited -- By state and federal law, depository institutions have been prohibited for decades from 
disclosing any supervisory agency examination reports or ratings. This policy covers these special Y2K 
examinations.

Regulators' Results: "Reason to be optimistic, but public has concerns" 

Bank and thrift Y2K ratings slipped mildly during the first quarter of 1999 as certain institutions missed some 
deadlines for taking remedial actions, federal regulators told Congress in early April. Though nearly all financial 
institutions are on track to meet the Y2K deadline, agency chiefs testified that a few more have fallen behind 
schedule on testing to ensure that renovated systems work properly. With the planning and testing phases 
completed, banks and bank regulators are now heading into the final phase for contingency planning and public 
awareness.
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Banking Industry Results -- As of March 31, 1999 [compared to 1998 yearend], the total of institutions rated 
"satisfactory" fell to 10,042 [97%] from 10,095 of 10,379 institutions nationwide, the number of banks and 
thrifts rated "needs improvement" crept to 313 [3% of banks] from 304, and the number deemed "unsatisfactory" 
-- the worst rating -- rose to 24 [less than ¼ of 1%], from 16 at yearend. 

 
 
Credit Union Results -- As of March 31, 1999, 98% of all Colorado credit unions were deemed "satisfactory" 
on Y2K.

 
 
No Failures -- Also in April, FDIC revealed that it does not expect any bank or thrift to fail due to Y2K 
problems. None of the institutions on its projected failure list, which lists banks that could fail in the next two 
years, were singled out for Y2K flaws. The next critical target date is June 30, when banks and thrifts will have 
tested and "substantially" installed their renovated computer systems.

 
 
Misinformation Damage -- April 15, Comptroller Hawke said that both the banking industry and the regulators 
have to do a better job of informing the public about the tremendous efforts and rigorous processes undertaken 
by banks and regulators alike. The Comptroller warned of misinformation and fear regarding Y2K, and argued 
that depository institutions must counter this by speaking directly to their customers about the massive and 
successful Y2K remediation efforts. "Rumors and gossip are potentially as grave a threat to our Y2K readiness as 
time itself. Direct communication with bank customers is the best way to conquer fear and misinformation." said 
Hawke.

 
 
As an illustration of irresponsible coverage, Hawke displayed a recent cover story in the tabloid Weekly World 
News headlined: "Government Insiders Warn Bank Collapse is Just Months Away! Year 2000 Computer 
Meltdown Will Wipe Out All Savings & Checking Accounts and Make Credit Cards Useless!" Inside were 
photos of emaciated, homeless people, citizens leaping off skyscrapers, unruly mobs, and a scowling "financial 
analyst" predicting global depression. "Starvation! Mass Rioting! Suicide!" the captions read. 

 
 
While the article's hyperbolic tone draws laughter from bankers and regulators, the publication's circulation of 
nearly a million -- plus the millions of additional grocery shopper viewers it draws -- makes it a potent source of 
misinformation. "It's not enough to fix your data systems if your customers don't know about it, " Hawke 
concluded.

 
 
"We have good cause to be sanguine," said Comptroller Hawke. "But that's not what the public seems to think." 
Consumers are being bombarded with a variety of negative news about banks' readiness. Unless countered with 
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honest and frequent disclosures by financial institutions, rumor and innuendo could lead consumers to make 
unwise decisions, such as withdrawing cash from federally insured banks and thrifts, he said.

 
 
Certainty -- Regulators are confident that financial institutions will be better prepared than almost all other 
industries for Y2K. There is no certainty -- there are just too many variables to make definitive predictions about 
what will happen on January 1, 2000, or other relevant key dates. Technology allows greater efficiencies, and 
creates increased interdependence. A financial institution can test its own systems, but it cannot speak with 
absolute certainty for the preparedness of others with linked systems such as customers, vendors, or utility 
providers.

 
 
Also in April, the General Accounting Office provided a report to the U.S. Senate Special Committee on the 
Year 2000 Technology Problem confidently stated that the Federal Reserve's computers are ready for Y2K. In 
March, Fed Chairman Alan Greenspan told a Senate Committee that he is "impressed" by efforts to-date 
regarding Y2K preparation by banking. He has advised consumers to keep their money in banks, saying "The 
most sensible thing is to leave it where it is."

 
 
Corrective Actions -- Bank regulators said recently they are raising the heat on faltering banks. FDIC Chairman 
Donna Tanoue said the agency will hit all regulated banks that have less than a "satisfactory" Y2K rating with 
cease-and-desist or so-called "safety and soundness" orders. Up to now, the FDIC has generally used less severe 
enforcement actions.

 
 
Resources -- Several regulatory Internet site listed below contain the latest data, FDIC views on bank Y2K 
preparedness, what FDIC is doing on Y2K, Is Your Money Safe?, frequently asked questions, and many links to 
other Y2K sites.

 
 
Resources are available from:

Colorado Division of Banking

1560 Broadway, Suite 1175, Denver, CO 80202 
Telephone: (303) 894-7575 
Internet: www.dora.state.co.us/Banking/

 
 
Colorado Division of Financial Services
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1560 Broadway, Suite 1520, Denver, CO 80202 
Telephone: (303) 894-2336 
Internet: www.dora.state.co.us/financial-services/ 

Federal Deposit Insurance Corporation 
Compliance and Consumer Affairs 
550 17th Street, NW 
Washington, DC 20429 
(800) 934-3342 
Internet: www.fdic.gov

 
Office of the Comptroller of the Currency 
Customer Assistance Group 
Suite 3710 
Houston, TX 77010 
(800) 613-6743 
Internet: www.occ.treas.gov

 
 
Board of Governors of the Federal Reserve System 
Consumer and Community Affairs 
20th and Constitution Avenue, NW 
Washington, DC 20551 
(202) 452-3693 
Internet: www.bog.frb.fed.us

 
 
National Credit Union Administration 
1775 Duke Street 
Alexandria, VA 22314 
(706) 518-6300 
Internet: www.ncua.gov 

 
Office of Thrift Supervision 
1700 G. Street, NW 
Washington, DC 20552 
(202) 906-6000 
Internet: www.ots.treas.gov 

 
Areas Needing Attention -- As of June 30th, all institutions are required to finish testing their renovated mission 
critical systems. Regulators currently are developing contingency plans in the event that financial institutions 
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experience technical disruptions. They are evaluating issues such as how to provide assistance to viable financial 
institutions that experience short-term technical system disruptions. Y2K contingency planning includes 
coordination among state and federal regulators on the efficient deployment of state and federal examiners who 
would go onsite to an institution experiencing a technical disruption.

 
 
Disaster Recovery -- For years, regulators have required banks to have disaster recovery plans in place for use 
during natural disasters or other unanticipated events that can disrupt normal business. Disaster recovery plans 
address how to maintain service to customers when infrastructure is disrupted. Recent natural disasters across the 
U.S. [hurricanes, floods, tornadoes, ...] have demonstrated the success of financial institution contingency plans. 
Because of these routine plans, banks frequently are the first businesses open after a disaster -- usually within 24 
hours. Colorado banks have successfully coped with such disasters: explosion, tornado, fire, flood, ... Whether 
infrastructure is physical or technological, the business resumption principles are the same. This is a known 
potential emergency for which depository institutions have had three years to prepare. Attention is being focused 
on contingency planning, with particular emphasis on public awareness activities.

 
 
Y2K Contingency Planning -- Contingency plans are as varied as the institutions developing them, but these 
examples are typical of the steps being planned.

●     limited or no vacation/leave for key personnel for financial institutions and their examiners from 
December 1st through March 31, 2000 

●     staff on call to handle questions from the media and consumers on Saturday, January 1; Monday, January 
3; and beyond 

●     in the case of disruptions of routine electronic deposits, financial institutions advance to the consumer the 
amount that they would normally receive, even though the financial institution itself may have made no 
error 

●     in the case of liquidity and cash availability challenges if many people decide to withdraw funds late in 
1999, trade associations are establishing a hotline and networking capabilities so financial institutions 
jointly can address liquidity and currency availability issues 

●     regulatory personnel available for a state emergency management center to provide accurate information 
on any problems financial institutions might be experiencing, to coordinate state information 
dissemination 

●     coordinated efforts between trade associations and financial institution regulators to work with the media 
to answer questions, quell unfounded rumors, and provide accurate information to the public  
 

Focus on Public Perception -- Depository institutions are the only entities that will be tested before Y2K arrives 
since public confidence will dictate how much currency is withdrawn from them in the fourth quarter of 1999. 
Public awareness builds public confidence. Displacing or preempting inaccurate Y2K information with accurate 
information remains a challenge. Depository institutions should not deliver a message that fosters complacency, 
or one that over-promises what can delivered.

 
 
Regulators' Role -- Regulators have a big role to play in this. They are the objective third parties who are the 
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most knowledgeable about the state of preparedness of banking and finance, and they have an obligation to 
accurately inform the public and prevent unwarranted public concern.

 
 
Proactive Public Awareness -- Depository institutions have planned or conducted numerous activities: meet 
with newspaper editorial boards, provide interviews, conduct public meetings, run advertisements, post Web 
disclosures, testify at city council meetings, distribute flyers and statement stuffers and set up telephone hot lines. 
Because public concern is the biggest Y2K threat for depository institutions, this report focuses on some 
potential Y2K public awareness activities.

●     reassure the public that the industry and its regulators are prepared for any unexpected contingencies, and 
specifically review how that preparedness was accomplished 

●     give consumers the information they need to protect themselves from fraud and prevent reckless behavior 
[There is at least one case in which an elderly man withdrew his life savings from his financial institution 
because of Y2K-related fears, only to be robbed] 

●     take every opportunity to repeat: your money is safest in an insured financial institution -- and to explain 
why 

●     explain Fed Chairman Alan Greenspan has advised consumers to keep their money in financial 
institutions: "The most sensible thing is to leave it where it is." 

●     warn of the risk of fraud and investment scams as a result of Y2K and the public's fear of it. "There may 
be cases of Y2K fraud or swindle ... if a deal seems too good to be true, it probably is." said FDIC 
Chairman Donna Tanoue. Tanoue also gave several tips on how to handle or avoid scams: 

❍     don't give your account number to anyone unless you initiated the conversation 
❍     do not hand over money until you have carefully researched any investment offer presented to you 
❍     report scams to the police and your financial institution 

●     publicize warnings on the burgeoning cottage industry of Y2K-related scams 
●     hold a "time travel" day in which the financial institution resets its computers and clocks to January 1, 

2000, and invite customers to check their account balances 
●     arrange among a group of financial institutions to pool cash, in case demand exceeds the supply of an 

individual institution 
●     use a plain language guide to frequently asked questions about Y2K 
●     post contingency planning guides and downloadable templates to help localities, businesses, and citizens 

prepare 
●     regulators and other prominent non-bankers give public speeches and presentations on Y2K  

 

Currency Availability -- As an example of banking's overall preparedness for Y2K, currency availability 
planning is highlighted in this report in some detail. Similarly detailed plans have been prepared by financial 
institutions for all other Y2K aspects, including liquidity needs.

 
 
The public's demands for currency late in 1999 will be difficult to predict and dependent upon public confidence 
in the banking system. Consumers and businesses will react unpredictably to real or perceived Y2K problems. 
Consumers may want more currency as a precaution and for the purchase of routine items [groceries, fuel or 
medicine], and businesses may want it for inventory, payroll or operating expenses.

http://www.state.co.us/Year2000/rpt/rptb&f.htm (13 of 19)4/26/2007 2:27:58 PM



Task Force Rerport for Banking & Finance - Governor's Task Force on Year 2000 Readiness

 
 
Banks and other depository institutions are developing plans to maintain and distribute increased currency 
volume, including forecasting demand levels. The Federal Reserve has identified factors and actions to be 
considered in this process. Financial institutions will profile their customer base to estimate demand for extra 
currency, collecting data from a variety of sources including the Fed, economic forecasts, national and local 
news, bank/branch currency patterns, seasonal cash demand fluctuations, geographic patterns, concurrent data 
from other financial institutions, and customer surveys. Customer surveys may help them prepare, and is a gauge 
of their planning. It also provides an opportunity for the financial institution to educate customers on its own 
preparations and to show that the safest place for cash is in the financial institution. Other factors to be 
considered include:

●     evaluate customer perceptions of cash needs and bank ability to meet those needs 
●     identify higher-risk depositors by type of payment used 
●     review unfunded loan commitments to customers who may draw those funds in currency 
●     analyze historical experiences during previous weather emergencies and regional power disruptions 
●     evaluate ATM cash needs and the ability to service those needs 
●     assess the reliability of external deposit mechanisms [e.g., electronic deposits] that may impact currency 

demands 
●     review logistics of handling increased volumes of currency for both late 1999 outflow and 2000 inflow, 

and insurance coverage for these amounts 
●     evaluate readiness of vaults, security systems, and other systems related to cash management 
●     remedy and test automated systems involved in cash management 
●     make necessary liquidity and borrowing arrangements 
●     confirm armored carrier plans and make contingency plans including pickup/delivery schedules, 

communications, training, work schedules, vehicle fleet, emergency procedures, contract and cost 
adjustments, ....  
 

Currency Supply -- The Fed is increasing its internal domestic currency inventory $50 billion to $200 billion. 
This will accommodate cash demand of $2,000 per household, which is regarded as an extremely unlikely 
scenario. The Fed has the option of printing more yet in 1999. 

 
 
Physical Processing -- Financial institutions will need to determine a timetable for increased currency 
inventories, taking into consideration transportation availability and lags. Security, insurance, storage and lost 
interest income considerations will apply in determining whether to utilize a single currency delivery or a gradual 
build-up of inventory. Plans for stocking ATMs more frequently and with larger denomination bills will be 
concluded, considering anticipated demand from consumer and business customers, quality currency availability, 
and preparedness of related vendors.

 
 
Currency Contingency Plans -- Contingency plans are being developed for obtaining currency supplies if the 
above preparations should be inadequate. Advance preparations are being made with the Fed, correspondent 
banks and peer financial institutions in the region. Necessary agreements are being completed in advance so that 
implementation can be quick if the unlikely need arises. As additional insurance, trade associations are creating 
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hotlines to help coordinate supply and demand.

 
 
Customer Communication -- Anticipating and mitigating shifts in cash demand involves customer 
communication. By itself, that communication provides reassurance. While gauging customer needs, certain 
messages also can be conveyed:

●     the safest place for your money is in the bank or other insured depository institution 
●     financial institutions are working very hard to make this unique event a unique non-event 
●     banking and finance is consistently rated high if not first in its Y2K preparedness 
●     account deposits are federally insured by FDIC or NCUA -- cash is uninsured, doesn't earn interest and 

poses some risk of theft, fraud or other loss -- similar risks exist for stock certificates and similar 
documents 

●     other viable payment options include: 

checks

debit/credit cards

ATMs

telephone banking

PC banking

travelers checks

 
 
Return of Currency -- Plans similar to the above are being developed for accommodating the large inflow of 
currency once the perceived cash need has passed in early 2000. Banking is confident it will weather Y2K with 
minimal disruptions and that this will be readily evident in early January, 2000, so the industry is making plans 
to handle the big return inflow of large quantities of currency.

 
 
Customer Actions 

Consumer tips for financial institution customers are attached. That and other Y2K information relevant to 
financial institution customers is available from the previously listed financial institution regulators and from 
these sources:

●     www.financialinfo.org 
●     www.ffiec.gov/y2k/ 
●     www.colocu.com  
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These sources provide customer "to do" lists, general information about financial institution Y2K preparations, 
frequently asked questions, and federal insurance coverage of deposits. Another consumer brochure published by 
the Conference of State Bank Supervisors [state regulators] is attached, and provides answers to commonly asked 
questions:

●     What actions have state and federal regulators taken to work with the banking industry to minimize or 
eliminate Y2K related disruptions? 

●     Could the financial institution "lose" my money or post it to someone else's account due to the year 2000 
problem? 

●     What steps can small business owners take to prepare for the century date change? 
●     Should people withdraw extra funds on or right before December 31st just in case financial institutions 

have problems with their computer systems and can't cash checks or operate their ATMs? If so, how 
much? 

●     If people withdraw excess cash as a precaution, will the financial institutions have enough on hand to 
meet demand? 

●     Could a financial institution actually "fail" or go out of business because of the Y2K computer problem? 
●     Could Y2K affect federal deposit insurance coverage? 
●     What can I do to get ready for Y2K? 
●     Will smaller, community banks be prepared for Y2K? 
●     Why won't financial institution regulators release the results of their Y2K examinations of depository 

institutions? 
●     Will regulators inform the State Treasurer about whether individual banks -- where state funds are 

deposited -- will be Y2K ready? 
●     For those financial institutions that are rated less than satisfactory, is there still time for them to make 

improvements? 
●     Are telecommunications and electricity providers going to be ready for Y2K so they can provide the 

banking industry with the services that they need in order to operate?  
 

SECURITIES FIRMS

The securities industry has spent $5 billion to safeguard computer systems against Y2K dangers. With SEC 
review, the industry conducted an industry-wide test when securities firms "fast-forwarded" their computers to 
simulate a transaction cycle spanning late 1999 and early 2000.

 
 
In early 1999, securities firms, stock markets, and others involved in clearing and settling trades tested computer 
systems together. Hypothetical transactions were processed from initial input to settlement during simulations of 
the last few days of 1999 and the first few of 2000. The tests simulated a trading cycle from order entry to 
settlement and covered equities, options, municipal bonds, corporate bonds, mutual funds, government securities, 
money market funds, unit investment trusts, and futures. Approximately 10,000 trades a day from 28 firms were 
processed successfully in the first test, and the second industry-wide test incorporated approximately 900,000 
trades a day from 400 firms. PricewaterhouseCoopers provided consulting in designing and conducting the 
testing.
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Y2K-related problems affected 2/100 of one percent of the 260,000 results. Non-Y2K problems accounted for 

2.5% of the results. Examples of Y2K-related incidents are the date 1900 appeared on certain reports rather than 
2000, and in some routines the year was displayed as a blank rather than as "00." These instances were identified 
and fixed.

 
 
While not reviewed by government examiners, the securities industry review of Y2K has addressed many of the 
same issues as depository institutions have under regulatory requirements. Details of those checklists, consumer 
publications and tips, and similar Y2K resources relevant to the securities industry can be obtained at www.sia.
com. Similar resources can be obtained from the industry regulator, the U.S. Securities and Exchange 
Commission at www.sec.gov. Additional tests are scheduled for May through October of 1999.

 
 
OTHER

Investment -- Y2K expenditures for any industry shouldn't be regarded simply as an expense. It also is an 
investment. Increasingly obsolete systems that organizations might ordinarily continue to use have been scrapped 
and replaced ahead of time by newer, Y2K-compliant systems that have the advantages of computing capability, 
speed and interactivity. This increased computing capability means more value and more productivity in the 
companies that have made the investment.

 
 
Litigation -- The generally accepted estimate of what is at stake in Y2K litigation is $1 trillion. Several states 
have acted to protect financial institutions and other businesses from excessive Y2K lawsuits, if the business 
made reasonable efforts to prepare for Y2K. North Dakota, South Dakota, Virginia and Colorado have enacted 
laws to date. Colorado's is the broadest. Passed and signed into law as HB 1295, it: establishes a 7-part 
"reasonable efforts" test for an affirmative defense to preclude liability, prohibits punitive damages, precludes 
director and officer liability, prevents self-evaluations from being used as evidence in court, and requires timely 
filing of Y2K lawsuits via a 3-year statute of limitations. Details are attached. The full text of HB1295 can be 
obtained at www.state.co.us/gov_dir/leg_dir/sess1999/hbills99/hb1295.htm.

 
 
The U.S. Senate will vote on S. 96, the Y2K Act, in April or May. It is designed to provide similar protections 
from lawsuits. S. 96 continues to evolve, picking up and dropping features in order to reach an agreement 
designed to pass the bill. Despite these efforts, many observers are pessimistic that changes re Y2K litigation will 
be adopted by the federal government.

 
 
Concerns Ranked
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While technical compliance continues to need attention, the consensus of regulators of depository institutions -- 
the most critical sector out of the banking and finance industries -- is that they are very well prepared. Public 
confidence in financial institutions clearly remains the obvious challenge.

 
 
Strengthening Y2K Readiness in Sector

Efforts to address technical compliance are near completion by the relevant financial institutions and their 
regulatory agencies. Helping to build public trust is an opportunity for and an obligation of the Governor's Y2K 
Task Force. It is in the public interest for the Governor's Y2K Task Force to engage in certain public awareness 
activities to explain the facts about depository institutions, based upon this review:

●     conduct a series of briefings around the state to provide factual information 
●     develop public service announcements 
●     publish an electronic newsletter to keep media and citizens informed 
●     continue periodic meetings within banking and finance to address issues during the remainder of 1999  

 

The general public is at risk of drawing wrong conclusions based upon inaccurate and misleading rhetoric and 
fiction promoted by zealots and media reporting of these extremist views, unless those with factual knowledge 
provide factual information.

 
 
Advice to the Public

●     Draw conclusions based on factual information, particularly from your own depository institution 
●     Trust those in the best position to know 
●     The financial institution you've already trusted with your money for some time 
●     Informed, objective, skilled and knowledgeable financial institution regulators 
●     Use caution about theft and fraud possibilities 
●     Be skeptical of inaccurate and misleading rhetoric and surveys 
●     Banking and finance is the best prepared of all industries 
●     Nothing's as Safe as Money in the Bank, or Other Insured Financial Institution 

 
 
 
 
 
 
 
 

Attachments (To be included at a later date) 

●     Requirements of Federally Regulated Depository Institutions re Y2K by FFIEC 
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●     Diagram: Banking Is a Computerized Industry 
●     A Bank Customer's Y2K "To-do" List 
●     Year 2000 Questions and Answers, Conference of State Bank Supervisors 
●     HB 1295 
●     Contributors to this Report 

 
 
 
 
1. Depository institutions hold deposits payable to the account holder [or a third party] on demand, and consist 
of commercial banks, industrial banks, savings and loan associations, savings banks, credit unions, and trust 
companies. Their transaction services transfer financial assets and [for this discussion] include credit and debit 
card payment systems. 

2. Asset accounts in institutions in note #1 as well as other organizations -- notably insurance companies, 
securities underwriters and brokers, mutual funds, and money order firms. 

3. In addition to organizations in notes #1 and #2, insurance agents and third party administrators, financial 
planners, check cashing firms, mortgage companies and brokers, finance companies, leasing companies, title 
companies, quasi-public financial entities [e.g., Colorado Housing & Finance Authority and Colorado Student 
Loan Authority], credit counseling services, money transmitters, venture capital firms, and other consumer and 
commercial lenders and financial service providers. 

4. FFIEC [Federal Financial Institutions Examination Council], established in 1979, is a formal interagency body 
empowered to prescribe uniform principles, standards, and report forms for the federal examination of financial 
institutions by the Board of Governors of the Federal Reserve System [FRB], the Federal Deposit Insurance 
Corporation [FDIC], the National Credit Union Administration [NCUA], the Office of the Comptroller of the 
Currency [OCC], and the Office of Thrift Supervision [OTS] and to make recommendations to promote 
uniformity in the supervision of financial institutions. It has played a key role in the process of federal regulation 
of Y2K preparedness of federally insured depository institutions. 

Return to: [Task Force Homepage]   [Task Force Reports Listing] 

All information provided on this Web site is designated as a Year 2000 Readiness Disclosure pursuant to federal law.
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