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evidence that indicates that disinvestment is still occurring in

cities, although at least somewhat more slowly than in the past.
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MARCH 22 , 1988

STATEMENT OF SENATOR ALAN DIXON

SENATE BANKING COMMITTEE OVERSIGHT HEARING

ON

THE COMMUNITY REINVESTMENT ACT

MR . CHAIRMAN , I AM PLEASED TO BE HERE THIS MORNING AS THE

SENATE BANKING COMMITTEE BEGINS TWO DAYS OF OVERSIGHT HEARINGS ON

THE COMMUNITY REINVESTMENT ACT . WE HAVE A GOOD GROUP OF

WITNESSES BEFORE THE COMMITTEE TODAY , AND I LOOK FORWARD TO THEIR

TESTIMONY . I PARTICULARLY WANT TO DIRECT THE COMMITTEE'S

ATTENTION TO THREE WITNESSES FROM ILLINOIS : GALE CINCOTTA , THE

PRESIDENT OF THE NATIONAL TRAINING AND INSTITUTE CENTER , ELSPETH

REVERE OF THE WOODSTOCK INSTITUTE , AND RICHARD HARTNACK , SENIOR

VICE PRESIDENT OF THE FIRST NATIONAL BANK OF CHICAGO .
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Page 2

I BELIEVE IT IS VERY APPROPRIATE FOR THIS COMMITTEE TO

EXAMINE HOW THE COMMUNITY REINVESTMENT ACT HAS WORKED . I

STRONGLY SUPPORT THE ACT'S OBJECTIVES -- I THINK IT IS IMPORTANT

TO ENSURE THAT LOW AND MODERATE-INCOME NEIGHBORHOODS HAVE ACCESS

TO THE KIND OF CAPITAL THEY NEED . REDLINING WAS AND IS WRONG ,

AND IT IS BASED ON A FUNDAMENTALLY MISTAKEN ASSUMPTION -- THAT

LENDING IS TOO RISKY IN THESE AREAS AND CANNOT BE MADE

PROFITABLE .

IN MY VIEW , WE CANNOT AFFORD TO WRITE OFF WHOLE AREAS OF ANY

CITY . THAT PRACTICE HURTS US ALL IN THE LONG RUN . I AM AWARE

THAT THERE IS EVIDENCE THAT INDICATES THAT DISINVESTMENT IS STILL

OCCURRING IN CITIES , ALTHOUGH AT LEAST SOMEWHAT MORE SLOWLY IN

THE PAST . I AM ALSO AWARE THAT THERE ARE REAL QUESTIONS AS TO

HOW THE BANKING REGULATORS HAVE ADMINISTERED THE ACT .

I APPRECIATE THE OPPORTUNITY TO WORK WITH ALL OF THIS

MORNING'S WITNESSES , AND WITH OTHER INTERESTED PARTY IN AN EFFORT

TO SEE THAT THE COMMUNITY REINVESTMENT ACT LIVES UP TO ITS

PROMISE .
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ShuttersSTATEMENT OF THE HONORABLE JOHN HEINZ

BEFORE THE COMMITTEE ON BANKING , HOUSING AND URBAN AFFAIRS

I COMMEND YOU MR . CHAIRMAN FOR HOLDING THESE OVERSIGHT HEARINGS ON

THE COMMUNITY REINVESTMENT ACT . AS THE DRIVING FORCE BEHIND

PASSAGE OF THIS LANDMARK LEGISLATION IN 1977 , YOU HAVE MAINTAINED

AN ONGOING INTEREST IN THE PROGRESS AND EFFECTIVENESS OF THE CRA .

THE CRA WAS ENACTED IN RESPONSE TO CONGRESS ' LEGITIMATE CONCERN

ABOUT ALLEGED PRACTICES OF REDLINING AND ITS CONTRIBUTION TO URBAN

AMERICA'S DETERIORATION . IT WAS BASED ON THE PREMISE THAT BANK

CHARTERS CONFER NUMEROUS ECONOMIC BENEFITS . IN RETURN , PUBLIC

POLICY RIGHTLY EXPECTS PUBLIC BENEFITS SUCH AS FINANCIAL

INSTITUTIONS MEETING THE CREDIT NEEDS OF THEIR LOCAL COMMUNITIES .

SINCE ITS ENACTMENT , QUESTIONS HAVE BEEN RAISED AS TO THE

REGULATORS ' COMMITMENT TO ENFORCEMENT OF THE CRA AS WELL AS THE

CRA'S SUCCESS RATE IN ELIMINATING EVEN THE MOST OBVIOUS REDLINING

PRACTICES , INCLUDING FINANCIAL INSTITUTIONS ' REFUSAL TO ACCEPT

LOAN APPLICATIONS WITHIN A DESIGNATED AREA , REFUSAL TO MAKE LOANS

SECURED BY PROPERTY WITH A DESIGNATED AREA , REFUSAL TO MAKE REAL

ESTATE LOANS UNLESS SECURED OR GUARANTEED BY MORTGAGE INSURANCE ,

THE REFUSAL TO GRANT LOANS WITHOUT BURDENSOME TERMS , AND THE

REFUSAL TO GRANT A LOAN OR PROPERTY OLDER THAN A CERTAIN AGE .

MORE SIGNIFICANTLY , THE CRA HAS PLAYED A NEW ROLE IN RECENT YEARS .

WITH THE DEREGULATION OF INTERSTATE BANKING , MORE AND MORE BANK
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HOLDING COMPANIES ARE MERGING WITH OR ACQUIRING BANKS IN OTHER

STATES . AS A RESULT OF THIS INCREASE , PUBLIC INTEREST GROUPS AND

NEIGHBORHOOD ACTION COMMITTEES ARE USING THE CRA TO PUBLICLY

CRITICIZE AND LEGALLY CHALLENGE BANK CREDIT POLICIES WITH RESPECT

TO LOW- AND MODERATE - INCOME CUSTOMERS AS A CONDITION TO THE

PROPOSED MERGERS .

I CAN APPRECIATE THEIR CONCERNS . BANK DEREGULATION , THE RISE IN

BANK MERGERS AND ACQUISITIONS , EVER - INCREASING COMPETITION ,

THE DECLINE IN FEDERAL FUNDING FOR LOW - INCOME HOUSING AND OTHER

URBAN PROGRAMS HAVE TRIGGERED MUCH OF THIS COMMUNITY ACTIVISM .

HOWEVER , IN SOME INSTANCES ALLEGATIONS HAVE BEEN MADE THAT

COMMUNITY ACTIVISM HAS GONE BEYOND MERE LEGAL CHALLENGES UNDER THE

CRA . INSTEAD , THERE ARE REPORTS OF INSTANCES WHERE SOME

COMMUNITY GROUPS HAVE USED THE CRA TO EXTRACT

APPLICATION WITH THE REGULATORY AGENCY . AND WHILE I'M NOT OPPOSED

TO NEGOTIATED SETTLEMENTS BETWEEN THE BANK AND THE COMMUNITY , I AM

CONCERNED WHEN SUCH SETTLEMENTS MAY BORDER UPON EXTORTION AND

PERHAPS UNDERMINE THE SAFETY AND SOUNDNESS OF THE BANK INVOLVED .

MR . CHAIRMAN , I HOPE THAT OUR WITNESSES WILL ADDRESS THESE

ISSUES TODAY AS WE EXAMINE THE PROGRESS MADE UNDER THE CRA . I

LOOK FORWARD TO THEIR TESTIMONY .
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OPENING STATEMENT OF CHAIRMAN PROXMIRE

The CHAIRMAN. The committee will come to order.

a

area.

Second, the CRA requires regulators to rate the lenders ' reinvest

ment performance andto take this evaluation into account when

deciding to approve or deny an application to change banking oper

ations
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pass? This record, needless to say, raises questions about whether

the examination process has succeeded. This record fails the nudge

test which for me is an essential measure of progress under CRĂ .

OPENING REMARKS OF SENATOR GARN

Senator GARN. Thank you , Mr. Chairman .

a

OPENING REMARKS OF SENATOR GRAHAM

Senator GRAHAM. Mr. Chairman, I do not have an opening state

ment, but I want to commend you for scheduling this oversight

hearing and I look forward to increasing my knowledge of what

has happened under this program during the past decade.
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Sann

Stan

STATEMENT OF SENATOR JIM SASSER , BANKING COMMITTEE , MARCH 22 ,

1988

MR . CHAIRMAN , THE COMMUNITY REINVESTMENT ACT WAS ENACTED

SOME TEN YEARS AGO WITH THE SEEMINGLY LOGICAL GOAL OF ENCOURAGING

FINANCIAL INSTITUTIONS TO INVEST IN THEIR LOCAL COMMUNITIES . OUR

BANKING SYSTEM IS BUILT ON A SCHEME OF GIVE AND TAKE . CONGRESS

CONFERS CERTAIN ADVANTAGES AND PROTECTIONS ON FINANCIAL

INSTITUTIONS , IN EXCHANGE FOR WHICH FINANCIAL INSTITUTIONS ARE

SUPPOSED TO PURSUE , TO SOME EXTENT , CERTAIN ECONOMIC AND SOCIAL

GOALS .

IT IS CONGRESS ' DUTY TO CONTINUALLY MONITOR THE SITUATION .

IT IS OUR JOB TO MAKE SURE THAT THE REGULATORS AND LENDERS ARE

DOING THEIR JOBS .

MR . CHAIRMAN , I AM PLEASED THAT THE COMMITTEE IS CONSIDERING

THE ISSUE OF NEIGHBORHOOD REINVESTMENT TODAY AND LOOK FORWARD TO

THE TESTIMONY OF THIS IMPRESSIVE LIST OF WITNESSES . THANK YOU .
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The CHAIRMAN. Ms. Uebelhoer.

STATEMENT OF JANE UEBELHOER, LEGISLATIVE REPRESENTA

TIVE , ASSOCIATION OF COMMUNITY ORGANIZATIONS FOR

REFORM NOW

[ The complete prepared statement of Mildred Brown follows:]
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ACORN youryearsofleadershipindemandingthatfinancialinstitutionsmake

creditavailableinourcommunities.TheCommunityReinvestmentActisan

importantpartofthegreatlegacyyouwillleavethecountry.

TestimonypresentedbyACORNtothe

SenateCommitteeonBanking,HousingandUrbanAffairs

on

TheCommunityReinvestmentAct

GoodMorning,ChairmanProxmire,Senators,anddistinguishedguests.Iam
INEUEBELHOER,appearingforMildredBrown,PresidentofACORN,the

AssociationofCommunityOrganizationsforReformNow.Unfortunately,Ms.

Brownwasforcedtocancelherplanstobeheretoday.

ThemajorpointsACORNwillraiseinoralandwrittentestimonyatthis

hearingare:

Mostfinancialinstitutionscontinuetoengageinpracticesthat

discriminateagainstlowincomepeopleandracialminorities.

•ThefederalregulatoryagencieschargedwithenforcingCRAandfairlending

lawsallowfinancialinstitutionstodiscriminate,andincreasingly,shield

banksfromcommunitygroups.

•Whencommunitygroupsmovemountains,CRAcanworkinspiteofallthis.

ButweneedCongresstointervenetoimproveenforcementofCRA.

Policiesofthesecondarymortgagemarketsandprivatemortgageinsurers

alsodiscriminateagainstlowincomepeopleandracialminorities,and

underminetheeffortsoflenderswhowanttomakecreditavailabletothese

groups,

andthattherefore,

CongressshouldactnowtoputteethintheCRAexaminationprocess,

makefundamentalreformsintheCRAratingsystem,requiredisclosureof

CRAratingsandevaluations,anddemandthatregulatorsdenyapplications

bybankswithpoorCRAperformancerecords.

ACORNapplaudsyouforholdingthesehearingsintotheenforcementofthe

CommunityReinvestmentAct(CRA),andrelatedissues.Whenyouandyour

committeehaveheardwhatwehavetosay,weknowthatyouwilldo

vhateverisnecessarytoensurethatbanksbegintofulfilltheirlegal

bligationstomeetthecreditanddepositneedsoflowandmoderateincome

mericans.

anatorProxmire,ACORN's75,000memberfamilies,andcountlessother

wandmoderateincomepeoplearoundthecountry,gratefullyacknowledge

AssociationofCommunityOrganizationsforReformNow

OrganizingandSupportCenter:401HowardStreet,NewOrleans,Louisiana70130(504)523-1601

ACORNwasaskedtoconcentrateinouroraltestimonyonexperienceswith

theofficeoftheComptrolleroftheCurrency,andonourCRAchallengeof

HiberniaNationalBank.(ACORN'Swrittentestimonyaddressesabroader

rangeofissues.Weurgeallinterestedpartiestoreviewourwritten

remarks.)
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HiberniaandTheOCC

InOctober1985ACORNandLocal100,ServiceEmployeesInternational

Union,protestedanapplicationbyHiberniaNationalBankinNewOrleansto

acquireabankinLafayette,Louisiana.Afteradelayof8months,theFederal

ReserveBoardissuedanorderapprovingthemerger.

Hiberniaisagiantvacuumcleanerthatsucksmoneyoutofpoorand

Blackneighborhoodsandthenloansitinaffluent,mostlywhiteareas.

Letmegiveyoujustoneexampleofthis.In1984theSt.Claudebranch

ofHibernia,whichislocatedinmyneighborhood,had$18millionin

deposits.ThesedepositscamefromthemostlyBlackandpoorpeople

livingintheneighborhood.Andyet,Hibernialoanedbacktomy

neighborhoodlessthan1%ofthesedeposits--only$98,000--inhousing

loans,whichisthetypeofcreditourcommunityneedsthemost.

GeraldineBellofNewOrleans,SecretaryofACORN'SNationalAssociation

Board,madethefollowingstatementontheHiberniacaseandtheOCCata

hearinginHouseBankingCommitteechambersinJuly1986.Afterquoting

Ms.Bell,IwilltellthealarmingstoryofdevelopmentsintheHiberniacase

Nowyoumaywonderhowitisthatafederallycharterednationalbankas

bigasHiberniacouldstillgetawaywithracialdiscrimination.Afterall,

itis9yearssincetheCommunityReinvestmentActwaspassedandover

20yearssincethecivilrightslawswerepassed.

since1986.

"Iwanttotellyouaboutthebiggestoutlawinthestateof

Louisiana...ourlargestbank:HiberniaNationalBank.Hiberniais

guiltyofracialdiscrimination--pureandsimple.NewOrleansis60%

Black,andyet1984HMDAdatashowsthatthisbankloanedonly4.6%of

itshomemortgagemoneyinBlackneighborhoods,but32%ofits

mortgagemoneytoareaswhichare80%ormorewhite.Hibernialoaned

7timesmorehomepurchasemoneytowhiteneighborhoodsthantoblack

neighborhoods.Inmycity,halfthepopulationlivesinlowandmoderate

incomecensustracts,butonly10.5%ofHibernia'smortgageloanmoney

wenttolowandmoderateincomeneighborhoods.

TheanswerliesinthefactthattheprimaryregulatorofHibernia

NationalBankisanevenbiggeroutlawnamedtheComptroller

oftheCurrency.TheComptrollerbelievesthatbanksshouldbe

allowedtodowhatevertheywanttodo.Inthenameofderegulationthe

Comptrollerhastakenitonhimselftoignorethecommunityprotection

andanti-discriminationlawspassedbytheCongressoftheUnited

States.

HiberniaisaleadingSBA-guaranteedsmallbusinesslenderinsuburban

JeffersonParish,whichisnearlyallwhite,butthebankhasnotmade

onesingleSBAloansinOrleansParish,whichismostlyBlack.

Thus,forthelastfewyears,whenevertheComptroller'sofficehas

examinedanationalbanktheyhavesimplynotevenbotheredtolookfor

violationsoftheCRA,EqualCreditOpportunityActnorotherfederal

lawswhicharesupposedtoprotectcommunities.Thishasledto

increasedredlininganddiscriminatorylendingpracticesbynational

banksthroughoutthecountry...

3
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:IncityaftercityandeveryregionthroughoutthecountryACORNis

FortunatelyforusinNewOrleans,wefoundawaytobypassthe

ComptrollerandfileaCommunityReinvestmentActchallengeagainst

HiberniawiththeFederalReserveBoard.Whileinvestigatingour

charges,theFedfoundthattheCRAexamofHiberniawhichhadbeen

completedbytheComptrollerlessthanoneyearearlierwastotally

inadequate.

TheOCC,initsexaminationofHibernia'scommunityreinvestmentrecord,

gavethebankasatisfactoryrating;incontrast,theFederalReserveBoard,

whichwasrequiredtoexamineHibernia'srecordjustayearlaterinthe

courseofACORN'SCRAchallenge,wasextremelycriticalofthebank's

performance.TheFedfoundthatHiberniahadneverundertakenan

assessmentofthecommunity'screditneeds;hadnoprocedureinplaceor

personneltoenforceCRArequirements;andwasnotevenkeepingthe

necessaryfairlendingdata.

CauseforOutrage

OurchallengeagainstHiberniasetseveralimportantprecedents:

--Hibernia'sapplicationwasblockedfor8monthsandcostthebanktens

ofthousandsofdollars.Thiswasthelongestdelayinthehistoryof

CRAchallenges.

Thisstoryshouldhaveapositiveending$2milliondollarsofnewloan

moneyshouldbeflowingintoourneighborhoodsfromHiberniaeveryyear,

andthebankshouldhavedevelopedanewandhighlycooperativerelationship

withthelowandmoderateincomeresidentsinitsservicearea.Butinstead

wehavenoevidencethatHiberniahastakenasinglesteptocomplywiththe

FederalReserveorder.Aweekagotoday,March15,ACORNleadersmetwith

communityaffairsofficersattheFederalReserveBankinAtlantaandwere

toldthat,incredibly,Hiberniahadnotfiledanyofthedocumentscalledfor

bytheorder--althoughthebankhasbeenrequiredtofileaplanwithin

90andtosubmitprogressreportsevertsixmonths.

--TheFederalReserveBoardheldthefirstpublicmeetingeverheldin

theSouthandonlythethirdheldsincepassageofCRA.

--Hiberniawasorderedtoincreaseitshomelendingtolowandmoderate

incomeareas.

--Forthefirsttimeever,theFederalReserveBoardtookCRA

enforcementawayfromtheComptroller'soffice."

IthasbeendecidedinWashintonthatanythingsubmittedtotheFedasthe

resultofaFedBoardOrderisproprietaryinformationthatshouldbe

consideredconfidential.Thisdecisionhasbecomethepolicyforhandlingth

growingnumberofsimilarsituatons.IheFedhasdecidedtoshieldthe

andleavethecommunitytotallyinthedark.ThistestimonydeliveredbyGeriBellin1986callsoutsomeofthefacts

aboutHiberniaandtheOCC.Iwillbrieflyexpanduponandupdatethese

issues.
6
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SOACORNmembersandotherlowincomepeoplehavebeensubmittedtoa

doubleindignitybythebankers-regulatorsinthiscase:havingspentmonths

provingconclusivelythatHiberniaisaterriblebank,andapparentlyhaving

wonsomeredressfromtheFederalReserveBoard,wewerefirsttoldthat

wewillnotbepermittedtoviewevidenceofthebank'sprogresstowards

meetingsitsgoals,andwereultimatelytoldthatthebankhasnoteven

producedthefirstshredofproofthatithasdoneathingmeetitsgoals.

safetyandsoundnessareaskedtotackCRMcromoonabaniafturthought.

Second,OCCexaminersarenotrequiredtomeetwithcommunitygroupsto

ascertaincommunitycreditneeds,muchlesshowwellthebankismeeting

thoseneeds.TheOCCagreedtoschedulesuchmeetingsineightcitiesafter

ACORNmetwithtopOCCofficialsin1986,butwehavenoreasontobelieve

thatthiswillbecomeanongoingprogram.

Finally,ACORNwasassuredthatnofurtherapplicationsbyHiberniawouldbe

approveduntilthebankshoweditselftobeincompliancewiththeFedorder.

Sourcesinsidetheagencytellus,though,thatthisisnotthecasetwo

Hiberniaapplicationshavebeenapprovedinthemeantime.

AndtheComptrollerhimself,atameetingwithcommunityandconsumer

representativesinApril1986arguedthatcompetitionratherthanregulation

willforcebankstomeettheircommunityreinvestmentobligations--an

assertiondirectlycountertothemandateoftheCRA.

Thankyouforyourcloseattentiontoourtestimony.

******

And,bytheway,anACORNmemberwenttoaHiberniabranchlastweekto

openabasiccheckingaccountandlearnedthattherewasanopeningbalance

requirementof$300.Shewasturnedawaybythebankerwiththeremark

the"banksaren'tforpoorpeopleanymore."

TheBigPicturewiththeOCC

TheoverallpatternoftheOCC'sCRAratingsconfirmsthattheHibernia

situationisnotoutoftheordinary.In1984,forexample,onlyoneoutofthe

nation's245largestbanksreceivedlessthanasatisfactoryrating.Given

thefactsthattheFeduncoveredbehindtheHiberniarating,itisnothardto

imaginethatmanyoftheseratingsaresuspectaswell.

Itiseasytoseewhytheseratingsaresoinflatedwhenyoulookatthe

proceduresthattheOCCfollows.Inthefirstplace,theOCCdoesnotcarry

outseparateCRAexaminations;Instead,examinerswhosefirstconcernis
8
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Good Morning, Chairman Proxmire, Senators, and distinguished guests. I am

Mildred Brown, President of ACORN, the Association of Community

Organizations for Reform Now. ACORN is the nation's largest grassroots

membership organization of low and moderate income people.

ACORN applauds you for holding these hearings into the enforcement of the

Community Reinvestment Act ( CRA ) , and related issues. We hope that these

hearings will result in a major shift in the actions and practices of bankers

and regulators. When you and your Committee have heard what we have to

say, we trust that you will do whatever is necessary to ensure that banks

begin to fulfill their legal obligations to meet the credit and deposit needs

of low and moderate income Americans.

Senator Proxmire, ACORN'S 75,000 member families, and countless other

The Main Points Raised in ACORN's Testimony

Most financial

ACORN was asked by your staff to concentrate in part on experiences with

the Office of the Comptroller of the Currency, and on our CRA challenge of

Hibernia National Bank, New Orleans.

1
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Hibernia and The OCC

In October 1985 ACORN and Local 100, Service Employees International

Union , protested an application by Hibernia National Bank in New Orleans to

acquire a bank in Lafayette, Louisiana. After a delay of 8 months, the Federal

Reserve Board issued an order approving the merger. The order required the

bank to undertake more community reinvestment activities than had any

previous order. Hibernia was directed to make $2 million annually in FHA

insured and VA guaranteed mortgage loans to low and moderate income

census tracts and to meet with ACORN and other community groups as part of

an effort to do a complete reassessment of community credit needs. The

order also required the bank to make regular reports on their progress

towards implementing this order to the Federal Reserve Bank of Atlanta

rather than to ACORN or to the bank's normal line regulator, the southwest

OCC regional office in Dallas.

Geraldine Bell of New Orleans, Secretary of ACORN's National Association

Board, made the following remarks on the Hibernia case and the OCC at a

hearing in House Banking Committee chambers in July 1986. After quoting

Ms. Bell, I will tell the alarming story of developments in the Hibernia case

since 1986, and then contrast our experience in New Orleans with progress

made in my home town, Philadelphia.

" I would like to begin my testimony by telling you about the biggest

· outlaw in the state of Louisiana... our largest bank : Hibernia

Hibernia is a leading SBA - guaranteed small business lender in suburban

Jefferson Parish , which is nearly all white, but the bank has not made

one single SBA loans in Orleans Parish , which is mostly black.

Hibernia is a giant vacuum cleaner that sucks money out of poor and

black neighborhoods and then loans it in affluent, mostly white areas. Let

me give you just one example of this. In 1984 the St. Claude branch of

Hibernia, which is located in my neighborhood, had $ 18 million in

2
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deposits. These deposits came mostly from the black and poor people

itving in the neighborhood. And yet, Hibernia loaned back to my

neighborhood less than 1 % of these deposits -- only $ 98,000 -- in housing

loans, which is the type of credit our community needs the most.

Now you may wonder how it is that a federally chartered national bank as

big as Hibernia could still get away with racial discrimination . After all ,

it is 9 years since the Community Reinvestment Act was passed and over

20 years since the civil rights laws were passed.

The answer lies in the fact that the primary regulator of Hibernia

National Bank is an even bigger outlaw named the Comptroller

of the Currency. The Comptroller believes that banks should be

allowed to do whatever they want to do. In the name of deregulation the

Comptroller has taken it on himself to ignore the community protection

and anti - discrimination laws passed by the Congress of the United

States.

Thus, for the last few years, whenever the Comptroller's office has

examined a national bank they have simply not even bothered to look for

violations of the CRA, Equal Credit Opportunity Act nor other federal

laws which are supposed to protect communities. This has led to

increased redlining and discriminatory lending practices by national

banks throughout the country...

In city after city and every region throughout the country ACORN is

, finding that the Comptroller, and other regulators, are letting banks turn

their backs on the needs of working people and minorities.

Fortunately for us in New Orleans, we found a way to bypass the

Comptroller and file a Community Reinvestment Act challenge against

Hibernia with the Federal Reserve Board. While investigating our

charges , the Fed found that the CRA exam of Hibernia which had been

completed by the Comptroller less than one year earlier was totally

inadequate .

Our challenge against Hibernia set several important precedents:

--Hibernia's application was blocked for 8 months and cost the bank tens

of thousands of dollars. This was the longest delay in the history of

CRA challenges.

--The Federal Reserve Board held the first public meeting ever held in

3
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the South and only the third held since passage of CRA.

--Hibernia was ordered to increase its home lending to low and moderate

income areas.

--For the first time ever, the Federal Reserve Board took CRA

enforcement away from the Comptroller's office. "

This testimony delivered by Geri Bell in 1986 calls out some of the facts

about Hibernia and the OCC. I will briefly expand upon and update these

issues.

ACORN'S challenge to Hibernia Bank's CRA record demonstrated that the OCC

does not closely examine the national banks that it regulates on community

reinvestment issues . The OCC, in its examination of Hibernia's community

reinvestment record, gave the bank a satisfactory rating; in contrast, the

Federal Reserve Board, which was required to examine Hibernia's record just

a year later in the course of ACORN'S CRA challenge, was extremely critical

of the bank's performance. The Fed found that Hibernia had never undertaken

an assessment of the community's credit needs, had no procedure in place or

personnel to enforce CRA requirements, and was not even keeping the

necessary fair lending data.

Cause for Outrage

This story should have a positive ending. $2 million dollars of new loan

money should be flowing into our neighborhoods from Hibernia every year,

and the bank should have developed a new and highly cooperative relationship

with the low and moderate income residents in its service area . But instead

we have no evidence that Hibernia has taken a single step to comply with the

Federal Reserve order. A week ago today, March 15, ACORN leaders met with

community affairs officers at the Federal Reserve Bank in Atlanta and were

told that, incredibly, Hibernia had not even filed its first progress

report, --although the bank has been required to file a report every 90 days

for the past two years ago.

Earlier, ACORN tried to get coples from the Federal Reserve Board in Atlanta

of the reports that we assumed were being submitted by Hibernia. The head

of the examinations department said he would send the reports. But this

official was apparently told by the a Fed lawyer in Washington that anything

submitted to the Fed as the result of a Board order is proprietary

information that should be considered confidential . This decision has

become the policy for handling the growing number of similar situations The
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Fed has decided to shield the bank and leave the community totally in the

dark .

So ACORN members and other low income people have been treated to a

double indignity by the bankers - regulators in this case : having spent months

proving conclusively that Hibernia is a terrible bank, and apparently having

won some redress from the Federal Reserve Board, we are first told that we

will not be permitted to view evidence of the bank's progress towards

meetings its goals, and are ultimately told that the bank has not even

produced the first shred of proof that it has done a thing meet its goals.

Finally, ACORN was assured that no further applications by Hibernia would be

approved until the bank showed itself to be in compliance with the Fed order.

Sources inside the agency tell us, though, that this is not the case -- two

Hibernia applications have been approved in the meantime.

And, by the way, an ACORN member went to a Hibernia branch last week to

open a basic checking account and learned that there was an opening balance

requirement of $ 300. She was turned away by the bank employee with the

remark the " banks aren't for poor people anymore .”

Another Blunder

In the Hibernia case, the OCC, amazingly, failed to notice that the bank was

not keeping fair landing data. The Center for Community Change ( CCC ) caught

the OCC in another basic flub last year. CCC discovered that Community

First National Bank of Pleasanton, Calif. , submitted their HMDA reports on

the wrong forms for three consecutive years. OCC did not even notice this

blatant error. ( See attachment )

More Problems with the OCC

Another recent experience with the Comptroller reaffirms our cynicism . The

First National Bank of Commerce in New Orleans recently made application to

the OCC to open branches in other parishes.ACORN protested this application

because First NBC's record of providing services to low and moderate income

people in their service area was abysmal . The OCC was of no help in

encouraging meetings and negotiations between ACORN and the bank , and

were repeatedly met with evasions about when OCC would reach a decision

about the application .

The agreement ACORN signed with First National Bank of Commerce

contained the bare bones of a beginning to meet the credit needs of low

5
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income people in New Orleans. In our judgment, this agreement neither

meets those needs at the level at which First NBC is capable of meeting

them , nor at a level at which First NBC is responsible for meeting them . And

not only ACORN, but also the bank, was displeased with the OCC's role in this

process.

The Regulators Who would not attend public forums"

Three weeks ago ACORN invited representatives of each of the four

regulatory agencies to a meeting in Atlanta so that low income people could

tell the regulators their stories about how they are being treated by Atlanta

banks. One women, for example, wanted to give the details of a visit to

Citizens and Southern National Bank in which " I met with a white male vice

president of the bank. When I asked him what I needed to do to apply for the

loan , he did not give me an application. Instead, he told me that what I needed

was a " sugar daddy " . ( See attachment )

Only the Federal Home Loan Bank Board accepted our invitation to the

neighborhood meeting in Atlanta. The Federal Reserve Board and the OCC

declined on the grounds that they do not attend public forums" . But it is our

understanding that as we sit here this morning the regulators are " attending

a public forum " , a bankers' convention in Atlanta. And it is also my

understanding that these hearings were postponed from last week to this

week because the heads of the regulatory agencies were " attending a public

forum " , a bankers' convention in Hawaii.

The Big Picture with the OCC

The overall pattern of the OCC'S CRA ratings confirms that the Hibernia

situation is not out of the ordinary. In 1984, for example, only one out of the

nation's 245 largest banks received less than a satisfactory rating. Given

the facts that the Fed uncovered behind the Hibernia rating, ACORN strongly

believes that these ratings do not accurately reflect the actual performance

of banks in meeting their community reinvestment responsibilities.

It is possible to see why these ratings are so inflated when you look at the

procedures that the OCC follows. In the first place, the OCC does not carry

out separate CRA examinations; instead, examiners whose first concern is

safety and soundness are asked to tack CRA exams on as an afterthought.

Second, OCC examiners are not required to meet with community groups to

determine community credit needs, much less how well the bank is meeting

those needs. The OCC agreed to schedule such meetings in eight cities after

ACORN met with top OCC officials in 1986, but we have no reason to believe

6
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that this will become an ongoing program .

And the Comptroller himself, at a meeting with community and consumer

representatives in April 1986 argued that competition rather than regulation

will force banks to meet their community reinvestment obligations

assertion directly counter to the mandate of the CRA.

Redlining in New York

ACORN recently filed a petition with the Federal Reserve Board to block the

takeover of Irving Trust Company by the Bank of New York. After proving

that both banks were flagrantly breaking the law , ACORN got Bank of New

York to the table to negotiate and eventually sign a major CRA agreement .

Both Irving Trust and Bank of New York were in violation of the law by

defining their service areas to exclude low income neighborhoods. And the

banks failed to meet the CRA requirements for " affirmative investment in

poor communities. Bank of New York invested only 1.8% of its mortgage

money in Manhattan's five poorest community districts where 39% of

Manhattan's residents live . Brooklyn's seven poorest districts received only

13 % percent of Bank of New York's mortgage and home improvement loans,

and only 1 % of Irving's mortgage and home improvement loans

Put another way, one - third of Brooklyn's population lives in these seven

districts. Irving Trust invested $ 12 per person in the 11 most prosperous

community districts and 21 € per person in Brooklyn's seven poorest

community districts.

Where have the regulators been ?

Success with CRA: The Other Philadelphia Story

Philadelphia ACORN negotiated two strong CRA agreements with local banks

in 1985-86: Continental Bank and Fidelity Bank. And the ACORN Housing

Corporation of Pennsylvania has seen to it that these agreements have paid

off in low income lending and housing development.

The first year performance of the ACORN /Fidelity agreement was extremely

impressive. All program goals were met, and Fidelity increased its lending

to low and moderate income communities in Philadelphia by more that ten

fold. In 1982 Fidelity made 12 mortgage loans in majority black census

tracts; after the first year of the program the bank had lent $ 18.35 million

to the targeted low and moderate income census tracts, most of which are

majority black. This $ 18.35 million included 290 first mortgages totaling
7
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$5.5 million. Perhaps most significantly , the default and rejection rates

under this program was better than the banks' overall rates. Fidelity has

now become the main low income lender in Philadelphia .

ACORN'S program performance was the key to its success. In June, 1986,

ACORN established a loan counseling, marketing and pre-packaging center.

During the program's first year, over one- third of the low income mortgages

approved by Fidelity were referred from our center. Furthermore, people who

went through our center's counseling program had an approval rate of 76%

--much higher than the bank's overall rate .

The first year performance of the ACORN / Continental Bank program was also

very impressive. In 1985, the year prior to the agreement, Continental made

only 15 housing loans to black majority census tracts in Philadelphia. After

11 months of our program , Continental had made nearly $ 4.8 million in

housing related loans in these same areas, including 162 Title | home

improvement loans and 71 first mortgage loans. The bank had also made 13

small business loans totalling $ 400,000.

But barriers built by the Private Mortgage Insurers and secondary mortgage

market agencies are threatening our work in Philadelphia, and our other CRA

agreements. Because neither Fannie Mae nor the PMIS will look at a loan made

on a house on a block where more than 15% of the properties are abandoned

--and just about every block in our neighborhoods in Philadelphia has at least

15% abandonment both Fidelity and Continental have been forced to keep

all of the loans they have made under the ACORN agreement in they

portfolios. This seriously limits the banks' ability to keep money flowing to

reyitalize our communities.

Successes in St. Louis

Missouri ACORN has negotiated five major Community Reinvestment Act

agreement--with Boatman's, South Side National, Landmark, Mark Twain and

Missouri State Banks --plus another four agreements which deal specifically

with lifeline deposit accounts.

One example: In St. Louis, a city with serious housing problems, Boatman's

Bank, owned by the state's largest bank holding company made no home

mortgage loans in 1982 and 1983, and when the bank did begin making

mortgage loans in 1984, only 8% were made in the City of St. Louis, with the

remainder being made in more affluent St. Louis County. Furthermore, during

those same years the bank made only between 7% and 13 % of its home

8
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improvement loans in census tracts where housing values were below the St.

Louis median.

When General Bancshares Corp. applied to acquire Boatman's Bankshares, Inc.

ACORN challenged that application on CRA grounds and won a commitment

from Boatman's to invest $50 million a year in low income housing in St.

Louis. Among other provisions, the signed agreement between ACORN and

Boatmen's set up a joint ACORN -bank review committee to assess the

progress of the drawdown of the money.

Ethan A.H. Shepley, Jr., vice chairman of Boatman's, speaks very favorably of

the agreement his bank reached with ACORN, stating that the results of such

agreements can be good for a bank. " We're being held up as the heroes, and

that's super. That's the kind of publicity we love. And we've not making any

loans that we feel are bad" .

Lifeline accounts developed after negotiations with Missouri ACORN are

bringing thousands of new customers through bank doors. Charles E. Silva, Jr.

Executive Vice President of Landmark Bank reports that his bank opened

2,000 “ Pay As You Go“ accounts last year, bringing the total of lifeline

customers to 7,000. And Merchantile Bank had 2,675 " Budget Checking

Accounts " as of Sept. 1987. ( See attachment)

How the Secondary Markets and PMls are Tripping Us Up

The large secondary market agencies and Private Mortgage Insurers are

raising serious roadblocks to the implementation of CRA agreements. In

recent years the PMI companies and FNMA and FHLMC have adopted certain

underwriting criteria which effectively redline inner city neighborhoods and

unnecessarily discriminate against low- income borrowers. As a result, in

some cities the banks which are fulfilling their CRA agreements by greatly

increasing mortgage lending in inner city neighborhoods are being forced to

hold nearly all these loans in their portfolios.

In the past, community groups have found it difficult to tell just whose

underwriting guidelines are at fault: the banks', the PMI companies or the

secondary market agencies'. Traditionally they point the finger at each
other.

However, the partnership formed between community groups and banks as a

result of CRA agreements has altered this situation. ACORN groups in

Philadelphia, for example, have seen the banks with which they have

agreements place large numbers of low income housing loans in their

9
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portfolios, and have reviewed rejection letters from the PMI companies and

FAMA. ACORN leaders are convinced that the PMI companies, FNMA and FHLMC

are to blame for most of the problems.

A sampling of the barriers we have identified:

* Prohibitive initial costs: Purchasers are often required to hold two

months housing payments in escrow in addition to downpayment and

closing costs. These lump sum costs often prevent low income people who

can meet monthly payments from buying a home.

*Minimum loan size: PMI companies admit that they have a $30 thousand

minimum loan size in certain areas, but in many places it is hard to find a

house for more than $30 thousand.

:
* Credit ratings: Increasingly, only spotless credit ratings are accepted

and only the most narrow explanations of blemishes are allowed.

* Employment history: It is required that a purchaser have two years

employment at the same job, disqualifying people who have had gaps in

employment.

* Source of income: The secondary markets and PMls refuse to consider

total annual income regardless of source. Money earned from part time

, work, public assistance, or free lance work is not counted as income. Food

stamps are not recognized as income.

* Proof of source of downpayment: It is often required that a downpayment

be in the buyer's account 90 days before settlement. Gifts are only

acceptable as downpayment if they are from the immediate family, and

gifts cannot make up more than 40 % of the total downpayment. Sweat

equity is not accepted towards downpayment.

* Abandonment ratio: Secondary market agencies and PMIS exclude

dwellings located on blocks where more than 15% of the properties are

abandoned. This redlines huge sections of many cities.

* Minimum down payment: Rather than require a percent of the purchase

price as a downpayment, as is standard practice, some institutions set a

minimum downpayment. For example, the minimum downpayment in

Philadelphia , where you can buy many houses for $ 10,000, is $ 2,000. This

screens out people without " front end money” who would qualify on

normal percentage criteria .

10
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* Arbitrary property standards: In Philadelphia, houses have been rejected

because they had insufficient closet space. In Dallas and New Orleans

houses that are built on wood posts do not qualify.

* Credit history: Loans have been rejected because applicants have no

credit history.

*The 3 % rule : If the buyer is making a 5 % downpayment, FNMA won't

permit the seller to put up more than 3 % of the sales price of the house as

settlement cost. This is a serious problem in cities where house prices

are low and settlement costs are high.

* Debt -to -Income ratios : Officers of PMIs and secondary market agencies

are very inflexible on allowing exceptions to the standard debt-to- income

ratios established by their underwriting criteria. We are familiar with

cases that fell within the institutions accepted guidelines but were

rejected nonetheless.

*Zoning: The PMls and secondary markets refuse to buy or insure loans for

properties in areas with mixed use zoning if those properties do not

conform to the " highest and best use “ . This effectively redlines entire

urban residential neighborhoods which have bordered

commercial - industrial areas for decades, since commercial uses are

ranked above residential uses.

The Root of the Problem with PMI and Secondary Market Policies

ACORN leaders have been pressing these issues with the people in charge of

these institutions . A landmark event in this campaign was a roundtable held

in Washington, DC, during Sept. 1987, jointly sponsored by the ACORN and the

American Bankers Association, and attended by community organizations,

bankers, representatives of FNMA and FHLMC, and of the PMI Industry. ( See

attachment )

1

In discussions during and after this roundtable, spokespeople for FNMA and

FHLMC admitted that they set many guidelines on intuition, pulled out of the

air from " common sense “ , and and that they recognized the need to move

more towards basing their decisions on actuarial data. The PMI

representatives continue to insist that all of these are based on actuarial

data but they won't disclose this data. The PMIs then go on to claim

defensively that FHA should insure mortgages in low and moderate income

areas, demonstrating a fundamental misunderstanding of the history,
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purpose, and political realities of FHA.

The standards used by the PMIS and secondary market agencies appear to be

based on classist and racist assumptions, with the consequence that large

tracts of cities are redlined. These rules have the effect of discriminating

against low income neighborhoods and racial minorities. The decisions about

which standards will be employed are made in private but have substantial

public impact

And these arbitrary restrictions are jeopardizing ACORN's, and other

community groups', CRA agreements with banks. ACORN knows that loans to

low income people who live in the innercity are not exceptionally risky. If

the PMs and secondary market agencies continue to make decisions based on

the assumption that these loans are risky, we demand to see the data!

A Solution to the PMI Problem

Low and moderate income families who have cleared the many hurdles

necessary to become home owners should not be stopped short by arbitrary

and discriminatory policies issued behind closed doors by Private Mortgage

Insurance companies. ACORN calls on Congress, under the leadership of the

Senate Banking Committee , to extend disclosure requirements and fair

lending laws to these institutions. ACORN would like assist the committee

in this project in whatever ways we can.

A Cold Wind Blows through the Banking Regulatory Agencies

Low and moderate income people need help from our elected officials. In

bank after bank, city after city, state after state, the Community

Reinvestment Act has been ignored by the federal banking regulatory

agencies . Many banks in this country discriminate against racial minorities

and low and moderate income neighborhoods. And the regulators not only let

banks get away with this but increasingly tend to protect banks from the

criticisms of community groups. Banks are breaking the law and the

regulators are their accomplices.

For example, since early 1987, ACORN has observed a retreat on the part of

the Federal Reserve System from its prior position of encouraging

negotiations between banks and protesting community groups. This retreat

is accompanied by a new hardline attitude towards negotiations and signed

agreements on the part of an increasing number of bankers.

This backlash began appearing at the same time that the Board of Governors

85-619 0 - 88 - 2
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was changing. Paul Volker, a man who knew of the CRA and reportedly

authorized the Fed's system of resolving protests after he himself was the

target of community protests, was replaced by Alan Greenspan, a man who

had never heard of the Community Reinvestment Act before to his briefing

prior to the Senate confirmation hearings. Governor Rice, the only black on

the Board and reportedly the governor most sympathetic to CRA enforcement,

retired and was replaced by a Reagan appointee. Martha Seger, who

attempted to do away with Michigan's community reinvestment advisory

commission when she was state bank commissioner , replaced governor Rice

as liaison to the Consumer Advisory Council.

ACORN has good reason to believe that the attitude of the Federal Reserve

Board towards CRA is decaying:

* The new " Sid Sussan Rule ” : ( Mr. Sussan is the Fed staff member in

Washington, DC, who grants extensions of public comment periods on

applications.) Since July 1987, ACORN has found that extensions are no

longer routinely granted on public comment periods in order to facilitate

negotiations or meetings between community groups and banks; rather,

they are only granted if technical violations of notice requirements have

occurred. After three different community groups had their requests for

extensions denied, ACORN leaders confronted senior Fed officials who

confirmed that there had been a change in procedure, but denied that this

constituted a change in policy.

The fact that this does represent a significant policy shift was confirmed

in November 1987 when Governor Seger told a group of community leaders

at a conference on CRA in Chicago that she was not convinced that

encouraging CRA agreements was in the best interest of anyone, and that

the Board had ruled that decisions on applications had to be processed as

fast as possible in order to protect the safety and soundness of the

institutions involved.

* The secret Seger meeting: In fall 1987, sympathetic staff members in

Federal Reserve Banks and in Washington , DC, told ACORN of a private

meeting Governor Seger held with a group of bankers who felt that the Fed

was helping community groups to force banks into " extortionary

agreements. Ms. Seger and the head of the Feds Community Affairs

Division confirmed that the meeting took place. When questioned Ms.

Seger. stated that she thought the bankers had " some legitimate

complaints" .

13
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* The First Interstate / Allied Bancshares merger: Ten community groups

from throughout the western United States formally protested this

merger and attempted to negotiate settlements with First Interstate. In

addition, four state ACORN organizations jointly attempted to negotiate

an agreement without filing a protest . Research uncovered serious CRA

violations at First Interstate banks in seven western states and at Allied

Banks in Houston and Dallas. First Interstate refused to negotiate with

any group

Rather than encouraging a negotiated settlement with the community

groups, the Fed stepped in to protect the bank from the groups. First

Interstate and Allied were asked to submit CRA policy statements to the

Fed. The documents that were submitted contained no specific goals or

courses of action : rather, they were general, legalistic statements.

The Board order approving the merger applauded these policy statements

and, in what has become an increasingly common move, ordered the banks

to make yearly implementation progress reports to the appropriate

Reserve Banks. Community groups were entirely removed from the

process.

)

* The Hibernia case: As explained at the beginning of my testimony, the

Federal Reserve Board has permitted Hibernia Bank to ignore and violate a

• Fed order issued as the outcome of a protracted CRA challenge. Here's a

bank the Fed was going to get tough with. They issued a relatively strong

order but two years later there is absolutely no evidence that Hibernia is

in compliance with that order. In the meantime, the Fed has approved

other applications by Hibernia including one to make a major expansionary

move into wealthy parishes in New Orleans.

A pattern has developed ( e.g. Hibernia, First Interstate, Bank of New York )

in which the Fed requires banks to make commitments and follow up with

reports to the Fed, rather than encouraging banks to reach agreements

directly with community groups. And the legal division at the Federal

Reserve Board has made a conscious decision not to permit the public to

see these reports. Will the Fed follow up on its orders and require banks

to report regularly and in detail on their progress towards implementing

mandated improvements ? Why should community groups who have been

cut out of this ongoing progress trust the regulators ? Why should ACORN

14
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trust the Federal Reserve Board when we look at Hibernia ?

Philadelphias are the Exceptions ; Hibernias are the Rule.

The productive partnerships created between banks and low income

communities by the ACORN CRA agreements in Philadelphia and St. Louis are

exceptional. The more typical response by bankers is the aggressive defiance

shown by Hibernia. And unless we get help from Congress in reforming

secondary market and PMI restrictions, even the Philadelphias are at risk .

So far, community groups have been asked to carry the entire load. Given the

formidable obstacles we face and our lack of resources, we've had

remarkable successes in a few cases.

But the situations in Atlanta ( see attached Atlanta Journal-Constitution

series ) and New Orleans are the norm . Discriminatory lending patterns, like

those in Atlanta, are typical . And what has been the response of the

regulators ? The Fed and OCC refused in Atlanta to merely come to a public

meeting to discuss the community's complaints. In the Hibernia case, the OCC

had examined the bank for compliance with CRA and related laws less than a

year before ACORN's challenge. The OCC did not even uncover the fact that

Hibernia was not keeping fair lending records. The regulators let banks get

away with murder, before, during, and after community groups use the CRA

challenge process.

By and large banks don't give a damn about the fact that neighborhoods within

their service areas are literally falling to pieces for lack of credit. When a

community group, like ACORN, can move mountains and persuade bankers to

care, the Community Reinvestment Act has been an important resource.

We hope these hearings will be the first step towards radical improvements

in the process. ACORN urges the Senate Banking Committee to exercise the

leadership necessary to improve CRA, and require effective enforcement of

this valuable law . Low and moderate income people throughout the country

are counting on you.
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The CHAIRMAN . Thank you for a very strong statement. We very

much appreciate it.

STATEMENT OF GALE CINCOTTA, PRESIDENT, NATIONAL

REDLINING

For myself, personally, redlining is alive. I don't move very often .

Ayear ago, I changed my residence. I went to my local bank where

I had my mortgage, my savings account, my checking account, and

my IRA, and was offered a 5 -year balloon mortgage only. I then

went to a second, an S& L in the neighborhood - and this is 40 -per

cent down, not a 5- or 10 -percent — and was told that they couldn't
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give me the mortgage because of Fannie Mae — they could not sell

it on the secondary market.

NEED FOR ENFORCEMENT BY REGULATORS

What we need is the regulators to enforce and deny applica

tions - enforce the CRA. We need the commercial loan disclosure.
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We need a new CRA rating system . We need public disclosure of

ratings. And weneed comment period extensions.



3
6

NTICNationalTrainingandInformationCenter
Goodmorning.MynameisGaleCincottaandIamExecutive964WestWashingtonBoulevardChicago,Illinois60607(312)243-3035

DirectoroftheNationalTrainingandfInformationCenter whichworks

withcommunitygroupsin,amongotherthings,developingreinvestment

partnershipswithfinancialinstitutions.I'dliketostartby

thankingSenatorProxmireandtheSenateBankingCommitteefor

TESTIMONYOF

GALECINCOTTA,EXECUTIVEDIRECTOR

NATIONALTRAININGANDINFORMATIONCENTER

leadingthewayforthepermanentextensionoftheHomeMortgage

DisclosureAct.AlongwiththeCommunityReinvestmentAct,this

legislationcanturnaroundthehousingandeconomicproblemsof

America'sinner-cityneighborhoods.Today,I'dliketobriefly

describetheobstaclesthatstandinthewayoffulfillingthat

potential.

BEFORETHE

SENATECOMMITTEEONBANKING,

HOUSINGANDURBANAFFAIRS

Nextmonth,itwillbenineyearssincethefirstrejectionof

abankingapplicationduetoaCRAprotestbycommunitygroups.

law."

March22,1988

Today,thatstatementcomesbacktomeasbothapromisebroken

andapromisefulfilled.CRApromisedinner-cityresidentsthatthey

wouldnolongersufferfromarbitrarylendingpracticesthatforced

manyneighborhoodsintoapatternofdecline.Instead,lenderswere

expectedtohelpbuildstrongneighborhoodsbymeetingsoundcredit

needs.
CRApaidbankersthehighestpossiblecomplement.Itsaid:

Withyourhelp,ourneighborhoodswillprosper.Withoutit,theywill

die.

ILCRApraisesthevitalityofasound,fairbankingsystem,

mostlendersarenotwillingtoreturnthecomplement.Intoday's

urbanAmerica,state-of-the-artcondosandluxuryhighrisesforoa

1
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backdropagainstdecliningneighborhoodswithlesshousingandless
"

blamethemon"marketfailure"bycoinmunitiesrather thanlending

failurebybanks.

jobs.Oneunderlyingcauseisclearfrom1986HomeMortgage

DisclosureAct(HMDA)reports.Hundredsofcensustractsinlow

Sincenooneistoblame, punishmentisreplacedby

planning Conditionalapprovalsforcelenderstostudyeverythingand
incomeAmericadidnotreceiveapennyinmortgageloansfrom

Bycontrast,mostupper-incomecensustracts

donothingAsaresult,severallendersthatgotconditional

approvalsintheearlyyearsofCRAactuallymadelessloans

afterward,andbecamethesubjectofasecondCRAprotest.

acrosstheU.S.recievedfrom$1millionto$5millioninhomeloans

reporting.lenders.

Thepromisetoendredliningwasbroken.
BankofIndianawasonesuchrepeatoffender. In1980,theOCC

ThepromiseofCRAhasbeenbrokenbyeachofthefourfederal approvedtheirmergerapplicationbasedontheconditionthatthey

developaCRAcomplianceplan. Overthenextsixyears,however,the

bankfailedtomakeasinglemortgageloanintheCityofGary. In

1986, ankofIndianawasacquiredbyBankOne,whichalsohadmadeno

mortgageloansinblackneighborhoodsofColumbusinpreviousyears.

bankingregulators.SinceCRAwaspassed,about50,000banking

applicationshavebeensubmittedtotheseagencies.ofthese50,000,

onlyeightapplicationswererejectedduetoCRA.Abankpresidentis

aboutaslikelytoseeanapplicationrejectedduetoredliningashe

istocrashonacommuterairplane.Theextremelylowoddsofboth

mayexplainwhymanybankCEOsstillseelow-incomeneighborhoodsonly

fromthewindowoftheirprivateplane.

ACRAprotestbetweenBankOneandthreecitiesfinallysettledthe

matter.
BankOnesigneda$30millionCRAagreementinGary. In

1987,forthefirstyearever,BankOnemademillionsofdollarsin

homeloansinGary. Remarkably,whentheFederalReserveBoardhad

1

approvedBankOne'sapplicationoverwidespreadcommunityprotest,

theyassertedthatthelackofhomeloanstoinner-cityareaswasdue

to"lackofdemand."

..

compliance.Onlyonelenderoutof5,000receiveda"5"CRArating,

moiningthattheydidnotcomplywiththelaw.Infact,everylender

thathassignedaCRAagreementinrecentyearsalreadyhada"1"or

"2"rating,eventhoughmanyadmittedtheymadelittleefforttomake

CRAagreementshavesucceededwhereconditionalapprovalshave

failedbecausetheymeasureCRAcompliancebytheonlythingthat

counts:actuallymakingloans. In1984,forexample,threeChicago

bankswiselyheadedoffaCRAprotestbyagreeingtolend$153million

toinner-cityareas.Thebankswerewidelycriticized,basedonthe

loansininner-cityneighborhoods.

notionthattheagreementswouldsomehowforcebankstomakeunsound

loans.Instead,theagreementsopenedthebankstohundredsofsound

lendingopportunities.Byearly1988,$80millioninloansweremade.

Remarkably,thesebanks'loanstolower-incomemulti-familyhousing

2
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jumpedfromzeroin1983toover$35millionby1988. Mostimportant, down. Atbest,theCRAprocesshasforcedsomelenderstoopentheir

boardroomdoorstocommunitypeople. Onceinside, theneighborhoods

havetoopenthebankers'mindsbythemselves. Manylenderssimply

notoneoftheseloanshasgoneintodefault.

refusetodiscussanysubstantiveeffortstoimproveCRAcompliance.

AttachedtomytestimonyisaletterfromonebankinTennesseethat

regulatorshavesteadfastlyrefusedtorequirebankstolendasingle

typifiesmanylendersattitudetowardCRA.Thebankonlyprovideda

copyoftheirCRAStatementafterfourwrittenrequests. Thebank

alsostatedthatfurtherrequestsforinformationtheyarelegally

AsIstatedearlier,thepromiseofCRAhasbeenfulfilled,but requiredtodisclosewouldonlybemetafterconsultationwithlegal

consul.Whenattitudesliketheseenerge,thetypicalresponseof

ithasbeenfulfilledonlybycommunitygroupsandtherelatively

smallnumberofbanksthatagreedtojoinintopartnerships. Ten

yearsago,Iwouldneverhaveguessedthatcommunitygroupswould

Whiletheregulatorshavebeen

rescuingbanksfromaself-createdBlackHoleofBigOilandloan

speculation,communitygroupshavesteadilyguidedbanksintobillions

ofdollarsinsoundloansininner-cityareas.Nolenderhas

complainedabouttheloanstheymadeunderCRAagreements. Infact,

regulatorscanbesummarizedinfourwords:approveprotested

applicationsnow.Infact,theregulatorsarenowrefusingtogrant

briefdelaysintheCRAcommentprocesssothatcommunitygroupscan

documentredliningandattempttoheadoffaCRAprotestbyprivately

discussingtheirconcernswithlenders.InChicago,forexample,some

well-timedcommentperiodextensionsbytheFederalReserveBoardin

1984helpedestablishanorderlynegotiationprocessbetweenbanksand

communitygroupsthatstoppedanyCRAprotest.Thosedaysareover.

Insteadofdenyingbankingapplications,theregulatorsarenow

denyingdueprocesstocitizensbyrequiringthemtofileaCRA

protestalmostassoonastheylearnanapplicationissubmitted.

pennyforinnercities.

NTIChasevenconvincedtheAmericanBankers

AssociationtostopfightingCRAandstartpublicizingthecountless

successesthathavefollowedfromCRAagreements.

isatacrossroads. FromSanAntoniotoDuluth,fromMiamito

Seattle,communitygroupshaveconclusivelyproventwothings. First,

inner-cityneighborhoodsneedplentyofloans.Second,residentsof

aggressiveCRAeffortsisverysmallcomparedtothenumberthatwould

ifregulatorsgavethemfailingCRAgradesandturnedapplications

theseneighborhoodscanandwillrepaytheseloansbetterthanmany

otherborrowers. CRAmustbecomeacornerstoneofpublic-private

partnershipstorevitalizeinaer-cityAmerica. Tofulfillthepromise

4

5
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ofCRA,wecannolongerapproveotbanksthatdose
Dillionson doans

o
Revisecommentperiodproceduressothatcitizensare

guaranteeddueprocess. WhensubstantiveCRAissuedare

toMexicoandTexacobutwon'tlendtocreditworthyAmericansintheir

ownbackyard.TofulfillthepromiseofCRA,wecannolonger

approveofbanksthatcreatetheirowntinycommunitydevelopment

corporationstocleanupthemesstheycreatedbyclosinginner-city

raisedbycommentingparties,thesecommentperiodsshould

automaticallybeextendedbyatleastamonth.

Congressmustalsokeepitsownendofthepromisetoinner
brancheslongago. TofulfillthepromiseofCRA,we cannolonger cityAmerica. CRApartnershipshaveprovidedexcellentleveragefor

acceptregulatorsthatexplainawayredliningas"lackofdemand,"
federalgrantsandloans InChicago,ourCRApartnershipshave

eventhougheverylenderthathassignedaCRAagreementhas

immediatelybeendelugedwithsoundloanapplications.',

createdover2,000unitsofnewlow-incomerentalhousing,typically

usingtwoprivatedollarsforevery$1inpublicfunds. However,
Whilesomebankersaregettingthemessage, mostregulatorsare

thesepartnershipscannotprovideleveragewheregovernmentfundsare
CongressionalactionisneededtoensurethatthepromiseofCRA

not.

percentto100percent.Andamodestincreaseinfederalhousing

subsidieswillnotbreakthenationalbudget.Forexample,small

o

upfrontsubsidiesforlow-incomerentalhousingcanmakeprojects

ExpandHMDAtoincludegeographicdisclosureofcommercial

loans.Chicagolendersalreadyprovidethisdataatminimal feasiblewithoutlockingthefederalgovernmentintolong-terndebt

cost.

developmentwhatHMDAhasalreadybeguntodoforinner-city

housingdevelopment.

servicesubsidies.

O
RevamptheCRAgradingsystem. A"3"ratingshould

representaverage, andnomorethanoneoutoffourlenders won'tbuythemandthemortgageinsurancecompanieswon'tinsurethem.
shouldgetaboveaveragegrades. Onlythoselenderswith

Inthepastseveralyears,FannieMae,FreddieMac,andtheMI

aboveaverageratingsshouldbepermittedtoengageinnew companieshaveenormouslytightenedcriteriathateffectborrowersin
bankingpowerssuchasinterstatebanking.

RequirepublicdisclosureofCRAratingsandwrittenCRAo

inner-cityAmerica.Forexample,afterredlininghearingsbeforethe

SenateBankingCommitteein1977,FannieMaeandFreddieMac
evaluationsbyregulators.

totallyrevisedStandardsonredlining,zoning,neighborhood

conformity,borroweranalysis,anddownpaymentrequirements. These

6

7
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changesopeneduphousingcreditforinner-cityneighborhoodsacross

By1985,however,almosteverypieceofanti-redlining

Justwhen

lenderswerestartingtoreinvest,FannieMaeandFreddieMacshutoff

instrumentshasalsoplayedaheavyroleinthelossesexperiencedby

FannieMaeandtheMIcompanies.Forexample,researchoftheloss

experiencesofallMIcompaniesbyMoody'sshowsthat95percent

mortgageswithgraduatedpayments,temporaryinterestbuydowns,and

negativeamortizationscheduleswerefivetotentimesmorelikelyto

defaultthan95percentfixed-rateloans.Duringtheirworst

year,1outof100fixed-ratemortgagesresultedinaninsurance

claim.However,9in100interestbuydownmortgagesresultedina

TheMIcompanieshavefollowedsuit.Theneighborhoodanalysis

standardsusedbythesecompaniesdiscrimateagainstinner-city

neighborhoodsthatdon'tfitthesuburbancookie-cutter.Economic

life,neighborhoodconformity,andzoningareusedasproxiesfor claimintheirworstyear. Lossratesfor95percentfixed-rateloans

Lower-income

FannieMaeandtheMIindustryarescreamingthattheyhavetaken

&beatinginrecentyears.Whattheydonotsayisthattheirlosses

havelittletodowiththeriskstypicallyassociatedwithinner-city

neighborhoods.Alargeshareofloanlossesexperiencedbythese

companiescanbeattributedtotheindustry'snewfourletterword:

Intheearly1980's,forexample,DavidMaxwell,thenheadof

theTicorMortgageInsuranceCompany(TMIC),investedheavilyin

EPIC'sspeculativeloans.WhenhewaschosentorunFannieMae,he

werethesameaslossratesfor90percentadjustable

mortgages,whichgenerallyaregovernedbylessstringentlending

guidelines.Insteadofeliminatingmortgageinstrumentsfavoredby

investorsthatresultin"paymentshock,"theMIcompaniesandFannie

Maehaveplacedtightrequirementson95percentfixed-rate

loans,whichhouselower-incomeAmericansandhavemuchlowerrisk.

tightenedloanstandardsforlow-incomeAmericansbutopenedthedoor

tomillionsinEPICloans.Asaresult,TMIClost$224millionin

1986,largelyduetoa$166millionexposuretoEPIC. Fannie

Maemade$183millioninprofitsin1986despitesimilarlyheavy

thecountry.

Nexttooilpatchspeculation,theuseofunstablemortgage
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NTIChasarrangedanumberofmeetingsbetweenFannieMaeand
toWallStreet"throughsecuritizationofinvestment-qualityloans.localcommunitygroupsthathaveresultedinabetterunderstanding

Inpractice,FreddieMachasgentrifiedoneendofMainStreetwhile
FannieMaehasrevampedstandardson

lettingtheotherendturnintoaslumbecauseWallStreetdoesn'teconomiclife,highestandbestuse,nonconformingzoning,and feelcomfortablewithsound,creativelystructuredapplicationstoneighborhoodconformitythatwillhopefullystoploanrejectionsin
createlow-incomerentalhousing.

However crucialchangesareneeded

onissuesofborrowercreditworthiness. Tohouseinner-cityAmerica,

TheMIcompaniesshouldbesingledoutforCongressionalreview,

whichultimatelyshouldleadtochangesinMcCarron-FergusonthatFannieMaemustremoveexcessiverestrictionsonpurchasing95
wouldplacethemunderfederalregulation.Underwritingguidelinesof

theMIcompaniesrequireamajoroverhaultostopdiscrimination

percent,fixed-rate,conventionalmortgages.FannieMaemustalso

increasetheirflexibilityinpurchasingloansthatexceed

conventional28-36debttoincomeguidelines.Manyinner-city

residentspayfarmorethanaquarteroftheirincomeforhousing.

againstinnercities,Theneighborhoodanalysisstandardsrecently

adoptedbyFannieMaeshouldbeadoptedbytheMIcompanies.

Currently,MIstandardsalmostdictatethedenialofloansinmany

inner-cityareas,notbecausetheyarerisky,butbecausetheydon't

Thosewithgoodcredithistoriesshouldbeviewedfavorablywhenthey

!
looklikesuburbs.

applyforahomeloan.Finally,inthefaceofblatantredliningby

theMIindustry,FannieMae'schartershouldbeamendedsotheycan Premiumrateschargedbymortgageinsurersshouldbefederally
purchaseinner-cityconventionalmortgageswithlowdownpayments

regulated. From1985to1986,the12activeMIcompaniesincreasedwithoutMIinsurance,whichiscurrentlyrequired.
profitsfrom$41millionto$133millionwhileactuallyreducingtheir

volumeofnewpolicieswrittenbyalmost20percent.Theindustryis

usingthehypeofbadoilpatchloanstodrasticallyincreaserates,

postrecordprofits,andincreasediscriminationagainstinner-city

neighborhoodswithlowrisk.

Machasinvestedinslumsthathaveinoperativeelevatorswhile

andsubstantialprogress.

lower-incomeborrowersarebeingsqueezedoutofthehousingmarket
10
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chance.

antirelybecauseinsuranceonlowdownpaymentmortgagessimplybecame

lapossibletoobtain.

Notbecauseit'stherightthingtodo,butbecauseit'sthe

profitablethingtodo. Onceagain,I'dliketothanktheCommitteeFulfillingthepromiseofCRArequirescoordinationand
orsendingthatmessagetoabankingindustrythatoftendoesnotregulationofanincreasinglycomplexhousingfinancesystem.

theblameforourhousingcrisisoneachother. Ultimately,

theblameisplacedonthevictim:soundinner-cityapplicantswhoare

justnotsoundenoughtomeetarbitrarylendingstandardsthatbear

Inconclusion,I'dliketopointoutthatforallthewisdomof

thelendersandalltherisksofinner-cityneighborhoods,we'vedone

farbetterthanthebankingandMIindustryinonecrucialarea:

Likehundredsofotherlenders,theoldContinentalBank

learnedthelessonsofenergyspeculationandThirdWorldlavestment

thehardway:theydied.Ourneighborhoodssurvivedtoseeanew

ContinentalBankbegintorelavestsoundlyinChicago.Ticor.Mortgage

InsuranceCompanyledinindustryprofitsbackin1982whentheMI

companieswereluredtoTexasbyspeculativerealestatewithrapidly

understanditsownbestself-interest.

TMIClearnedthatwhatcomesupoftenconesdown

justasquickly.WhileTMICtooktheplunge,othersfoundahavenof

stabilityininner-cityneighborhoodsthatnudgedslightlyahead

throughself-revitalizionefforts.Investorgreedisapoor

substitutefornestingneighborhoods'creditneeds.Iftenyearsof

CRAhaveprovenanything,it'sthatinner-cityneighborhoodsdeservea

12
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FirstNationalBank 1986Reinvestment

JayS.Nichols

October27,1987

TechnicalassistancefromtheNationalTrainingandInformationCenterhelpedcommunitiesacrossthena

tionbringalmosthalfabilliondollarsinreinvestmenttotheirneighborhoods.Commitmentsreflect

agreementstolendforhomeimprovement,mortgageandsmallbusinesscreditneeds.

1

Mr.WalterFrierson

P.O.Box28

Columbia,TN38401 AREA BANK COMMITMENT

DearMr.Frierson:

Inordertobringourcorrespondencewithyoutoapermanent
conclusion,IamenclosingacopyofourlatestCRAStatement

thatyourequested.Beadvised,however,thatanyandall

futurerequestsfromyouforanyfacts,figures,orinformation
fromoraboutthisbankmustbepresentedtomeinpersonin

myofficeatthisbankbyyou.Iwillrequireappropriate

proofpositiveastoyouridentityintheeventofsucha

presentationandIreservetherighttodeferanyandallsuch
requeststolegalconsulfordeterminationoftheirvalidity

andappropriateness.

Sincerely, Jay&Nichols

ayNichols

VicePresident

California

Hartford,CT

NewBritain,CT

Jacksonville,FL

Waterloo,IA

Chicago,IL

Chicago,IL

Indianapolis,IN

Gary,IN

St.Louis,MO

St.Louis,MO

Duluth,MN

NewJersey

Columbus,OH

Philadelphia,PA

Philadelphia,PA

Providence,RI

Memphis,TN

SanAntonio,TX

Milwaukee,WI

Milwaukee,WI

17CITIES

WellsFargoBank

UnitedBankandTrust

NewBritainNationalBank

BarnettBank

WaterlooSavingsBank

ContinentalBankofIllinois

BankofEdgewater

AmericanFletcherNationalBank

BancOne,Merrillville

LandmarkBank

SouthSideNationalBank

FirstBankofDuluth

MidlanticBank

BancOne,Columbus

FidelityBank

ContinentalBank

FleetBank

FirstTennesseeBank

NationalBankofCommerce

MarshallandIllsleyBank

MarineBank

20BANKS

$50million

$3million

$1million

$50million

$.5million

$25million

$12million

$30million

$25million

$6million

$.7million

$4million

$11million

$50million

$50million

$10million

$8.6million

$4.5million

$5million

$50million

$31million

$427.3Million

sab

enclosure
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NTIC

954WestWashingtonBoulevardCChicago,Illinois60607C(312)243-3035

1987REINVESTMENTROUND-UP

TheNationalTrainingandInformationCenterprovided
technicalassistancetocommunitygroupsinthe followingareasindevelopingnewreinvestmentpartner

shipsin1987

Area
Bank

SanAntonio,TX

SanAntonio,TX

SanAntonio,TX

Memphis,TN

Syracuse,NY

DesMoines,IA

Davenport,IA

CouncilBluffsIA

Dubuque,LA

Waterloo,IA

NewYork,NY

Chicago,IL

Indianapolis,IN

Atlanta,GA

Washington,D.C.

Nashville,TN

Lexington,KY

Commitment

$5million
RepublicBank

TexasCommerceBank

MBank

UnionPlantersBank

KeyBank

ValleyNationalBank

FirstBank

CouncilBluffsSavings

KeyCityBank

CedarFallsTrust

ChemicalBank

AustinBank

BankOne,Indianapolis

SunTrust

RiggsBank

SovranBank

FirstSecurityBank:

TOTALREINVESTMENT 248.2MILLION

Resultssince1984:

1984

1985

1986

1987

$172.1million

108.3million

297.3million

248.2million

7agreements

6agreements

20agreements

13agreements

TOTAL 825.9MILLION 51AGREEMENTS
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95 % interest

buydawn

95 % TBM

7

95 % graduated

payment

6

95 % GPM

5
95 % ARM

( Neg AM )

95 % negative

amortizing

د
ی
ا

P
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C
l
a
i
m
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395 % ARM

2

95 % adjustable

rate

All 95 %

All 95 % loans

95 % FRM

1 95 % fixed - rate

All 90% loansAll 90%

1 2
5 6

3

CLAIMS EXPERIENCES OF ALL M COMPANIES FOR

MORTGAGE BOOKS OF BUSINESS BY YEAR 78-86

Source : Moody's Structured Report on MI Industry
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NTIC
NTIC

954WestWashingtonBoulevardChicago,Illinois60607C(312)243-3035

954WestWashingtonBoulevardChicago,Illinois60607 (312)243-3035

TABLE2

TABLE1

THREEYEARLENDINGACTIVITYUNDERNEIGHBORHOODLENDINGPROGRAMS DISTRIBUTIONOFMORTGAGELOANSTOCHICAGOCENSUSTRACTSBYFIRST

(FIRSTNATIONALBANKOFCHICAGO,HARRISBANK,NORTHERNTRUST)*
NATIONALBANKOFCHICAGO,HARRISBANK,ANDNORTHERNTRUST

(INTHOUSANDS)

Amountofloans Numberofloans

Typeofloan
1982-1983 1985-1986

Single-family

mortgage

Percent

ofTotal

Percent

ofTotal

Percent

Increase
$6,379,000 70

CensusTract Amount Amount

Multi-family

mortgage
37,490,000 148

$10,323 14 $ 35,077 23 239Low/Moderate

Income
911,267,000

Homeimprovement

7,649,000 48
MiddleIncome 21,153 30

Mixed-use

50,622 34 139

Commercial
19,983,000 60

UpperIncome 40,176 56 64,701 43 61

$72,768,000 417

$71,652 100
$150,400 100

Basedonsingle-familyandmulti-familymortgageloansreported

inannualHomeMortgageDisclosureActreports.

Homeimprovement

loansbyContinental

Bank(1987only) 167

Definitions:

Total
584$74,900,974

Low/moderateincome:censustractswithmedianincomelessthan

80percentofmedianincomeforChicagoMSA

Middleincome:censustractswithmedianincomefrom80to120

percentofmedianincomeforChicagoMSA

*
Loansmadeunderneighborhoodlendingprogramsasof

October1987.FirstloansweremadeinOctober1984.

Upperincome:censustractswithmedianincomeover120percent

ofmedianincomeforChicagoMSA

Firstloans1984dataexcludedbecauseitwastransitionalyear.

inOctober1984.
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• AUDITING & COMPLIANCE REPORT

. From protests

to partnerships

Tension is easing as three Chicago banks

reinvest in communities targeted by local

C
onfrontations between com working as partners — with productive

results. “ The Chicago story is a very

positive one,” says Perry Pero , an ex

ecutive vice -president in charge of credit

policy for Northern Trust Co.

even missed a payment.

THREE CHICAGO BANKS are working as

partners with community groups. Here,

Barry Sullivan , CEO of First Chicago

Corp., announces a $ 100 million reinvest

ment program . Seated between Robert

Lucas ( left) , president, Rehab Network,

and Richard Hartnack, senior vice presi

dent, First Chicago, is Gale Cincotta, ex

ecutive director of NTIC, the group that

spearheaded the agreements.

ABA BANKING JOURNAL / SEPTEMBER 198740
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" BEFORE " AND " AFTER " photographs show the dramatic im

provemept that reinvestmentprograms can bring about. The build

ing above is one of many in Chicago that have been rehabilitated

under a special bank lending program .

years for loans to low- and moderate- loan packaging, to help pay for technical been perfect, but it is improving, both

income areas. First Chicago led the way assistance. Loan packagers screen po- bankers and activists insist .

with a $ 100 million commitment. tential borrowers and help assemble doc- Banks have two main reservations

The agreements between the banks umentation . about cooperating with community

and the Community Reinvestment Al- According to Bruce Gottschall, ex- groups. First, banks feel their com

liance are not contracts per se , states one ecutive director of Neighborhood Hous- pliance with the Community Reinvest

banker, but rather living documents sub- ing Services of Chicago , Inc. , pack- ment Act is being challenged un

ject to mutually agreed changes . agers are trained to know what necessarily. Second, they feel that

Basically guidelines for each bank , the documentation banks require from bor- community groups' approach , at least

agreements define loan categories and rowers . NHS is one of the largest groups initially, is overly confrontational...

loan processing procedures. in the Community Reinvestment Al- In brief, the Community Reinvest

The loans target those neighborhoods liance and one of the most active loan ment Act stipulates that banks must de

where the median household income is : -packagers . “ We try to make sure all the fine their service area, report their efforts

1.75 % or less than the median income of ..bank's questions are answered before to help meet community needs for credit

the Chicago metropolitan area . Loan they're asked ,” says Gottschall. and services, and make particular lend

42

-
-
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The

Domino

Effect...

CRA because they were not doing a sufficient job of lending to

certain Chicago neighborhoods. Cincotta maintains that in

their CRA reports, banks often include philanthropic grants as

examples of compliance with the act. " CRA means hard dollar

loans, not grants," she says. Two years after the lending

agreements went into effect, however, she acknowledges the

banks are doing a better job .

Enter fighting. For their part, bankers fault the community

groups for being needlessly confrontational.

Williams points out that Harris first received notice of a

protest in a telegram stating the community groups' demands.

" They didn't ask if we wanted to sit down and discuss these

issues . They simply made their demands," he says.

there is an

alternative

Swords Associates will help you

develop those aiternatives. Our

associates are seasoned banking

professionals who are eager to help

you meet the challenges of the

changing banking environment.

Experts in correcting regulatory criti

cism , developing capital improve

ment plans, strategic planning and

more , our associates are dedicated

to assisting our clients to success.

C
SWORDS ASSOCIATES, INC.

PROFESSIONAL BANKING CONSULTANTS

44
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ThicagoTribune

Fineprintoffersweaponagainstredlining

Inconia

23%

56%
43%

ByStanleyZiemba thenewhousingactalsorequires
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The CHAIRMAN . Thank you for some useful information , Ms. Cin

cotta. We deeply appreciate it.

STATEMENT OF TONY REYES, MAYOR, SAN LUIS, AZ

Mr. REYES. Thank you, sir.

1
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TownofSanLuis

POSTOFFICEBOXS

Usingourcommunityasanexample,wehavehelpedmorethan120farmworkers

buildhomes.ofthoseonlytwo(2)waregivenregularmortgageloans.

Someoftheothersweredeniedmortgagesbecausetheyareseasonalfarm

workersanddonotworkthreemonthsperyear.suggesttoyouthat

thereareotherprofessionsthatarejustasseasonalasfarmworksuch

asteachingHowever,teachersdonotseemtohavetheproblemofa

breakinemploymentinqualifyingforloans.Otherseasonalfarmworkers

weretoldbythebreaktofinishpayingfortheirlandandthenthey

wereissuedamastercardbythebankatthe19and21percentinterest

ratetocompletetheirhomes.Furthermore,thereisnomortgageloan

officerstationedatourlocalbank.

OFFICERS
INC

1979

JOSEG.SOLAREZ

TownManagerClark

TOWNCOUNCIL

MAACOANTONIOREYES,Mayor

LUIGCASTRO,ViceMayor

ERMILAD.ARNOLD.Member

MARIOS.Mernber

GEORGEGUERRERO,Member

SALVADORPICHARDO,Member

JOSEFINARODRIGUEZ.Member

March23,1988

SenatorWilliamProxmire

UnitedStatesSenate

CommitteeonBanking,Housingand

UrbanAffairs

Washington,DC20510-6075

RE:
TestimonygiventotheSenatebyMayorMarcoA.Reyes,SanLuis

Igivethisasonlyoneexampleofhowthebankingsystemandthe

monitoringoftheCRAisnotworkingintheruralcommunities.Isuggest

thattheirareothercreativewaysoffinancingandprovidingmortgages

tolowandmediumincomefamiliesanditistheresponsibilityofthe
bankandtheFederalReserveBoardtocreateotheroptions.

TheComitedeBienestar,itself,hashaddifficultyinsecuringappropriate

loansfromthebankingsystem.Thefarmworkersmembersinitiallyraised

over$100,000towardsthepurchaseofthelandandraisedadditionalfunds

towardsthedevelopmentofthelandbeforethebankingsystemwouldlend

usdevelopmentmonies.Inordertosecureourfirsttwoloans,wehad

toputuptwicetheamountofcollateral.Toreceive$400,000wehadto

putupthewholeproject,whichatthattimewasvaluedatabout$800,000.

TheintentoftheCRAistohelpcommunities,organizations,andpeople

suchasusbuildandgrow,theintentisnottoredlineourefforts.

Itwasoutofnecessitythatwejoinedwithseveralotherconcerned

ruralcommunitygroups,includingPPEPHousingDevelopmentCorporation

(PHDC)whichhasprovidedustechnicalassistance,inprotestingthebank's

acquisitionofanotherbankbecauseourcommunityanditspeoplewerenot

beingadequatelyserved.Priortotheprotest,meetingswereheldwith

thebankoverasixmonthperiodoftimewhichdidnotproduceany

agreementswhwouldbenefittheruralcommunities.Theresponsebythe

Federalsystemandthebankwasnotwhatweexpected.Becausewefiled

acomplaint,wewereimmediatelyseenasadversariesinsomerespectsby

boththebankandtheFederalagency.

Senators:

Thankyoufortheopportunitytopesentthisrelevanttestimonyregarding

theCommunityReinvestmentAct(CRA)andtheBankingsystemwhichofcourse

includesinvolvementbytheFederalReserveBoardandtheirstaff.

IamtheExecutiveDirectoroftheComitedeBienestar,anon-profit

communitycorporation,foundedin1981.Thisagencyisdedicatedto

creatinghousingopportunitiesforlowandmediumincomefamilies.

Wehaveprovided445farmworkerfamilieswithapieceoflandtheycan

calltheirownandcurrentlyarehelpingthembuildtheirhomesandto

activelyparticipateincommunityaffairsastheybecomeresidents.

Also,asaMayoroftheTownofSanLuisforthelast3years,Ihave

seentheproblemsandadvantagesofdealingwithourlocalbanking

institutionsandmuststatethatatpresentthedisadvantagestoour

ruralcommunityoutweightheadvantages.

Whileourlocalbankhasover40millionindeposits,itdoesnotseem

tohavetheflexibilitytoprovideanadequaterangeofservicestoour

predominatlylowandmediumincomeresidents.EventhoughtheCRA

providesguidelinesforthebankingsystemtoprovidemortgageloans,

homeimprovementloansandcommunitydevelopmentloans,thereisno

mechanismsetupwithinthatsystembytheFederalReserveBoardor

monitoringbythemtoinsurethatthebankscananddoprovideadequate

servicestorurallowandmediumincomeresidentswithinArizona.

Whilethebankagreedtomeetwithusandeveryonewasinagreementon

thetime,place,andagenda,theFederalReserverepresentativeattempted

tounilaterallychangeallthree.AsaresultonSeptember1stwhenthe

ruralcommunitygroups,PHDC,andValleyNationalBankheldameetingthe

FederalRepresentativehadalreadyalienatedtheBankagainstthegroup,

changedthetimeofthemeetingandtriedtoimposehisownagenda.

AsubsequentmeetingwasscheduledforthefollowingweekinPhoenixat

theValleyNationalBankHeadquarters.However,wewerelaterinformed

thatsuchameetingwasnotnecessaryandthattheywouldawaitthe

FederalReserveBoard'sdecisionontheacquisitionoftheBank.

ThefrustrationthatensuedinArizonageneratedagreatdealofpublic

concern(seetheaddendum,withcorrespondence,videotape,andarticles

abouttheeffectsofthelackofinvestmentcapitalinruralArizona.Sub

sequenttotheseeventsboththeArizonaCongressionalandevenAlan

GreenspanhaveadvocatedthattheFederalReserveBoardstaffarrangea

meetingbetweenPHDC,ruralcommunitygroups,andValleyNationalBank.
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CAURORA

UnitedStatesSenate

COMMITTEEONBANKING,HOUSING,AND

URBANAFFAIRS

January19,1988

.TodatetheFederalReserveBoardhasnotmadeanyattemptstocomply

withtheserequests.

PositivestepshavebeentakeninArizonatoavoidfutureconfrontations

bysettinguptheArizonaBankingAdvisoryCouncilbytheruralcommunity

groupsandPHDC.Forty-fivebanksandsavingsandloanshavebeen

invitedtoparticipateinanannualconferenceonmakingtheCRAwork

forboththelendinginstitutionsandtheruralcommunities..

TheworkshopwhichwillbeheldinlateAprilwillfocusontheinvestment

opportunitiesinruralArizonaandtheformationofaCommunityDev.

Corporation(CDC).TheCommunityDevelopmentCorporationwhichisto

behousedatPHDCwillprovidetechnicalassistancetoArizona'srural

townsinpackagingviableprojectsforfinancingandmarketingthemto

thebanks.TheArizonaBankingAdvisoryCouncilalongwithPHDCwill

providefundingforbothannualCRAworkshopandtheCDC.Allofthe

abovewascarefullycoordinatedwithoutthehelpofthefederal

representativesbecauseofthefearofnegativeimpacts.Weareactually

doingpartoftheirjob.

TheHonorableAlanGreenspan

Chairman,BoardofGovernors

FederalReserveSystem

10thandconstitutionAvenue,N.W.

Washington,D.C.20551

DearMr.Chairman:

.

Recently,theFederalReserveBoardapprovedthepurchaseby

valleyNationalBank,basedinPhoenix,ofCaliforniavalley

Bank,basedinFresno,California.

Finally,itisoursinceredesirethatyourcommitteeexaminethe

effectivenessoftheenforcementiftheCRAof1977bytheFederal

ReserveBoardinordertoavoidthelossofpublicconfindenceinthe

importantdecisionsmadebytheCongressthataffecttheveryeconomic

survivalofruralAmerica.

Submittedby,

AstheBoardconsideredthisacquisition,thePPEPHousing

DevelopmentCorporationlodgedaprotestclaimingthatValleyhad

failedtokeepitsobligationsundertheCommunityReinvestment

Act.

MarcoAntonioReyes

TOWNOFSANLUIS,ARIZONA

CC: AZCongressionalDelegation

Dr.JohnD.Arnold,PHDC

AsIunderstandit,thisconflictpromptedagooddealof

antagonism:publicprotestsbythePPEPangeredthebank;PPEP

feltthebankwouldnottalkwithitsofficials;andPPEP

complainedthatfedofficialsweresidingwiththebank.

Sincerely,

inte
whilian(Proxmis

Chairman

pc:TimCreedon,ValleyNational



5
4

IOUSINGDEVELOPMENTCORPORATION

(602)623-0373

Thereisanon-complianceissuebytheFederalReserveBoardwiththeRulesof

Procedure,Section262.3,(c),"TheBoardwillconsidertheapplicant'sresponse

onlyifitisinwritingandsenttotheSecretaryoftheBoardonorbeforethe

tenthdayafterthedateoftheletterbywhichitisforwardedtotheap

plicant."PHDCcontendsthatValleyNationalBankwasgivenmorethan30daysto

respond.Therefore,theBoardshouldnothaveconsideredtheirresponseof

October14,1987whenmakingthedecisiononthisissue.Theonlyallowable

admissibleresponsewasValleyBank'soriginal5pagesubmittalinAugust1987.

Re:ReconsiderationoftheacquisitionoftheCaliforniaValleyBankbyValley

DearMr.Wiles:

WeareaskingforreconsiderationoftheactiontakenonNovember30,1987bythe
BoardofGovernorsontheabovereferencedcasebasedonthefollowing:

PHDCalsocontendsthatthereisanon-complianceissuebytheFederalReserve

BoardwiththeRulesofProcedure,Section262.3,(3),"Inanycaseinwhicha

formalhearingisnotorderedbytheBoard,theBoardmayaffordtheapplicantand

otherproperlyinterestedpersons(includingGovernmentalagencies)anopportunity

topresentviewsorallybeforetheBoardorisdesignatedrepresentative."PHDC,

itsaffiliatesandcommunityrepresentativesarecomprisedof"otherproperly

interestedpersons",yetwewerenotgivenanopportunitytopresentviewsorally
beforetheBoardoritsdesignatedrepresentative.Beassuredwedidaskverbally

bothMr.SussanandMsNardolilliofyourstaffifwecouldattendtheBoardmeeting

andweretoldthatwecouldnot.Noothermeetingwassuggestedbyeitherofthe
aboveparties.

1. Non-compliancewithproceduralrequirementsbytheFederalReserve

Bank.

2. DiscriminationbytheFederalReserveBankandValleyNationalBank

(VNB)againstArizona'sminorityandruralpopulations.

TheFederalReserveBoardiscondoningblatantdiscriminationby:

1. RefusingtoholdapublichearinginArizonawhichwouldaffordthe

opportunityofitsminorityandruralpopulationstospeaktotheissues

ofpersonalexperienceswithValleyNationalBank'sdiscriminationinits

lendingpracticestowomen,minoritiesandruralresidents.

2. TotallyignoringPHDC'sstatementsofwhyawrittenpresentationwould

notsufficeinlieuofahearing.

3. TotallyignoringPHDC'sstatisticalreviewofVNB'sunacceptablehousing

andcommunitydevelopmentlendingpracticestominorityandotherrural

residents.

Basicallyontheabovethreepointsofdiscrimination,theFederalReserveBoard

refusedtoconsidertheevidencepresentedthatshowedthatasignificantportionof

the40percentofthepopulationoftheStateofArizonaspreadsoverawide

geographicareawasexperiencingdiscriminatoryproblemswithTallerNationalBank

loar.practices.ThatmanyofthepeoplewhohavelendingissueswithValley

NationalBankaremonolingual,women,hispanicandfarmworkersaswellaslowand

moderateincomepeopleandneedaforumtobeheardsothattheircasescanbe

documentedasevidencethattheValleyNationalBanklendingsystemisnotworking

inthetargetareasinwhichtheyprovideservices.

ApparentlytheFederalReserveBoardchosetoignorePHDC'sstatisticaldatathat

waspresentedinaformatthateasilyidentifiedcensustractsinfavorofVNB's

submissionthatdidnotidentifycensustractsbutspokeofcommunitiesingeneral.

VNB'sdatashowed1,412loansattheVNB'sSanLuisBranchcomparedwith869loans

attheVNBTowerofPlazaBranchindowntownPhoenix.Thefollowingcommentson

thosestatistics:

Director

-D.Amold

HousingDirector

ThomasMartinelli

806East46thStreet

"DEDICATEDTOIMPROVINGTHEQUALITYOFRURALHOUSINGINARIZONA"
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1.Thereisnoinformationonthemedianincomeofthecensustractsor Atthispoint,PHDCwouldliketoentersomenewstatisticswhichaddressVNB's

non-compliancewiththeCRA.AttachmentCshowscomparisonsbetweentwoTucson

neighborhoods,oneontheNortheastsideandoneontheSouthwestside.Notethat,

eventhoughtheSouthwestSectorhasagreaterpopulationandagreaternumberof

homes,thetotalmoneymadeavailableforhomepurchaseloansisconsistently5

timesgreaterfortheNortheastSectorthanfortheSouthwestSector.

2. AlltheotherlistedbranchesareoutsidetheCityofPhoenixeitherin

theurbanareasorruralareasandactuallysubstantiatePHDCpointof

discriminatorylendingpracticesundertheCRAtoruralandurbancom

munities.Thefollowingresidentialandbusinessloansaretakendirectly

fromthestatisticssubmittedbyVNBinitsOctober14,1987submission:

ItappearsthatboththeFederalReserveBoardandVNBhasoverlookedtheintentof

CRAorchangedit.QuotingfromthepublicationTheCommunityReinvestmentAct,A

Citizen'sActionGuide,"THEREGULATORYAGENCIESHAVESUGGESTEDTHATUNDERTHECRA

THETYPESOFCREDITMAYINCLUDERESIDENTIALLOANSFORONETOFOURDWELLINGUNITS;

RESIDENTIALLOANSFORFIVEDWELLINGUNITSANDOVER;HOUSINGREHABILITATIONLOANS;

COMMUNITYDEVELOPMENTLOANS;ANDFARMLOANSOFALLTYPES.Whileneitherthe

regulationsnortheactitselfprovideaspecificdefinitionofcreditneeds,the

legislativehistoryofCRAmakesrepeatedreferencetothetypeofcreditlisted

above.Inanycase,thiscreditlistingshouldbetailoredtoeachoneofthe

institution'slocalcommunities,andshouldnotmerelyrepeatthevarioustypesof

credittheinstitutionis"preparedtoextend"toitsentirecommunity."

a. Tolleson 16loans

b. GileBend 13loans

C. Mesa 14loans

3.

d.Glendale IncludedinPHDC'ssubmissionofAugust18,1987wasVNB'sCRAstatementforits

servicearea.Allwerestandardizedexceptforafewwords.Allrepeatedthe

varioustypesofcredittheinstitutionispreparedtoextendtoitsentirecom

munityNonewerepersonalizedforanyofthecommunities.Intheonlymeeting

heldwithVNBofficialsafterPHDCfileditscomplaintwiththefederalreserve

board,VNBofficialsrepeatedtimeaftertimethattheywere"Preparedtoextendthe

samecreditprogramstoeachcommunityandwouldnotextendanyspecialoraddition

alprograms. 11

MostofthecreditprogramslistedintheindividualizedVNBCRAstatementswere

notonlythesame,buthadverylittletodowithhousingandcommunitydevelop

ment.WhilewecommendVNBontheirprogramtoprovideglasses,paymedicalbills

andcarrepairsandhopetheycontinuethisprogramaswellastheirgiftand

contributionprogram,thesehaveverylittletodowiththeintentofCRA.RURAL

PEOPLEWANTVIABLE,WORKABLELOWANDMODERATEHOUSINGLOANSANDCOMMUNITYDEVELOP

MENTLOANSSUITEDTOTHEIRINDIVIDUALNEEDS.

PLEASENOTE,INCHECKINGWITHTHETOWNOFSANLUISWATERDEPARTMENT,THEYSHOW680

MATERHOOKUPS.OFTHOSE,50AREFORCOMMERCIALBUSINESSES.THISMEANSTHATAT

Toquotefrompage6ofOrderApprovingtheAcquisitionofaBank,"VNBhasan

existingprogramtoascertaincommunitycreditneedswhichinvolvesusingmarketing

andothersurveystodeterminethecreditneedsofthecommunitiesitserves,...'

ThereisnoproofinanysubmissionbyVNBoftheabovestatement.Theirexcellent

publication,ArizonaStatisticalReviewdoesnotdealwiththecreditneedsofthe

communities.InfactwemightsuggesttoVNBthattheyusetheirpublicationto

determinetheeconomicdifferencesbetweenruralandurbanandbetweenonerural

commityandanother.

Wherearecopiesofthesurveysandtheirresultsbycommunity?Wherearethe

individualizedVNBCRAstatements?

SowhatwehaveistheFederalReserveBoarddefendingVNBbyusingthesame

languageinthatOrderthatVNBusedintheirsubmission.Don'tforgetthatthis

isthesamesubmissionthatwasusedbytheBoardinnon-compliancewithitsown

RulesofProcedure.
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ATTACHMENTC

DISCRIMINATORYLENDINGPATTERNS

OFVALLEYNATIONALBANK

INTWOTUCSONNEIGHBORHOODS

NowbereinanyofVNB'ssubmissionsdotheyaddressthebilingualormonolingual

natureofourstatespopulation.Noneoftheirmediapresentationsarebilingual

orinSpanish.Noneoftheiradvertisementsaddressprogramsthatspecifically

addressthecreditneedsoflowandmoderateincomepeopleinVNB'sserviceareas.

Theadvertisementsare,quitesimply,advertisementsforVNB'sservices.Theyare

notgearedtowardsthelowandmoderatepopulationsandcertainlynottowardsthe

minoritypopulationsoftheruralareas.

ByValleyNationalBanksownadmissionandthatoftheFederalReserveBoardinthe

documentOrderApprovingtheAcquisitionofaBank,"ValleyNationalisthelargest

bankingorganizationinArizona,operatingonesubsidiarybankwithtotaldeposits

of$9.2billion,representingapproximately38.8percentofthetotaldepositsin

commercialbanksinArizona.Withthisismind,VNBshouldbedoingmoreforthe

peopleinitsserviceareaandmoretodevelopthecommunitiesitserves.

TwoTucsonneighborhoodswerechosenforthiscomparison:

oneontheNortheastside(comprisingTracts40.01,

40.04,40.10,40.11,40.12,40.13,40.14,40.15,

40.21and40.22)andoneontheSouthwestside(comprising

Tratcs20,21,22,24,25.01,37.01,37.02,37.03,

38and39.)TheaggregatefiguresforthetenCensus

TractsineachSectorarecomparedbelow:

11

Sincerely, NESector SWSector Ratios

John. تن CrosI.cimold

اب
هدرس

Population 45,328 61,226 3:4

JohnD.Arnold,Ph.D.

ExecutiveDirector Year-roundHousingUnits 16,726 19,080 4:5

MedianIncome $21,592 $13,532 3:2

MeanIncome $22,601 $15,080 4:3

CC:

&Hispanic
.

8% 62% 1:8

WilliamProxmire

HenryGonzales

LegislativeDelegation

GaleAncotta,NITC

HenryGreen

$Poverty 19.5% 49% 2:5

MedianMinority% 13% 63% 1:5

Agg.Med.Incomeas$ofMSA 1296 78% 2:1

JDA/hr

VALLEYNATIONALBANK'SHMDAREPORTS

TotalHomePurchaseLoans(inThousanas)

*82thru'86 61/$4,695 27/$132 3:1/5:1

'86only 30/$2,114 9/$425 3:1/5:1

Notethat,eventhoughtheSwSectorhasagreaterpopulation

andagreaternumberofhomes,thetotalmoneymadeavailable

forhomepurchaseloansisconsistently5timesgreaterfor

theNESectorthanfortheSWSector.
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February16,1988

ItwasveryapparenttousthatMr.Wilesdidnotverifyourallegationsoffalse

andmisleadinginformation.Insteadtheiranswerwasthatthe1440VNBloans

wereprobablymadeinpartinMexicoandtothelocalmilitarybase.See

attachedletterpage3,paragraph2.Thisansweristotallyunacceptablesince

CongressneverintendedtheCommunityReinvestmentActtocovertheRepublicof

Mexico!Also,thenearestmilitarypostinYumaCountyistheMarineCorpsAir

StationinYuma,some80milesroundtripfromSanLuis.Thisbaseisservedby

otherbranchesofVNBinYumna.Therefore,wefeelthattheFederalReserveBoard

isintentionallybreakingthelawbycoveringupfalseandmisleadinginforma

tion.

SenatorWilliamProxmire

U.S.Senate

530SenateDirksonBlvd.

Washington,D.C.20510
Astaxpayers,wehavetherighttodemandaninvestigationofthiscover-upand

theloanpractices,acriminalpenaltiesimposedonthosewhofalsifiedfederal

documentsandthosewhowereincomplicity.Wedonotfeelthatbecausein

dividualsarefederalemployeesthattheyshouldbeimmunefromthepenaltiesfor

breakingthelaw.

RE:
FederalReserveBoardCover-UpScandel

DearSenatorProxmire:

ItisbecomingevermoreapparenttoruralArizonansthattheFederalReserve

BoardholdsincontempttheCommunityReinvestmentActof1977.

Wewouldappreciatebeingputincontactwithappropriatefederalinvestigative

agenciessothatthismattercanbepursuedandjusticeservedonbehalfofrural

Arizonanswhichhavebeendeniedequalaccesstocreditandinvestmentcapital.

Thankyouforyourinterestinthismatterofgraveconcerntous.

Sincerely,

AfurtherexampleoftheFederalReserveBoard'scollusionwiththebanksisthe

cover-upoffalseandmisleadinginformationmadebyValleyNationalBankin

theirCRAstatementsduringtheiracquisitionoftheFresnoBank.

Duringtheappealprocess,PHDCchallengedthedatagivenbyValleyNationalas

toitslendingpracticesinSanLuis,Arizona.

Inparticular,VNBreportedtotheFederalReserveBoardithadmadeinthe

excessof1440loansinSanLuis,Arizona.Afterconsultingwiththetown

mayor,heindicatedthattherewereonlyabout680waterhookupswith50being

commercial.WethenconsultedwiththeSanLuisWaterCompany,whichconfirmed

thattherewereonly720waterhook-upsofwhich50werecommercial.Therefore,

VNBwouldhavebadtomakeover2loansperfamilyinSanLuisinordertomeet

theapproximately1440loanfiguretheyclaim.Inourappealweevenprovided

thenamesandphonenumbersoftheutilitycompanyfortheFederalReserveBoard

toverify.

Joldal

JohnD.Arnold,Ph.D.

ExecutiveDirector

Enclosure

cc:
BartNaylor

FurtherinquiriestotheMayorofSar.Luisrevealedthatinthepasttherewasno

fulltimemortgageloanofficerandthatthelocalVNBhadmadesomemortgage

loanstoresidentsinMasterCardcreditlinesat19%to21%.
JDA/hr

dan

tiveDirector

D.Arnold

HousingDirector

ThomasMartinelli

Non-Profit

"DEDICATEDTOIMPROVINGTHEQUALITYOFPUAALHOUSINGINARIZONA"
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as
February1,1988

BankhadnotrespondedtoyourrequestforVNC'sresponse.The
Boardhasthusprovidedyouanopportunitytorespondtothe

information

was

JohnD.Arnold,Ph.D.

ExecutiveDirecto:

PPEPHousingDevelopmentCorporation

806East46hStreet

Tucson,Aizona85713

DearMr Arnold:

Iamwritinginresponsetoyourletterrequestingthe

BoardtoreconsideritsactionofNovember30,1987,approving

theapplicationsbyValleyNationalCorporation,Phoenix,

Arizona,toacquireCaliforniaValleyBank,Fresno

California.TheBoard'sRulesofProcecuzeprovidethata

petitionforreconsiderationmustbereceivedbytheBoardon

orbeforethefifteenthdayaftertheeffectivedate05the

Board'saction,andyourrequest,receivedbytheBoarion

Decembe:14,1987,istimely.

PPEPalsoarguesthattheBoard

Section262.3(k)oftheBoard'sRulesoProcedure

proriaesthattheGene:alCounseloftheBoardshadigecertine

whethe:cosantareçues:50:reconside:asion.The5:2..3a:6

fo:determiningwhethezaSeconsiderationrequestwilbe

eranceiswhetherthereçuestpresents"zelevantfactsthas,

40:cooccauseshown,werenotpreviouslypresentectothe

Boa..." accitior,this

onitsrequestfo:reco.siae:acion,PP2Pa.secaree

issues:(1)noncompliancewithprocecera-:esciemercsbythe

FederalReserveBank,(2)cisc:izinationbytneFeiera:Rese:re

SystemsandValleyNationalBankagainstArizona'sminorityand

:uralpopolztions,anc(2)inadequatecocumentationbyVNCto

pzovethatitisincompliancewiththeCommunisyReinvestae..:

Act.

withregardtoyouractualcomplaint,PPEPcontinues

toasser
thatVNC'ssubsiciariesareciscriminatingagains:

tozega:c
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Mr.G.E.Wright

SeniorVicePresidentandSecretary
ValleyNationalCorporation

241NorthCentralAvenue

Phoenix,Arizona85004

8
8

-
3

DearMr.Wright:

TheBoardofGovernorsoftheFederalReserveSystem
hasapprovedthefollowingapplicationfiledpursuanttothe

BankHoldingCompanyAct.

PPEP'sanalysispresentsnofactsthattheBoarddid
notconsideratthetimetheapplicationwasapproved.Board
staffhascarefullyreviewedyourpetitionandhasdetermined

thatVNC'ssubsidiariesprovidethemajorityofthehome
improvementloansinthelow-andmoderate-incomeareasof

Tucsonandthattheyprovidedmoremortgagesandhome
Improvementsper1,000owneroccupiedunitstothelowerincome

areasthantothehigherincomeareasinTucson.

ValleyNationalCorporation,Phoenix,Arizona

("Applicant"),toacquireCaliforniaValleyBank,
Fresno,

California("Bank").

Initsconsiderationoftheseapplications,theBoard
hasreliedonthefollowingcommitmentsmadebyValleyNational

Corporation:

1.

a

Applicantwillcontributeadditionalcapitalto

BanksuchthatatconsummationBankwillhave

minimumprimarycapitalratioofatleastseven

percent;and

2. Applicantwill
not

Forthee2sonsincicateabove,theGenealcounsel

dasdeterminedthatnonewactshavebeenpzesentesthatwoulo
provideabasisfo:reconsiderationobtheBoard'sdecisionin
thiscase.Accordingly,pursuanttotheauthorityceleçetesby
theBoa:dtotbeGeneralCounse!insection265.215)(7)obthe

Joa:c'sRulesRegardingDeleçation0%Autho:isyancafte:
BonsultationwiththeDirectorso:obezinteresteaDirisions

oftheBoa:&
0:

thei:designees,
you:request

recor.side:a:ionisherebydeniec.

MaterialrelatedtotheBoard'sactionisenclosed.

PleaseadvisetheFederalReserveBankofSanFranciscoin
writingwhentheapprovedactionisconsummated.

Verytrulyyours,

PAAUN

Ve:ytrulyyou:5,

Villaa wasil
JamesMcAfee

AssociateSecretaryoftheBoard
!

Enclosures: 1.

2.

PressRelease

Order
ki:1:21.W.fi.es

Secreta:yotbeBoard

CC: FederalReserveBankofSanFrancisco
.
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ValleyNationalCorporation

OrderApprovingtheAcquisitionofaBank

ValieyNationalCorporation,Phoenix,Arizona("Valley

National"),abankholdingcompanywithinthemeaningofthe

BankHoldingCompanyAct (12v.s.c.§1841etseq.) ("BHC

forimmediaterelease November30,1987

Act"), has appliedfor the Board's approvalunder

section3(a)(3)of theBHCAct(12U.S.c.$1842(a)(3)) to

acquireCaliforniaValleyBank,Fresno,California("Bank").TheFederalReserveBoardtodayannounceditsapproval

oftheapplicationbyValleyNationalCorporation,Phoenix,

Arizona,toacquireCaliforniaValleyBank,Fresno,California.

Noticeoftheapplication,affordinganopportunity

forinterestedpersonstosubmitcomments,hasbeengivenin

accordancewith section3(b) of theBHCAct (52Federal

Register26,083(1987)). Thetimeforfilingcommentshas

Attachment
expired,andtheBoardhasconsideredtheapplicationandall

commentsreceived,includingcomments inoppositionto the

applicationfromthePPEPHousingDevelopmentCorporation

("PPEP"),Tucson,Arizona,andtheSaltLakeCitizensCongress,

SaltLakeCity,Utah(collectively,the"Protestants"),in

lightofthefactorssetforthinsection3(c)oftheBHCAct

(12U.S.C.$1842(c)).

.

Section3(a)oftheBHCAct,12U.S.C.§1842(a),the

DouglasAmendment,prohibitstheBoardfromapprovingan

applicationbyabankholdingcompanytoacquireabanklocated

outside theholdingcompany'shome state, unlesssuch
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ValleyNationalisthelargestbankingorganizationin

Arizona,operatingonesubsidiarybankwithtotaldepositsof

$9.2billion,representingapproximately38.8percentofthe

otaldepositsincommercialbanksinArizona.4/

NationalalsooperatescommercialbanksinUtah. Bankisthe

to

170thlargestof 432commercialbankingorganizationsin

California, controlling totaldepositsof$73.0million,

acquisitionis"specificallyauthorizedbythestatutelawsof

thestateinwhichsuchbankislocated,bylanguagetothat

effectandnotmerelybyimplication."1/
Thestatutelawsof

Californiaauthorizeanout-of-statebankholdingcompany,with

theapprovaloftheCaliforniaSuperintendentofBanks,

acquireaCaliforniabankorbankholdingcompanyprovidedthat

thestatelawsoftheacquiringinstitutionhassubstantial

reciprocitywithCalifornialawandthatthetransactionwill

nothaveanadverseeffectonthepublic'sconveniencein

California.27

representinglessthan1percentoftotaldepositsin

commercialbanksinCalifornia.Consummationoftheproposal

wouldnothaveanysignificantadverseeffectuponthe

concentrationofbankingresourcesinArizonaorCalifornia,

ValleyNationaandBankdonotcompetedirectlyin

anybankingmarket.Accordingly,consummationoftheproposal

wouldnoteliminateanysignificantexistingcompetitioninany

relevantbankingmarket.TheBoardhasalsoconsideredthe

effectsoftheproposedacquisitiononprobablefuture

competitioninthemarketsinwhichValleyNationalorBank,

butnotboth,compete.Inlightoftheexistenceofnumerous

potentialentrantsintotherelevantmarkets,theBoard

concludesthatconsummationoftheproposedtransactionwould

Pinancialcode.

nothaveanysignificantadverseeffectonprobablefuture

competitioninanyrelevantbankingmarket.

1Abankholdingcompany'shomestateisthestateinwhich

theoperationsofthebankholdingcompany'ssubsidiarybanks

wereprincipallyconductedonJuly1,1966,orthedateon

whichthecompanybecameabankholdingcompany,whicheveris

later.
12U.S.c.$1842(d).ValleyNational'shomestateis

Arizona.

2/Cal.FinancialCode$3770etseg.(West1968and

Supp.1987).

4AllstatebankingdataareasofDecember31,1986.

23

!
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The financial andmanagerialresources ofValley InaccordancewiththeBoard'spracticeandprocedures

National, its subsidiaries, and Bank
are

considered forhandlingprotestedapplications,5,theBoardreviewed
the

CRA recordof VB&T and VNB, the allegationsmadebysatisfactoryandconsistentwithapproval.

needsof the Protestants,andValleyNational'sresponse. ValleyNational

communitiestobeserved,theBoardhasalsotakenintoaccount hasmetwithProtestantsin
an attemptto addresstheir

therecordofValleyNationalundertheCommunityReinvestment
concerns. Theparties,however, were

unable tocometo а

resolutionoftheirdifferences.Act(12U.S.C.§2901etseq.)("CRA").TheCRArequiresthe

Board,initsevaluationofabankholdingcompanyapplication, withregardtoVB&T'sperformance,theBoardnotes

toassess therecordof anapplicantinmeetingthecredit
are

of the entire
community, includinglow and

thatthebankhasanumberofprogramsinplacethat

monitoredbyanexecutivevicepresidentwhoreportsdirectly

tothePresidentofVB&T.VB&Tisactiveinprovidinghomemoderate-incomeneighborhoods,consistentwithsafeandsound

hasconsideredtheextensivecomments frombothSaltLake recordindicatesthatVB&Tparticipatesinseveralcommunity

developmentactivities,includingservingasan SBApreferred

а

needs

lenderparticipatinginhomeimprovementloanprogram

initiatedbyalocaldevelopmentagency,investinginmunicipal

bonds,supportingUtah'sguaranteedstudentloanprogram,and

collaboratingwithmanyneighborhoodgroups.

requeststhattheBoardnot approvetheapplicationuntil
TheBoardhasalsoconsideredtheCRArecordofVNB.

ValleyNational'sArizonasubsidiary,ValleyNationalBank Afull-timeCRAcomplianceofficermonitorstheCRAactivities

("VNB"),demonstratesthatitismeetingthecreditneedsof ofVNBandreportsdirectlytoanofficerofVNBwhoisa

low-andmoderate-incomeresidentsinruralserviceareasand

thatValleyNationalhas asatisfactoryCRAperformancein 5/ See12C.F.R.$265.25(c).

ruralserviceareas.



6
3

-6 -7

memberoftheexecutivecommitteeofVNBand theexecutive theBoardconcludesthattheconvenienceand needsof the

committeeofValleyNational. VNBhasanexistingprogramto

ascertaincommunitycreditneedswhichinvolvesusingmarketing

communitiestobeservedareconsistentwithapproval.6/

and other surveys todetermine thecreditneedsof the

communitiesit
serves, as

well ashavingitsofficersand is,approved, subjecttotheexpressconditionthatValley

NationalobtaintheapprovaloftheCaliforniaSuperintendentdirectorsparticipateinavarietyofcommunityorganizations,

VNBadvertisesitsservicesthroughradio,television,print,

andbillboardmedia;isactiveinprovidingmortgageandhome

ofBankspursuanttosection3776 oftheCaliforniaFinancial

Code. Thistransactionshallnotbeconsummatedbeforethe

improvementloans; participatesin FHA TitleI lending thirtiethcalendardayfollowingtheeffectivedateofthis

Order,orlaterthanthreemonthsaftertheeffectivedateof
programs;andhasa
CRAloanprogramdesignedtooffer

extended-termloanstoresidentsoffederallydesignatedlow

to-moderate-incomelevelcensustracts.

thisOrder,unlesssuchperiodisextendedforgoodcauseby

WithrespecttotheProtestants' assertions, areview

ofVNB'sloanportfolioindicatesthatthereisareasonable

distributionofloansbetweenurbanandruralareas,giventhe

factthatover75percentofthestate'spopulationresidesin

PhoenixandTuscon. InordertostrengthenitsCRAperformance

incertainlow-andmoderate-incomecensus tractswithinthe

6/PPEPhasalsorequestedtheBoardtoorderapublicmeeting

orhearingtoreceivepublictestimonyontheissuespresented

bythisapplication.Althoughsection3(b)oftheBHCActdoes

notrequireapublicmeetingorformalhearinginthis

instance,theBoardmay,inanycase,orderapublicmeetingor

formalhearing.See12C.F.R.§262.3(e)TheBoard'sRules

ofProcedurealsoprovidethatapublicmeetingmaybeheldto

clarifyfactualissuesrelatedtoanapplicationortoprovide

anopportunityforinterestedpersonstotestify.12C.F.R.

$262.25(d).However,initsrequestforahearingora

meeting,PPEPdoesnotpresentanymaterialquestionsoffact

that
are

PhoenixandTusconMSAS, VNBhasagreed tostrengthenits

marketingandconsumereducationeffortsinallsegmentsofits

servicearea.
VNBwillexpandthroughoutthestateitsspecial

lendingprogramsgearedtolow-andmoderate-incomepersons,

especiallyinruralareas.Basedonallthefactsofrecord,

!

!
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November30,1987

Byorderof
theBoardofGovernors,]effective

theBoardorbytheFederalReserveBankofSanFrancisco

BarbaraG.Toomer,director

TheSaltLakeCitizensCongress

347South400East

SaltLakeCity,Utah84111

DearMs.Toomer:lacruenMunglue

James

TheBoardofGovernorsoftheFederalReserveSystem

hasapprovedtheapplicationofValleyNationalCorporation,

Phoenix,Arizona,toacquireCaliforniaValleyBank,Fresno,

California.

release
press

and the order
Enclosed
are

ปVotingforthisaction:ChairmanGreenspanand

GovernorsJohnson,Seger,Angeli,Heller,andKelley.

a

UndertheBoard'sRulesofProcedure(12C.F.R.

Part262),youmayrequesttheBoardtoreconsiderthisaction

inaccordancewithsection262.3(k)oftheBoard'sRules,

copyofwhichisenclosed.PleasenotethattheRulesof

Procedureprovidethatanysuchpteitionforreconsideration

mustbereceivedbytheSecretaryoftheBoardnolaterthan

thefifteenthdayaftertheeffectivedateoftheenclosed

Order

Verytrulyyours,

elJamesMcAfee

Enclosures

CC:
FederalReserveBankofSanFrancisco

ValleyNationalCorporation✓
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BOARDOFGOVERNORS

FEDERALRESERVESYSTEM

ADDRCIEOFFICIALCORRESPONOCNCC

TheBoardofGovernorsoftheFederalReserveSystem

hasapprovedtheapplicationofValleyNationalCorporation,

Phoenix,Arizona,toacquireCaliforniaValleyBank,Fresno,

California.

releaseand the order

UndertheBoard'sRulesofProcedure(12C.F.R.

Part262),youmayrequesttheBoardtoreconsiderthisaction

inaccordancewithsection262.3(k)oftheBoard'sRules,a

copyofwhichisenclosed.PleasenotethattheRulesof

Procedureprovidethatanysuchpetitionforreconsideration

mustbereceivedbytheSecretaryoftheBoardnolaterthan

thefifteenthdayaftertheeffectivedateoftheenclosed

Order:

Tollyrea)JamesMcAfee

OFTHE

FederalReserveBankofSanFrancisco

ValleyNationalCorporation
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C2 THE ARIZONA REPUBLIC V

Bank deal's

OK by Fed

protested

Community groups

requesting hearing

FED
Continued from C1

By FRANCIE NOYES

The Arizona Republic

reconsider the approval of First

Interstate's acquisition, and they

also will demand that the Senate

hold oversight hearings, lookingat

the activities of the Federal Re

serve," he said.

In a related development, the

Federal Reserve has extended its

review of a challengeagainst Val.

ley National Bank. Tucson -based

PÞEP Housing Development Corp.

has filed a protest against Valley

Bank, saying it discriminates

against rural customers in its

lending policies. PPEP stands for

Portable Practical Educational

Preparation .

THE ARIZONA REPUBLIC

The Economy
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Rural group

is protesting

VNBlending

Continued from 1F

months in loans for a program ca

tering to small, family -owned busi

nesses. Aspart of its five-year plan,

PPEP had asked for $ 200,000 a

year for the next five years for that

program .

• The complaint could slow VNB's

purchase of California -basedValley

Bank, Creedon said . The Commu

nity Reinvestment Act states that a

bank can't buy another bank if it is

not serving its present community.
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Business
Wednesday, October 14, 1987

Tucson Citizen

By JENNIFER BOICE

Citizen Business Writer

community

Senators

groups,including one in Tucson to reviewa Senate

hearing in December into the

Federal Reserve Board's regula

tion of a 10 -year -old law .

their credit grievances with the

banks.

Mình đi
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The Daily Dispatchpor and themosty cull be safe " - A. Lincola

Minority assistance group

challenges Valley National
By DaveEFT

Friday

September 4
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Valley Bank accused

of rural-areas snub

Canceled meeting

with group pushing activities in rural communities.

for housing loans

E
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y

has been discussing with the bank

since April the bank's lending

Under the federal Community Re
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SNUB Continued from C1

Reserve) procedure go on ," he said. Arnold, executive director of the of other factors,” according to the

"

o
n
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The Arizona Daily Star

MoneyTucson , Wednesday, September 9 , 1987

VNB practices on home loans

favor urban Arizona customers,

advocate for rural areas says

By Bob Svejcara

The Arizona Daily Star

Valley National Bank is turning its

back on Arizona's rural communities

with discriminatory practices in home

mortgage and home improvement lend

ing, a rural aid group charged.

The charges are based on a PPEP off. Creedon said the comparisons be

study of home purchase and home im- tween loans to rural and urban areas

provement loans provided by VNB be- " have no merit . "

tween 1981 and 1986 to selected census The report compares census tracts

tracts in rural versus urban areas of in the rural areas of Tolleson and Gila

Pima and Maricopa counties.

VNB

Comparing two census tracts in

Glendale with one west of Phoenix ,

bordering Tolleson , the PPEP re

lion for credit losses as of March and

higher poverty rate and a higher has invested one - third of its loan and

Hispanic minority presence than the lease portfolio ( $2.4 billion ) in high

urban tract,” the report said .
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Money

TO US

*
*
*

Elizabeth Mangelsdort, The Arizona Daily Star

Red banner Protestors hold a red banner to symbol

ize their charges that Valley National Bank is " redlining" in denying

home and community development loans to rural areas. The protest

occurred yesterday outside the bank's downtown office in Tucson . It

was sponsored by the PPEP ( Portable Practical Educational Prepara

tion) Housing Development Corp.

The drizona Baily Star

Tucson , Friday, September 18 , 1987
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sa SAREPUBLIC

The Economy
Dow tumbles 31.82 points

Stocksfinish sharply lowerinactivetrading. TheDowJones

industrial average drops 31.82 points, 10 2,492.82, after a

loss last week of 84.10 points. B8.

Business

today

3

Charles Kraicai/ The Arizona Repuonc

Protesters holding signs and a red ribbon Phoenix. The group, led by a Tucson. towns by refusing to make adequate loans
line up outside the corporate headquarters based housing development corporation , outside urban areas. The group is made up

of Valley National Bank in downtown said the bank discriminates against rural mostly of residents of the San Luis area.

Group protests 'redlining' by bank
Valley National signs and held a red ribbon to the rural residents do not get state's population, Creedon said.

protest what they call Valley their fair share of loans, Arnold In a letter sent to the Federal

defends policy National Bank's " redlining " of said. Reserve Board on Monday, Cree

the state's rural communities In comparing housing-related donwrote, " Wefeelthat thisis

on rural lending Valley National Bank discrimi. loans made in comparable census tangible evidence that we have
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PREDLINING Continued from B5

ber of federal agencies when an into those communities, " Farias

cout-of-state merger or acquisition is said.

w
e
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The CHAIRMAN. Thank you very much, mayor, for a fine state
ment.

STATEMENT OF SHANNA SMITH, DIRECTOR, TOLEDO FAIR

INSTITUTION OF AN AFFIRMATIVE MARKETING PROGRAM

The Bank Board did condition First Federal Savings and Loan's

application for a branch. The conditions were that they had to es

tablish a home improvement loan department of which this large

major S& L in Ohio had not had. They were to institute an affirma

tive marketing program and then have semiannual meetings with

community groups.
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Likewise, when an advertiser and a lender uses advertising,

either on television, radio or in the print media , if onl; white

people are shown in those ads, it has a subliminal message to the

minority populations in America that we may not want to do busi

ness with you . That is also a violation of title VIII of the Federal

Fair Housing Act.

FHLBB HEARING

-

As a result, there was no cooperation and we filed the challenge.

Now this is when we started working with the Bank Boardagain.

They scheduled a hearing, told us we had to come down to Cincin

nati again , and we asked them if the hearing could be held in

Toledo because we couldn't afford — I know how you felt about

coming here with the expense and time-couldn't afford to go down

to Cincinnati to present it. Back and forth we went with the Feder

al Home Loan Bank Board and we finally got the meeting sched

uled in Toledo.
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going on in Toledo have been significant. We have had lenders

build full service branch banks in the black community. First Fed

eral still does not have a branch there and has said that they will

close their doors before they sit down and talk with us as a commu

nity group in building a branch bankin the black community, al

though they have been studying it for 8 years.
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TESTIMONYOFSHANNASMITH

EXECUTIVEDIRECTORTOLEDOFAIRHOUSINGCENTER

BEFORETHESENATECOMMITTEEONBANKING

CommunityReinvestmentActOversightHearings

instrumentalintheinvestigationandprosecutionofatleast

sevenmajorcasesfiledinfederaldistrictcourtagainstlending

institutionsdoingbusinessintheToledoarea.Inoneofthe

mostrecentcaes,oldWestEndAssociationv.BuckeyeFederal

Savings&LoanAssociation,675F.Supp.1100(N.D.Ohio1987)

thecomponentsofaprimafacielendingdiscriminationcasewere

I. INTRODUCTION

MembersoftheCommittee,mynameisShannaSmith. Iamthe

established.
ExecutiveDirectoroftheFairHousingCenterlocatedinToledo,

Ohio. The FairHousingCenteris an agencyof the Toledo

The CommunityReinvestmentAct has sometimesbeen an
CommunityHousingResourcesBoard,Inc.,anon-profitcorporation

essentialtool in our
effortsto rid

our communityoforganizedandexistingunderthelawsoftheStateofOhio. The

purposesoftheFairHousingCenteraretoidentifyandeliminate

discriminatorylendingpractices. Wehaveusedorthreatenedto

use the CRAprotestmechanism
as a means theallformsofdiscriminationinhousingandlendingintheToledo,

ofdrawingto

to educate

attentionoflendersandregulatorsour concernsaboutcertain
thepublicabouthousingandlending

laws, discriminatoryhousingand lending

lenderpractices.Wehavefoundthatmanylenderswillnottalk

inameaningfulwaywithusintheabsenceofsomepotentialrisk

totheirfuturebusinessplans.Ourabilitytoimplementthe

practices,andtheavailabilityoflegalandadministrative

remediesfordiscriminatorypractices;andtoprovidecounseling

andreferralservicestothepublicwithrespecttohousingand

lendingdiscriminationmatters.

regulatoryCRAprotestprocedureoftenposessucha threatto

thoseplans,anditisoftenonlywhenwethreatentofileor

actuallyfileaCRAprotestthatlenderschoosetocommunicate

withusinearnest.
Ouragencyhasdevotedsubstantialattentionoverthepast

tenyearstotheproblemsofdiscriminationinthefinancingof

housingandthedisinvestmentbylendersoflowandmoderate

incomeandminorityneighborhoodsintheCityofToledo. The

discrimination
casein the nation,

AlthoughwefirmlybelieveinthegoalsoftheCommunity

ReinvestmentAct

Ohio

HeinzerothMortgageCo. 414F.Supp.66

.

(N.D.Ohio1976),430F.Supp.893(N.D.Ohio1977),wasfiled

andsuccessfullylitigatedin Toledo. Our officehas been

deficiencieswehaveobservedoverthepastdecade.

!

1
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tractsthroughoutthe

HASTHECOMMUNITYRBINVESTMENTACTHELPEDTHECOMMUNITIES

YOUHAVEWORKEDIN?

loansinthetargetedinner-citycensus

entirefive-yearperiodunderstudy.

ItisdifficulttosaywhethertheCRAhasinfluencedour

communityinanymeaningfulfashion.Ouragency,aswellasthe

public,doesnothavetheinformationneededtodetermineonan

objectivebasiswhetherthecreditneedsoflowandmoderate

Whilemortgagelendingmaybejustonebarometerwithwhich

tomeasurealender'sresponsivenesstomeetingcommunitycredit

needs,itisaveryimportantindicator,Thefailureofmost

regulatedlendinginstitutionsoverasubstantialperiodoftime
incomeneighborhoodsarebeingmetbetter,worse,orthesameas

theywerebeforetheCRAwaspassedin1977.Twocontinuing

trendswehaveobserved,however,indicatethattheCRAisnota

tomeettheresidentialmortgagecreditneedsoftheselowand

moderateincomeneighborhoodsintheCityofToledoindicateto

us
thattheCommunityReinvestmentActisnotbeingtakenmajorconcernofmanyregulatedinstitutions.

seriouslybythem.

we First,in1986
completedastudythatmeasuredthe

overallmortgagelendingactivityofmajorToledoareabanksand

savingsandloanassociationsoverthefive-yearperiod1980-1984

Thesecondtrendwehaveobservedinthepastfewyears

indicatingthattheCRAisnotbeingtakenseriouslyenoughby

incensustractswitholderhousingstock,lowtomoderateincome

arealendersistheincreasingfrequencywithwhichlendersare

and minoritypopulationsof 25% or
greater. In

closing,orattemptingtoclose,brancheswithinlowandmoderate

II.

incomeneighborhoods.
We
havekepta

MortgageDisclosureAct(HMDA)reportspreparedbythoselending

institutionsduringthefive-yearperiod.Wediscoveredthat

onlyoneofthe11institutionsstudiedwasprovidingresidential

mortgageloanmoniestothetargetedcensustractsatalevel

lendershaveeachannouncedwithinthepastyeartheirintention

ofclosinginner-citybranches,citingalackofprofitability.

Sofarwehavemanagedtoforestalltheactualclosingofthese

thatonewouldexpectalenderwhowastreatingallareasofthe

communityonanequalbasis.Theothertenlendinginstitutions

fellfarshortoftheresidentialmortgagelendingactivityone

wouldexpectifallneighborhoodswerebeingprovidedwiththeir

fairshareoftheavailableresidentialinvestmentcapital.One

branchesbyfilingorthreateningtofileprotestsundertheCRA.

Regardlessofwhetherwemayeventuallysucceedinkeepingthese

branchesopen,it
isdisturbingtobeconsistentlytoldby

lendinginstitutions,aswehavebeen,thattheircommitmentto

meetingthecreditneedsoflowandmoderateincomeneighborhoods

sizablenationalbankprovidedonlyten residentialmortgage

terminateswhentheydecidetheycanmakemoremoneyelsewhere.

-3
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we
believe, is inconsistentwith the

purposeoftheCommunityReinvestmentact. Moreover,inToledo

AsIexplainedjustafewminutesago,measuredonlybythe

investmentofresidentialmortgageloancapitaltheCommunity

ReinvestmentActhasnotbeenaresoundingsuccessintheCityof
wehavefoundsignificantdisparities betweentheservicesof

centralcityandsuburbanbranches. Similarly,thefinancial Toledo. Duringthefive-yearperiodwe studied,ofthealmost

productsofferedbylendershavebecomeincreasinglydirectedto $800millioninresidentialmortgageloanmoneyinvestedinthe

Incontrast,thefeesforbasicbankingservices entireToledoarea,only(3%)ofthosedollarsmadetheirwayto

havebeenescalatingwiththeresultthatlowandmoderateincome thetargetedlowandmoderateincomecensustracts. Theresults

customersare"pricedout"oftheservices. ofthestudyindicatedthatat theresidentialmortgageloan

levelatotalcommitmentunderCRAisnotbeingmade.

A1985studybytheAmericanBankAssociationnotedthat

*43%ofthefamiliesearninglessthan$19,000.00peryearhadto Nordoesitappearthatlendersareprovidingequalaccess

closetheiraccountsforreasonsofaffordability." toservicestolowandmoderateincomeresidents. Despitethe

governmentalprivileges,
some

lenderswill not cash social

III.HOWDOYOUMEASURESUCCESSORFAILURE? securityorwelfarechecks.

Wemeasuresuccessorfailurebytwostandards: (1)
access

toinvestmentcapital,and(2)
accessto services. Webelieve IV. WHICHOFTHEREGULATORYAGENCIESHAVEYOUWORKEDWITHAND

HOWWOULDYOUASSESSTHEIREFFECTIVENESSINIMPLEMENTING

CRA?
are at aminimumwhat the term "credit

undertheCommunityReinvestmentAct. Theequal OurofficehasdealtwiththeOfficeoftheComptrollerof

OurexperiencewiththeComptrollerofCurrency
was not

The Comptroller'sofficerefused toprovideus witha

Thedevelopmentofthismutualtrustandcommitment hearingonachallengetoanationalbank'sdecisiontoremove

Thistypeof

itdoestotheaffluentneighborhoods.

-6
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black applicants, and duringthe first-half

fromthatcapitalinvestmentmarketwhichmoreAmericansengage
of 1987 that

percentagehaddroppedto3%, FirstFederalhasnotconducted

inthananyother,thatis,residentialmortgageloans.

therequiredsemi-annualmeetingsince1982,(5) themeetings

thatwereconductedwerenot"community"meetingsatall,but

theintentoftheCRA.

ratherwere structured
as

lecturesduringwhichFirstFederal

OurexperiencewiththeFederalHomeLoanBankBoardhasnot officialsmade offensive commentsregardingneighborhoodsand

minorities.

In 1979 First Federal Savings Loan

BecauseoftheseandotherproblemswithFirstFederalthat

hadsurfacedsince1979, our agencyagainin1987fileda
CRA

AssociationofToledoappliedwiththeFederalHomeLoanBank

Boardforpermissiontoopenbranchofficesinpredominantly

white,suburbanneighborhoods.Becauseofwhatweperceivedto

beFirstFederal'spoorrecordinandcommitmenttoToledo'slow

income,minorityneighborhoods,wefiledaCRAprotestwiththe

BankBoard.TheBankBoardeventuallyapprovedFirstFederal's

protestwiththeBankBoard. HadtheBankBoardengagedinany

monitoringofFirstFederalsincethe1979challengeitwould

havediscovered thatFirstFederalwas notmeetingthecredit

request,butimposedthreeconditionsonFirstFederal: (1)the needsoflowandmoderateincomeneighborhoodsandthatFirst

Federalwasnotincompliancewiththeconditionsimposeduponit
thehomeimprovementloandepartment,(2)

a

bytheBankBoardin1979. HadtheBankBoardengagedinany

monitoringofFirstFederalsincethe1979challenge,a second

institutionofanaffirmativemarketingprogram,and(3) the

schedulingofsemi-annualmeetingswithinterestedcommunity

groups.Despiteithavingimposedtheseconditions,theBank

Boardnever
monitoredFirstFederal'scompliancewith

protestmayhavebeenavoided.

OurrecentexperiencewiththeFederalReserveBoardhas

been

to lowandmoderateincome credit

needsdeterioratedtosuchanextentthat(1)duringthefirst beenacceptable. TheClevelandofficehasbeenresponsivetoour

halfof1987allbutoneofFirstFederal's36approvedhome inquiriesandrequests,andappearstounderstandthemeaningand

improvementloanswenttowhiteapplicants,(2)duringthefirst importanceoftheCommunityReinvestmentAct.

halfof1987FirstFederal advertisedintheToledominority

THE CRA
V. WHATIMPROVEMENTS

IFANYARENEEDEDIN

EXAMINATIONEVALUATIONANDENFORCEMENTPROCESSES?newspaperonlyonce,andhadnotelevisionadvertisementswith

ninorityactorsorrolemodels,(3)during1986only5.34of

FirstFederal'smortgageloanapplicationswerereceivedfrom

Generallyspeaking,federalregulatorsneedtodevotejust

asmuchattentionto aninstitution'sperformanceunderCRA
as

-8
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to an
ordisapprovealender'srequestinresponse

administrativeCRAprotest.

theydotoaninstitution'ssafetyandsoundness.Examinersneed

tobebettertrainedintheidentificationoflendingdiscrimi

nationbylenders,includingdiscriminatoryunderwritingguide

lines,prescreening, anddiscriminatorylendingpatterns.

4. TheComptrolleroftheCurrencytheFederalReserve

Board,andtheFederalDepositInsuranceCorporation

shouldcollectandanalyzethe
samedatathatthe

FederalHomeLoanBankBoardcurrentlycollectsand

analyzes.Inparticular,allregulatoryagenciesmust

collectandanalyzeapplicationsdata,aswellasthe

otherdatatheycurrentlycollectandanalyze.This

applicationsdatashouldalsobemadeavailabletothe

publicundertheHomeMortgageDisclosureAct.

Examinersneedtobemorededicatedandcommittedtocommunity

reinvestment.

5.

more weOna concretelevel,

Lendersshouldberequiredtoplaceautomaticallyall

lawsuits,administrativecomplaints,andletters

allegingunfairness,unequaltreatment,violationsof

anyfederalorstatelaws,etc.intheirCRAfiles.

Currentregulationslimitthecontentsofthosefiles

tocommentsrelatingspecificallytoaninstitution's

performanceinhelpingtomeetthecreditneedsofits

communityorcommunities.

1.

6.

Examiner'sstudies,evaluations,andreportsshouldbe

madeavailabletothepublic.TheCRApresentlycovers

onlypubliclycharteredinstitutions.Thereisno

legitimatebusiness
or

regulatoryinterestthatis

servedbykeepingsecretaninstitution'sperformance

underthevariouscriteriausedbyexaminers.Thisis

particularlytruewithrespecttoany

Anyresidentialmortgageloanunderwritingpolicy,

pricingpolicy,orproductthathasadiscriminatory

effectonlowincomeapplicantsshouldbeprohibited.

Examplesofsuchpoliciesandproductsthatare

increasingamongthelendingcommunityinclude:(a)

minimumloanamounts,wherebyalenderrefusesto

provideamortgageloanlessthanacertainamount;(b)

thetieringofinterestratesbaseduponthesizeof

themortgageloan,

2. AsanindicatorofCRAcompliance,examinersshould

determineifthenumberofmortgageloansis

proportional(withinonestandarddeviation) tothe

numberofowner-occupiedhousingunitsinlowand

moderateincomeareas.

3.

VI. IN THE WAY OFWHATFACTORSDOYOUBELIEVENOWSTAND

ACHIEVINGFURTHERPROGRESSUNDERCRA?

Themajorfactorsstandinginthewayofachievingfurther

Someadditionalenforcementmechanismshouldbemade

availabletocomitygroups.Currentlytheonly

effectivemeansofchallengingalender'sperformance

underCRAisto

progressundertheCommunityReinvestmentAct
are thelackof

aggressivemonitoringand enforcement effortsby regulatory

agencies,and thelackofanymeaningfulenforcementmechanism

we

availabletoconcernedindividualsandcommunityinterestgroups.

-9
-10
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TheseimpedimentswouldbesignificantlydiminishedifCongress

weretoadopttherecommendationsIhavejustmade.Thefederal

government,throughtheregulatoryagencies,must bejustas

committedtothepurposesoftheCommunityReinvestmentActas

community
are

interest like those
groups us.

Conversely,

communityinterestandfairhousinggroupsthathaveevidenceda

commitmenttotheCRAmustbeprovidedamoremeaningfulrolein

its
Byimplementing

enforcement, the weimprovementshave

suggested,theActwillbesubstantiallystrengthenedandthelow

andmoderateincomeneighborhoodsinthiscountrywillbenefit.

IthanktheCommitteeforprovidingmewiththisopportunity

toexpressourconcernsabouttheCommunityReinvestmentAct.

-11
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NationalTrainingandInformationCenter

954WestWashingtonBoulevardChicago,Illinois60607(312)243-3035

BACKGROUNDONMORTGAGEINSURANCEINDUSTRY

INNER-CITYNEIGHBORHOODSANDTHEMIINDUSTRY:

AREPORTONCAUSESOFINDUSTRYLOSSES

America'smortgageinsuranceindustryisinabetter

positionthaneverbeforetohelpmeetAmericans'housing

needs.The12activeinsuranceproviderspostedcombined

1986after-taxprofitsof$133million,comparedto$31

millioninprofitsin1982.Between1982and1986,these

companies'insurancecoverageroseby271percent,their

premiumsearnedroseby363percent,andtheirprofits

roseby416percent.Howdidprofitsincreasealmosttwice

asfastaspolicies?Byjackinguppremiums,makinga

bundleoffinvestmentsandcapitalgains,andnotpaying

.

apennyinincometaxes.

Atthesametime,themortgageinsuranceindustry

hasbeenpayingclaimsonbadloansatanever-increasing

rate.
Almost$1.3billioninlosseswereincurredon

badloansin1986alone,Asaresult,thenumberof

newpoliciesbeingwrittenaregoingdown,from380,440

in1985to312,655in1986.Theheaviest.burdenis

fallingonlow/moderateincomefamilieswhorequire

mortgageguarantyinsuranceonlow-downpaymentmortgage

loans.WithoutPMI,homeownershipbecomesanunaffordable

dreamformillionsofAmericans.

March1988
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accountsforone-fourthofallindustrylosses. The companiesusedtogetinthedisasterthey'renowin.

$311millioninclaimslossesincurredbyTMICin1986

aredirectlyattributabletoonecause:massivedefault

onspeculativeEPICloans.Similary,a$33millionnet

lossbyRepublicMortgageInsuranceCompanyin1985,

theironlyunprofitableshowinginthepastfiveyears,

isdirectlyattributabletothewrite-offoftensof

millionsofdollarsinEPICloansthatyear.

In1980,forexample,theSouthhadthehighestrateof

homeappreciation(14.7percent)andthelowestrateof

unemployment(6.07percent)ofanyregioninthenation.

Mortgageinsurerswerehappytomaximizeexposureinthis

presumably"safe"region,astheEPICloansdemonstrate.

TMICinsuredheavilyintheSouthandWest.From1982

to1984,theyhadthesecond-highestannualprofitof

ThefiascowithEPICsymbolizesthedeepercause
allPMIcompanies. In1985,thebottomdroppedout.

Duringthisperiod,Texas,whereTMICwrote15percentof

Nooneownsacrystalball,butwhoistosaythat

ofmortgagecompanylosses:realestateinvestmentsthat

wentawryandgeneraleconomicturmoilintheSouthand

theHartfordof1991willbedifferentthantheHouston

of1986?Byinsuringheavilyinhomeswithrapidly

appreciatingrealestatevalues,thePMIcompaniesare

againsettingthemselvesupforhugeclaimlossesif

theNorthEastgoesintorecessionandinflatedhome

valuesplummet,justastheydidintheSunBelt.

Theconventionalwisdomisthatmortgageinsurers

shouldcutoffthespigottotheSouthandinstead

increasetheirexposureonloansintheNorthEast,where

realestatepricesareappreciatingattwicethenational

average.
Rapidappreciation,lowunemployment,and

astableeconomywillminimizetheriskoflossonlow

downpaymenthomes.Meanwhile,allPMIcompanieshave

tightenedstandardsandraisedpremiumsunfive-percent

downmortgages,whichareclaimedtobethegreatest

causeoftheindutries'problems.

Thesurestguaranteeagainstregionaleconomic

dislocationsisincreasingpoliciesalloverthecountry,

sothatfuturelossesinanyregioncanbecompensated

forbyhugepremiumearningseverywhereelse.Instead,

thecompanieshavetightenedpoliciesandincreased
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premiums,drivingmillionsofpotentialhomeownersto

FHA,oroutofthemarketcompletely.Between1985and

1986,thePMIcompanies'shareofallhomeloanoriginations

droppedfrom20.4percentto11,78percent,whileFHA's

sharerosefrom11.2percentto13.2percent.Instead

ofofferingaffordablepremiumandunderwritingguidelines

thatmettheneedsofmoderate-incomefamilies,thePMI.

companiessentthemandtheirpremiumspacking.Withless

newpoliciestoinsulatethem,thecompanieswillbeeven

borevulnerabletoregionaleconomicproblemsinthe

future.

inamortgageinsuranceclaim.From1978to1986,a

numberoffactorscontributedtoanincreaseinboth

ratios,andalengtheningofthenumberofyearsa

mortgageremainedathigherrisk.Duringtheseyears,

thehighestlossesoccurredinthefourthyearofa

mortgage,when2percentof95percentmortgagesand

1percentof90percentmortgagesresultedinamortgage

insuranceclaim.Inotherwords,theclaimratefor

90percentmortgagesinthe1980'sexceededtheclaim

ratefor95percentmortgagesinpreviousyears.

categoriesisundeterminable(exceptfromthehundreds

ofmillionsinlossesstemmingfromEPIC),thedegree

ofriskinvolvedindifferenttypesofloanscanbe

approximatedbasedonMoody'srecentStructuredReport

onthePMIindustry.
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muchriskierthan95percentmortgagestoowner-occupants.

Therationalapproachtomanagingriskswouldbeto

stopinsuringinvestor-ownedmortgagesandunsafemortgage

instruments.
Thesetwosinglestepswouldprobablyhave

savedTMICfrominsolvency.

Ifthespecificrisksassociatedwithinvestor

ownedmortgages,unsafemortgageinstruments,andspeculative

housingwithvaluesthatdepreciateasquicklyasthey

appreciatewerefactoredout,itisclearthatthegeneral

claimsrateon95percentmortgageswouldbemuchlower

thanthefigurespresentedbytheindustrytorationalize

o

O

A8wasstatedearlier,thehighestlevelofdefault

hasoccurredduringthefourthorfifthyearofamortgage

inthe1980's.In1986,then,thehighestlikelihoodof

defaultwouldoccur.onloansoriginatedandinsuredin

1982.Basedontheexperienceofallmortgagecompanies,

about1percentof90percentmortgagesmadein1982would

resultinaninsuranceclaimin1986.About2percentof

95percentmortgagesmadein1982wouldresultina1986

claim.However,thepercentageforothertypesof

mortgagesweremuchhigher:

0
5percentofnegativeamortizationmortgages

o

theirtightenedstandards.Infact,itwouldprobably

approachthe

o

o

Theperiodfrom1957to1977forthemostpart

lackedthekindofwildspeculation,overbuilding,rapid

appreciation,andprofusionofmortgageinstrumentsthat

canturnquickpremiumstodayintohugelossestommorow.

Itwasaperiodcharacterizedbystablehomeprices,

fixed-ratemortgages,first-timehomeownership,and

goodqualitycontrolbylenders.Ironically,thePMI

companieshaveturnedtheirbacksoncommunitylending
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programsthatofferthesametoday,Theseprogramsare

targettedtoinner-cityneighborhoodswitheitherstable

orslowly-appreciatinghomevalues.Theirmoderate-income

residentshavetoworkhardtosavethefivepercentdown

paymentthatwillunlockhomeownership.Theyarenot

speculatingThelendersinvolvedarecommittedto

developingasoundportfolio,andtheytypicallyoffer

reasonably-pricedfixed-ratemortgagestodoso. Yetin

cityaftercityacrossthecountry,thePMIcompanies

areturningtheseloansdown.Theirguidelineson

neighborhoodanalysis,loan-to-valueratios,andborrower

characteristicsredlinesoundbuyers.

thecompanieswillcontinue.tomakeinsurancemost

availabletothosewhoneedittheleast.:Worse,they

willgaugecustomerswithpremiumincreasetopayfor

theirgambles.onspeculativeorrapidlyappreciating

homesThecompaniescouldstandtolearnsomething

fromthemoderate-incomeborrowerstheyredline: in

ordertogetsomethingforthelongrun,youhaveto

earnitthehardway.
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The Chairman . Thank you very , very much.

POSITIVE RESULTS OF ACT

Ms. UEBELHOER. It sounds like a good idea. Actually, in our writ

ten testimony, we devote a lot of attention to success stories that

ACORN has had with the act. For example, we have agreeme

with two banks in Philadelphia, Fidelity and Continental. They

have more than met their lending commitments , and have provid

ed counseling, prepackaging, andmarketing services. We'reseeing

lots of low income people moving into newly rehabbed homes and

this is directly a result of the Community Reinvestment Act and

the cooperation --wholehearted and earnest cooperation of bankers.
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except trying to save the industry and my hope is that they are

going to get back into how they were before.
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international basis. You lend billions of dollars across the border

and you can't lend our community that is on this side of the border

enough to even build on . ” Andthey're saying, “ We make loans. We

just can't make bad loans.” We're saying, " Well, how can you do

that? How can you not even give us the benefit of a doubt?” People

are living on this side of the border and you have access to them ,

but you lend to people across the border. Why can't you even give

us a chance ? I don't think they understand that concept.
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just don't want to get into this thing. They'll say, “ We just don't

want to, period. We just don't want to get into these typesof pro

grams that are marginal. We like to go after the safe — I guess

safe - loan type situation .” And we're saying we thought that this

act was going to help us solve that problem where theyhad to have

a little flexibility and allow for a little more margin for a little less

safety.
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now in Atlanta, the persistence of race as a determining factor in

lending is consistent. It still shows up as a major factor.Redlining

hasn't gone away.

DEREGULATION

What they mean by that definition is that money flows from

what they call capital surplus areas tocapital short areas. But this

is a kind of economic double -think, when you find out what they

mean by a capital surplus area. They're talking about rural farm

lands as in Wisconsin and Minnesota and innercity neighborhoods.

They're talking about cities in the Northeast and in the Midwest.

The growth areas they're talking about are upscale markets, large

corporate markets, and foreign investments. So that their verydefi

nition of a successful Federal policy of deregulation is essentially to

applaud for an increased disinvestment. I think this is a serious

issue.
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banks coming in from New York State, from Wisconsin , from Min

nesota, and from California . This makes the process very difficult

for the groups.

FEDERAL AGENCIES HAVE REDUCED REGULATORY EFFORT

I'd like to give just a couple of examples that will support the

fact that the Federal agencies have reduced their regulatory effort

and made a lot of what I would say are arbitrary rules . For exam

ple the Philadelphia Fed basically telling people that no matter

what the HMDA patterns show , that's not sufficient to turn down

a bank, no matter what . The Atlanta Fed, I would say, is basically

making a rule that there is no such thing as race discrimination .

They had one bank there, Trust Company, that essentially admit

ted that its loan product, its mortgage product, was only appealing

to upper income mobile whites, and yet they said to the Fed, don't

apply the effects test to us. The Fed said OK, we won't do that.

They did have one loan product which was available and which

they thought might appeal to lower income people and minority

people and they refused to advertise that. The reason was that they

may actually get a lot of applications. The Fed approved their ap

plication without comment.
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aselves and file a challenge, they are criticized in the media for

blackmail.
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StatementofCalvinBradford

Itisclearlyoneofthemostusedsetofresearchdataby

community-basedorganizations.

MynameisCalvinBradford.IamaSeniorFellowattheHubertHumphreyInstituteofPublicAffairsoftheUniversityofMinnesota.Forthepastfifteenyears,Ihaveengagedin
research,teachingandwritingontheissueofcommunity

disinvestmentandcommunityreinvestment.Ihavedoneextensiveresearchondiscriminationinlending.Ihaveservedasan expertwitnessinracediscriminationcasesinvolvingaccessto credit.Ihavepublishedextensivelyinthearea.Ihavebeenaconsultanttostateandlocalgovernments,regulatoryagenciesandcommunitydevelopmentgroups.

TheCRAwasalsodraftedinthiscommitteeinresponseto

communityconcerns.Icanrecallin1975whenGaleCincottasat

onthefirstmortgagelendingcommissioninthecountry. Ieven

recalloneeveningmeetingwhenthePresidentoftheFederalHome

LoanBankofChicagotoldthatcommissionthatwhileinstitutions

wererequiredtodefineacommunitytoservewhentheyapplied

foracharter,therewasnorequirementandnoreviewtoinsure

thatthecommunitywasservedbythelenderafterthecharterwas

granted.Moreover,hedidn'tseeanyreasontoimposesucha

requirement.Thedriveforacommunityreinvestmentactwasborn

thatnightinGale'sastonishmentandoutrage.

TheHMDAandtheCRA

Pirst,somebriefcommentsonthehistoryoftheHMDAandtheCRAwouldprovideausefulcontextformyobservations.TheHMDAwasdraftedinthisCommitteeinresponsetocommunityconcernsaboutredlining,discriminationinlending,andthedisinvestmentbyregulatedlendersinolder,minority,and economicallydistressedcommunities.Asitwasfirstproposed,theactincludedruralareasandcommerciallending.Itwas calledtheHomeMortgageDisclosureActonlyaftertheseoriginalproposalsweredeleted.Inspiteofitslimitations,theHMDA
hasbeenusedbycitizensinover100communitiesacrossthenationintheprocessofreviewingtheperformanceoflocal

lenders.

WhentheCRAwaspassed,itcreatedanaffirmative

obligationforalendertoserveallthepeoplewithinits

community,withanemphasisontheneedsoflowandmoderate

incomepeople.Inthecontextofmyremarksandmyobservations

inthefield,Iwouldpointouttwothings.First,thatthis

affirmativeobligationfallsoneachlender.Itisnotapassive

requirementthatthelendermeetlocalcreditneedsifaperson

managestofighthisorherwaythroughamazeofobstacles.It

isanaffirmativeobligationforthelendertotakethe

initiative.Second,theCRAdesignatestheFederalfinancial

institutionregulatorsastheagenciesempoweredtoenforcethis

Act.
IsubmitwithmywrittenstatementacopyofasurveyofHMDAuseswhichIdidwithPaulScherstenin1985.SincetheHMDAwaspassed,wefoundabout340usesofHMDA(Attachment11 isasummaryofthatreport),andcomparabledata,asidefromtheclaimsofregulatorsthattheyusetheHMDAregularlyintheirCRAexaminationsandreviews.Itisprobablythemostusedofpublicdataasidefromthecensus.

YouhaveheardalotaboutCRAchallengesandprotests,and

youwillhearmore.Youhaveheardalotaboutcommunityefforts

toenforcetheCRAandtoengagelendersinreinvestment

activities,andyouwillhearmore.ButtheCRAitselfdoesnot

evenmentionchallenges-orcommunityorganizationsforthat

1
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delayoftheHiberniaBankapplicationfromNewOrleansas

ofharassment.
act

matter.AsSteveRohde,apreviousstaffmemberofthis

Committee,pointedoutatareinvestmentconferenceinChicago

thislastNovember,theActplacesalltheresponsibilityfor

enforcementatthefeetoftheFederalfinancialsupervisory

agenciesandplacestheobligationsforserviceatthefeetof

thelendersthemselves.

But,reinvestmenthastakenplacealmostentirelyfromthe

effortsofcommunityorganizationsraisingquestionsabouta

lender'sperformance,tryingtoworkoutachangeinpractices,

andfinally,whenthisfails,resortingtotheprotestorformal

challengeprocess.Theprotestprocessisnotsomethingwhich

wascreatedwiththeCRA.In1972,theSouthShoreBankapplied

tomovefromthisminoritycommunityinaChicagoneighborhoodto

adowntownlocation,fiveyearsbeforetherewasaCRA.Asa

resultofseveralfactors,includingapowerfuloppositionfrom

communityresidentsaboutthepotentiallossoftheironlybank,

thisapplicationwasdeniedbytheComptrolleroftheCurrency.

LaterthebankwaspurchasedbytheIllinoisNeighborhood

DevelopmentCorporation,anditbeganitssagaasthebestknown

developmentbankinthecountry.

nally,itsuggeststhatagiftof$30,000totheNational

TrainingandInformationCenterinChicago(atechnical

assistanceandtrainingcenterdirectedbyGaleCincotta)was

extortedfromFirstNationalBankaspartof$500,000in

communitygiftsresultingfromaCRAchallenge.Intruth,the

proposalforthesefundswasfirstdiscussedover
ayearafter

FirstNationalmadeitsreinvestmentagreement.

TheCRAmandatesonlythattherecordofcommunityservice

shallbetakenintoaccountwhenaregulatorreviewsan

applicationforinsurance,relocation,merger,acquisitionof

assets,abranchoffice,oracharter.Communitygroups

discoveredthatthislanguageforcedaformalregulatoryreview

ofafactorthathadalreadybeensuccessfullyusedindenyingan

application.Theprotest,challengeandpublichearingprocess

alreadyexistedandwascommonlyusedbyonelendertochallenge

theapplicationsofanother.Oncethisrightwasmadeclearin

thesuccessfulchallengeofaNewYorkCitysavingsbankinthe

firstyearaftertheCRAwaspassed,thechallengeprocessbecame

themajorpointofleverageforcommunityreinvestment

activities.

TheWellsFargocommitmentfor$41millioninhousingloans

actuallyprovedtobesosuccessfulforthebankandthe

communitythat$60millionwasloanedoutundertheprogram.In

theHiberniacase,theFEDheldararepublichearingandtook
itstimeandmadewhatitconsideredtobeitstoughestculingin

yearsbecauseoftheseriousnessoftheissuesthathadbeen
raisedbyACORNinthischallenge.

IsReinvestmentBlackmail?

Ipointoutthishistorybecausetherehasbeenalotof

publicityinthebankingcommunityandinthepressabout

conmunitygroupsusingtheCRAto"blackmail"banksinto

reinvestmentagreements.IhaveattachedaSeptember10,1987,

articlefromtheWallStreetJournal(Attachment#2).This

articlequotesEdwardCrutchfield,CEOoffirstUnionCorporation

ofNorthCarolina,sayingthatthecommunitygroups'useofthe

CRAis"pureblackmail."Thearticlecastsallofthe$5billion

inreinvestmentwonwiththisActas"concessions"which

communitygroupshavewonfrombanks.Thearticlereviews

agreementsforreinvestmentfromWellsFargoandFirstNational

ofChicagoasbaddealsextortedfrombanks,anditdepictsthe

Inmyownresearch,Ihavefoundthattheblackmailseemsto

comefromtheotherside.Whenalegalassistanceprogramhelped
theNAACPchapterinOrlando,Florida,developachallengetoan

acquisitionofalocalbankbyCitizensandSouthern,from

Georgia,thisbankagreedtoflydownfromAtlantaandmeetwith

theNAACP.ButwhentheOrlandopeoplegottothemeetingthey
foundthatCitizensandSouthernhadbroughtwiththemthe

regionalpresidentoftheNAACP.Hetoldthelocalchapterthat
CitizensandSouthernmakesgrantstotheNAACPinAtlanta,and

3
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TheCRAEnforcement:GamesandRules

totheMartinLutherKingCenterandthatiftheOrlandochapter

didnotwithdrawitschallenge,thenitcouldloseitscharter.

CancommunitypeoplereallyusetheCRAasblackmail?My
firstresponseisthatitisnotpossibletolabelasblackmail

theexerciseoftherightsonehasbeengivenbyanactof
Congress.Second,inapracticalsense,giventhepoorquality
ofenforcementbytheregulatoryagencies,itishardtoseehow

thelenderswitheventheworstrecordswouldfearachallenge.
Notonelenderhashadanapplicationdeniedsincethefirstyear

oftheCRA.

Whenthefirstapplicationforanacquisitionunderthelaw

camefromMarineBankinWisconsin,therewereenoughcomments
filedtorequireapublichearing.Oneorganizationthathad

questionedthelowlevelofdevelopmentloansproposedforwomen
wastheWomen'sEconomicDevelopmentCorporation(WEDCO),a

nationallyknownprogramthathelpswomenstartsmallbusinesses.

Iconductedsomeresearchonthenumberofwomeninbusinessin

Ninnesotaandthecommunityofthebankbeingacquiredandwent

tothehearingtopresentthisdata,whichsupportedWEDCO's

concerns.Butatthehearing,WEDCOsuddenlywithdrewits

protest.

Ontheotherhand,itiseasytoseewhycommunitygroups
wouldresorttothechallengeprocess.Itmakesapublicissue

ofthelender'sservicetothecommunitywhenallelsefails.
Moreover,itisabouttheonlywaycommunitypeoplehaveof

gettingtheregulatorstopaysomeattentiontotheCRAissues.

TheDuluthReinvestmentCoalitionfiledachallengeagainst

anapplicationbyNorwestBankstoconsolidateseveralofits

banksinnorthernMinnesotaintotworegionalbanks.Somepeople

whowantedtomakestatementsaboutNorwestpoliciesand

practicesfeltsothreatenedthattheCoalitionfinally

negotiatedaprivateprocessforsubmittingstatementsfromthese

peoplesothattheirconfidencecouldbeprotected.

Thatislikesendingmychildtoschoolandthenbeingtold
bytheschoolthatalmostallthekidsarescoringabovenormal

onnationalachievementtests,butnotbeingtoldhowmychildis
doingandnotevenhavingmychildbeingtoldhisgrades.And

sinceIknowfromrecentresearchthatover90%ofallschool

6
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Itallthelendersdosowell,thenIwouldexpectthatI

couldwalkintoalmostanyfinancialinstitutioninthecountry

andfindgoodcompliancewiththeCRA,andtheHMDAforthat

matter,inalltheareaswherethepubliccanassessperformance.

Thisincludespostingnoticesinlobbiesandproducingstatements
andpropercommunitymapsandlistsofloansthelenderwillmake

inthecommunity.

Inmy

FairHousingActpostedanywhereinthebranchofficeintheK

Martstore.Akind,butconfusedmanattheK-Martofficepulled

aCRAstatementfromadrawer,butspentquitesometimeonthe

hone

NationalCityBanksentmetoanofficedownthestreetfrom

thebank.Itwastheofficeofamortgagebankingcompanywhich

isownedbytheholdingcompanyofthebank.There,inanother

corporation,IfoundtheCRAstatementandtheHMDAstatement.

TheCRAstatementclaimedthatNationalCityBankhadgiven$1

milliontotheTwinCitiesNeighborhoodHousingServices(NHS)

program.Itnotedthatanofficerofthebank(whoisnowan

officerofthemortgagebankingcompanyandnotpartofthebank

anymore)wasontheboardsofallthelocalNHSprograms.But

furtherresearchshowedthatthebankhadgivenonly$1,000to

theNHSandtheHMDArecordsshowedthatthebankhadnotmade

loansinanyoftheNHSareasinthepastseveralyears.The

fifthbank,AmericanNationalBank,couldnotlocateitsCRAor

HMDAstatementsandfinallyresortedtomailingthemoutseveral

dayslater.

ThenextgameisaformofthetelevisiongameJeopardy,

whereyouknowtheanswerbuthavetoguessthequestion.

Whenpeoplelookattheresultsandrulingsinchallenges,

theydon'tgetmuchofanideathatthereisanythingthatis

consideredaseriousviolationofCRA.Letmetakeanexample

fromMinnesota,whereweareknownforcorporationswithastrong

senseofcorporatesocialresponsibility.In1980,theMinnesota

TenantsUnionfiledaformalchallengeagainstthelargest

savingsandloaninthestate,TwinCityFederal(TCP),whenit

appliedtomergewithanotherinstitution.Withsomeassistance,

theTenantsUnionengagedinamassiveresearchproject.They

8
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misrepresentedthetaxsavingsofownershipoverrentingintheir

brochures.

examinedtheHMDAdata,andcomparedTCFtootherlendersand

comparedthelevelsoflendingindifferenttypesofcommunities.

TheylookedatTCF'srecordofparticipationingovernment

programs.Fromstateandcityagencyrecords,andevenfrom
detailedstudiesoflegalrecords,theyexaminedthetypesof
borrowersTCFservedinthesepublicprograms.Theyexamined

censusdataandspecialstudiestoseewhatkindsofcommunities
TCFservedinitslending.Theyexaminedtheadvertisementsfor

condominiumconversionprojectswhereTCF'sdevelopment

corporationwasapartnerwithotherinvestorsinthese

conversions.Theyevenusedreversephonedirectoriesto

interviewtherenterswholivedinthesebuildingsbeforethey

wereconverted.Finally,theylookedcarefullyattheHousing
AssistancePlaninMinneapolisandtheprogramsusedtoreach

thesehousinggoals.Theyeveninterviewedthepublicofficials

atthestateandcityagencieswhocreatedandoperatedthese
publichousingprograms,especiallyaCityofMinneapolis

mortgagebondprogramforlow-incomehomeownership(calledthe
HOPIVProgram).

Atthehearing,formerCongressmanandnowMayorof

Minneapolis,DonFrasersentaletterexpressinghisconcern

abouttheneedfortheCitytobeaidedbyalllendersinmeeting

itsfamilyhousinggoals.ThememberoftheMinneapolisCity

CouncilwhohadcreatedtheHOPIVprogramtestifiedabouthis

shockandamazementatwhatTCFhaddone.Eventhemanagerof

theProgramforthedevelopmentagencysubmittedastatement

complainingaboutwhatTCFhaddone.Andwhatwastheresultof

this?TheFederalHomeLoanBankBoardapprovedtheapplication

-withoutcomment.TheTenant'sUnionfiledanotherchallenge

againstthenextTCFapplication-gotanotherhearingand

presentedevenmoreevidence.Theresultwasthesameapproval

withoutcomment.

CommunitypeopleinMinnesotaweredevastated.Ifthiswas

notevenseriousenoughforacommentbytheFHLBB,thenwhat

was?NoMinnesotagroupsgotinvolvedinCRAforalmostseven

yearsafterthis.Withtheresultsofthiswork,theyfiledachallengeand

weregrantedahearing.Atthehearingtheypresentedarangeof
concernsaboutTCFconfiningitslendingtoareaswhereyoung,

singleprofessionalsweremovinginandreplacingblacksand
AmericanIndiansininner-citycommunities.Theywereespecially

concernedaboutTCF'suseoftheHOPIVProgram.TheCityof
Minneapolishadnotbenabletoreachitshousinggoalsfor

familyhousinginseveralyearsand,asaresultofacomplaint

filedbycommunitygroupswithHUD,theCitywasplacedundera

specialobligationbyHUDtoproducehousingforthesepeople.

TheHOPIVprogramwasthemainprogramdesignedtodothis.

wasprojectedtoproduce400unitsofsmallandlargefamily

housingforlowerincomepeople.Butwhentheprogramwasover,
ithadproducedonly71units.

It

Map"A"showsthetotalserviceareaofallthreeofthe

individualbanksaggregatedtogetherpriortothemerger.Map

"B"showsthemapforthenewregionalbank'sCRAstatement,

accordingtotheverbaldescription.Thiscommunityincludesan

oddlotoftowns,buteliminateslargefarmingareasbetween

them.ItalsoleavesoutthecitiesofAustinandMankato,where

twoofthebanksarelocated.Map"C"representsthenewmapfor

theproposedregionalbank.Itincludesalloftheoldservice

areasofthethreebanksandsomemoreareasaswell.So,what

istheCRAcommunity?

10
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ThetableinAttachment#3comparesthetypesofloans
listedintheindividualCRAstatementsoftheoriginalbanksand

theloanslistedintheCRAstatementsubmittedtothe
ComptrollerforthenewregionalbankinMankato.
Inanarea

wherefarmingisthemainindustry,alloftheindividualbanks

listedagriculturalloansandallofferedSBAloansandFarmers

Homeloans.Inanareawheremanylowerincomepeoplelivein

mobilehomeparks,twoofthebankslistedmobilehomeloans.

Butthenewregionalbankforthisfarmingareaeliminatesall

agriculturalloans,SBAloans,FarmersHomeloansandmobilehome
loans.

didsuggestthattheremightbeseriousproblems,butsaidthat

itwasuptothecommunitytoasktherightquestionstoreveal

them.TheCoalitionkepttryingto..divinetherightquestions,

butsomehowtheywereundertheimpression,fromreadingthelaw

andregulations,thattheComptrollerwassupposedtoaskthese

questions.

Again,thesearecommonproblemsthatIfindaroundthe

country.Whenpeopledealwiththeregulatoryagenciesthey

cannotfindoutwhatwouldevenbeaseriousissueiftheycould

identifyit.Theyfindthatthewholeburdenfallsonthemto

findtherightquestionandrightdata-eventhoughthelawsays

thattheregulatorsareinchargeofenforcement.
Anotherprotestedapplicationwasfortworegionalbanksin

thenortheasternpartofMinnesota,whichhasmanylowincome
AmericanIndiansandloggersandminerssufferingfromdeclines

inthoseindustries.Map"D",inAttachment3,representsthe

CRAmapsproposedbyNorwestfornewregionalbanksinnortheast
Minnesota.AreaAdefinestheentirenortheasternregionof

Minnesota.ThisisthecommunitywhichNorwestclaimedisserved

bytheirregionalbanksinanapplicationtoconsolidatebanksin
NorthDakotaandinanapplicationtoconsolidatebanksinthe

northwesternpartofthestate.Butinthetwoapplicationsto

consolidatebanksintoregionalbanksinthisnortheasternarea
itself,theapplicationsonlydefinedthetwosmallerareas

indicatedasareaBandareaonthemap.RegionalbankB

definesoneareainthemiddleofthispartofthestateand
anotherrunningfromDuluthonthesouthuptheshoreofLake

Superiorthroughtheresortcondominiumareas,butnottheareas

betweentheseterritoriesortheareastothenorthorsouth

whichhavelargeIndianreservationsandpopulationsoflower

incomeminersandloggers.Porsomereason,theycreateda

separateregionalbank(bankC)betweenthetwocommunitiesfor

bankB.Butevenhere,theydonotevenconnectthesetwolittle

areas.TheCRAguidelinesfordefiningacommunitystatethatit

shouldapproximateacirclearoundabank,oritshouldbebased
onsuchreasonableboundariesastownshipsorcounties.Neither

oftheseisthecaseintheseCRAmaps.

Theregulatorsknowwhatabadjobtheyhavedone.Last

spring,IattendedaconferenceontheCRAputonforbankersby

theCannonFinancialInstitute.Therewasonepanelwhere

representativesfromalloftheregulatoryagenciesaddressedthe

bankers.Inlisteningtothepanelagainontheconference

tapes,Iamstruckwiththemanywaystheseregulatorstriedto

letthebankersknowthattheyshouldnottrustintheirhigh

ratingstoprotectthem.Theyweretoldthattheexamination

processwasgoingtogetbeefedupandthathighratingscouldbe

hardertoget.Evenatthattimetheyweretoldthatthese

hearingsweareattodaywouldtakeplaceandthatthiswould

resultinmorepressureontheregulatoryagenciestodoabetter

jobenforcingtheCRA.

Inthecoupleofmonthsbeforethesehearings,manyofusin

thefieldhavenoticedasuddennewinterestintheCRA.The

FederalHomeLoanBankinDesMoineshasnothadaDirectorof

CommunityInvestmentforyears.SuddenlyIgotacallamonth

agofromthatbankaskingforreferencesforsomeonetofillthis

job,because"theBoardinD.C.wantstogetthisgoingagain."

WhilenoonefromtheComptroller'sofficehasevercontacteda

communityorganizationinyears(exceptforalittleflurryafter

theNationalPeoplesActionandACORNhittheComptroller's

officeinWashingtononseparatedblitzesaboutayearago)

suddenlytheComptrollerisoutinforcetryingtogetinputto

CRAexamsfromthecommunity.Thisisnoteasybecausethe

Comptroller'sHandbookforConsumerExaminations(asrevised

April,1987)stilltellslocalexaminerstocheckwiththeOffice

oftheAssistantSecretaryforNeighborhoods,Voluntary

AssociationsandconsumerProtectionatHUDforlistsofgroups.

ofcourse,thisofficewaseliminatedyearsago.

ThecommunitygroupswantedtoknowiftheComptrollerof
theCurrency,whowasreviewingtheseapplicationsformergers,
consideredthisanimportantissue.Theycouldgetnoresponse.
TheyeventuallyhadtoconfronttheComptrolleroftheCurrency

himselfataspeakingengagementinChicagoandcometo
WashingtontocomplaintothestaffofthisCommitteeandthe

HouseBankingCommittee.Ittookthesemonumentaleffortsanda
letterfromthelegalcounselfortheHouseBankingCommitteeto

getaresponsefromtheComptroller.Evenwhenthecomptroller
thenagreedtoholdaCRAreviewinDuluthinresponsetothese

pressures,theReinvestmentCoalitioncouldgetnoresponsefrom

theagencyastowhatquestionstheymightaskinorderto

produceanswerswhichwouldbetakenseriouslyaspossible

violations.Infact,theexaminerfromtheComptroller'soffice

Inmycity,myresearchassistantgotacallfroman

examinerattheComptroller'soffice.Sheaskedhimifhecould

setupameetingwithcommunitygroupsintheTwinCitiesthat

couldtellheraboutunmetcreditneedsandtherecordsofthe

fivelargestbanksinthestate.Wearenotacommunitygroupat

theUniversityofMinnesota,butwetriedtocontactasmany

11
12



1
0
5

betterjob.Ifthisrepresentsthenewlevelofenforcement,one
shudderstothinkwhattheoldlevelwasreallylike.

groupsaswecouldinthefivedayswehadbeforetheexaminer

wantedtomeet.Asitturnedout,wefoundthattheexaminer

expectedthistobetheoneandonlycommunitymeetinginher

examinationofallfiveofthelargestbanksinthestate.

Moreover,sheexpectedthatthecommunitygroupswouldcomeand

providedetailedwrittendocumentationoflocalcreditneedsand

answerallofherquestionsatasinglesession.Inessence,she

expectedagraduateresearchassistanttoorchestrateallofher

communitycontactworkforexaminingthesebanks.

Meanwhile,communitygroupshaveusedtheflurryofCRA

coverapplicationsresultingfromderegulationandinterstate

bankingasanopportunitytogetsomemorelendersinvolvedin

communityreinvestment.Whilethereislittleconfidenceamong

communitygroupsthatregulatorshavethecouragetousetheCRA

processtoactuallydenyanapplication,thepublicembarrassment

thechallengescauseforthelendersisapowerfulforcefor

changeinbankingpractices.Whiletheregulatorscan'tseemto

explainwhatwouldbeaseriousviolationoftheCRA,whenthe

lendingpracticesofinstitutionsareexposedtoreviewinthe

media,thegeneralpublicdoesseemtobeabletoformanopinion

aboutwhatisapoorjoboflending.

Shewasverydisappointedwhenonlyafewcommunitypeople

couldmakethemeetingonsuchshortnotice.Shewasevenmore

upsetwhenratherthangivingheralltheinformationshewanted,

thesepeopletoldherthatifshewantedtogetcommunityinput,

shewouldactuallyhavetogoandmeetwiththegroups-andthat

whatshecouldexpectfromthosewhohadcometothemeetingwas

abetterlistofwhothesegroupsmightbe.Peoplepointedout

thatthereareover150communitygroupsintheTwinCitiesand

about20groupswithestablishedrecordsinhousingandeconomic

development.Thesegroupshavedoneconsiderableresearchon

accesstocreditforthiswork,butthosepresentrefusedtoact

asrepresentativesofpeoplewhowerenotthere.

Itisthispublicitylendersreallyfear.Aswehaveseen,

insomecases,thebankingindustryhasbeenabletofindmembers

ofthepresswhowillwritearticleschargingthecommunity

groupswithblackmail.Butgenerally,whentheseissuescometo

lightinthelocalmedia,thereceptionisnotsokind.

HerearesomeofthenewrulesofCRA:

1.

willingtohelpthecomptrollersetupadecentprocessof

communicationinthefuture.Thepeoplewhowereatthemeeting

impressedupontheexaminerthatthiscertainlyshouldnotbe

listedinherreportashavingmetwiththecommunity.Butthe

examinerwasonlyinterestedingettingwhatshecouldforher

examinationreportswhichhadtobedoneintwoweeks.No

furthereffort,itseems,wasmadetocontactcommunitypeople.

2.
2 .

MostoftherestofthemeetingfocusedontheJeopardygame

aspeopletriedtogetfromtheexaminerswhohadcomesomeidea

ofwhatanimportantissuewouldbe.Itwasafutileeffort.

Whattheydidlearnishowlittleexaminersknowaboutthe

bankingstructure.Theexaminertoldusthatshewaspartofa

newandmuchmoreaggressiveexaminationprocess.Whenaskedwhy

shehadsuddenlycometothecommunityatthistime,shetoldus

thattheorderscamefromWashington.Whenpressedfurther,she

said,"CongresshasaDivisionofBanks,youknow,andtheycan

telltheComptrollerwhattodo." Whilewewereamazedto

discoverthispreviouslyunknowndivisioninCongress-and

perhapsitisasurprisetoallofyouonthisCommitteeaswell

-wecanbesurethattheordercamefromWashingtontogetout

inthecommunityandmakeitlookliketheComptrollerisdoinga

ThereistheTammyBellcommunitymajorityrule.Eight

organizationsfromfourstateschallengedan

applicationofFirstInterstate,fromCalifornia.This

representedthelargestnumberofdifferentgroupsand

themostnumberofstateseverinvolvedinasingle

challenge.ButpeopleatonemeetingwithTammyBell,

theCommunityAffairsOfficeroftheSanFranciscoFED,

reportthisrule.Belltoldthemthatitwashardto

takethechallengeseriouslybecauseFirstInterstate

servesover90communitiesandonlyeightfileda

challenge.

ThereisalsotheTammyBellpublicmeetingrule. The

protestprocessesforalloftheregulatorsprovidefor

publicmeetingsincaseswheretheissuesneed

elaborationandclarificationbeyondthewrittenclaims

ofbothsides.Inearliertimes,whenonlybanks

challengedbanksandpublichearingsdidnotattract

themedia,suchhearingswouldbeheldincaseswhere

therewasaseriousissue.Thesehearingsareameans

ofbringingalender'srecordtopublicview.Some

peopleinvolvedintheFirstInterstatechallenge

reportthattheywereinvitedtoameetingwithBell

onlytofindoutwhentheygottherethatthebankwas

alsoaskedtoattend.ofcourse,theywereunprepared
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5.
forthistypeofmeeting.TheyreportthatBell

declaredthatnopublicmeetingwasrequiredbecause

thisprivatemeetinghadtakenitsplace.

Theotheragenciesseemtohaveadoptedthisrule,as

well.Theyarewillingtogotoallkindsofextremes

nottohaveapublicmeeting.Theyholdprivate

meetings.Theyhaveeven,insomecases,initiateda

CRAreviewofalenderandinvitedthecommunitygroups

toparticipateinthatprocess,inlieuofapublic
meeting.

TheAtlantaFEDraceruleexpandsontheHMDArule.

Here,particularlyinthecaseoftheapplicationsby

Hibernia,inNewOrleans,andTrustCompany,in

Atlanta,theFEDruledthatevenextremepatternsof

disinvestmentinminoritycommunitieswerenotadequate

groundsforthedenialofanapplication.Inthe

Hiberniacase,theFEDdidrequireHiberniatoengage

inpracticestoimproveitslending-andeventowork

withACORN,whohadfiledthechallenge,inthese

efforts.ButthentheFEDrefusedtoallowACORNto

seeinformationaboutwhatHiberniawasdoingandwhat

theywererequiredtodo.

3. TheTammyBellprivatemeetingruleisverycloseto

theSidSussanruleonextensions.Extensionscanbe

grantedtothe10-30daycommentperiodwhichfollows

anannouncementbyalenderofanapplicationforsome

privilegecoveredbytheCRA(i.e.anacquisitionof

anotherholdingcompany,anewbranch,etc.):The

rulesforcommentsrequirethatanycommentandany

protestorchallenge-andanyrequestforapublic

hearing-mustbemadewithinthiscommentperiodorit

willnotbeaccepted.Severalgroupshavereported

thatcommentsthattheyhadnotbeenabletogettothe

regulatoruntiladayafterthedeadlinewereruledout

oforder.Extensionswereacommonpracticeinearlier

yearssothatcommunitygroupscouldpreparetheircase
inmoredetailandsothatissuescouldberesolvedby

thepartiesinvolvedwithoutaformalchallengebeing
filed.

InthecaseofTrustCompany,inAtlanta,theAtlanta

ReinvestmentAlliancehadshownthatTrustCompanyhad

almostnoloansintheminoritycommunitiesinAtlanta,

eventhoughthesecommunitiesrepresentalargepartof

thepopulation.TrustCompanyrespondedthattheyhad

chosentoofferonlyonetypeofmortgageproductand

thatthisproductwasappealingtohigherincome

mobilewhitepopulations,butnotmanyblacks.

Admittingthatthisproductdiscriminatedagainst

minorities,TrustsimplyaskedtheFEDnottoapplythe

effectstestinconsideringdiscriminationinthis

case.

Sussanultimatelymakesallthedecisionsonextension

requestsfortheFED.Butinthelasttwoyears,he

seemstohavedeniedalmostallsuchrequests.

Sometimesgroupsnevergetareplytotheirrequests.

OthertimesofficersofthePEDmeetwithgroupsand

getadditionalinformation,butwithoutanyformal

extension.Itisallcontrolledverytightlybythe

PED.Thisruleandpracticealsoseemstohavebeen

adoptedbytheotheragencies.

Trusthaddevelopedaspecialmortgageproductwhich

wouldappealtopeopleinlowerincomecommunities,but

priortobeingchallengedbythesecommunitygroupsin

thelastyear,Trusthadmadeonlytwooftheseloans.

Finally,Trustrefusedtoadvertizetheseloansinthe

localmediabecause,asTrustputit,thatwould

generatealotofapplications.Trusthadnoloan

productthatmightbeappropriateformiddleorupper

incomeblacksinstablecommunities.

TheFEDapprovedtheapplicationwithoutany

conditions.Indefendingthisruling,theFEDnoted

thatTrustintendedtobecomeinvolvedinaprogramto
make$10millioninloansformulti-familybuildingin

aconsortiumwithnineothermajorlendersinAtlanta.

Theplanfellthroughaftertheapplicationwas

approved.

ThereistheSouthBankrulethatnoapplicationwill

beturneddownunlessthereisachallenge.While

practicehasshownthatnoapplicationisdeniedfor

anyreason,theregulatoryagenciesbasetheirreviews

ontheCRAratings.Therehadbeennocasewhereit

wasclearthatthelenderhadabadCRAratingand

stillgotanapproval.AllthatchangedwiththeSouth

ThereistheHMDAevidenceruledefinedbyCommunity
AffairsOfficeofthePhiladelphiaFED.
Thisrule

statesthatnomatterwhattheanalysisoftheHMDA

shows,itcannotbeconsideredasenoughevidenceto

ruleagainstanapplication.Thismeansthatoneof

theonlypiecesofdatathatagroupcangetabouta

lendercannot,initself,supportacaseagainstan

applicationbeingapproved.

6.
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ChangesintheBankingIndustry

BankinChicago(nottoconfusedatallwiththeSouth
ShoreBankinChicago).

Thisbankhadbeengivenabadrating.
Itwassobad

thattheregulatoryagencieshadcontactedallkindsof

developmentprogramsandcommunitygroupsaboutwhat

theymightsuggesttothebanktogetittoreinvest.

Theagencieshaddelayedapprovalofapplicationsfor

sometime.Theyevenencouragedgroupstofilea

challenge.Butfinally,becausetherewasno

challenge,thePBDapprovedtheapplicationtoallow

thebanktocreateaone-bankholdingcompany.This

bank'srecordwassobad,however,thattherewas

actuallyasplitvoteontheBoardofGovernors,with

GovernorRicestrenuouslyobjectingtotheapproval.

Tocommunitygroups,thedecisionwasaclearadmission

thatifyoudon'tfileachallengenoapplicationwill

everbedenied.

Pinally,thereisthenopenaltyforbadHMDAreporting

rule.Thisissimplyanattitudethatitdoesn'tmake

anydifferenceifHMDAdataarereportedproperly.

Whilethelevelofbadreportinghasbecomeverylow,

somelendersstillfailtofillouttheHMDAproperly.

Oneerrorislendersthatreportcondominiumloans

underthemulti-familyloancategory.Anexampleof

anothermoresystematicproblem,comesfromworkingon

severalyearsofHMDAdataforAtlanta.Inoticedhow,

forafewlenders,theHMDAcomputertapesfromthe

regulatoryagenciesinWashingtonindicatedalarge
numberofloanswhichwerenotproperlyreported.

Thereforethegovernmentagencyknewoftheerrors.

Yetinsucceedingyears,thesamelendersmadethesame

errors.
Obviouslynoonecaredandnopenaltieswere

imposed,sowhyshouldthelenderbothertocomplywith

thelaw.

Priortotherecentonslaughtofinterstatebanking

activity,thederegulationofthebankingindustryalready

introducedtrendswhichposedproblemsforcommunityeconomic

developmentactivities.Onthesingle-familyhousingside,high
interestratesinthelate1970sputanendtomanyCRA

activitiesandlenderchallenges,especiallyinthesavingsand

loanindustry.Withnowaytomakeloansaffordableevenifthey

werecommitted,agreatdealofCRAactivitycametoahalt.

TheVeteransAdministrationhasneverrequiredits

lenderstodisclosetheirlending.HUDwasdisclosing

whereitslendersmadeloansundertheprovisionofthe

HMDAthatrequiredtheSecretarytoproducedata"in

hispossession"thatwascomparabletotheHMDA.But

HUDdiscoveredthatsimplybynotcollectingsuchdata

anymore,itwouldnotbeinHUD'spossession,and

thereforedidnotneedtobedisclosed.So,foryears,

therehasbeennoHUDdata.
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competitiveareasofseekingdepositsfrom"upscale"individuals

andinstitutionalcustomersandinmakinglargecorporateloans

thatlendershavetriedtoreducecostsandfeesinorderto

attractasmuchofthemarketaspossible.

Onthecommercialandbusinesslendingside,thismeans

seekingouteitherlargeloans,orloansthatdonotrequiremuch

timetoprocessandthathavelargeandeasilyrecoverable

collateralassetspledgedforthefullvalueoftheloans.For

economicdevelopmentactivities,thismeansproblemsinloansfor

newortroubledbusinesses(wheretimeandskillareneededto

underwritetheloans),andproblemsinsmallloansandloans
withoutfullpledgesofcollateral.

Finally,therehavebeensomehugelossesinboththe

savingsandloanindustryandthecommercialbankingindustry.

Somemembersofthesavingsandloanindustryarestillsuffering

fromtheeffectsofthesqueezebetweenexistingloanportfolios

withlowinterestmortgagesandhighinterestratesontheir

deposits.Thecommercialbankingindustry,havingrecoveredfrom

lossesinrealestateinvestmenttrustsinthemid-1970sand

lossesinenergyloansintheearly1980s,isreelingfromlosses

onforeignloans,newlossesonenergyloans,andlosseson

agriculturalloans.Therateofbankfailuresisthehighest

sincetheDepression.Allthis,too,tendstomakelendersmore

conservativeintheirlending,thoughsomebanksaremaking

recordprofits.

Technologyrepresentsonewayofincreasingsomebank
serviceswhilecuttingdowncosts-suchasintakingdeposits

andgivingoutcashthroughelectronictransfermachines(cash

machines).Thiscanreducetransactioncosts,butattheexpense

ofpeoplewhomayneedpersonalservice.Theuseoftechnology

andcomputersalsoencouragesfurtherstandardizationofservices

andproductstocomplywithcomputerizationandinformation

processingandevaluationneeds.Again,thisworksagainstthe

hand-tailoredneedsofcommunityeconomicdevelopmentactivities. Disinvestment,DenandandDevelopmentBanking

Increasedcompetition,theneedtoreducecosts,andtheuse

ofcommunicationstechnologyalsohelptomovefundsinwhat

economistscallmoreefficientmarkets.Thatis,fundsflowmore

rapidlyandmoreeffectivelyfromareasofcapitalexcessto

areasofcapitalneed(definedasareasofstagnantordeclining
economiesandareasofgrowth).Thishappensnotonlyinlocal

areasorregionally,butnationallyandinternationally.Ву
definition,areasneedingeconomicdevelopmentarethesestagnant

ordecliningareasthatnowlosefundsmoreeffectivelyandmore
efficiently.

Themostcriticalquestionthatgetsaskedinthiswhole

reinvestmentprocessiswhetherthereareunmetneedsand

unservedcreditandservicedemandsinthecommunity.Itisthe

questionofhowfaraprivatelendercanandshouldgotoget

involvedincommunitydevelopment.Whatistheroleofthe

lenderandwhatarethelimitsofthisrole?Asastarting

point,IamremindedofaquotefromabankerIinterviewed

severalyearsagoinaruralarea.Hesaid,"Ifyouwanttoknow

howthelocalbankerisdoing,lookatMainstreet.Mainstreetis

areflectionofthelocalbanker.
Theadventofinterstatebankingfurtherreducesthe

regulatorystructurewhichholdsmoneyincertainareasand

regionsofthemarkets.Thus,itprovidesthesameincentives

anddisincentivesasderegulationingeneral.Ontheotherhand,
whilederegulationtendstocreatechangesinmoneyflowsthrough

theexistingbankingstructures,interstatebankingalsomakes

Thiscommentwasmoreperceptivethanonemightimagine.

HereintheUnitedStateswehavedefinedaverylimitedrolefor

lendersinpublicpolicyincommunityandeconomicdevelopment.

Theirjobistomakemoneyfortheirstockholdersandtoprotect

themoneyoftheirdepositors.Ineveryotherpartoftheworld,

20



1
0
9

whetheritisthebanksinJapandirectinginvestmentsintothe

developmentoffuturehightechindustriesorwhetheritisa

lenderinBangladeshmakingtinyloanstoindividualwomento

helpthemcreateoneortwopersonsbusinessesasameansof
survival,theroleoflendersintheprocessofeconomic

developmentisseenasacentralissue.IntheUnitedStates,we

recognizetheneedforaWorldBankandforourbankstobecome

involvedinthedevelopmentofthirdworldcountries-evenwhen

theylackthefamiliaritywiththoseforeignculturesand

conditionstomakesuretheirinvestmentaresound.But,aside

fromtheprovisionsoftheCommunityReinvestmentAct,wedefine

nosuchdevelopmentroleforlendersintheUnitedStates.

focusedontherolethatracialchangeplayedinthis
disinvestmentprocess.

Thatis,moneyissupposedtoflowtotheareasofhigh
demand,definedastheareasofhighgrowth.Capitalistomove

fromcapitalsurplusmarkets,wherethereismorecapitalthan

thereisdemand,tocapitalshortmarkets,wherethereisnot

enoughcapitaltosupportthegrowth.Bythisdefinition,for
example,theliteratureoninterstatebanking,whichhasbeen

largelytheproductofthejournalsofthevariousFederal

ReserveBanks,claimstoshowthatinterstatebankinghasmade

thecapitalmarketsmoreefficient,partlybecauseithasmoved

thecapitalfromdecliningruralandoldercommunitiesintothe

growthareas.Whilethismakessomesensetothevoodoo

mentalityofeconomists,itliterallydefinestheproblemfor
economicdevelopers.

Bythemodelsoftheeconomist,peoplewouldbecrazyto
investindecliningareas.Thus,theyareencouragedtotakethe

depositsofpeopleindecliningareasandmovethemtogrowing

areasandupscalemarkets.Ofcourse,theveryprocessof
withdrawingmoneyfromacommunity,furtheraddstoitsdecline

andthuscreatesevenmoreincentivetowithdrawmorecredit.

Thisprocessofthespiralofdeclineinitiated,oratbest,

accelerated,bydisinvestmentcontributestoeconomicdeclineand
makesitaself-fulfillingprophecy.Whenthereinvestment

movementbeganinthe1970saroundredlining,Communitypeople
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Onthedevelopmentbankingside,thesameistrue.

Communitiescanbeservedwhereproperproductsaredevelopedto

servethem.Thismaysimplybemakingitknownthatalender

willgrantaccesstocredit.Thisisthecaseinrace

discrimination,wheretheonlybarrierisethnicity.Butwhere

thehousingstockhasdeteriorated,inadditiontocredit,one

needslocaldeveloperscapableofrehabilitatingtheunitsin

creativewaysthatpreservethehousingstockforpeopleinthe

community.Inareasofbusinessdecline,thismeansassisting

entrepreneursinlocatingmarkets,locatingappropriatespace,

developingsoundbusinessloans,anddevelopingprogramstotrain

communityresidentstobepartoftheworkforce.Theseother

resourcesarenecessarytobuildthecapacitytoinsurethatthe

creditflowsintosoundloansforthelenderandproductiveloans
forthecommunity.

redliningis,andwasalways,amyth.Hedidthisbytwomeans.

First,hecreatedastrawmanbychoosingonlyafewofthe

studiesofHMDAandotherstudiesofmortgagecreditdatathat

wereweakinmethodology.Indoingthis,ofcourse,heignored

themassiveamountofliteratureontheotherside.Second,

Benston,andothereconomistswhohavewrittenaboutthemythof

redlining,allseemtoshareaninterestingviewofresearch.

Theyallassumewhattheyclaimtobetesting.Thatiswhile

theyclaimtobetestingtoseeiftheclearlydifferentlending

patternstheyallfindbetweenwhiteandblackcommunitiesare

duetodiscrimination,theyusethedifferenceinlending

patternsitselfasproofofthehigherrisksinblack

communities.

IsRedliningDead?

Beforemovingontoadiscussionofhowreinvestmenttakes

place,Ifeelaneedtomakeacommentonredlining.Redlining

wastheissuewhichfirstfueledtheneighborhoodreinvestment

movement.Itwasnotsomuchaquestionofdevelopmentlending

assimpleaccesstolending.Whenthefirsthearingswereheld

ontheHomeMortgageDisclosureAct,thiscommitteeroomwas

filledwithcommunityorganizationsfromalloverthecountrywho

spenttwodaysoutlininghowredliningexistedintheir

communities.Asyourecall,Mr.Chairman,redliningbylenders

waslatertracedtoredliningbyinsurancecompaniesandthenby
thesecondarymortgagemarket.

Generallytheseeconomistslackanydataonriskand

foreclosure.Sometimes,theyactuallyhavedatathatsuggest

lowerrisksinminoritycommunities.Thisisthecaseinone

Benstonstudy,forexample,wherewhitesinaRochestersuburb

actuallypaidhigherpercentagesoftheirincomeforhousingthan

didblacksinthatcity.Basedonwhatweknowofthepredictors

offoreclosurerisk,thiswouldmakethewhitesahigherrisk.

YetBenston'sownstudyshowsthatthewhiteshadaccessto

conventionallendingwhiletheblackswereconfinedtoamarket

ofgovernmentinsuredloans.Intryingtoexplainthe

difference,Benstonsimplyassumesthatnolenderwouldrequire

insuranceifitwasnotrequired.Therefore,heusesthefact

thatblackshadtousegovernmentinsuredloansasproofthat

theirconfinementtogovernmentinsuredloanswasrequiredby

risks-notrace.Generally,Ihavefoundthatthosewhoespouse

themythofredliningdependuponthiscircularlogic.

Allofthepeoplewhohavebeeninvolvedinthereinvestment

movementovertheyears,recalltheeffortthatyou,Senator

Proxmire,putintotrackingdownhowdiscriminationwaswritten

intothepoliciesofFannieMaeandFreddieMac.Bytheendof

1978,youhadbeenabletogetbothFNMAandFreddieMactomake

najorrevisionsintheirunderwritingpoliciesinorderto

eliminatefactorsandpolicieswhichwerediscriminatoryin

effectandpractice.Bothagenciesadopteddetailedstatements

recommendedbyyourstaffthatdefinedindetailwhatredlining

was(bothinitsovertandmoresubtleforms),describedexamples

ofhowitworked,andmadeclearwhatwastobedonetoeliminate
it.

In1984,aboutthreeyearsafterthetimeBenstonwas

writingaboutthemythofredlining,basedonaverysamllsample

oftheliterature,Imadealistingoftheliteratureonrace

discriminationinlendingforuseinalawsuitondiscrimination

incredit.ManyoftheitemswereCongressionalhearingsand

governmentreports.Therewerealmost200listingsatthattime.

Sincethattimetherehavebeenevenmorestudiesoflending

patternsandrace.Personally,Ifindmanyofthecommunity

studiestobeofhighqualityandquitesound.But,forthose

whorequirethatastudybedonebyacademicsandtrained

researchers,therehavebeendetailedandsophisticatedstudies

byacademics,includingmyself,andresearchcenters,suchasthe

WoodstockInstitute,inDenver,Washington,D.C.,Chicago,

Philadelphia,Baltimore,and,mostrecently,inAtlanta.

Sincethen,therehasbeensomerumorthatredliningno

longerexists.Muchofthishasbeenfosteredbytheworkof

economistslikeGeorgeBenston,workingundergrantsfrom

regulatoryagenciesandmembersofthebankingindustry-often
distributinghisworkthroughthepublicationsandconferencesof

thePED.Itishisworkwhichclaimstohaveshownthat
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nationaleconomicconditionsandmortgagemarkets.Yetnothing

explainedthedifferentlendingpatternsaswellasrace.
TheCRA,ofcourse,wascreatedspecificallytodealwith

changingattitudes,byencouraginglenderstoservetheneedsof

theirentirecommunities.Indeed,allofmyexperienceinthis
areaatteststotheeffectivenessoftheCRAinchanging

attitudes-whenithasbeenused.The$5billionin

reinvestmentagreementsrepresentschangesintheattitudesof
lendersattitudesaboutmarketsanddemandsinolder,minority,

andeconomicallydistressedcommunities.Theincreasingsuccess

oftheseprogramsingettingproductivelendingintothese
communitiesatteststotheeffectivenessofchangedattitudes.

ofcourse,intheareaofdevelopmentbanking,changesin
attitudemustbeaccompaniedbydevelopmentofprogramstobuild
theredevelopmentcapacitybackintothecommunity.Thisiswhat

hasbeenhappeninginthemorerecentreinvestmentagreements.

The$500,000ingrantsfromtheFirstNationalBankofChicago,

isnotblackmail.Ithelpstobuildcommunitycapacityfrom

packagingbusinessloanstofightingthehighcrimeratesthat
underminébothbusinessandresidentialsecurity.

ButtheNationalPeoplesActionleadersdidremember.And

anembarrassedstaffofFNMAfinallyagreedtoplacesomeof

theseprovisionsandprohibitionsbackintotheirguidelines.

PNMAhasnowcomeupwithsomemorerevisions,justintimefor

thishearing.FreddieMachasbeenlessresponsive,and

generallyonlyagreedtothinkaboutthisissue.Inbothcases,

whilesomeprogresshasbeenmade,muchislefttobedonejust

togetbacktowherethecommunitygroupsandthisCommitteehad

broughtthesecondarymarkettenyearsago.

CommunityActionandReinvestment

Attitudeisthekey

Whatisthekeytochangeinthelendingcommunity,the

secondarymortgagemarket,theprivatemortgageinsurancemarket,

andtheinvestmentcommunityingeneral?Thekeyisinchanging

attitudes.Thiswasthecentralthemeoftheresearchpaper

"CommercialCreditandRuralEconomicDevelopment",referenced

above.Theattitudeofthemanagementofalendinginstitution,

urbanorrural,isthekeyfactorinwhetherthatinstitution

engagesinnon-discriminationanddevelopmentlending.

Whiletherehavebeenmanysuccessfulreinvestment

agreementsandprogramsacrossthecountry,andwhilesome

communitygroupsandbankshavebeenabletomovefromone

reinvestmentagreementorprogramtoanotherinaspiritof

cooperationandpartnership,thereisnoevidencethattherehas

beenanycollectivehistoricalgrowthintheserelationships.

Theneedfordirectcommunityactionhasnotdiminished-indeed,

ithasincreasedasconcernforeconomicdevelopmentincreases

andascommunitiesperceivetheneedtosecurefinancingfromthe

privatesectoratatimewhentheregulatoryandbanking

environmentsarechanginginwaysthatdiscourageparticipation

incommunityeconomicdevelopment.

WhentheCRAwasfirstpassed,mostcommunitygroupswere
concernedaboutsingle-family,andmaybemulti-family,housing

needsintheirlocalcommunities.Theirlocallendersmight
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AddtothistheconcernsoftwogroupsinMinnesota,the

DuluthReinvestmentCoalitionandMinnesotaCOACT.Thesegroups

havealsobeentryingtodealwithNorwestonitsapplicationsto

consolidateitsMinnesotabanksintoafewregionalbanks.This

alreadyinvolvedfilingchallengestotheComptrollerofthe

Currencyon5oftheseapplicationsformergersofNorwest'sown

banks.NowtheseMinnesotagroupsdiscovertheapplicationby

NorwesttomaketheacquisitionandmergerinIowa.Theyfilea

challengehereagain,thistimetotheFED.Thentheybegin

workingwiththegroupsinIowa-notonlyforcoordinationbut

toseewhatkindsofagreementsaremadeandtoinsurethat

agreementsinoneplacedonotgetthelenderoffthehookon

makingagreementsinanotherplace.

engageinapplicationsforrelocationofanofficeorfora

branchoffice,butgenerallytheyalwayshadthesamelendersto

dealwithandtheycoulddevelopafamiliaritywiththelending

policiesandeventhelendingofficersofeachinstitution.

Thesecasesarenotasuniqueastheymaysound,andthey

arebecomingthenorm.Then,addtothistheneedtodevelopa

housingdevelopmentandeconomicdevelopmentcapacityinorderto

implementtheCRAagreementswhichmightcomefromthese

challenges.
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Inaddition,itrequiressomeunderstandingofexistingand
alternativecapitalandcreditmarketsandinstitutionssothat

criticalgapscanbefilledandsothatexistingcapitaland

creditmarketscanbecalledupontoplaytheirrolewheneverit
ispossible.

Conclusions

Alloftheseproblemsexistwithintheconfinesofthe

challengeprocess,ifagroupisforcedintothatmold.
This

meansthatallthisseekingofinformation,analysisofwhatis

discoveredandallthecontactsandinitiationofsomeformof

cooperationorcoalitionprocessmusttakeplace,tosomedegree,

beforethe10-30daydeadlineforfilingacommentora

challenge.Ofcourse,thisisafterthegroupfindsoutthereis

anapplication,whichoftentakessometimesincethe

applicationsmaybefiledwithvariousregulatoryagenciesall

overthecountry.Usually,agrouplosesseveraldaysinthe

commentperiodbeforetheydiscoverthatanapplicationexists.

TheresultofallthebehaviorandactivitiesIhave

describedisthateventhoughtheyarenotmentionedintheAct,
community-basedorganizationscarrytheloadofenforcementunder

theCommunityReinvestmentAct.Theyaregivenlessandless
informationthatregulatorswillacceptasmakingacasefor

denials.TheVA,HUD,andthesecondarymortgagemarketsdonot
provideHMDAdisclosure,andsomelendersstillfailtoreport

theirloansproperly.

Finally,inordertomakemanyofthereinvestmentprograms

work,thereneedstobesomesetofpublicresourcesandprogramas
toprovidesubsidies,guarantees,andincentivesforlendersto

getinvolvedinhousingandeconomicdevelopmentactivities.

WiththewithdrawalofFederalfunding,groupsmustturntothe

stateagenciesandtothestatelegislaturestodevelopthese

carrotandsticklawsandprograms.Thisrequirescreative

programdevelopment,oftenhand-tailoredtotheneedsofeach

stateanditspoliticalandfiscalenvironment.Italsorequires

aninterventionprocessrelatedtothelegislativecycleand

processratherthantheapplicationandchallengecyclesand

processes.Itrequiressomeunderstandingofbankinglaws,and

theirVariationfromstatetostate,andawholerangeof
possibleandexistingeconomicdevelopmentprogramactivities.

30
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6.
Therulesforfilingchallengesshouldbechanged.

Commentperiodsshouldbelengthenedtoatleast60

days,withclearprovisionsandstandardsfor

extensionswhenmoretimeisneededforproductive

researchocnegotiation.Thepublichearingprocess

shouldnotbedeniedwithoutclearjustificationthat

itcouldservenopurpose.

Betterpublicnotificationprocessesareneededto

informpeopleofpendingapplications,especiallyfrom
institutionscominginfromoutofstate.

7.

8.Iwouldmakethefollowingrecommendations:

1.Commercialloandisclosureandthedisclosureof

Anannualhearingprocessshouldbeestablishedprior

tothesupervisoryagenciescompilingtheirannual

reportsonCRAenforcement.Thisshouldbeanational

forum,withresourcesforsometravelandpreparation

ofmaterialsforcommunityparticipation.Itshould

focusattentionbothontheaccomplishmentsincreating

accesstocreditandexpandingdevelopmentbanking

activitiesanditshouldfocusonacommunityreview

processoftheeffectivenessoftheregulatoryagencies

incarryingouttheirenforcementresponsibilities.

OnepartofthisprocessshouldbeaCongressional

hearingprocess.
3.

9.

aregettingintothereinvestmentprocessareoperatingatfull

capacitytryingtodothedevelopmentandcommunitybuilding

work.Theyhavemadetremendousgains.Theyhavedefinedan

entirenewmarketofdevelopmentbankingwithitsownskills,

challenges,andaccomplishments,butitwillbehardtokeep

movingforwardiftheyhavetocarrythefullweightofthe

regulatoryagenciesontheirbacks.

Initsdeliberationsonhousingandeconomic

developmentprograms,Congressshouldrequirean

assessmentoftheabilityofeachprogramtoencourage

developmentbankingandnondiscrimination.Thereare

manywaysinwhichpublicprogramscanleverageprivate

creditandexpandtheoverallimpactofpublicfunds.

4.

5.

HUDandtheVAshouldprovidedisclosurefortheir

loans,asshouldFNMAandFreddieMac.Inthecaseof

FNMAandFreddieMac,theyshouldalsoprovidedataon
theirmulti-familypurchases.

TheFederalsupervisoryagencies,intheirCRAexams,

andindevelopingmodelsofperformance,should

specificallyrequirelenderstostatewhattheyhave

doneintheareaofovercomingdiscriminationinthe

creditmarketsandinengaginginthefieldof

developmentbanking.Theseagenciesshouldencourage

thecreationofdevelopmentlendingoffices,programs
anddevelopmentbanksanddevelopmentcorporations

withinlendinginstitutionsandbetweenlending

institutionsandcommunity-basedgroups.

10.Finally,theFederalgovernmentshouldtakeacuefrom
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SUMMARY

The overall goal of the HMDA was to produce data which would be a

resource to create dialogue between the private lenders and the community

and government concerning the access to private capital markets . It was

further anticipated that where needs could be identified which could be

served by the private lending market , the HMDA would help in the

identification of these markets , the creation of programs and policies to

meet these needs , and the monitoring and evaluation of these reinvestment

In 1985 , the National Training and Information Center ( NTIC ) sent out a

survey to assess uses of the HMDA . The Cooperative Community Development

Program , at the University of Minnesota , tabulated these surveys and did

follow - up phone interviews with a sample of the respondents . This survey

was compared to the larger survey efforts funded by HUD and carried out by

NTIC in 1977 and 1979. This report compares the results of these three

surveys in order to define trends in HMDA uses and to assess the impact and

problems associated with HMDA uses .

The HMDA surveys account for at least $3.7 billion in community

reinvestment related to uses of the HMDA , with the real total probably being

substantially higher .

All of the uses identified in this survey indicate that the HMDA does

act as a major reinvestment resource , leveraging critical private sector

dollars at almost no direct expense to the government . The involvement of

community people in the assessment of their own credit needs , the analysis

of the performance of local lenders , and the development of policies and

programs to meet these needs on a basis which is economically viable for the

lenders is the best single indicator of the larger success of the HMDA as a

major stimulus for private reinvestment dollars. In addition , the HMDA has

become a critical tool in the regulation of financial institutions to hold

them accountable to serve community needs as they also seek sound and

profitable markets .

The HMDA is used by individual lenders to review their own performance .

The HMDA is increasingly used by goverrment agencies to develop programs and

monitor results in the areas of housing , community economic development , and

fair housing . The HMDA has been used by community groups in at least 38

states and the District of Columbia and in at least 117 different cities .

The report estimates that there are over 7,500 different uses of the HMDA

each year .

What is most important , however , is not something which can be

expressed simply in counts of uses or users . The use of the HMDA has

allowed people to become active citizens , not only in the political process

but in their local economies as well. The evolutionary efforts of the late

1960s and early 1970s to develop community -based economic development
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Page ii

capacities have accelerated rapidly with the advent of the HMDA .

has made not only housing issues , but economic development issues a matter

of citizen participation and debate . The dialogue created between the

public and the lending institutions around the HMDA has drawn the lending

institutions into serving community credit needs and drawn the community

into public discussion about the role and resources of the private capital

markets . Clearly , many of the community development and reinvestment

programs created around the country by those who have never directly used

the HMDA find their genesis in the dialogue created by the HMDA .

The programs created out of negotiations with lenders arising from HMDA

analyses have created a plethora of " public / private partnerships " . These

programs appear to be on the cutting edge of efforts to work out the proper

roles and tensions between the citizens , the government , and the private

sector in our democratic form of government and free enterprise capitalistic

form of economy . The IMDA and the CRA provide simple tools which create

public access to lending data and which require the managers of

government -protected pools of capital to be responsible to public needs in

their control of that capital. With the aid of these tools, citizens acting

within their community interests , private lenders , and often government

agencies as well , weave together the threads of reinvestment which are

needed to repair the torn fabric of economically depressed comunities .

fabric is softened and made comfortable by the freedom which these tools

allow in hand -tailoring the cloth to fit the local community needs .

fabric is strengthened and made firm by the creative tensions between the

public and private sector goals .

The HMDA is used to create funds for economic development as well as

housing, but it is limited by several major problems . The HMDA does not

cover rural lending , the Veteran's Administration , canmercial lending , or

mortgage banking companies . These amissions seriously reduce the potential

of the HMDA to leverage private investment to meet housing and economic

development needs .

Finally , groups using the HMDA are concerned that in spite of its value

and growing regular usage , it is not a permanent law .



118

Attachment # 2

WALL STREET JOURNALd ...

1987 Dow Jones ☺ Company, Inc. All Rights Reserved.

THURSDAY, SEPTEMBER 10, 1987

Public Service or Blackmail? Banks

Pressed to Finance Local Projects
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TOCONSOLIDATION,ASDELINEATEDINTHEIREXISTINGCRASTATEMENTS:

PUNIMI

TTEBernadotteNowSwedenLakePrairie

NLESUEUR
Forest DENNISON

Shuon

GOODHUE
Erin DUNDAS

Loon
Northfield

BelleCreekNICOLLET LaúngtonMONTCOMERY
Belvidere

BELLECHESTEOttawa

RICEBridgewater
Warsaw Goodhue

ette Brighton Granby Traverse
CLEVELAND

Kilkanny!

KILKENNY

CannonCity GOODHUE

Cordova Shloldsville Wells Zumbrota

Holden
ChesterWanamingoWANAMINGO

KASOTAClevelandOshawa
Courtland

COURTLAND

ZUNBROTA

Kasota
Waterville

WATERVILLE MA
ZE

PP
A

Washington Morristown
Elysian KENYON PinaIsland

Warsaw Walcott Richland CherryGrove Roscoe Zumb

Cambria Nicoliat a Jamestown ELYSIAN
PINEISLANDKanyon

MORRISTOWN
HITA

WOTE

M
a
z
e
p
p
a

HA

TEDFORD

ORONOCO

losco

WEST

CONCORDDeerfield
dMedford

Norton Ellington Milton NewHaven

in

Blooming

Grove

Butternut
Janesville

JANESVILLE
ClintonFalls Concord Oronoce

Cascade

Lincoln
Kalmar

St.Mary
Alton

Claremont

CLAREMONT

Mantova

WastojaMANTORVILLE

DODGE

CENTER

Havana

WascalMeriden
BLUEEARTHtemo

Woodhrille
OwKTURA

Owatonna

BYRON

KASSONVerdam

VERNON

CENTER

WASECA STEEIE
Caresco

DODGE

Medo
Freedom

Lamond Aurora
Ripley Salem

Wilton Otisco
Somerset Ashland Canistao

Rochestel

2

Blooming

Pleasant

Hound

WALIORE

AMBOY

Shelby

NEW

RICHLAND

Byron Summit Westfield

Hayfield

Vernon RockDeli

Danville

HighForest

STEWARTVILLE

BLOOMING

PRAIRIE

0BENEY.Ten

NAN Nashville flechon SARGEANT

Lura Dunbar Racing

Winnebago MINNESOT

WALIAANDalavan BEEBORN
Pleasant

Valley

EASTON 30 NOM geant RACINCO

P WTER
HOLLANDIAREN0

SI

VeronaCenterCreek

GRANADA

Prescott Barber

rolkoud
WalnutLake WELL

Clark

Bardo ncrete MO

old
ME

Grand

Meadow

BER
Frankford

REN

FARIBAULT

D
Pleasant

Prairie

JoDaviess
Clayton

Blue

Earth
Para

EmeraldBrushCreek Fouler
Bennington

mon WALTERS
LOLAR

Mas
MOWER

FROST
BAYCELYN TAOM

L
a
k
e

GENKletter
LaRoy

Elmore Rome Swety
NE PAN

EntChainPilotGrove

london Adams Lodi
LEROY

ELMORE 2013
1



1
2
0

SERVICEAREAOFPROPOSEDNORWESTBANKSOUTICENTRAL,N.A.ACCORDINGTOTHEVERBAL

MAPB:

"DELINEATIONOFCOMMUNITYSERVED"INCLUDEDINTHEAPPLICATIONFORAPPROVALTOCONSOLIDATE

NURINtly

.
DENNISONNLESUEUR GOODHUE

Forest BaileCreek
son

Morthlield
DUHDAS

Belvidere

BELLECHEST
TTE

NewSwedenLakePraktie
Bernadette

ErlaLexingtonMONTCOMERY

LEo
Sharon RICEBridgewater Warsaw Goodto

NICOLLET
Ottawa

CannonCity

FARIBAULT

MASTER GPODHUE
ZumbrotaKilkenny

KILKENNY

盘網
CLEVELAND

Chester

Shisidsville Holden
Wanamingo

Cordova

WANAMINGO

ZUMBROTA

•KASOTACleveland

MA
ZE

PP
)

Courtland

COURTLANO ST.PETER

Kasota

PlneIslandWaterville

WATERVILLE

Morristown KENYON

Washington
Zumb

RoscoeCherryGrove

Salgade
Richland

Warsaw Walcott
PIMEISLAND

Kanyon HNE

d
e
m

8 .

MORRISTON
Nicolas

NORIN
1

MEDFORD OROMOCO
WEST

CONCORD Milton NewHaven

LAKE Doortjaid
Wherton Ellington

108.COJanesville

JAMESVILLE

Blooming

Grove
Otonoce

Concord

ELYSIAN

ClintonFalls

Bed
Mankato

EAGLEUAKE

uRay

Wasioja MANTORVILLEKalmar
*WASECI Claremont

CLAREMONTMwana
RupidanGardenCity Decocia Mesiden

Uncoin

St.Mary BYRON
Alton CENTER

WoodvilleBLUEEARTHMcPherson OWATONAA

Owatoans>

DODGE
PEMBENTUK2 WASECA STEELE

Salem

R
O
C
H
E
S
T
E
R

Lamond
AUTOTE

VERNOR

CENTER

Ashland Canistan

Camco

Rochasta
Beaulord Nodo Fredom

1

Somerset
Otisco

Wilton

WALDORF
Blooming

Pearls

Haylield

Vormon
kockDelt

HighForest

STEWARTVILLE
Westfield

Summit

ILLE

NEW

MAPLETON

Napleton
Vivian Byron

Pirasant

wound

ANWBOY

Shalby
BLOOMING

PRAIRIE

HAYFIELD

Bath GENEVA WARTY SARGEANT

MARTIAN Pleasant

Firebon
UdolphoWinnebago

MAN

FREEBORN
Dunbar

Racine

MACIND
NAMUN

Nauville

WINNESOTA

Delavan Sargeant

Hartland
ESTONIA FREEBORN

DEXTER

fut
HOLLANDALE Neadow

Moscow MAPLEVIEW
FrankfordMANCHESTER

Manchester

BROMSDALEJ

Dent CRANE

Vwona Prescott WalnutLake CaristonWELLS

Clark
CentarCamal

GRANADA

Bancsolt

ALIRENT

ALDEN
ELKTO

FARIBAULT

)
Clayton

Blue

Earth

1
BenningtonPYWARD

AUSTIDAV
Oakland

Windom

ROSECREEK

Picharaa

8tiBrushCrackEmerald Foster Nda
Plant Austin

MOWER

mo
AlbertLasWALTERS

BULEEARTH

FROST

Hayward

1QLENVILLE
ADAN TAON

toy

TWINLAKES MYRTLE
BUICELYN

Sauty

Wester
Lyle

LEROY

Lake PilotComEntChain Elmore kon Mansteld LondonNunda

EMMONS

FUMORE...L



1
2
1

MAMC: SHIVICIAREAOFTHEPROPOSEDNORWISTBAKSOU'ILCITIR,N.ASDEPICTED

T?!T!:58111.!!!!!!!)11THEAPPLICATIONONAPIÚ!!!!.TOCONSOLIDATE:

29.99MPICALNLE
TTE Bernadotte

DENNISON
1499$ LaPrato LexingtonMUNICOMERY Forest

By

RICEBridgewater
DUNDAS

GOODHUE
2004

Northligid
BelleCine

SharonNICOLLET
Balidele

BELLESTEAOttawa
Montgomery 249991

CENTER
Goodhus

TEKSTRAND

CLEVELAND

CannonCity

FARIBAULT

GOODHUE

Cordova NILKENNY
Shieldsville

Zumbrota
Walls

Whooling Holden
Wanamingo ChesterWANAMINGO

PolinesiaCleveland ZUMBROTA

MA
ZE

PP
A

Washington

Watervilis

MATERVILLE

Morristown
KENYON PingIsland

Elysian
Warsaw Walcott Richland CherryGrove Roscoe Zumt

PIMEISLAND

ELYSIAN
Kanyon

MORRISTOWN M
a
r
u
p
e

HAT

atte

iBEDFORD
ORONOCO

LA

WEST

COMCORDDeertigid

Wettore
Merton Ellington Wilton NewHaven

in ENGLEUNE
DAVIESVILLE

. ClintonFalls Concord Oronoco

enorvila

MANTOAVILLE

Cascade

lia
Kalmet

All
Meelden

Claremont

CIAREMONT
Haven

> BLUEEARTHWePerson BYRON

#sioja

OwATOMNA

On1078

Woodwin

ManonCentre ASSON

PEMBEROK WASECA DODGE

VIDEO

STEELEAurora
WedTMUCHDER

Lorond Ripley SalamVEMTE
QUES Somerset

Canisten
AM

Ashland
Rochestel

want
Berlin Blooming Hayfield

LE
RE Summit

VernonWestfald RockDeli

HighForest

STEWARTVILLE
Vivian

Sky
Cyton

ELLENDALE

BLOOMING

PRAIRIE
MAYFIELD

HOTU

MAN Nashville
Rada

Winnaoago

LUTS

BIRNESOTA

Delevan Dunbar ERREBORN
02

VIH

EASTON Hort
wana

DET
O HOLLANDE

MAS
BROMMEDALE GO

Meadow
VeronaCarterCreat

GRANADA

Prescott Barbe WalnutLake WELL MADUVET

Clark nicht

AN DER

FARIBAULT

다
ELTON

Blue City

Ple!

Prima

joDavies Emoald BrushCrank FosterCity

BLUELAST

PAA80]Daktari

mon
CHER RIBECREEKWALTERS

Wort
Muat

MOWER
T
O

MSBRICELYA

Lake EastChainPilotGrove

Milk

Elmore Nome Sedly

mate

wanalinto Nunc From
vellack

Polo

LondonL.
FLSMORE ma



1
122

11

MAP D

CLEARTYPE

COUNTY OUISE

MINNESOTA

*

AMERICAN HA COUPAM 1

**

V

taB с

SCALA A

AOrt

-

UN

S.

L.

7
.
:
:
:
1
1

:
.:

.
.

:
:

-
1
2
2

I / IX
U

ICATE
A

#S

aivalfinid,inNowicet North Laizeta app.as sewice dua

B. oua debi Melumat urinesita naise as suarin

e. Aici devined it noruist Mesabi as sewice area1



1
2
3

CRALOANTABLE

NORWESTBANKAUSTIN NORWESTBANKALBERTLEA NORWESTBANKMANKATO
CREDITSERVICESOFFEREDBYNORWESTBANKMINNESOTASOUTHCENTRAL,
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ConsumerLoans

НоseholdItems

Automobiles

Recreationalvehicles

HomePurchaseLoans

1.ConsumerCredit-RealEstate

A.TheBankprovidesloansforhomeimprovement,rehabilitation,

ResidentialLoans

FHA

VA

Conventional

ConventionalInsured

CommunityDevelopment

Loans

!

CommercialLoans

Smallbusinessloans

Farmloans

SBAguaranteedloans

FmHAguaranteedloans

MAJORLOANPRODUCTSELIMINATEDUNDERCONSOLIDATIONSCHEME

*Farmloans

*SBAguaranteedloans

*FmHAguaranteedloans

*AgriculturalLoans

*SBALoans

*FmHALoans

*Consumerloansfor

*AgriculturalLoans

*SBAGuaranteedLoans

*FmHAGuaranteedLoans

*MobileHomeLoans

TheBankoffersbothsecuredandunsecuredloansforsuchpurposesas

automobiles,boats,householdappliances,furnitureandfurnishings,

recreationalvehicles,medicalanddentalexpenses,incometax,vacation

expenses,collegetuition,andinvestments.

Twotypesofinstallmentloansareavailable:1)fixed-rateandfixed

paymentschedulelastallmentloans;and2)variable-ratewithfixed

monthlypayments.TheBankparticipatesinacreditcardprogram

sponsoredbyitsholdingcompanyandofferedthroughoneofits

affiliatebanks.Revolvingconsumercreditisalsoavailablethrough

theBank'sReadyReserve,HomeEquityAccessLine,andPreferredLineof
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The CHAIRMAN . Thank you , Mr. Bradford, very much. You gave

us excellent questions for the regulators when they appear before

us tomorrow .

REDLINING AND DISINVESTMENT

The first point I'd like to make is that disinvestment is still a

problem in low income communities. The second is that regulatory

enforcement of the CRA is inconsistent, at best, and, thethird is

that there seems to be an emerging consensus at least on some of

theways to strengthen the effectiveness of the CRA.
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failing to serve on the central city markets even when there are

good customers with money to pay back the loans.
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Second, that regulators differ enormously by regulatory agency

and also by part of the country in thelevel of energy and compe

tence with which they implement the CRA .

RECOMMENDATIONS

First, the CRA ratings need to be public and awarded competi

tively to ensure accountability and to begin to move towards a

system where the regulators will be responsible for ensuring tha

each bank contributes its fair share towards reinvestment.

Thank you.

[ The complete prepared statement of Elspeth Revere follows:]
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GoodmorningMr.ChairmanandmembersoftheCommittee.Mynameis

ElspethRevere. IamthePresidentoftheWoodstockInstitute.Thank

TESTIMONYBY youforinvitingmetoappearbeforeyoutodaytopresenttheWoodstock

Institute'sviewsaboutneighborhooddisinvestmentandtheimplementation

oftheCommunityReinvestmentAct.
ELSPETHREVERE

TheWoodstockInstituteisanot-for-profitorganizationwhichis

basedinChicagoandworksnationallytobridgethegapbetweentheneeds

ofdistressedurbanandruralcommunitiesandtheresourcesoffinancial

institutions. Duringthelastfifteenyears,theInstitutehasconducted

on

extensivestudiesofhousingcreditflowsandhasdocumentedcontinuing

patternsofdisinvestmentinpoor,workingclassandminoritycommunities;

THECOMMUNITYREINVESTMENTACT ithasmonitoredCRAperformanceoffinancialinstitutionsandthe

performanceofthebankingregulatoryagenciesinenforcingtheCRA;andit

Beforethe hasprovidedtechnicalassistancetocommunity-basedorganizationsin

assessingtheircreditneedsandindesigningandimplementingfinancing

COMMITTEEONBANKING,HOUSINGANDURBANAFFAIRS
programsforaffordablehousingandjobcreation.Thishasincluded

extensiveresearchandstrategicsupporttoorganizationsconductingCRA

negotiations.

10:00a.m.

SincepassageoftheCommunityReinvestmentAct,theInstitutehas

March22,1988
usedtheCRAasatoolforencouragingfinancialinstitutionstoincrease

theirinvestmentinlowincomeandminoritycommunities.TheCRAhasbeen

andcontinuestobehighlyusefultocommunity-basedorganizationsin

establishingpartnershipswithlocalfinancialinstitutions.However,in

spiteofvisibleandeffectivelocalpartnerships,theCRA'simpacthas

beenlimitedbyinconsistentandoftenineffectiveenforcementbybank

regulatoryagencies,andthishasresultedincontinuingpatternsof
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disinvestmentinurbanandruralcommunitiesthroughoutthenation. Iam
completedastudyofcommerciallendinginChicago,usingtwoyearsof

pleasedthattheSenateBankingCanmitteeisconductinghearingsonthe conmerciallendingdisclosuredatarequiredofthosefinancialinstitutions

CommunityReinvestmentActatthistime,becausetheexperienceinusing biddingforcitydeposits.

theCRAoverthelasttenyearshasproventhatitisanimportantlaw,and Ourstudiesincludeddatafrom106financialinstitutionsin

thattherearewaysinwhichitsimplementationcanbestrengthened. Washington,149financialinstitutionsinDenver,and481financial

Iwouldliketoaddressmyremarksthismorningtofourtopics:

1)thecontinuedproblemsofdisinvestmentinworkingclassandpoor

institutionsinChicago.Ineachofthesecities,asubstantialamountof

housingandcommercialloandollarswerereportedduringtheperiodswe

studied.However,thepatternsoflendingwithineachofthemetropolitanconmnitiesashasbeendocumentedbyrecentWoodstockInstitutestudies;

2)thewaysinwhichtheCommityReinvestmentActhas,andcontinuesto areaswasamatterofgraveconcern. Amongthefindingsofthestudies

beaneffectivetoolinaddressingreinvestmentneeds;3)thewaysinwhich werethefollowing:

theeffectivenessoftheCommunityReinvestmentActhasbeendiminishedby A. Racialdiscriminationremainsaproblemintheflowsofhousing

theenforcementpracticesoftheregulatoryagencies;and4)measuresthat loans.Perhapsthemosttroublingofourfindingsisthatpatternsof

theWoodstockInstituterecommendstoincreasetheeffectivenessofthe racialdiscriminationinlendingremainevident.Inallthreecities

studied,minoritycommunitiesreceivedlesslendingthanwhitecommunities

I.Disinvestmentremainsaprobleminmanyurbanandrural withsimilarcharacteristicssuchasincomelevelsandnumbersofsingle

communitiesthroughoutthenation. Loansforthepurchase,construction, familyhomes. InWashington,D.C.,themoststatisticallyimportant

andrehabilitationofhomesandapartmentbuildings,andthecreation, predictoroflendinginthecentralcitywasrace. Thiswasstatistically

strongerthantheabilitytopay(incarne)oranyhousingcharacteristics.

Inotherwords,areaswithintheDistrictofColumbiawithhigherincome

capansionandoperationofbusinessesareessentialtothevitalityof

nedighborhoodsandinturntothehealthoftheeconomyofcitiesand

regions.TheimportanceofsuchlendingwasrecognizedbyCongresswhenit

pussedtheHomeMortgageDisclosureActin1975andtheCommunity

RadnvestmentActin1977.

blackpopulationsreceivedlesshousinglendingthanthoseareaswithlower

incomewhitepopulations,allelsebeingequal.

ThispatternwasalsoevidentinChicago.ofChicago's77community

areas,33havepredominantlyblackorhispanicpopulations,andeveryoneToevaluatethestatusofsuchlending,theWoodstockInstitutehas

oftheseminoritycommunitiesfellbelowthecitywidelendingaverage,

2 3
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solationshipwasfoundbetweenthepercentageofblackswithinacommunity

andtheamountofresidentiallendingthattheareareceived.

B. Oldercentralcitiesreceivedfarlesslendingthanthe

orrehabilitationofmultifamilybuildingswasextremelysmall.InDenver,

only$784waslentperapartmentoveratwoyearperiod,inChicagoonly

$450perunitwasloanedoverfouryears,andinWashington,97%ofthe

metropolitanareacensustractsreceivednomultifamilyloansatall.This

meansthatthemostaffordabletypeofurbanhousingisreceivingalmostno

gurroundingsuburbs.Asecondtroublingfindingofthesestudiesisthat

thesuburbanareasreceivedfargreateramountsofhousingloansthandid

theoldercentralcities.Whilesomeofthiswouldbeexpecteddueto investmentinmaintenanceorrehabilitation,andfewnewmodestlypriced

E.
Commercialdisinvestmentisagrowingconcern.Notonlyareold

patternsofracialdiscriminationandcentralcitydisinvestmentinhousing

differencethatcannotbeentirelyexplainedbydifferencesinhousing particularlyloanstosmallbusinesses. Thecommunityorganizationsthat

pricesoramountsofnewconstruction. Asaresultofthiscredit firstidentifiedpatternsofresidentialredlininghaveincreasinglybecome

concernedaboutjobretentionandcreationintheircommunities. Becausedisparity,manywhite,ethnicandintegratedneic,iborhoodsjoinedblackand

hispaniccommunitiesinsufferingfromeffectsofdisinvestment. smallbusinesseshavebeenidentifiedasthesectorinwhichthemostnew

C. Marketfactorswerelessclearlyassociatedwithlendinglevels jobsarecreated,thereisagrowingconcernthatloansbeavailableto

inthecentralcitiesthaninthesuburbs.Surprisingly,factorssuchas supportsmallbusinessstartupsandexpansionindistressedcommunities.

housingage,rateofhomeownership,andincomewerestrongerpredictorsofthe Inadditiontheoldersmallmanufacturers,distributersandother

amountsofhousinglendinginthesuburbsthaninthecities.
In

businessesthatformthebackboneofemploymentneedcredittoreinvestin

newequipment,refurbisholdbuildingsandexpandtomeetnew

opportunities.Manylocaleconomicdevelopmenteffortshavearisento

Washington,medianfamilyincomewasastrongpredictoroflendinginthe

suburbs,butwasnotafactorinthecentralcity.Howershiprates

predictedlendinginbothcityandsuburbs,butmuchmorestronglyinthe

suburbs.Bycontrast,racialmakeup,whichisnotamarketfactorwasa

addressthisneed,andprivatefinancingisacrucialcomponenttomaking

theseeconomicdevelopmenteffortssuccessful.

predictoroflendinginthecitybutnotinthesuburbs.Thissuggests BecausethereisnocommerciallendingdatasourcesimilartoHMDA,it

investmentsinnewdevelopmentthatarestilloccurringinsomesuburbs,the

isdifficulttoassesscommercialcreditneeds.Alocalordinancein

Chicagorequiresallbanksrequestingcitydepositstoprovideannual

informationontheircommerciallendingofthetwenty-sixbanks

(representing80%ofcommercialbankassets)reportingsuchdataoverthe

D.Verylittlelendingisflowingtoapartmentbuildings,thesource

ofmuchaffordablerentalhousinginurbanareas.Ineachcity

studied,theamountoflendingdirectedtowardsthepurchase,construction
mostrecenttwo-yearperiod,arecentWoodstockInstitutestudyfoundthat
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90%ofallcommerciallendingwasconcentratedineitherthesuburbsor Thisprocesshasresultedinbillionsofdollarsinloanfundsforlow

andmoderateincomecommunitiesthroughoutthecountry,andinnewworkingChicago'sdowntown,andonlytheremaining10%waslentintherestof

Chicago'sneighborhoods.Clearly,commercialdisinvestmentisareality partnershipsbetweenlocalcommunitiesandfinancialinstitutions.In

thatmustbeaddressed. Chicagoalone,agreementswithfourlargecanmercialbankscreatedloan

F. Regulatedfinancialinstitutionsareleavinglowincomeand poolsofalmost$200million,andCRAagreementswithlocalneighborhood

bankshaveaddedupto$20millioninloanpoolsforaspecificminorityneighborhoods.Ourmonitoringofbankapplicationsandmortgage

bankers,andourresearchonthebankingactivitiesofnonfinancial neighborhood.

corporations,pointsoutanotherdisturbingtrend, Asbanksandsavings Inspiteofthesesuccessstories,however,theCRAhassofarfailed

andloansareclosingtheirbranchesorentirelyleavinglowincome torealizeitspotentialtosolvedisinvestmentproblems.Thisisbecause

CRAagreementshavebeenforgedwithalimitednumberoffinancialcommunities,thecommunitylosesasourceofbankingservices.Inmany

communitiesthisgapisfilledbycurrencyexchanges,financecompanies,
institutionsinspecificcommunitiesthroughoutthecountry.Theheavy

andmortgagebankers,whichcanbeextremelyexpensivealternativestothe relianceoncommunityorganizationstomonitorCRAcompliancemeansthat

servicesprovidedbyregulatedinstitutions.

.

II.
TheCommunityReinvestmentActhashadastrongandpositive

thosefinancialinstitutionsapplyingtochangetheircharters,and

especiallythoselocatedinareaswithsophisticatedcommunity

organizations,aresubjectedtothegreatestscrutiny.Meanwhile,

financialinstitutionswithsimilarreinvestmentdeficienciesgounnoticed

impactoncommunityreinvestmentneeds.Despitecontinuingproblemswith

disinvestmentinmanyurbanandruralcommunities,theCRAhasbeen

extremelyimportanttolocalorganizationsindevelopingpartnershipswith

financialinstitutions.Camunityorganizationsinlowincomeareashave

becausetheydonotapplyforpermissionforchangessubjecttoCRA.

Becauseofthelargenumbersofmergersandacquisitionsinthepast

becomeadeptatmonitoringfinancialinstitutionactivitiesthatwould severalyears,manyopportunitiesforCRAnegotiationshavearisen.Asthe

paceofsuchchangesinevitablyslowsdowninfutureyears,theneedfor
triggeranopportunityforaCRAprotestorchallenge,andusingthat

rigorousCRAenforcementbythebankingregulatorswillbecomeevenopportunitytonegotiatewiththeinstitutiontohelpmeetlocalcreditand

bankingserviceneeds.Throughtheseprocesses,localorganizationshave greater.

takenthetimetoassesstheirowncreditneeds,evaluatethebank's

performanceandthepotentialimpactoftheproposedaction,and agencies.UnlikethemanyCRAagreementsthathavebeenforgedwith

participateindiscussionswithbankofficersonlocalcreditneedsand particularbanks,theenforcementactivitiesofthebankingregulatorshas

waysinwhichbankproxluctsandservicescouldbedirectedsoastomeet

7
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thanincreasetheimpactofthelaw.Perhapsmostobviousisthe Therefore,itisdifficulttoidentifythestrengthsandweaknessesofthe

inconsistencyofenforcement.Whileeachoftheregulatoryagencies,the process. ofgreatestconcerntothoseworkingtorelievedisinvestment

FederalReserve,theComptrolleroftheCurrency,theFederalDeposit problemsisthattheevaluationsofCRAperformancebyfinancial

InsuranceCorporation,andtheFederalHomeLoanBankhasresponsibility institutions,theso-called"CRAratings"areneitherpubliclyavailable

forCRAenforcementinsomecircumstances,therigorwithwhichthis norcomparativeinnature. IntheFDICcasementionedpreviously,the

responsibilityiscarriedoutvariessubstantiallybyagency,byregion, summaryassessmentwasrequestedforallnineteenapplicationsthenpending

andbysizeoffinancialinstitution. ForexampleinChicago,theFederal beforetheChicagoFDICoffice. Inresponse,theWoodstockInstitutewas

ReserveBanktakesanactiveroleinassistingbanksandconmunitygroups toldthatnosummaryassessmentswereavailablebecauseallofthe

incomingtoagreementonreinvestmentprograms.Bycontrast,theFDICin financialinstitutionsinquestionreceivedbetterthana"3"rating.The

Chicagohasshownlittleinterestorexpertiseinfosteringreinvestment Institute'sexperienceinevaluatingbankCRAperformanceindicatesthatit

agreements.InarecentnegotiationwithalocalChicagobank,for ishighlyunlikelythatallnineteeninstitutionsweremakingsubstantial

example,theWoodstockInstituteandtheLegalAssistanceFoundationof contributionstocommunityreinvestment.

Chicago'discoveredthattheFDIC'sregulationsrequiredthatthesurmary Thelackofpublicavailabilityofratingsallowstheprocessof

assessmentofthelastCRAexaminationbemadeavailableintheapplication evaluationtogounobservedandunchallengedbythoseinthebestposition

However,inapparentcontradictiontothese todoso.--thecommunityorganizations.Thelackofcomparisoninthe

regulations,aninternalFDICpolicystatedthatanassessmentneednotbe ratingshasresultedinwhatis,byallreports,a"pass-fail"systemwhere

preparedwhenanapplicantreceivesa"1"ora"2"CRAratingfromthe everyfinancialinstitutionreceivesahighCRAratingand,ineffect,

Theeffectofthiscontradictoryinternalpolicywasaserious passes.
Thishasmeantthatnobankapplicationshavebeendeniedon

lackofinformationinthepublicinformationfile. CRAgroundsinrecentyears,andveryfewhavehadreinvestmentconditions

Asecondareaofinconsistencyisinthestrictnesswithwhich attachedtotheirapproval.Ithasalsomeantthatthereisnorecognition

differentfinancialinstitutionsareexarninedforCRAcompliance.Whereas ofthefinerecordofthosefinancialinstitutionsthathavemadeaserious

samefinancialinstitutionsmaybeauditedforCRAcomplianceannually, efforttofulfilltheirCKAresponsibilities--theyare"passed"alongwith

othersmaynotbeexaminedforcommunityreinvestmentcompliancefor everyoneelse.

severalyears.Ironically,someofthefinancialinstitutionswithwell Inaddition,theregulatoryagencieshavefailedtoaccounttoeither

publicizedneighborhoodlendingprogramsreceivethemostrigorousCRA Congressorthepublicastothenatureandextentofdisinvestment

fileforpublicinspection.

problemsortheimpactofreinvestmentactivitybythefinancial

institutionsontheseproblems.ThisisparticularlytrueintheareaofTheCRAenforcementactivitiesthatareundertakenbybanking

regulatoryagenciesareconductedlargelyoutsideofpublicscrutiny. commerciallendinganalysis,wherepubliclyavailabledataisonly

8 O
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availableinahandfulofcitiesandstates.TheWoodstockInstitute regulatoryprocedures,disclosurerequirements,andtyingnewpowersto

studiesthatImentionedearlierareexamplesofatypeofanalysisthat reinvestmentresponsibilities:

A. Regulatoryprocedures.SeveralchangesshouldbemadeinwouldassisttheregulatorsinassessingCRAcomplianceandtheimpactof

bankreinvestmentactivities.ThisinformationisimportanttoCongressin regulatoryprocedurestoenable:1)greaterandmoreeffective

monitoringtheeffectivenessoftheCRA,andtothepublictowhom participationbycommunityorganizationsintheoversightprocess,2)

affordablehousingandjobcreationisimportant.Yettheburdenfor consistencyofCRAevaluationsthroughouttheregulatorysystemandthe

monitoringsuchactivityagainfallsonthenonprofitsectorwhichisleast country,3)accountabilityoftheregulatorysystemtoCongressandthe

public,and4)useoftheregulatorysystemtopromotereinvestmentby

Finally,thebankingregulatoryagencieshaveweakenedthecommunity's everybankandsavingsandloanassociationinthecountry.Manyofthese

changesarecontainedinHR4022andHR4026andarecurrentlyunderroleinenforcementoftheCRAthroughtheirregulationsandprocedures.

Theyhaveshortenedthecommentperiodduringwhichcommunityorganizations discussionintheHouseofRepresentatives.

havetheopportunitytoconductresearchonthebank'slendingperformance (1) RequiretheregulatorstopubliclydiscloseCRAratings.Public

andevaluatetheimpactoftheproposedcharterchangesothatthecomment disclosureofCRAratingsandassessmentswillenableCongressandcitizens

periodallowedbytheFederalHomeLoanBankBoardisonly10days,forthe tomonitortheenforcementoftheCRA,andtoidentifyparticularproblems

FDICis15days,andfortheFederalReserveandtheOCisstillonly30 withlocalbanks.

(2) RequiretheregulatorstodevelopaCRAratingsystemthatis

carparative.Thiswillmorefairlyacknowledgethecontributionsofthose

days.Inaddition,theapplicationsbulletinvoluntarilypreparedbyeach

regulatordescribingapplicationsreceived(andthereforeCRA

opportunities)issentoutaftertheapplicationshavebeenapprovedbythe

FHLBandoftenlatebytheOCC.Inaddition,federalregulators,oftenthe

financialinstitutionswithactivereinvestmentprograms.

(3) Requiretheregulatorstoprovidetimelynoticeofpending

onlylinkbetweenthefinancialinstitutionandthecommunityorganization, applicationstoallinterestedpartiestoencouragepubliccorment.

donotallencouragediscussionsbetweenthetwotosettletheir

differencestotheextentthattheFederalReserveBankofChicagodoes, (5) Requirethatallregulatorsconductapublichearingonan

nordotheyworktoensurethatthetwosidesnegotiatedifferencesfrom applicationwhentherequestismadeinatimelymanner.

B. DisclosureRequirements.WhiletheCommunityReinvestmentAct

abletoaffordit.

nowrequiresfinancialinstitutionstohelpmeetthecreditneedsoftheir

InordertomorefullyrealizethepotentialoftheCommunity localcommunities,thereislittleopportunitytoassessthecreditneeds

ReinvestmentActinalleviatingproblemsofdisinvestmentindistressed orbankperformanceinmeetingthoseneedsintheareasofcommercialor

communities,theWoodstockInstituterecommendsthefollowingchangesin industriallending.Inaddition,littleinformationisavailableforthose

10 11
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communitieswhichdonotfallwithinametropolitanstatisticalarea. disclosureprovisions.Theseareprimarilyfinancecompaniesandmortgage

(1)Adoptlegislationthatrequiresfinancialinstitutionsto bankingfirmswhicharesubsidiariesofnonfinancialcorporationsand

insurancecompanies.Mortgagebankersarecurrentlydoinganincreasingannuallyreportthelocation,sizeandtypeoftheircommercialand

industrialloans.Thiswillprovideregulatorswiththeinformation volumeofconventional,singlefamilymortgagelendingthroughoutthe

necessarytofullyenforcetheCRA,andallowlocalcommunityorganizations country,yetonlythosewhicharesubsidiariesofbankorsavingsandloan

andpublicofficialstoassessurmetcreditneedsandevaluatethe holdingcompaniesaresubjecttoeitherCRAorHMDA. Thesecorporations

performanceofparticularfinancialinstitutions.Thisdatashouldbe mustbesubjectedtothesamerequirementsasbanksandsavingsandloan

collectedandcompiledthroughacentralsource,andmadeavailabletothe associations.Financecompanies,nolongerjustlendersoflastresort,now

makeasignificantportionofthecommercialloans.EstimatesindicatepubliconcomputertapeinasimilarmannertothewaythatHMDAdatais

thatatleast15%ofallcommercialloansaremadebyfinancecompanies,

yettheyarenotsubjecttoCRA.(2)Directaregulatoryagencytoestablishareviewboardtoanalyze

thedataandtomaketheresultsavailabletolocalorganizations.Sucha

reviewboardisincludedintheKennedybill(HR4022)beingconsideredby

Inconclusion,IwouldliketoreiteratethattheCommunity

ReinvestmentActhasbeenanextremelyvaluabletooltocommunity

organizationsandcommunitydevelopmentefforts. Yetdisinvestment

(3)ExpandtheHomeMortgageDisclosureActtoincludereportingof problemsstillremain,largelybecausewhileeveryfinancialinstitutionin

collectedanddisseminated.

Atpresent,littleinformationisavailableto thecountryissubjecttothelaw,manyarenotcontributingto

documentthedisinvestmentproblemsinruralcommunities. reinvestmentefforts. TheComunityReinvestmentActwillonlyrealizeits

fullpotentialwhenitisfairlyandconsistentlyenforcedbyalloftheC.CommunityReinvestmentandNewPowersandInstitutions.Atthe

presenttime,banksareseekingtoexpandtheiractivitiesintonewfields. regulators,whenitisequallyappliedtoallwhoextendcredit,andwhen

sufficientpublicinformationisavailabletoadequatelymonitorbothlocal

creditneedsandtheperformanceoffinancialinstitutionsinmeetingthose

needs.

Conversely,therearemanylenderswhicharenotsubjectedtobankinglaws

andregulations:

Thankyoufortheopportunitytospeakwithyouthismorning.Iwould

behappytoansweranyquestions.

nowprivilegestotakeonthenewpowersthattheyseek.

12
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EXECUTIVESUMMARY

PARTNERSINNEED:

Loansfornewhousingconstruction,purchasingandremodelinghomes,

andacquiringandrehabilitatingapartmentbuildingsareessentialthe

vitalityofneighborhoodsandinturntothehealthoftheeconomyof

citiesandregions.Between1980and1983,regulatedfinancial

institutionsmadeatotalof$10.4billioninresidentialloansinthe

Chicagometropolitanarea.Thisreport,"PartnersinNeed,"presentsthe

findingsofWoodstockInstitute'scomprehensivestudyofthedistribution

oftheseloanswhichweremadebyover500banksandsavingsandloan

associationsintheChicagometropolitanareabetween1980and1983.
AFOUR-YEARANALYSISOFRESIDENTIAL

LENDINGINCHICAGOANDITSSUBURBS
Thisreportdocumentshugeinequalitiesinthedistributionofhousing

creditthroughouttheChicagoareathatcannotbeexplainedsolelybymarket

factorsordifferencesinsellingprices.Whilemanycommunitiesand

suburbsreceivedthousandsofloansandmillionsofdollars,othersreceived

11ttleandsomereceivedvirtuallynothing.Inparticular,thisreport

describesthemanyworkingclassandmiddle-income,white,blackand

HispanicneighborhoodsinChicagowhichare"PartnersinNeed,"receiving

inadequatehousingcreditfortheirneighborhoodstothrive,orsometimes

eventosurvive.

AUGUST,1986

Majorfindingsofthisreportarethat,duringtheyears1980–1983:

BY

Thesuburbsreceivedmoreloansofeverytypeandmoreloandollars

thandidthecity--anaverageof$5,345perhousingunitcomparedto

thecity's$2,179perhousingunit,adifferencethatcannotbe

entirelyexplainedbydifferencesinprice.

JEANPOGGE

JOSHHOYT

AmongChicago'sneighborhoods,lendingdifferenceswereextreme.They

rangedfromalowof$113perunitinWashingtonParktoahighof

$11,431intheLoop.

ELSPETHREVERE

OnlyfourofChicago'sneighborhoodsreceivedasmuchormore

residentialcreditastheaveragesuburb.TheseCommunityAreasare

theLoop,O'Hare,LincolnParkandtheNearNorthSide.

Everysingleoneofthethirty-threeblackandHispaniccommunitiesin

Chicagofellwithinthetwolowestcategoriesoflending.

1
Asubstantialnumberofwhite,Hispanic,andintegratedcommunities

withvaryingincomelevelssuchasBridgeport,SouthLawndale(Little

Village)andLincolnSquarejoinedtheblackcommunitiesinthe"Low

Credit"category,andare"PartnersinNeed"ofresidentialcredit.

. Factorsandcharacteristicswhichcanbeconsideredindicatorsof

demand,includingsingle-familyhousing,owneroccupancy,turnoverand

income,donotexplainthelargedifferencesinleveloflendingin

Chicagoneighborhoods.

1

WOODSTOCKINSTITUTE53W.JACKSON,CHICAGO,IL60604(312)427-8070
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MultifamilybuildingsinChicagoreceivedatotalofonly$224million

inloans,amere$450perhousingunit.Theywereeffectivelylocked
outofthecreditmarket.

VISTAOFOPPORTUNITY:

ANANALYSISOF1983AND1984

It

RESIDENTIALLENDINGINTHE

Thereportreconnendsthatcommunityorganizations,financial
Institutions,governmentofficialsandpolicymakersallworktoincreasethe

flowofcredittothoseneighborhoodsandcommunitiesinneed.
identifiesopportunitiesforcommunityorganizationstoforgepartnerships

withlenders;financialinstitutionstodevelopprogramsandmarketing
effortsthatensurethatallcreditworthyborrowershaveaccesstothe

credittheyneed;localandstateofficialstolinkgovernmentdepositsto
reinvestaentperformanceandtocreationofspeciallendinginitiatives;

regulatorstoactivelyenforcetheCommunityReinvestmentAct;andCongress

topermanentlyextendtheHongMortgageDisclosureAct.

DENVER/BOULDERSMSA

FEBRUARY,1987

BY

JEANPOGGE

1

DDSTOCKINSTITUTE,53WESTJACKSON,CHICAGO,IL60604(312)427-8070
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SUMMARYREPORT

INTRODUCTION

Credittopurchaseandsellhomes,tofinancerepairsandimprovements,

tostartsmallbusinessesandtorehabilitateolderapartmentbuildingscan

makethedifferencebetweenthelifeordeathofaneighborhood'seconomy,

theeconomyofacityorthatofawholemetropolitanregion.Whenloansare

madeinanarea,theresultsarevisible--neededrepairsaremadetohomes,

therearefewvacantbuildings,andcommercialareasarelivelyand

well-used.Bycontrast,anareabeingdeniedcreditexhibitsthesignsof

lackofhopeandconfidenceinthefuture.Buildingsareboardedup,homes

arenotmaintained,andstoresshowout-datedmerchandiseandfewcustomers.

CenterforCommunityChange,hasjustcompletedacomprehensivestudyof

1981and1982lendingintheWashington,D.C.metropolitanarea.Thethree

volumesofthisreportprovideforthefirsttimeacompleteexaminationof

residentiallendinginWashington,D.C.anditssuburbs.Theresearch

reportentitled"WheretheMoneyFlows,"presentsacomprehensive

statisticalanalysisoflendingintermsofincome,raceandhousing

characteristics.VolumesIIandIIIaredesignedtobeusedasareference

forcommunityorganizations,lendersandregulatorsinterestedin

monitoringcommunitycreditflows.VolumeIIprovidesperformancerankings

forthe106regulatedfinancialinstitutionsinthearea.VolumeIII

containsCommunityLendingProfilesforeachofthe36Advisory

NeighborhoodCommissionswithintheDistrictofColumbia.

FINDINGSWhilealltypesofloanactivityareneededtomakeeconomieswork,

housingloansareregularlydocumentedbybanksandsavingsandloan

associations.ThroughthemandateoftheHomeMortgageDisclosureActof

1975(HMDA),allregulatedbanksandsavingsandloanassociationsmust

reportthenumberanddollaramountoftheirresidentialloans.Thesedata

showthenumberandamountofsinglefamilymortgages,homeimprovement

loans,multifamily(apartmentbuilding).loansandloansmadeunderthe

FederalHousingAdministrationandVeteransAdministrationmortgageprograms

foreachcensustract.

OnewouldexpectWashington,D.c.tobeaneasyplaceforlendersto

makehousingloans.Themetropolitanareahasoneofthehighest1980SMSA

medianhouseholdincomesinthecountry,$23,344;ithasexperienced

steady,expansivegrowth;andthefederalgovernmentremainsitsmajor

employer.Inaddition,theimportanceofhavingviable,healthy

neighborhoodswithinthenation'scapitalwouldseemtoruleoutthe

possibilityofsystematicdisinvestment.

Untilrecentlytherewasnoefficientwaytousethisdatatomonitor

theflowofhousingcreditthroughoutlargemetropolitanregionsorto

diagnoseproblemareasintimetoapplyremediestoincreasetheavailability

ofcredit.Since1980,however,theFederalREserveBoardhasannually

processedHMDAdatafortheentirecountryintocomputerizedform.This

computerizedlendingdatapermittheexaminationofallregulatedlenders

over overseveralyears,

Thefindingsofthisexaminationoflendingdistributionpatternsin

theWashington.C.SMSAaresurprisinganddisappointing.Inparticular,

twoconclusionsdemandseriousconsiderationandthoughtfulresponse.The

firstisthatredliningofthecentralcitycontinues,almosttenyears

afterlegislationwaspassedtoeliminatethisproblem.Thestudyfounda

markeddifferenceintheflowofhousingcredittotheDistrictwhen

comparedtothesurroundingsuburbs.In1981,theDistrictofColumbia

receivedsubstantiallylessloandollarsperhousingunitthanthesuburbs.

In1982,whencreditbecametighterandtheoverallamountofhousing

lendingdiminished,thegapwidened;Districtcensustractslost

proportionallymoreloandollarsthansuburbantracts.

UtilizingcomputerizedHMDAdata,WoodstockInstitute,incooperation

withtheMetropolitanWashingtonHousingandPlanningAssociationandthe

!
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Thesecondconclusionrelatestothedifferencesbetweenthe

predictorsoflendingdistributionsintheDistrictandthoseinthe

suburbs.Inthesuburbs,incomelevel,orabilitytorepayaloanwasthe

majorpredictorofwhereloansweremade.IntheDistrict,bycontrast,a

muchmoredisturbingpatternwasobserved.Contrarytoexpectations,the

incomelevelhadalmostnoeffectasapredictoroflending.Instead,

analysisofthecharacteristicsofDistrictcen

Comparisonof1981with1982,whenalllendingdecreased,showsan

alarmingtrend.Whenlendingbecametighterandtheoverallamountof

housinglendingavailablefromregulatedlendersdiminished,centralcity

tractstendedtoloseproportionatelymorelendingthansuburbs.Thus,the

tighteningofthemoneysupplyin1982hitthecentralcityharderthanthe

restofthemetropolitanarea.

PredictorsofLendingDistributions

Specificresultsofthestatisticalanalysissupportingthese

conclusionsarepresentedbelow.

Numberofhousingunits.Asmightbeexpected,themostimportant

housingcharacteristicinfluencingthedistributionoflendingwasthe

numberofhousingunits.Censustractswithmorehousingreceivedmore

loansinbothcentralcityandsuburbsinbothoftheyearsstudied.DistrictversusSuburbs

ThestudycomparedtheDistrictwiththesuburbsonfourtypesof

lending:conventionalsinglefamilymortgageloans,FHAandVAmortgage

loans,homeimprovementloans,andmultifamilyloans.Ineverytypeof

loanstudied,Districtcensustractsfaredpoorlywhencomparedtosuburban

areas.
Forconventionalsinglefamilymortgageloansmadein1981,census

tractsintheDistrictreceivedanaverageof$632perhousingunitwhile

suburbantractsreceivedanaverageof$885perunit.In1982,lendingin

bothareasdecreased,butcentralcitytractslostanaverageof28%while

suburbantractslostabout22%ofloans.

Ageofhousing.Thegreaternumberofolderhousingunitsinthe

cityhadlittleeffectonloansreceived.Thelargeramountofnewhousing

builtinthesuburbsbetween1975and1980wasassociatedwithgreater

lendinginsuburbancensustracts.Inthesuburbs,morenewerhousingand

morehousingingeneralattractedmoreloanstocensustractsin1981.

Unlikethecentralcity,suburbanhousingmrketforcesweremore

influentialindistributinglending.

AddinginFHA/VA,homeimprovement,andmulti-familylendingdoes

littletochangethisbalance.In1981,Districttractsreceivedan

averageof12loansofallkindsper1,000housingunitswhilesuburban

tractsreceivedanaverageof18loansper1000housingunits.Thedollar

mountsreceivedhighlightthisdifferencefurther.

Owneroccupancy:

LendingandIncome.Thecentralcityin1980contained

proportionatelymanymorelow-incomecensustractsthanthesuburbs;58%of

1
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thecentralcitytractshadmedianincomeslessthan70%oftheSMSA's

medianincomecomparedtoonly12%ofthesuburbantracts.
Yetsomeofthe

District'scensustractswerewealthy(14%)andalmostone-thirdwere

classifiedasmiddleincome.

$42,000.Sobytheendof1982,twocomparabletractsdifferingonlyin

theirwinoritycompositionby50%wereover$2millionapartinlending.

Inthesuburbs,bycontrast,niaoritypopulationwasnotapredictorof

lending.

STUDYMETHODS

Justasthenumberofhousingunitswouldbeexpectedtobeclosely

relatedtotheamountoflendinginanarea,theincomeofthepeoplewho

livetherewouldalsobeexpectedtobeanimportantfactor.Itisoften

arguedthatlendingdoesnotoccurinpoorneighborhoodsbecausethe

residentscannotaffordtopayofftheloans.

Inthesuburbs,thisexpectationwasborneoutbythestudy.Median

tailyincomewasastrongpredictoroflendinginthesuburbsinboth1981

and1982.
In1981,eachthousanddollarsofmedianfamilyincomeyielded

suburbancensustractsanetgainof.69loansand$86,000.Bycontrast,

inthecentralcity,incomewastotallyunimportantindistributing

dollarsfromregulatedfinancialinstitutionstoneighborhoods.

ThestudyexaminedHomeMortgageDisclosureActdataforthemost

recenttwoyearperiodavailableatthetimeofthestudy--1981and1982.

Thecomputerfilescontainingthesedataalsoincludedhousingand

populationdatabycensustractfromthe1980U.S.Census.Ingeneral,

thesedataareusedtoshowvariationsinhousingcreditflowsandto

examinetheinfluenceofparticularneighborhoodcharacteristicsonthe

wayshousingcreditisdistributedamongneighborhoodareas,Specifically,

itwaspossibletoshowwhereeachlenderisorisnotmakingloansandthe

overallpatternoflendingthroughouttheSMSA;thecorrespondencebetween

lendingandhousingcharacteristicssuchasowner-occupancyandageof

housing;therelationshipbetweenlendingandpopulationcharacteristics

suchasincomeandrace;andtheuniqueinfluenceofindividualhousingand

populationcharacteristicsonvariationsinlendingacrosstheSMSA.
LendingandMinorityPopulations.Justasitwasexpectedthat

numberofhousingunitsandtheincomeofthepopulationwouldbestrongly

associatedwithamountoflending,itwasinitallyassumedthattherewould

benoassociationbetweenminoritypopulationandlending.Lending

discriminationhasnotbeenanactiveissueinmostcitiesformanyyears,

andmanyminoritieshaveattainedmiddleclassstatusandhavepurchased

homesbothincentralcityandsuburbanneighborhoods.

InordertoanswerquestionsaboutlendingintheWashington,D.C.

area,univariateanalyseswerecarriedouttoascertainthetotaland

averagevolumeoflendingfortheWashingtonarea,forthecentralcity,

forthesuburbs,andforeachcounty.Inaddition,descriptionsofthe

housingandsocialcharacteristicsofcensustractswithhigh,averageand

lowamountsoflendingwereshown.

Contrarytoexpectation,however,theracialcompositionofcentral

citytractareasstronglyaffectedleadingpatteras.Foreachpercent

thatminoritypopulationinacensustractincreased,therewasanetloss

of.28loans.
Thiseffectisverylarge.-Comparisonoftwocensustracts,

cachcontainingthecity'saveragenumberofhousingunitsbutvaryingin

theirminoritycomposition,showsthatin1981,anall-whitetractreceived

21moreloansthana75%minoritytract.Thisdifferenceincreasedover

time.Overtwoyears,eachpercentminorityaffectedanetlossofabout

Thebivariateanalysespresentcorrelationsandcontingencytables

whichshowthecorrespondencebetweenhousingandsocialcharacteristicsof

censustracts,stratifiedbytractlocationinthecityorthesuburbs.

Theseprovideadescriptionoflendingpatternsbytractcompositionand

showthestrengthoftherelationshipsbetweenlendingpatternsandtract

characteristics.

i
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EXECUTIVESUMMARY
Finally,multivariateanalysiswascarriedoutwhichusedregression

techniquestolookattheindependentinfluenceofdifferentcensustract

characteristicsonlendingvolume.Byestimatingequationswhichpredict

thevolumeoflendingfromtheracial,housingandsocio-economic

characteristicsofcensustracts,thestudywasabletolookatthose

characteristicswhichhadthemostandleastinfluenceonlendingvolume

andtoshowhowmuchofthevariationinlendingwasexplainedby

neighborhoodcharacteristics.

Withthisreport,WoodstockInstitute,incooperationwiththeCenter

forCommunityDevelopmentandDesign,adepartmentoftheSchoolof

ArchitectureandPlanning,UniversityofColoradoatDenver,completesan
extensiveexaminationofHomeMortgageDisclosureActdataforthe

Denver/Bouldermetropolitanareafor1983and1984.Duringthisperiod,

banksandsavingsandloanassociationslentover$1billionintheDenver

region.Thisreportdescribeswherethosedollarswereinvestedandwhich

lendersmadetheloans,

CONCLUSION

TheresearchprocesswasguidedbytheCommunityReinvestmentTask

Force,a25membercoalitionofDenverarearepresentativesfromnon-profit

communitydevelopmentcorporations,homecounselingagencies,low-income

andsmallbusinessadvocacygroups,localfoundations,andmunicipalities.

Residentialcreditdecisionsareexpressionsofconfidenceinthe

borrower,theneighborhood,itshousinganditsfuture.Loansfor

purchasingandremodelinghousesandacquiringandrehabilitatingapartment

buildingsareessentialtothevitalityofneighborhoodsandinturntothe

healthoftheeconomyofcitiesandregions,

Residentiallendingreportsfrom149differentfinancialinstitutions

wereusedforthisreport.During1983and1984,theselendersmadea

substantialinvestmentinresidentialloans,aninvestmentthattotaled

$1.255billion.Mostoftheloansweresinglefamilymortgagesmadeby

savingsandloanassociations.Althoughapartmentsmakeup26%ofthe

Denverregion'shousingsteck,therewereonly421multifamilyloansmade

forapartmentbuildingsandtheseloansrepresentedonly13%oftheloan

dollars,Themajorityofthemultifamilylendingwasalsodonebysavings

andloanassociations,

Theimplicationsofthisstudy'sfindingsareseriousandfar

reaching.Theeffectsofconsistentunavailabilityofcredithavebeen

showntohavedrasticnegativeeffectsonneighborhoods.Thistypeof

systematicdisinvestmentproducesdeterigrationandabandonmentofan

expensiveandnecessarycommodityhousing.

Between1970and1983,theDenvermetropolitanareahadaphenomenal

housingboom.Fifty-twopercentofthehousingstockexistingatthe

beginningof1984waslessthan15yearsold.Althoughmostofthenew

constructionwasinthesuburbsandunincorporatedareasaroundDenver

over40,000newunitswereconstructedinthecityduringthis13year

period.Althoughitsharedinthehousingboom,Denveritselfreceived

slightlylessthanitsproportionateshareofthearea'sresidentiallean

dollarsandsignificantlyfewersinglefamilydollarsperunit.
Today,yearsaftertheechosoftheredliningstrugglesoftheearly

1970's,publicpolicymakers'attentionmustbere-directedtotheproblems

ofdisinvestment,particularlyinthecentralcity. Wecannotaffordto

allowourcities,theheartofoureconomy,tobeabandonedandleftfor

thegreeneergrassofthesuburbs.Lenders,regulatorsandcommunity

froupsmustworktogethertodevelopnewtechniquestoendracialbiasin

lendingdecisions,andtofindnewmechanismstofosterreinvestmentin

urbanneighborhoods.

Acloserlookatlendingwithinsevenfocusareasselectedfor

individualanalysisbytheCommunityReinvestmentTaskForceshows

disparitiesinlendingthatarecauseforconcern.Threeofthefocus

areasreceivedfarlessthantheirexpectedshareoflending.

Perhapsthemostseriousfindingofthisanalysisofresidential

lendingisthestrongrelationshipbetweenlendingandrace,Examination

oftheracialcharacteristicsofthesevenfocusareasshowsthatthereis

aclearandinverserelationshipbetweenthepercentageofblackswithina

focusareaandtheamountofresidentiallendingthattheareareceived.

Theresearchreportanditscompanionvolumes,LenderPerformance

RankingsandCommunityLendingProfiles,aremeanttobeginthatprocess.

Hopefully,theywillserveasabenchmarkagainstwhichfutureimprovements

canbemeasured.

Experiencewithdisinvestmenthasshownthatlowincomeandminority

communitiesareoftenthefirsttosufferalackofcreditbuttheeffect

ofthedeteriorationthatresultshasanimpactonothercommunities,

-XV
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needsoftheirlocalcommunities.Ninety-onelenders,over60%ofthose

studied,madeatleastoneloaninthetargetedcensustracts,Twelenders

wereparticularlysuccessfulinlendingtothetargetedarea,World

FederalSavingsandLoan,thehighestvolumelenderstudied,made191loans

totaling$15.4millioninthetargetedcensustracts,andWesternNational

BankofDenver,amuchsmallerlender,madeonly26loansinthetargeted

censustracts,buttheseloansrepresentedaver40%ofits1983-84

residentialloandollars,Thelendercomparisonalsoidentifiedlenders

thatcouldexpandtheirservicetolowincomecommunities,

TRACKINGCHICAGO'SBUSINESSBUCKS:

Residentialcreditdecisionsareanexpressionofconfidencein

theberrower,theneighborheed,itshousing,anditsfuture.Thisreport

showsthatDenverareabanksandsavingsandleanasseciationsdemonstrated

asubstantialcommitmenttothefutureoftheDenver/Bouldermetropolitan

areathroughtheir1983-84residentiallending.WeedsteckInstitutemakes

IseriesofrecommendationsforthecommunityReinvestmentTaskForcete

buildonthisconuitmentandworkwithlenderstofindwaystoaddressthe

particularcreditneedsofthesecommunitiesandpopulationsthatare

underserved.Theseinclude:

BY

DAVIDFLAX-HATCH

1. Community/lenderdiscussionsregardingthediverseanduniquecredit

needsofvariouscommunitiesandpopulationsshouldbeinitiatedasa

firststepinidentifyingprudentleanproductstoaddresstheseneeds.

SEPTEMBER,1987

2. Community/lenderpartnershipsshouldbedevelopedtodesignthemost

efficient,costeffectivewaystoprovidelongtermfinancingfor

thecreditneedsoflowincomefamilies,theelderly,andthe

disabled.

3. TheselenderssuccessfullyservingthecreditneedsinlewIncome

areasshouldbeencouragedtoassumealeadershiprelebethin

encouragingotherlenderstereinvestandinparticipatingin

communitydevelopmentpartnerships.

FUNDINGPROVIDEDBYTHEFORDFOUNDATION

5.

Assubsidydollarsandotherresourcesbecomemorelimited,itis

imperativethatwaysbefoundtestretchtheirbenefitsasfaras

possible.Publicandphilanthropicdellarsshouldbeusedto

leverageprivatesectorlending.

Foundationsandlocalandstategovernmentsshouldensurethattheir

depesitsencourageandrewardreinvestment.Theinformationinthis

reportshouldbeusedasacriterieninevaluatinginstitutional

bankingrelationships;foundationsshoulddevelopprogramrelated

investmentprograms;andlocalandstategovernmentsshoulddevelop

speciallinkeddepositpregransteencouragereinvestmentinitiatives

ferunderservedpopulations,

Communitybasedorganizationsandlecalpolicymakersshoulddevelop

legislativesafeguardstoensurethatasthefinancialservices

industrychangesandInterstatebankingbecomesareality,the

residentsofallcommunitiescontinuetohaveaccesstoaffordable

creditanddepositservices,

WOODSTOCKINSTITUTE,53W.JACKSON,CHICAGO,IL60604(312)427-8070

)
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EXECUTIVESUMMARY theextremeconcentrationofcredittoasmallpartofthecity,

theCMDOsuffersfromanumberofshortcomingswhichlimitsits

usefulnessinaddressingthegoalofpromotingreinvestmentin

Chicago.Creditisessentialfortheeconomichealthandvitality

ofanycommunity.Itmakespossiblethepurchaseand

rehabilitationofhousingandthecreation,expansionand

operationofthebusinesseswhichprovidecommunityresidents

withgoods,servicesandemployment.Despitetheimportanceof

credittolocalbusinesses,nodisclosureofbusinesslendingis

requiredatthenationallevelandonlyahandfulofstateand

localgovernmentshavepassedcommerciallendingdisclosurelaws.

First,theCMDOlacksanyclearstatementofpurposeof

directionforuseofthedataasatoolforreinvestment.

Therefore,thedataiscollectedbytheCityofChicagobutnot

usedinitseconomicdevelopmentplanningactivities.

Second,therewereanumberoferrors,omissionsandother

problemswiththequalityoftheCMDOdata.Theseincluded

omissionsbythebanksofportionsofthedatarequired,

inconsistentreportingtimeperiodsandunitsandincorrect

censustractnumbers.

Third,thereissomeconfusionastowhetherloansarebeing

reportedinthecensustractofthecorporateheadquartersorthe

locationofuse.Thisdistinctionisveryimportanttocommunity

usersofthedataandothereconomicdevelopmentpractitioners.

Fourth,thereislittlemonitoringorscreeningofthedata

collectedbyCitystaff,andthereforeerrorshavecontinuedover

manyyears.

Thefirstlawtorequirethedisclosureofcommercialloans

wastheChicagoMunicipalDepositoryOrdinance(CMDO)passedin

1974bytheChicagoCityCouncil.Thisordinancesoughtto

encouragefairandsociallyresponsibleinvestmentwithinthe

CityofChicagoandtoensurethatfinancialinstitutions

engaginginredliningandurbandisinvestmentdidnotbenefit

fromthedepositofpublicfunds.TheChicagoMunicipal

DepositoryOrdinanceservesasanimportantearlymodelof
reinvestmentlegislationwhichcontainsthedisclosure

requirementsthatallowforreinvestmentevaluationand
monitoring.

Finally,thedataisdifficulttoaccessbythepublic,

althoughmuchofitsusehasbeenbypublicinterestand

communityorganizationsusingtheinformationforeconomic

developmentplanningandCommunityReinvestmentActenforcement.

Afteranalyzingcommerciallendingdatacollectedunderthe

CMDO,theWoodstockInstituterecommendsthefollowing

adjustmentstotheCMDOmodelforfuturecommerciallendingand

otherlendingdisclosureprograms:

Two-thirdsofallcommercialloandollarswenttobusinesses

inthesuburbs.Thecommercialloandollarsthatremained

withintheCityofChicagowerehighlyconcentrated.Seventy

percentofcommercialloandollarswentintotwelveofChicago's

700censustracts,alllocatedinorneartheLoop.Generally,

largebanksandbankslocateddowntownweremorelikelytolend

tothesuburbsanddowntownwhilesmallbanksandbankslocated

inneighborhoodsweremorelikelytolendinChicago's
neighborhoods.

Thereinvestmentpurposesofdisclosurelawsshould

beclearlystatedandtheuseofthedatainaddressing

thereinvestmentpurposesshouldbewell-defined.The

agencycollectingthedatashouldregularlyreviewthe

informationsubmittedbythebanks,conductperiodic

analysesoftheinformationcollected,andusethe

informationasthebasisforevaluatingreinvestment

performance.

Alltermsanditemsofdisclosureshouldbeclear,

specific,andwell-defined.

Astandardformatforreportingdatashouldbemandated

andenforced.

WhilethecommerciallendingdatareportedundertheCMDOis

usefulinportrayingthemagnitudeofbusinesslendinginChicago

andinidentifyingcommercialcreditflowpatterns,including

Consistentmonitoringproceduresshouldbecarefully

followed.

1
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Disclosuredatashouldbeaccessibletothepublicina

convenientform.

TheCMDOdatapaintsadisturbingpictureofcommercial

lendinginChicago.Whileitsfindingsmaybeviewedas

provocativeratherthanconclusive,thelendingpatterns

describedinthisreportcauseconcernandraiseserious

questionsthatcanbestbeansweredbybroadandeffective

commerciallendingdisclosurelegislation.TheChicagoMunicipal

DepositoryOrdinanceservesasamodelforfutureeffortsto

draftandenactsuchlegislation,throughbothitsstrengthsand

itsshortcomings.
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The CHAIRMAN . Thank you very, very much.

Mr. Fishbein.

STATEMENT OF ALLEN J. FISHBEIN, GENERAL COUNSEL ,

AGENCY ENFORCEMENT

Mr. FISHBEIN . CRA has been plagued from the start by a weak

enforcement. In fact, I think it would be accurate to say that the

agencies literally have had to be dragged kicking and screaming

into performing their responsibilities under the law.
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once every 6 years and , in some cases, with the luck of the draw , it

could be 10 or 15 years or more before an institution is examined .
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ceived from their supervisory personnel. These supervisors tend to

be safety and soundness personnel.

RECOMMENDATIONS

In terms of recommendations, they are really four fold. One is

expanding the regulatory enforcement resources. We think exami

nation cycles should be on an 18-month rotating basis for CRA and

civil rights purposes, that are conducted be consumer examiner.

Thank you.

!

1

1
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GoodMorning,Mr.ChairmanandmembersoftheCommittee. My

nameisAllenJ.FishbeinandIamGeneralCounseloftheCenter

TESTIMONYBY
forCommunityChangeandDirectoroftheCenter'sNeighborhood

RevitalizationProject.IamalsoaformermemberoftheFederal

ReserveBoard'sConsumerAdvisoryCouncil.
ALLENJ.FISHBEIN

TheCenterforCommunityChangeisanational,non-profit,

organization,basedhereinWashington,D.C.,thatprovides

researchandtrainingtolowincomeandminoritycommunity

on

THEIMPLEMENTATIONANDENFORCEMENTOFTHE

BEFORE

groupsintheareasofcommunitydevelopment,neighborhood

reinvestment,andconsumercredit.TheCenterhasalong-standing

interestinmonitoringtheimplementationoftheCommunity

ReinvestmentActandotherfederalanti-disinvestmentregulatory

requirements.Inaddition,wehaveprovidedtrainingandlectured

onCRAatconferencesandseminarssponsoredbyvariousbanking

industrytradeassociationsaswellasbythefederalfinancial

institutionsupervisoryagencies.Wehavealsopublisheda

seriesofpublicationsinconjunctionwiththeU.S.Conference

ofMayorsandtheU.S.DepartmentofHousingandUrbanDevelopment

onneighborhoodreinvestmentstrategiesandtechniquesfor

assessingcommunitycreditneeds.

THECOMITTEEONBANKING,HOUSINGANDURBANAFFAIRS

MARCH22,1988

Iappreciatetheopportunitytopresentbeforeyouthe

viewsoftheCenterforCommunityChangeontheimplementation

andenforcementoftheCommunityReinvestmentAct(CRA).
These

hearingscomeatacriticalpointintheenforcementofCRA.
It

hasbeenadecadesinceCRAwasenacted. WhiletheActhas



1
4
7

-2 -3-

accomplishedagreatdeal,ithasbeencrippledbyweakenforcement

almostfromtheoutset.Oversightandthecontinuinginterestof

Yet,despitethesuccessesthathaveoccurred,itisclear

thattheeffectivenessofCRAhasbeenlimitedduetoweak

thiscommitteeisvitaltoensuringthatthefederalagencies

chargedwiththesupervisionofthebankingindustryenforcethe

enforcementbythefederalagencieschargedwiththeresponsibility

forimplementingtheAct.Unfortunately,thepicturethat

emergesisthatCRAisworkingalmostinspiteoftheregulatorslawinthemannerinwhichcongressintended.

andnotbecauseofthem.Totheextentthelawhasstimulated

newlendinginurbanneighborhoodsandslowgrowthruralSummary

communitiesithasbeenatributetotheeffortsofhundredsof

grassrootscommunitygroups,whichhaveoftenbeenlefttoperform

theroleofde-factobankexaminersinthefaceofregulatory

inaction.

Duringthe1960sand70sincreasingpublicattentionfocused

ondiscriminatorymortgagelendingpracticesthatrestrictedthe

flowofcredittothenation'scities.Disinvestmentbybanks

andotherdepositorylenderswasincreasinglyviewedasamajor

contributortoneighborhooddeteriorationandnecessitatedthe

expenditureofpublicresourcestorevitalizetheseareas.

result,Congressenactedaseriesofregulatoryreformswhich

weredesignedtocurbneighborhooddiscriminationanddisinvestment

byfinancialinstitutions.

Asa

clearly,thereisagrowingneedtostrengthenthe

implementationofCRA.Lendinginstitutionsaregaininggreater

sophisticationinpresentingtheirCRArecordstoagencyexaminers

andrespondingtoCRAcomplaintsbycommunitygroups. The

Andindeed,legislativemeasuressuchastheHomeMortgage

DisclosureAct(1975)andCRAhashelpedtoreducemanyofthe

overtformsoflendingdiscriminationthatwereoncealltoo

resultisalltoofrequentlyfinancialinstitutionsaredoinga

betterjobofpackagingpoorrecordssothattheylookgoodto

regulatorsratherthanmakingsubstantiveimprovementsinlending

performance.Whatevermodestimprovementsinenforcementoccurred

prevalentwithinthelendingindustry.Moreover,theenactment

oftheselawshavehelpedtoimprovecommunicationbetween

lendersandtheirlocalcommunitiesandtostimulatetheformation

overthefirstfewyearsafterCRAwasenactedhavebeenvirtually

undonearesultofagencyindifferenceoverthepastfiveorsix

ofmanysuccessfullocalreinvestmentpartnershipsinvolving

lendinginstitutions,localgovernments,andcommunitygroups.

years.Andwefearthatthistrendwillcontinuewithoutstrong

andimmediateactionbyCongress.
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asbanksincreasinglycatertoupscalecustomers. Thesenew Comptrollerofthecurrency,FederalDepositInsuranceCorporation,

trendsarecombiningtooffsetmanyofthegainsthathavebeen andtheFederalHomeLoanBankBoard)toencouragefinancial

institutionstohelpmeetlocalcommunitycreditneeds consistent
achievedinrecentyears.Existingregulatorysafeguards,such

asHMDAandCRA,maynotbesufficienttocurbtheadverseimpacts withthesafeandsoundoperationofsuchinstitutions.

WebelievethattheimplementationofCRAcanbestrengthened

Additionally,CRArequirestheregulatoryagenciestoassess

eachinstitution'srecordinmeetingthecreditneedsofits

entirecommunity,includinglowandmoderateincomeneighborhoods,

andtaketheserecordsintoaccountwhenactingonrequestsby

throughfouravenuesofreform:1)Expandingregulatory

enforcementefforts;2)Greateragencyaccountabilityandpublic

disclosurerequirements;3)ReformingtheCRAratingsystem;

and,4)ReformingtheapplicationreviewandCRAprotestprocess.

theseinstitutionsforpermissiontoopennewdepositfacilities

ortomergeoracquireoneanother.

TheImportanceofCRAtoLocalcommunities institutionstodisclosethegeographiclocationoftheirhousing

relatedlending,havebeeninstrumentalinhelpingtocurbsomeTheenactmentoftheCommunityReinvestmentActin1977

representedanimportantturningpointfornation'solderurban ofthemoreovertformsofdiscriminationagainstneighborhoods.

Forexample,"redlining,"thepracticewherebylendersshun

certaingeographicareasonanarbitrarybasis,orimposemore

ofderegulation.

effect. Yet,communitygroupsreportthatmoresubtleloan

policiesremaininplacethatservetolimitlendingtourbanCRAstatesthatdepositoryinstitutions(commercialbanks,

savingsbanks,andsavingsandloanassociations)haveacontinuing

andaffirmativeobligationtohelpmeetthecreditneedsofthe

localcommunitiesinwhichtheyarechartered.Throughthis

Act,Congressdirectedthefourfederalsupervisoryagencies

thatregulatebanking(FederalReserveSystem,Officeofthe

neighborhoodsandslowgrowthcommunities.Thesechargesare

supportedbyrecentresearchwhichindicatesthatwidedisparities

continuetoexistinmanyareasinlendinglevelsbetweensuburban

andlargelywhitecommunitiesandinner-cityandpredominately

minoritycounterparts.



1
4
9

-7-

andothershaveestimatedthatatleast $1.5billion additional

loancommitmentshavebeenmade,bringingtheoveralltotalto

inexcessof$5billion. Thesereinvestmentcommitmentsare

AnotherimportantfeatureofCRAisthatitprovidescommunity

groupswithstandingtoraisecomplaintsaboutthelending

performanceoflocalfinancialinstitutionswiththeregulatory

agencies.Thus,citizenscanseektohavethesupervisory

agenciesdenyapendingexpansionapplicationonthegroundsan

institution'sCRAperformanceisinadequate.Whileoutright

denialsofprotestedapplicationsrare,especiallyinrecent

years,CRAprotestshavesometimesresultedinsettlement

agreementsbetweenapplicantfinancialinstitutionsandthelocal

criticaltothevitalityoftheseareas,comingatatimewhen

thepublicresourcesavailableforcommunitydevelopmentand

revitalizationactivitiesaredwindling.

protestingparty.

MercantileBankofSt.Louis:

voluntarilybytheparties,ofteninvolvecommitmentsbythe

financialinstitutiontoimprovevariousaspectsofitslending

record.Unquestionably,theCRAcomplaintprocesshasbecomethe

primarymeanstobringtotheagencies'attentiondeficiencies

intheCRAperformanceofapplicantinstitutions.Itwill

continuetoremaincentraltoCRAenforcement,atleastforas

longastheagencies'ownenforcementeffortsremainweak.

Workingwithneighborhoodgroupshasgenerated$250

millioninloansatmarketrateswithalmostzero

losses...

Theloanshaveleveraged3to4timesintotal

developmentcostsmostlybecauseoffederalsubsidies

suchasCDBG.Over10,000neworrehabbedhousingunits

havebeendeveloped,whichis8%ofthecity'sstock."

(AsquotedinHousingRehabilitation:Programs,

Techniques,andResources,U.S.DepartmentofHousing

A1985studyconductedCalvinBradfordandPaulSchersten

onbehalfoftheHubertH.HumprheyInstituteofPublicAffairs,

oftheUniversityofMinnesota,entitled,AToolForCommunity

Capital:HomeMortgageDisclosureAct,1985Surveyfoundthat

over$3.7billioninloanfundshadbeencommittedtolowand

needsoflowandmoderateincomecommunitiesto"howmuch"they

moderateincomecommunitiesasaresultoftheseCRAagreements.

SincetheHumphreyInstitutestudywaspublished,myorganization

havedone.
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AstheChairmanandothermembersoftheCommitteeknow,this

representsanimportantprogressionfromthedayswhenthe

meritsofCRAwerefirstdebatedinthehallsofCongress.

dataonrace,incomelevel,andothercharacteristics,eachof

thestudiesdiscoveredpatternsintheflowofmortgagecredit

thatwerespecifictotheindividualcity.SeeAttachment1

But,acommonthemeemergedfromallfivestudies: whenother

ContinuingCreditAvailabilityProblems factorswereheldconstant,minorityneighborhoodsreceivedfar

Despitethemanysuccessstories,researchcontinuesto fewermortgageloansthanexpected.Perhapsthemostdramatic

findingswereinWashington,wherethestudyconductedbythe

WoodstockInstitutefoundthat"themostimportantcharacteristic

indicatethatcreditgapsstillexistincertaincommunities,

especiallylowandmoderateincomeandpredominatelyminority

influencinglending...wasrace."

mortgagemarkets. ThebanksandS&Lssurveyedinthesestudies

wereprovidingsignficantlyfewerloanstopotentialhomebuyers

inpredominatelyminorityneighborhoodsthantohomebuyersin

TwentyyearsafterthepassageoftheFair predominatelywhiteneighborhoods.Whilethelendingstudiesdo

notnecessarilydemonstratethatthefinancialinstitutionsinHousingAct,raceisasignificantfactorindeterminingwhere

areas.

thesecitiesareengagedinwillfuldiscrimination,thedata

ThefivecitiesstudiedwereChicago,Baltimore,Washington,

D.c,Philadelphia,andDenver/Boulder.Threeofthesestudies

conductedbytheWoodstockInstitute,awellrespectedresearch

organizationwhichspecializesinlendingresearch(Washington,

D.C.,Denver/Boulder,andChicago).Allfiveofthestudies

werebasedondataprovidedbythefederalHomeMortgageDisclosure

doessuggestthattheseinstitutionsmayhavepoliciesand

practicesinplacethathaveadiscriminatory"effect"ofdenying

orrestrictingmortgagedollarstominoritiesandminority

neighborhoods.

Recentexperiencesbyprivatefairhousinggroupsshedsome

lightonthekindsofpoliciesandpracticesthatlendersemploy

thatproducethedisparitiesdocumentedintherecentstatisticalAct,whichdisclosesthenumberandtotalamountofrealestate

loansmadebyalender,itemizedbycensustract. Usingcensus research. Since1985,theToledoFairHousingCenterhasfiled
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Continuingcreditavailabilityproblemsarealsoreflected

intheincreasingnumbersofCRAprotestswhichhavebeenfiled

Interestratedecontrolhasintensifiedcompetitionfordeposits,

andmanyfinancialinstitutionshavebegunaggressivemarketing

oftheirservicestoanupscaleclientele-affluentindividuals

accurate,thattheyarenotinterestedinservinglessaffluentOpenHousingCenterinGary.Inthesecases,appraisersemployed

bythelenderhaveundervaluedhomesinminorityneighborhoods.

Basedontheappraisal,thelenderhasthenrefusedtolendthe

individualsandneighborhoods. Anothersideeffectofderegulation

isthatdepositoryinstitutionsarecharginghigherfeesfor
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orders,stoppayments,returnedchecks,etc. Formanylow

incomepeople,theresultisthattheycannolongeraffordto

Theselawsuitsseemtohaveheightenedpublicawarenessin

Toledoabouthowloanpoliciesmaybebiasedagainstcertain

typesofborrowersandneighborhoods. maintainabankaccount. Thus,peoplewhowereonceapartof

thebankingsystemarebeingforcedout,andsomeyoungpeople

arediscouragedfromeverbecomingpartofthesystem. The
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incomeareasofthenewmarketitisattemptingtoenter.
See

Attachment2.

cumulativeeffectofthesechangescanbeextremelydetrimental

tolowandmoderateincomeneighborhoods.

SignificantImprovementsAreNeededinCRAEnforcement

Infact,CRAwasenactedinrecognitionoftheneedto

changethebasicmindsetofthesupervisoryagenciesandbroaden

theirviewoftheirregulatoryresponsibilitiesoverthefinancial

institutionstheysupervise.TheSenateBankingCommittee's

finalreportonthelegislationthatwastobecomeCRAstated:

Theneedfor(this)newlegislationarises

becauseregulatingagencieslacksystematic,

affirmativeprogramstoencouragelendersto

giveprioritytothecreditneedsoftheirhome

areas.

Severalfactorshavecontributedtotheweakenforcementof

ManyoftheCRAproteststhathavebeenfiledinthepast

fewyearsinvolveinterstatebankingapplications,inwhich

communitygroupsseektohavetheacquiringinstitutionspell

TheenactmentofCRAwasacongressionalrebuketothe

regulatorsfortheirunwillingnesstousetheirexistingregulatory

authoritytoencouragefinancialinstitutionstobettermeetthe

creditneedsoftheirlocalcommunities.Andindeed,theagencies

outitscommitmenttoservethecreditneedsoflowandmoderate
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theComptrolleroftheCurrency.etal.CA76-718,1976). The
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lawsuiteventuallyresultedinaseriesofout-of-courtsettlement

Unfortunately,fromtheveryoutsettheagencieshave

resistedfullimplementationofthecongressionaldirective

embodiedinCRA.TheU.S.GeneralAccountingOfficestrongly

rebukedthesupervisoryagencies'consumercomplianceprogramin

areportpublishedin1981.ExaminationsofFinancialInstitutions

DoNotAssureCompliancewithConsumerCreditLaws,U.S..General

AccountingOffice,GGD-81-13,1981.TheGAOreportspecifically

singledoutforcriticismtheagencies'CRAenforcement:

wefoundindicationsthat(CRA)examinationswereinadequateto

determinesubstantivecomplianceornoncompliance."(GAOReport,

atp.14)

agreementsbetweentheparties,inwhichthreeofthefouragencies

(thelawsuitagainsttheFederalReserveBoardwasdismissedfor

lackofstandingbytheplaintiffs)agreedtodevelopandinstitute

datacollectionandanalysissystemstohelptodetect

discriminatorylendingpractices,programsfortrainingexaminers

onlendingdiscrimination,andtheappointmentofcivilrights

specialistsineachoftheagencies.Unfortunately,these

programshavebeencurtalledandthesettlementagreementshave

expired.
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creditneedsofitsentirecommunity,includinglow-andmoderate

Unfortunately,CRAenforcementhasnotimproveddespitethe

criticismscontainedinthesevariousstudies.Moreover,there

incomeneighborhoods.Inmakingthisassessment,theagencies

relysontwelvefactors,whichtheyhavepromulgatedjointly.

Afterassessingthefactors,thebankingagencies'examiners

assignanumericratingtotheinstitution,basedonafive

tieredscale(#1-outstanding,#2-satisfactory,#3-lessthanRegulatoryresourcesforCRAenforcement,asyouwill

undoubtedlyhearfromtheregulatorstomorrow,havebeenrestricted

asaresultofbudgetlimitations,Theheavyemphasisonsafety

andsoundnessconcernshasalsobeenafactor.Thesecompeting

Further,theauthorization

satisfactory,#4--Unsatisfactory,#5-Substantiallyinadequate).

TheFHLBBusesaslightlydifferentsystem,with3positive

ratingsandonly2negativeones.TheCRAcomplianceexamination

andtheratingthatisassignedtotheinstitutionarerequired

tobetakenintoaccountwhenevertheappropriateregulatoracts

onaninstitution'sexpansionapplication.Therationalebehind

thissystemisthatalendinginstitutionreceivingapoor

assessmentwillbeencouragedtoimproveitslendingperformance

orriskhavingitsexpansionapplicationdeniedorothersanctions

imposedbytheregulator.

Unfortunately,thesystemhasnotworkedthisway.Infact,

TherearetwomajorcomponentsofCRAenforcement:1)

theexaminationfunction;and2)theapplication/protestprocess.

Agencyenforcementineachoftheseareashassignificantly

erodedoverthepasteightyearsandisinneedofsubstantial

thecurrentCRAexaminationisanineffectivetoolformeasuring

lenderperformancefortworeasons:Toofewresourcesare

committedtothisarea;second,thecurrentCRAratingsystemis

-16-

CurrentDeficienciesintheCRAExaminationFunction flawedandcannotbeusedtomeasureaccuratelyperformance

levelsbyfinancialinstitutions. Letmediscusseachofthese

twopointsinadditionaldetail.

Process



1
5
5

-18- -19-

8
5
-
6
1
9

0
-

8
8

-
6

ThedecliningemphasisthatCRAandconsumerenforcement

hasreceivedfromtheagenciescanbemeasuredbythedramatic

Decliningresourcesarealsoreflectedinthelengthening

examinationcyclesemployedbytheagencies.Whentheinterval

betweenexams,especiallyCRAandconsumerexamsbecomestoo

longthedeterrantvalueoftheexaminationprocessisreduced

andtheabilityoftheexaminersto"encourage"improvementsin

declineinexaminerhoursallocatedtotheseareaswhichhas

occurred.AccordingtodatacompiledbyBankWatch,awell

respectedpublicinterestorganization,thetotalexaminerhours lenderperformanceisalsoconstrained. Theagencieshave

peryearonCRAandconsumerexamsfellattheoccfrom300,528
lengthenedtheirexamcyclesinrecentyears.

in1981to84,315in1984,attheFDICfromapproximately450,000 TheFRBcurrentlyperformsCRAexamsatbanksonceevery24

in1981toapproximately112,000in1984,attheFHLBBfrom monthsandmorefrequentlyforbankswithlessthansatisfactory

57,807in1981to13,566in1984,andattheFRBfrom106,235in
ratings. During1981to1986theFRBoperatedonan18month

1981to79,786in1984. Thecombinedexaminerhourtotalsforthe
CRAandconsumerexamcycle. Priorto1981theFRBoperatedon

OCC,FDIC,andFHLBBfellfromapproximately808,335in1981to a12monthexamcycle.

onlyapproximately209,881in1984,aprecipitousdeclineof Lastyear,theoccstoppedconductingregularlyscheduled

74%. IncontrastthedeclineinexaminerhoursattheFRBwasa CRAandconsumerexamsatnationalbankswithlessthan$1

billioninassets. Instead,theOCCwenttoa"Russianroulette"moremodest25%.Theocc,FDIC,andFHLBBcollectivelyare

responsibleforexaminingabout16,000banksandthrift approachforexams,selectingarandomsampleeachyearof

institutions,whiletheFRBonlysupervisesabout1,000banks. approximately16%ofthebanksinthissizecategoryandconducting

ThedeclineintotalexaminerhoursspentonCRAandconsumer
amulti-functioncomplianceexam,whichincludsCRAandconsumer

complianceexamsreflectsbothadeclineinthenumberofexams compliance. Consequently,theaverageintervalbetweenexamsis

conductedperyearandareductionintheaveragenumberof
sixyearsforbanksintherandomsamplingsystem. However,the

examinerhoursperexam. Whiletheagenciesmayclaimthat
samplingsystemalsomeansthatsomebanksmaynotbeexamined

thesefigureshaveincreasedsomewhatsince1984,itisunlikely
for10ormoreyears.

TheFDICcurrentlyhasasitsgoalexaminingeachstatethattheycomeanywherenearapproachingthe1981examinerhour

levels.
charterednonmemberbankitsupervisesonceevery3years.
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However,in1986theFDICconductedexamsatonly1outofevery

TheFHLBBhasagoalofexaminingeachS&Lonceeverythree

years,yetatsomeHomeLoanBankDistrictstheexamcyclemay

beaslongas6years.

arbitrarilyexcludedlowandmoderateincomeareasinNewYork

city.ACORNwasabletouncoverthisviolationbyplottingthe

geographicdistributionoftheirlending,afterBNYhadapplied

totheFRBtoacquireIrving.TheFRB'sorderapprovingthe

acquisitionrequiredBNYtoreassessbothitsandIrving'slocal

communitydelineationsintheNewYorkCityarea.
Both

institutionshadapparentlyemployedthesegerrymanderedcommunity

delineationsformanyyears.Howcometheviolationwasn't

detectedbytheroutinecomplianceexam?

-20-

O
LousianaACORNwasresponsiblefordetectinganother

supervise.Regardlessofthemeritsofthisapproachforthe

safetyandsoundnessaspectsofexamination,off-sitemonitoring

isnotanadequatesubstituteforon-siteexamsforCRAand

consumercompliance.CRArequiresexaminerstomakejudgements

abouttheadequacyofafinancialinstitution'slending

performance.'TheFairHousingandEqualCreditOpportunity

Acts,whichrequireexaminerstoreviewlenderrecordsforpossible

discrimination,alsonecessitateon-siteexams.

clearviolationoftheCRAregulations.UnderCRAeachfinancial

institutionmustpublishandupdateannuallyaCRAStatement,

whichmustincludealistofthetypesofcredittheinstitution

ispreparedtoextendtoitsentiredelineatedlendingcommunity.

Lastyear,LousianaACORNdiscoveredthattheFirstNational

BankofCommercedidnotlisthomepurchaseloansinitsCRA

Statement,astatementwhichappearedtobeessentiallyunchanged

since1979. Yet,inreviewingtheHomeMortgageDisclosuredata

reportsfortheyears1984-86,theorganizationfoundthatthe

havecontributedtothedecliningqualityoftheexamreports

andmayhelptoexplainwhycommunitygroupsroutinelyspot

simpletechnicalviolationsoftheregulationsthatshouldhave

beendetectedeasilyduringthecomplianceexams. Herearea

lewexamples: bankmakesonaverageonehomepurchaseloanaweek. Thisisa

o
clearviolationoftheCRAregulations;unfortunately,itis

anotherexampleofonethatwasnotcorrectedbytheocc,which

supervisesthebank.
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O
Currently,theFRBistheonlyoneoftheagenciestouseconsumer

examinersforCRA,civilrights,andconsumercomplianceexams.

Theotheragenciescontinuetouseall-purposeexaminersto

conducttheseexaminationsinadditiontotheirothersafetyand

soundnessfunctions.Theseall-purposeexaminerslackthe

InreviewingthemortgagelendingrecordoftheLeader

TederalSavingsandLoanAssociation,theShelbyCountyCommunity

ReinvestmentCoalition(Memphis,TN)discoveredthatthe

institutionhadconsistentlysubmittedinaccurateandincomplete

HomeMortgageDisclosurestatementstotheFederalHomeLoan

BankBoard.TheS&L'sdisclosurestatementsneglectedtobreak

outtheloandatabycensustract,aclearviolationofRegulation

C(theregulationimplementingHMDA).Moreover,uponfurther

investigationthegroupdiscoveredthattheinstitutionhad

neglectedtosubmitany1985HMDAreportforitslendingin

Nashville.Again,itappearstheFHLBBdidnotspotoroverlooked

necessarytraining,knowhow,andsometimescommmitmentto

performtheCRAandconsumercomplianceexaminations.Theocc,

FDIC,andFHLBBshouldberequiredtoinstituteaseparate

specialtyareaforCRAandconsumerenforcement,alongwith

separatecareerpaths.Consumerandreinvestmentspecialists

shouldberecruitedbasedontheparticularskillsandexpertise

whicharenecessarytoperformthesetypesofexamsadequately.
whatwasaclearviolationoflaw.

B. TheCurrentCRARatingSystemDoesNotLeadtoImproved
Theseexamplesunderscoretheconsequencesoftheyearsof

neglectofCRAenforcementandtheinevitabledeclineinthe

qualityofenforcementwhichhasoccured.
Andofcourse,once

againcommunitygroupsarerequiredtostepinandserveasde

Lactebankexaminerstomakeupforthedeficienciesinthe

examinationprocess.Whiletheselocalgroupshaveaccomplished

agreatdealtheyhaveneithertheresourcesnortheaccessto

thenecessaryinformationaboutlendingrecordsoftheirlocal

institutionstoconductcomprehensiveCRAaudits.Thisisa

functionthatismoresuitablylefttotheregulatoryagencies.

LendingPerformance

ThereiswidespreaddissatisfactionwiththecurrentCRA

ratingsystemfrombothcommunitygroupsandfinancialinstitutions

alike.Communitygroupscomplainthatbankexaminersrefrain

frommakingtoughjudgmentsabouttheadequacyofthefinancial

institutionstheyexamine,whilefinancialinstitutionscomplain

thatthegradingsystemisarbitrarywithfewsubstantive

standards,failingtorewardthetrulyoutstandingperformer

comparedtotherestofthepack.Thereisagreattruthtoall

ofthesecomplaints.
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Althoughostensiblyafive-tierednumericratingsystem, examinewithoutanyrealbasisforsuchconclusions.Whatis

theCRAgradingsystemislittlemorethanapass/failsystem,

withvirtuallyalloftheinstitutionsthatareexaminedassured

more,theoverwhelmingprevalenceofpassingratingsmakesit

moredifficulttodown-gradeaninstitutioninsubsequentexams.

ItalsoresultsinincreaseduseoftheCRAprotestprocessby

communitygroups,sincetheratingsystemisviewedwithgreat

ofapassingevaluation.Datasuppliedbytheagenciesindicates

thatnearlyallthebanksandmostofthethriftsexaminedinany

yearreceivepassinggrades.Forexample,nearly99%ofthose distrustbythem.

banksexaminedin1986receivedpassinggrades(#1or#2)CRA
Thepass/failnatureofthesystemrobslendersofanyreal

incentivetoimprovetheirperformanceoncetheyhavereceivedaratings,whileabout86%ofthethriftsexaminedreceivedpassing

grades.In1985,almost99%ofallthriftsexaminedreceived

favorableratings.SoitwouldappearthattheCRArating

processdoeslittletodifferentiatebetweenperformancelevels

passinggrade.Theprevalenceofthecompliancevs.non-compliance

mentalityforCRAexamswasstronglycriticizedintheconsumer

AdvisoryCouncilstudy,whichrecommendedattheFRBreviseits

currentratingsystemtoprovideforthreepassinggradesinstead

-24-

oftwo. CACStudy,at.p.4. TheCACfoundthattheFRB'sTheratinginflationisevenmorewidespreadforthelargest

lendinginstitutions.Forexample,thedataindicatesthatin

1983,only1outthe245largestbanksreceivedafailinggrade

(theinstitutionreceiveda#3).Theseinstitutionscollectively

controlabout62%oftheassetswithinthebankingsystem.

Similarly,in1984,only2outofthe202largestbanksexamined

receivedpoorgrades(theybothreceiveda#3rating),whilein

1985,2ofthethe229largestcommercialbanksreceived#3CRA

ratings.ThefiguresarecomparablefortheFHLBB'sexams,

examinerswereessentiallyusingatwo-tieredratingsystem,

whichdidnotprovideanampleopportunitytodistinguishbetween

thedifferentlenderperformancelevels.

todeterminewhetheraninstitutionisincompliancewiththe

requirementsofthelaw. Whilethisissatisfactoryforcertain

otherconsumerprotectionlaws,whichfeaturedetailedproceduralwherethelargestthriftsseldomreceiveafailingCRAgrade.

requirementsforlenders,itisnotappropriateforCRAenforcement

purposes.
CRArequiresexaminerstodistinguishbetween

performancelevelsoftheinstitutionstheyexamineaswellas
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InteragencyCRAAssessmentRatingSystem.TheFHLBBhasa

similarratingsystem.

TheCRAexaminationprocessisalsohamperedbytheuneven

andofteninconsistentmannerinwhichfinancialinstitutions

areevaluatedforCRApurposes.Ihavehadseveralopportunities

I
.

TheUniformCRAAssessmentRatingcriteriainstructexaminers

toweighandevaluateperformanceaccordingtohowwellthe

institutionmeetsthedescriptivecharacteristicsforeach

ratingcategory.Thus,institutionshavinga"strongrecordof

meetingcommunitycreditneeds"shouldbeassigneda#1rating.

Theratinganinstitutionreceivesisacompositeratingbased

onnumericratingsitreceivesinthefiveCRAperformance

categories(the12assessmentfactorsaregroupedintofive

performancecategoriesforratingpurposes).Yet,evenwithin

enforcementrecord.IalsohavehadtheopportunitytoreviewOCC

examreports.Ifoundthequalityoftheseexamsandthe

methodologiesemployedbytheexaminersoftenvariedbetween

thefiveperformancecategoriesexaminersareprovidedwithexaminersandregions.WhiletheFRBhasmadesomeimprovements

instandardizingitsapproachtoexams,itisunlikelythishas littleguidanceonhowtocalculateperformancelevels.Phrases

like,the"institutionhasactivelyundertakenstepstodetermine

communitycreditneeds"or"theinstitutionhastakenaffirmative

-26
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Forexample,theagenciesdonotmeasurethepercentage Aswehaveseen,theexaminationprocesshasnotbeenan

effectiveinstrumentforencouragingimprovementsinlending

performanceoffinancialinstitutions. Theinadequacyofthe

examinationprocess,therefore,placesagreaterburdenonthe

regulatorysanctionprovidedbyCRA. Agencyactiononpending

applicationsbecomesanevenmoreimportantelementforassessing

ofassetsinvestedforaparticularCRArelatedcreditneedto

determineperformancelevels.Ineffect,theagencieshave

puntedtheirresponsibilitytosetsubstantivestandardsto

theirexaminers,whoarelefttomakeadmittedlydifficult

judgmentsaboutCRAperformance,

thecommitmentoftheregulatorstoenforcingCRA,anditis

watchedcarefullybythebankingindustry.

Unfortunately,theuseofformalsanctions,eitherthrough

denialofapplicationsorconditionalapprovals,issominimal

thatitposeslittlethreattoaninstitutionwithevenan

-28

admittedlyweakCRArecord. IntheyearssinceCRAbecame

effective,morethan40,000applicationshavebeenactedonbyfromtheocc,FDIC,andFRB.Thus,itwouldappearthatan

outstandingratingmeansonethingtoFHLBBexaminersandsomething

differenttocommercialbankexaminers.

thefourregulatoryagenciescombined,butonlynineofthemhave

beendeniedonCRAgrounds. Allofthesedenials,atleastto

ourknowledge,involvedbranchapplications. AndtheFederal

TheApplicationReviewandCRAProtestProcessMustBeImproved

CRAisuniqueamongconsumerprotectionlawsinthatit

specificallydirectstheregulatoryagenciestotakean

institution'srecordofcomplianceintoaccountindetermining

whetherornottoapproveapendingexpansionapplication.

PerhapsthishelpstoaccountforwhythisaspectofCRA

enforcementismisunderstoodbylendersandsoinadequately

implementedbytheregulatoryagencies.

ReserveBoardhasyettodenyitfirstapplicationforCRA

relatedissues.

Onceagain,theburdenforenforcementhascometoreston

theshouldersofcommunitygroups. Inincreasinglyfrequent
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numbers,communitygroupshavebeensubmittingpubliccommentson

theCRArecordsofinstitutionswithapplicationspendingbefore

thevariousagencies.Usuallythesecommentsindicateopposition

toapprovalofthependingapplicationuntilsuchtimeasthe

applicantmakescommitmentstoimproveitslendingperformance

ThesechargesmaystemfromthefactthatmanyCRAprotests

resultinnegotiatedsettlementsinwhichthecommunitygroups

eventuallyagreetowithdrawtheircomplaint.

tolowandmoderateincomeandpredominatelyminorityareas.The

1%). TheCRAchallengeprocessisusuallyusedbycommunity
protests",or"CRAchallenges"astheyarecalled,havebecome

animportantmeansbywhichtheagenciesspotinstitutionswith groupsafterpreviousattemptsatcommunicationwiththe

institutionhavefailedoriftheinstitutionisperceivedas

ThenumberofCRAchallengesthathavebeenfiledwiththe havingapoorrecord. Mountingachallengeisatimeconsuming

andresourcedrainingactivityforlocalgrassrootsorganizations

withlittleornostaff. Foracommunitygrouptobeeffective,

itmustdevoteconsiderableenergytodocumentingitscaseagainst

theinstitution. TheagenciesrequireCRAchallengestobe

Bycontrast,in1986theFRBreceived supportedbystatisticalresearchandanalysis.

-30-

Almostone-halfofthe112CRAprotests ofCRAchallengesratherthanawaitaregulatorydecisionis

thathavebeenfiledwiththeFRBsince1978haveoccurredin

thepasttwoyearsalone.Theotheragenciesreportincreases

inCRAprotestactivityaswell.

attributabletotworeasons.First,theyknowtheregulators

areextremelyunlikelytodenyanapplicationregardlessofthe

meritsoftheprotestpetition.Second,theyknowthattheir

primaryleveragecomesfromtheirabilitytodelayagencyaction

onanapplication.Sincetheyareprimarilyinterestedin

obtainingsubstantivecommitmentsfromfinancialinstitutionsto

improvetheirlendingrecords,thelocalgroupsusethislimited



1
6
2

-32-
-33-

protestantsalsocomplainoftheunfairandarbitrarymannerin

whichtheagenciesprocesstheircomplaints.
Hereareafew

examples:

O
TheNewYorkRegionalOfficeoftheFDICapprovedan

applicationunderdelegatedauthority,eventhoughofficialsin

thatofficeknewthataCRAprotestwouldbesubmittedearlier

thatsameday.UnderFDICprocedures,CRAprotestedapplications

cannotbeapprovedunderdelegatedauthority,butmustbereviewed

bytheFDICBoardofDirectorsinWashington,D.C.Althoughthe

delegatedapprovaloftheapplicationwaseventuallysetaside

afterthelocalgroupscomplained,itwasapparentthatFDIC

officialswereunawareoftheirownproceduresonthismatter.

leveragetoenterintonegotiationswithapplicants.Ifthey

areabletosuccessfullyresolvetheirdisputetheyarequite

willingtowithdrawtheirprotestandsupportthepromptapproval

ofthependingapplication.Farfrombeingextortionist,this

negotiatedsettlementprocesshasbeenthemosteffectivemeans

forencouragingimprovementinthelendingperformanceofmany

financialinstitutions.

o

protestedapplicationsbynationalbanks. In1986,theAtlanta

RegionalOfficeapprovedarequestbytheShelbyCountyCommunity

ReinvestmentCommitteeforapublichearingonanapplicationby

aMemphisbank,FirstTennesseeBank.Sixmonthslater,thesame

regionalofficedeniedarequestforahearingbyFairfield

UnitedAction(Columbia,s.c.)onanapplicationbySouthCarolina

NationalBank.Approximatelysixmonthsafterthat,theregional

officedeniedasecondrequestforapublichearing,thisoneby

theSavannahCommunityReinvestmentAlliance(Savannah,GA)on

anapplicationbyFirstUnionBankofGeorgia.Therewasno
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legitimatebasisfordistinguishingbetweentherequests;all
O

ReformoftheCRAratingsystem thecurrentCRArating

threemetthestandardsetoutintheoccregulations. systemshouldbeshiftedtoacomparativesystemtopermitthe

o
ThebiasedandclearlyarbitraryhandlingofaCRA measurementofalender'sCRAperformancerelativetocomparably

protestpendingbeforetheHomeLoanBankofCincinnati. The
sizedinstitutions(#1-excellant,#2-good,#3-average,#4-

ShelbyCountyReinvestmentCommitteeprotestedanapplicationby

LeaderFederalSavingsandLoanAssociation.Thegrouphas

encounterednumerousdifficultiesinobtaininginformationthat

limitedeffort,#5-poor);CRAratingstandardsmustbedeveloped

topermitexaminerstodistinguishbetweenthedifferentlevels

ofperformance;examinercontactswithindividualsand

organizationsoutsidetheinstitutionshouldberequiredasaisrequiredundertheHomeMortgageDisclosureAct. Theyhave

alsoencounterednumerousexamplesoftheDistrictBank'sfailure routinecomponentofassessinganinstitution'sCRArecord.

o
tofollowFHLBBproceduresregardingthehandlingofprotested

applicationsandthepresentationoforalarguments.

ReformtheapplicationreviewandCRAprotestprocess--

improvethepublicnoticeproceduresforpendingapplications;

expandthepubliccommentperiodtoensureampleopportunityto

participateintheapplicationprocess;developmoreclearly

definedstandardsforjudgingsubstantiveprotestsandtheneed

RecommendationsforImprovementsinCRAEnforcement

CRAenforcementwerecommendfourmajorapproachestoreformand

strengthentheexistingprocess:

oExpandedagencyenforcement--morefrequenton-site

forpublichearingsonpendingapplications;agencyorderson

applicationsshoulddiscussCRAissues,conclusions,andfactual

basissupportingconclusions;applicationsbypoorlyrated

institutionsshouldbedenied;developmoreclearlydefined

policiesregardingCRAagreementsandtheirroleinfutureexams.

agencyexams;afull-time,specializedCRAandconsumerexaminer

force;separateunitsofconsumerandcommunityaffairswith

directcontroloverthecomplianceexams;exemptionofthebank

examinationfunctionfromthePaperworkReductionAct. CommitteerequesttheGeneralAccountingOfficetoconducta

full-scaleauditofthefouragencies'CRA,civilrights,and0

consumercomplianceprograms.

Conclusion
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WehopethatthisCommitteewillconsidertheselegislative

proposalsduringthecurrentsession.

Thereisacertainebbandflowtoagencyenforcementin

CRAandconsumercompliance,butwebelieveitwouldbeamistake

toanticipatesubstantialimprovementsinCRAenforcementwithout

explicitstatutorydirectivesfromCongress.Accordingly,we

Mr.Chairman,thatconcludesmyformalwrittentestimony.

Iwillbegladtoansweranyquestionsyouorothermembersof

theCommitteemayhave.supportCRAreformproposalsthatareembodiedinH.R.4022,the

CommunityBenefitsBankingActof1988,andH.R.4026,the

H.R.4022,whichhasbeenintroducedbyRep.JosephKennedy

featuresanumberoftheagencyreformsandimprovementsinthe

CRAenforcementprocessthatIhavediscussedinmytestimony.

TheKennedybillwouldrequireeachofthefourfederalfinancial

regulatoryagenciestoestablishaseparatedivisionofconsumer

andcommunityaffairs,whichwouldhavetheresponsibilityof

wouldhaveauthoritytomakerecommendationstotheheadofthe

agencyonthedispositionofpendingapplications.Thebillalso

requirestheagenciestodisclosetheCRAevaluationsandratings

foreachoftheinstitutionsitsupervises.Lastly,itrevamps

theCRAratingsystemandlimitsauthorizationforbankholding

companiestoenterintonon-bankingactivitiesandengagein

interstatebankingtothosewithsuperiorCRArecords.

-36-
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MortgageLendingStudies

1. 9.Pogge,Jean,VistaofOpportunity:AnAnalysisof1983and

Goldstein,IraJ.TheFlowofHousingCapitalinthe

2. 10.WoodstockInstitute.IslandsofOpportunity:Mortgage

from1980-1983,1986.

3. WoodstockInstitute. ATaleofThreeCities: The SMSAfrom1981-1984.
InstituteforPolicyStudies,

theJohnsHopkinsUniversity,1987.DistributionofHousingCreditfromRegulatedFinancial

InstitutionsintheChicagoSMSAfrom1980-1983,1986. 11. Shlay,Anne. BackyardCreditFlows: CensusTractResidential

LendingProfileswithintheBaltimoreSMSAfrom1981WoodstockInstitute.WheretheMoneyFlows:Lending

1984. InstituteforPolicyStudies,theJohnHopkins

1985. University,1987.

5. WoodstockInstitute. WhereDoLenderLend?: Ranksof

RegulatedFinancialInstitutions'Performancewithin

theWashington,DC-Maryland-VirginiaSMSAin1982,1985.

Shlay,Anne.CreditonColorTheImpactofSegregation

1986.

7. Shlay,Anne.NotInThatNeighborhood:TheEffectof



166

Attachment 2-A

MONEY & BANKING

Busmessweek 3/2/871

T

LEANING ON BANKS

TO LEND TO THE POOR

Activists citing unfair practices are holding up mergers

The wave of bank mergers is a boon terstate merger applications they could

to some unlikely constituencies. hold hostage. " The advent of interstate

FINANCE
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Attachment 2 -B

Neal R. PeirceSTATE OF THE STATES

Neighborhood Challenges to Big Bank Mergers

PHILADELPHIA — The Constitution's 200th anniversary.is , communities, and the total comes to $5 billion, according to

capturing the headlines here this summer, but some of the Allen J. Fishbein of the Washington -based Center for Com

most interesting action is unfolding in the city's neighbor- munity Change. In many ways, that's arguablymore benefi
hoods.

1862 NATIONAL JOURNAL 1/18/87
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The CHAIRMAN . I want to thank all of you for your very fine

statements.

PRINCIPAL PROBLEM

Miss REVERE. Well, I think there is a problem in each of those

areas. We have found — and this probably relates to your earlier

question to the previous panel — that the bankers we've worked

with, negotiated with, find that they can make loans to the kinds

of neighborhoods we're concerned about, the formerly disinvested

neighborhoods, and derive a reasonable profit from those loans. So

partly it's an educational process with bankers.
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was, which was a surprise to us, that Congress has a division of

banks and they can tell the Comptroller what to do . I presume she

was referring to this committee.
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ommendation was that CRA needed a higher priority within the

Federal Reserve System .
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mendous amount of very valuable financing - valuable because in

each case it's directed toward particular local needs — and I'm sure

you're well aware of the Chicago agreements where we've dealt

with problems like the mixed use buildings and multifamily hous

ing, whereas other types of lending are more crucial in other parts

of the country.
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they're sound and to build the proper public resources and other

types of programs that are needed to make sure those loans are

sound.

STATEMENT OF JOHN M. KOLESAR, PRESIDENT, AMERITRUST

THE AMERITRUST EXPERIENCE

AmeriTrust Development Bank is a State-chartered subsidiaryof

the AmeriTrust Corp. devoted exclusively to providing financial

services for economic and community development efforts through

out greater Cleveland, with a particular emphasis on Cleveland's

low and moderate income neighborhoods. Unlike a bank communi

ty development corporation , we are a full service commercial bank.

Weaccept demand deposits and we make commercial loans.
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mine their credit needs. We helped them shape their requests into

conventional loan packages, and then we served as advocates

throughout the credit review process inside the bank.
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Of almost equal importance when lending in these low income

areas is the question of the pricing of credit . As all of you are well

aware most of the agreements coming out of the recent wave of

CRA protests include provisions for very concessionary pricing on

the lending side . I object to that practice both on theoretical and on

practical grounds. First of all, on theoretical grounds, I don't be

lieve that we do anyone any favors by pretending that something is

economically viable when in fact it is not. And second, and I think

of greater importance, is my conviction-I call it my economic ver

sion of toughlove—that concessionary pricing is counterproductive

in the long run . The entire purpose of community reinvestment

should be to bring low and moderate income communities back into

the economic mainstream . That goal is ill -served, in my opinion, by

artificial pricing which tends to aggravate urban blight by concen

trating subsidized housing and commercial ventures in low income

areas. Nonetheless, we certainly acknowledge that some projects

need a nudge in order to make them work and so we do have sort

of a two-tiered pricing practice whereby when a neighborhood non

profit organization is the borrower we will reduce our conventional

rates byat least 50 basis points in order to give those projects the

nudge that they often need. Others are done on a case-by -case

basis.

!
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Mr.Chairman membersoftheCommittee,goodmorning

MynameisJackKolesar. AlthoughIamheretodayinmy

capacityasPresidentandChiefExecutiveOfficerof

AmeritrustDevelopmentBankinCleveland,Ohio,Ioccasionally

weartwootherhatswhicharepertinenttothesubjectof

TestimonyofJohnM.Kolesar,President

thesehearings. Iserveas chairmanofaspecialtaskforce

AmeriTrustDevelopmentBank

OntheCommunityReinvestmentAct
oftheConsumerBankersAssociationonconsumerissues,andI

havethehonorofadvisingtheBoardofGovernorsofthe

onBanking,HousingandUrbanAffairs
FederalReserveSystemasamemberoftheirConsumerAdvisory

Council.

UnitedStatesSenate

Iam,therefore,especiallyappreciativeoftheopportu

nitytotestifybeforethisCommitteeconcerningtheeffective

March22,1988

nessoftheCommunityReinvestmentAct(CRA),privatesector

initiativestocomplywithitsprescriptionsandpotential

refinementsofCRA.

THEPOSITIVEEXPERIENCEOFAMERITRUSTDEVELOPMENTBANK

AmeritrustDevelopmentBank(ADB)isastate-chartered

subsidiaryoftheAmeritrustCorporation,devotedexclusively

toprovidingfinancialservicesforeconomicandcommunity

developmenteffortsthroughoutgreaterCleveland,witha

particularemphasisonCleveland'slowandmoderateincome

1 1
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Unlikeabankcommunitydevelopmentcorpora Afteronlyafewmonths'experiencewelearnedsomevery

tion,weareafullservicecommercialbank. Weacceptdemand
important andadmittedlysurprising

-

lessons. Welearned

depositsandwemakecommercialloans.
thatitwasnotnecessarytodilutethebank'scredit

standardsinordertoapprovetheseloans. Neitherwasit

Weareuniquewithintheindustry,however, duetoour
necessarytoengageinbelowmarketpricinginordertomake

themfinanciallyfeasible.Andwediscoveredthatthemarket
SometimesreferredtoastheRobinHoodBank,

wodrawdepositsfromthelargestcorporationsandinstitu
forcreditintheseareaswasmuchgreaterthanwehad

tionsinClevelandandlendthosefundsforhousingand
anticipated.

commercialdevelopmentinCleveland'sneighborhoods.

Theunexpectedvolumecompelledustoconsideranexpan

neighborhoode.

bank'sresponsibilitytoinvestinlowandmoderateincome
fundtheseloans.

communities,thisunitconsistedoftwoindividualswho

engagedinthreefairlysimpleactivities: Basedonthatadmittedlytenuousassumption,weopenedour

doorsasAmeriTrustDevelopmentBankonApril23,1986-armed

1. Callingonneighborhooddevelopmentorganizations withastaffof5,acharterfromtheOhioSuperintendentof

Banks,and$3.9millionofinitialcapitalfromourholding
todeterminetheircreditneeds;

company.

2. Helpingtheseorgauizationsshapetheirrequests

intoconventionalloanpackages;aud Ourexperienceduringtheensuingtwoyearshasexceeded

ourhighestexpectations.Thepro-formaspreparedforour

charterapplicationprojectedthatbothdepositsandloans3. Servingasadvocatesfortheseloanrequests

throughouttheloanreviewprocesswithinourbauk. wouldgrowby$5millionduringthefirsttwoyears,andthat

wewouldoperateatadeficitforthefirstfiveyearsof

operation. Ourdepositprojectionswererightontarget. We
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have$11millionondepositattheendofoursecondyear. ArecentinternalauditofADBcomparedourdelinquencyrates

ineachoftheseloancategoriestothecorrespondingHowever,wehaveinvestedover$20millioninloans,whichis

weplantoaddtwomorepeoplethisyear. realestateandsmallbusinessloanswereactuallylowerthan

thoseofouraffiliate.

Admittedlyourprofitmarginisrelativelythinby

industrystandards.Atthepresenttimeweareperformingat Animportantissuewhenlendinginlowandmoderateincome

Itiscommonlyassumed

90%overplan.

comingoutoftherecenttidalwaveofCRAprotestsinclude

concessionstomakeloansatsubstantiallyreducedrates.

WhileIunderstandthedesireforbargainrates,Iobjectto

Asencouragingasthosenumbersare,profitabilityhasnot

beentheprimaryconsideration.ofgreaterimportancetous

istheissueofcreditquality.Andhereagain,ourexperi

encehasbeenextremelypositive.Wedofourtypesoflending

thepracticeonboththeoreticalandpracticalgrounds.

First,tosubstantiallyreduceaninterestratebelowmarket

atAmeriTrustDevelopmentBank: levelsistoinjectadegreeofartificialityintothe

economicsofaprojectandIdon'tbelievethatwedoanyone

anyfavorsbypretendingthatsomethingiseconomicallyviable1. Residentialrealestateloanstoindividuals;

wheninfactitisnot. Second-andofgreaterimportance-

2.
Homeimprovementloanstoindividuals;

3.
Commercialrealestateloans;and

ismyconvictionthatconcessionarypricingiscounter

productiveinthelongrun.Theentirepurposeofcommunity

reinvestmentshouldbetobringlowandmoderateincome

communitiesbackintotheeconomicmainstream.Thatgoalis

ill-servedbyartificialpricing,whichtendstoaggravate4. Commercialloanstosmallbusiness.
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urbanblightbyconcentratingsubsidizedhousingand InmeasuringourownCRAperformance,wehaveestablished

twointerrelatedobjectivebenchmarks-onerelativeandthecommercialventuresinlowincomeareas.

otherabsolute.

Bythesametoken,werecognizethatsomeveryworthwhile

projectsmayneedanudgehereandtheretomakethemwork. Therearetwocomponentstoourrelativemeasureof

progressinresidentialrealestatelendinginlowandInrecognitionofthisneed,ourpolicyhasbeentoreduceour

marketpriceby50basispointswhentheborrowerisa moderateincomeareas.Thefirstisacomparisonofour

residentialrealestateandhomeimprovementloanportfolionon-profitneighborhooddevelopmentorganization. Weregard

thistobeaperfectlylegitimateandjustifiableexerciseof withthoseofothercommercialbanksandthriftsin

Cleveland. WeusetheannualHomeMortgageDisclosureActcommercialreasoninthatbankshavealwaysbeenwillingto

modifytheirratesfortheirbestcustomers.ForAmeriTrust reportsforthispurpose.

Theotherrelativemeasureisourshareofthetotalfirst

DevelopmentBank,theseneighborhoodorganizationsareour

bestcustomersandsowearesimplyperpetuatingalong

standingandsensiblebusinesspractice.Beyondthat,weare

alsopreparedtoofferthesamemodestdiscountonacase-by

mortgagemarketintheCityofCleveland. TheCollegeof

UrbanAffairsofClevelandStateUniversityconductsanannual

casebasisforotherprojectswhicharelikelytohaveamajor analysisofalltitletransferdataonrecordattheCounty

impactonjobsorhousing. Recorder'soffice. Theythenproduceareportofallfirst

SELF-ASSESSMENTS

mortgagesbylenderandbycensustract.Wehavefoundthis

tobefarmoreaccurateandreliabledatathantheHome

MortgageDisclosureActreports,fortworeasons:

Inlightoftheforegoing,IbelieveAmeriTrust

DevelopmentBankevidencesanexceptionalCRAtrackrecord.
1. thecensustractidentificationismoreaccurate;

Butthisisalargelysubjectiveassessmentthatmustbe
and

renderedinmoreobjectiveterms.

2. titletransferdataincludesactivityonthepart

ofunregulatedmortgagelenders
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THEROLEOFCOMMUNITYORGANIZATIONSThedisparitybetweenthesetwosourcesofloandatahigh

lightsasignificantflawintheHomeMortgageDisclosureAct

itselfwhichtheCommitteemaywishtoaddressatsomepoint. Thereisnoquestionbutthatcommunityorganizationsplay

asignificantroleintheCRAframework. InCleveland,the

Basedinpartontheserelativeassessments, aswellas
networkofcommunityorganizationsconsistsoftwodistinct

generalmoneymarketconditionsandlongertermeconomic typesoforganizations. Oneistheneighborhooddevelopment

inlowandmoderateincomeareasofgreaterCleveland. We missions.

Atthattime ourtotal"CRA

Wesetatargetof$5million Ourexperiencehasbeenthatdevelopmentorganizations

innewloansforthebalanceof1982;byyearendwehadmade havebeenparticularlyhelpfultous. Theyareessential

Atthebeginningof1987,totaloutstandings partnersofthebankinfulfillingourmissiontoinvestin

Ourtargetfortheyearwas$8million, lowandmoderateincomeareas. Thenatureofthispartnership

andbyyearendwehadmade$10.9million. Atyearend1987,
variesfromoneprojecttothenext,buttheirinvolvementis

totaloutstandingswere$31.2million. Basedonour
alwayscritical. Oftentheyaretheactualborrowersseeking

experienceandprojections,wehavesetourtargetfor1988at tofinanceamajorhousingorcommercialdevelopmentintheir

neighborhood. Moreoften,theyserveasabrokerbetweenthe

Basedonthissteadyandsuccessfultrackrecord,we

bankandaprivatedeveloper.Theyserveasavaluable

referralsourceforindividualswhoneedaloantobuyand/or

rehabilitateahome.Whenaproposalcomestousdirectly,webelievethatwehaveclearlytargetedexistingcommunityneeds

corporationandtheotherisconsumeradvocacygroups.
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devastatingeffect. Intheshorttermitcanpreclude
-orTheroleofadvocacyorganizationsislessclearbut

significantnonetheless.Totheextentthattheyenjoya significantlydelay theconsummationofanimportant

transaction,withtheattendantfinancialimpactaccruingtobroadbaseofsupportthroughoutagivenneighborhood,they

canbeaneffectiveresourceforthebankindetermininglocal suchdelays.Inthelongerterm-andofmoredevastating

consequence
-isit'schillingeffectonabank'sinstituIntheabsenceofalocaldevelopmentorganiza

tion,theadvocacygroupcanserveastheconsultantorbroker tionalcommitmenttomorethanminimalcompliancewiththe

Andthereisnoquestionthattheyhaveproven
letterofthelaw. Worstofall,itdiscouragesothersfrom

extremelyeffectiveingainingtheattentionofbankswhose takingamoreproactiveapproach,forfearthatnomatterhow

commitmenttolocalmarketsisquestionable. muchtheydo,itwillneverbeenough.

Therearetwosituations,however whentheinvolvementof Ratherthanconcludeonsuchanegativenote,letme

advocacyorganizationsislessthanproductive. Thefirstis
reiteratethatneighborhooddevelopmentorganizationsofall

whentheyattempttoundertakeadevelopmentprojectthem typesareextremelyproductivepartnersinwhateversuccess

AmeritrustDevelopmentBankhasachieved.Theseeffortsrequireahighdegreeofcompetenceand

•xperienceinsuchtechnicalmattersasdesign,construction,

Almostbydefinition,anadvocacy POSSIBLECRAREFINEMENTS

groupdoesnothavethenecessarycapacitytocarrythisout

creditneeds.

Inresponsetoyourconcernsregardingtheroleofthe

regulatorsinCRAenforcement,letmefirstsayIhavehad

Thesecondareaofconcernhastodowithanadvocacy
broadfirsthandexperienceinthisregard. Overthepastsix

froup'suseoftheprotestmechanism. Asmentionedabove,
yearsIhavehadthepleasureofhavingthreedifferent

whenthebankinvolvedhasmadenodemonstrableeffortto
agenciesasmyprincipalregulator. WhenAmeriTrustCompany

wasastatememberbank,ourprincipalregulatorwasthe

FederalReserve. Whenthebankchangedtoanationalcharter,

complywiththeintentoftheCRA,aprotestisaveryeffec

tivewaytoremindthemoftheirresponsibilities.However,

whentheapplicantbankhasmadeaconscientiousanddemonstr

ubleefforttocarryoutitsresponsibilities,albeitshortof

tbeideal,theuseofaprotestasafirstresortcanhavea

wecameundertheComptroller. AmeriTrustDevelopmentBank,

though,isastatenon-memberbank,regulatedbytheFDIC.
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objectivityanduniformityintermsofCRAassessmentInitiallyIobservedsignificantdifferencesinthe

examinationprocessbetweenthethree,withtheFedbeing,far

andaway,themostrigorous.Ihastentoadd,however,that

standardsbecause-asthesestudieswouldinevitablyshow

whatisneededinDetroitisnotwhat'svitaltoDesMoines;

Istressthisdistinctionbetweenobjectiveasopposedto

wheretheCRAPile18keptandwhetherthelinesonyourmap needforCRArefinements,federallawmustnotbecomean

Intheend,thatiswhatCRA18allabout. financialinstitutiontodefinetheirownmarketplace.

Uniformassessmentcriteria,whetherintheguiseof"peer

group"analysesormandatorybasicbankingorcheckcashing

services,aretheredherringsofanagendathatfarexceeds

Butthissuggestionanticipatesotherpossiblerefinements

vbichcouldenhanceregulatoryenforcementofCRA,including

nendatoryinteragencyuniformitywithrespecttodata

gatheringandreportingrequirementsandexaminationand

theobjectivesofCRA. Theyshouldnotbepermittedto

confuseormisdirecttheCRAdebate.

Iwouldnotethatthese188ueshavecome

intofocusinrecentweeksontheHouseside. Inmyview, Onarelatednote, anequallydistractingsuggestion

overthepasttwoyearsIhaveseenthatdisparitynarrow

non-bankingactivityundertheBankHoldingCompanyAct. AS

theforegoingsentencemakesplain,thisisanoxymoroninRegulatorystudiestoassesscommunitycreditneedswould

beausefulrefinement.Thesestudiescouldlaythefounda

tionforcreationthroughformalrulemakingproceduresof

objectiveCRAassessmentcriteriaforinstitutionsineach

district.Itisimportanttostressthedistinctionbetween

thattheholdingcompany'snon-bankingactivitieshavelittle

ornorelationshiptothebankaffiliate'sCRAperformance.

Non-banksubsidiariesandaffiliatesdonotcollectdeposits,

arenotprotectedbyfederaldepositinsurancedonothave
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thenIthinkthelawshouldallowtheregulatortoassumethattheprivilegeofborrowingatthediscountwindow,andarenot

obligatedtomeetthecreditneedsofthecommunitiesinwhich
theapplicanthasmadeaconscientiousefforttomeetthe

creditneedsofitsbankingcommunities. Then,ifthatappli

cationisprotestedonCRAgrounds,theapplicationshouldbe

theirbankaffiliatesarelocated.Theyareprimarilyinstitu

tionalserviceproviderswhichseldomdealdirectlywiththe

consumingpublic,andoftenarenotsituatedintheaffiliate

bank'scommunity.

permittedtoproceedonitsmerits,withtheassurancethat

theprotestberesolvedwithinsomereasonabletimeafterthe

applicationhasbeeneitherapprovedordenied. Irealize

thatthisraisesanumberofquestionsaboutthedegreeofThenotionoftradingnewnon-bankpowersforenhancedCRA

performancebybanksprovideaplausiblepublicpolicy leverageaffordedcommunitygroupsundertheexistingsystem

Itwouldbeotherwise,perhaps, whichmustbeworkedout. Asaconceptualapproach,however,

Assuch,this"carrotandstick" improvedexaminationandassessmentprocess,oughttoresult

inamoreeffectivelaw.approachdoeslittletoenhancetheabilityof,orincentives

for,abanktobetterservetheneedsofitscommunity.

Inasimilarvein,sufficientpublicinvolvementin

helpingtoenhancetheCRAassessmentcriteriaandmonitoring

theratingprocesswouldreducetheneedforsameinthe

Amoreappropriateplacefora"carrotandstick"approach

wouldbetoenhancepositiveperformanceincentivesin

existinglawspecifically,atthepointwhereabankholding

companyhasappliedforapprovalofanacquisitionormerger.

Iwouldsuggestthatiftheapplicanthasinplaceatangible

applicationprocess.Inshort,ifthegradingsystemand

assessmentprocessarereformedsatisfactorily,whatisthe

continuingpublicpolicyjustificationforcostlyinterven

tionsanddelaysintheapplicationprocess?

rationaleforamendingCRA.

areas-suchasadevelopmentbank,acommunitydevelopment

corporation,orourprecursordevelopmentfinancedepartment
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Onefinalrecommendationwouldbetheestablishmentof commitmenttomeetthecreditneedsofitscommunity. This

maximumtimelimitsonpublicinvolvementinthecommentand mustremainitsmission.

hearingprocessesinvolvingCRAperformances. Thenebulous

open-endedparametersofexistinglawandpolicyprobablydo

moretofrustrateandheightenCRAdisputesthantheydoto

Again,Mr.Chairman,thankyoufortheopportunityto

testifyonthisimportantissue.Iwouldbepleasedto

respondtoanyquestionsyoumayhave.Theregulatorsarereluctanttomediate,

financialinstitutionsareleftwithoutguidance,and

communitygroupsarenotencouragedtofocustheirconcernson

CONCLUSION

Inclosing,Mr.Chairman,itwouldbemypersonalassess

mentthatCRAhaslargelyrealizeditsgoals. TheAmeriTrust

DevelopmentBankexperienceishardlyunique. Bankersacross

thecountryhavecometorecognizeandaddressthecredit

needsoftheirrespectivecommunitiesinmanyvariedand

Thisisnottosaythatsomerefinementscannotbemadeto

resolvethem.

Indeed,thequestforinteragencyuniformityin

theexaminationandratingprocess,builtonthesolidfounda

tionofobjectiveassessmentcriteriadevelopedintheways

suggestedinmytestimony,couldprovebeneficialtobanksand

consumersalike.Inmakingrefinementshoweveritmustnot

beforgottenthatCRAisrightfullyfocusedonthebank's
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The CHAIRMAN . Mr. Hartnack, go ahead.

STATEMENT OF RICHARD C. HARTNACK , SENIOR VICE PRESI
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est subsidy, more risk capital and more skilled entrepreneurs. Con

tinued attention toeradicating some of the forces that destroy the

inner city are equally as important as trying to reinvest in the city.

1

i
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Mr.Chairman,andMembersoftheCommittee,mynameisRichardC.

Hartnack.IamSeniorVicePresidentandHeadofthePersonalBankingGroup

ofFirstChicagoCorporation,abankholdingcompanywhosesubsidiaries

includeTheFirstNationalBankofChicago,AmericanNationalCorporation,

andFirstUnitedFinancialServices,allinthecityofChicagoanditsnorthern

andwesternsuburbs.

ItmaybeusefultonotethatIserveasadirectorofnumerousorganizations,

amongthemtheBankAdministrationInstitute,CIRRUSSystems,andtheIllinois

BankersAssociation.Inaddition,IamalsochairmanoftheCommunity

InvestmentCorporation,aconsortiumofbanksinvestinginlow-income

neighborhoodsthroughanon-profitmortgagebankingfirm.
Testimonyof

RichardC.Hartnack
Itisapleasuretoappearbeforeyou,SenatorDixonofIllinois,andtheother

membersoftheCommittee,todiscussFirstChicago'sCommunity

ReinvestmentAct(CRA)experience.
SeniorVicePresidentandHeadofPersonalBankingGroup

FirstChicagoCorporation
PerhapsmostrelevanttothesehearingsisthefactthatIhaveoverseenall

CRA-relatedlendingatTheFirstNationalBankofChicagosince1982.Iwas

intimatelyinvolvedinstructurinFirstChicago'sresponsetoCRAchallengesin

1983and1984,andwascloselyinvolvedinourNeighborhoodLending

Programfromitsinception.

Beforethe

U.S.SenateCommitteeonBanking,Housing,andUrbanAffairs

Washington,D.C.

March22,1988

Mr.Chairman,FirstChicago'smottoforthepastseveralyearshasbeen,"We

putyoufirst,Chicago.We'reChicago'sbank."Andwedohaveaverystrong

senseofresponsibilitytoourcommunity.Specifically,wefeelthatourbanking

charterinvolvesaresponsibilitytoaddresstheneedsofallwhowishtohave

accesstocredit,notsolelythosewhoarethemostattractivefromaprofit

standpoint.Andbecauseweareactivelyinvolvedininnercitycommunities,

weareawarethatwhateverhelpweprovide,muchmoreworkstillneedstobe

done.

Yet,increasingly,inthiseraofgrowingderegulation,wealsofeelstrong

earningspressurefromtheentryandthreatenedentryofnon-bankfinancial

institutions,whoarenotboundbyCRA.

"

Thatiswhy,inmytestimonytoday,Iwanttobothdescribeoursuccessin

meetingourCRAresponsibilities,andarguefortheneedfor"non-banksto

meetthoseresponsibilitiesaswell.

Iwouldliketoorganizemytestimonyintothreesegments.First,Iwillgiveyoua

shorthistoryofFirstChicago'sCRAactivities.Second,I'dliketoofferFirst

Chicago'spointofviewonthechallengesandconflictspresentedby

communityreinvestment.Finally,I'llprovideanevaluationofourdirectcontact

withCRAregulatoryenforcementandourimpressionofCRAenforcementof

otherbankinginstitutions.

N
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Mr.Chairman,FirstChicagohaslongbeenalenderconsciousofitssocial

reponsibilitytoitscommunity.Thishasbeenconsistentlyreflectedinthe

favorableresultsofourreviewsfromtheOfficeoftheComptrollerofthe

Currency.

Upuntil1982,ourcommunityactivitieswereofthesorttypicallyseeninany

conscientiousbank.Ourofficerswereinvolvedincivicaffairs.Wehadan

activefoundationsupportingcommunitycharitiesandcivicorganizations.Our

consumerloanswerebroadlyavailableandourcreditstandardswere

reasonable.Weoffereddepositservicestoalleconomicsegmentsofthe

community.Andwehadamortgageprogramforsingle-familymortagesthat

weresalableinthesecondarymarket.WealsoownedtheFirstChicago

NeighborhoodDevelopmentCorporation(FCNDC),asubsidiarywhichwehad

organizedin1979toassistintherevitalizationofChicago'sneighborhoods

throughrealestatedevelopmentinlowandmoderateincomeareasoftheCity.

in1983(atthetimeofouracquisitionofAmericanNationalCorporation)we

wereapproachedbyrepresentativesofseveralcommunitybased

organizations,whorequestedameetingwithourorganization'stop

management.Iwastheseniormanagertaskedwithinvestigatingtheconcerns

expressedbythesecommunitygroups.

TheNeighborhoodLendingDivision

Withthecommunitygroups,weformulatedanagreementtoestablishthe

"NeighborhoodLendingDivision'.Ithadaninitialfive-yearcharter--andletme

saythatIamcertainthatthischarterwillberenewednextyear--allowingitto

lend$100millionwithinChicago'sneighborhoodsforthepurposeofincreasing

orimprovingthehousingstock,improvingbusinessproperties,andhelping

smallbusinessgrow.

WeestablishedtheNeighborhoodLendingDivisionasanarmofourPersonal

BankingGroup,butitisanswerableonpolicyandpricingtoaBoardcomposed

ofanequalnumberofcommunitygrouprepresentativesandBank

representatives.TheDivisionhasbeenstaffedwithsomeofourbrightest

officers,allwithstrongcreditanalysisskills.Itwasimportanttousthatwe

identifyindividualsabletorespondflexiblytotheuniqueneedsofour

borrowers.Yettheyalsohadtobepeoplewhocouldunderstandandadhereto

prudentlendingpractices.Wedidn'twanttogainareputationasthelenders

whoalwayssaidno,orasthelenderswholetborrowersinvestinprojectsfor

whichtheywerenotqualifiedandwhichcouldnotsucceed.

TheNeighborhoodLendingDivisionhasfivedifferentprograms.Themost

popularprovidesacquisitionandrehabilitationfinancingtoborrowersseeking

torehabilitatemulti-family(fourormoreunits)propertiesinlow-to-moderate

incomeareasofChicago.Mostofourmulti-familyloansareforpropertiesfrom

sixtoeighteenunits,andmostloansareinthe$100,000-$600,000range.We

alsofrequentlyprovideloansofupto$1millionforlargerproperties.Loansof

$1to1.5millionareinfrequent;loansgreaterthan$1.5millionareveryrare,

indeed.

TheywereconcernsthatappliedthentomostbanksinChicago.Specifically,

theycenteredontheperceptionthatloanswerenotavailableforpurchaseand

rehabilitationofsmallmulti-familyproperties--thedominanttypeofhousingin

Chicago'slow-to-moderateincomeareas.Also,itwasfeltthatloanswerenot

availablefortherehabilitationofsingle-familyproperties,andthattherewasno

organizedbankprogramtofinancesmallbusinesses.And,ofequalconcernto

housing-and-economicdevelopmentactivistsinChicago,theexisting

community-basedsupportorganizationswereinadequatelyfunded.

Ourinvestigationsconvincedusthat,giventhestructureofourorganization,the

communitygroups'concernswerereasonable,ifnottotallyaccurate.

Asaresultofourmeetings,weagreedtoenterintodiscussionsdesignedto

developwaysinwhichFirstChicagoCorporationcouldmoreactivelyassistin

theprocessofneighborhoodrevitalization.TheBankagreedthatitcouldand

shouldplayalargerrolebydramaticallyincreasingitsparticipationin

communityreinvestment.TheBankaccepted--alongwithcommunity-based

organizations--aleadershiprole.Anditalsoacceptedthechallengeof

becomingarole-modelforthebankingindustry.Ibelievewehavemet,and

continuetomeet,thatchallenge.

Wealsoprovidefinancingforborrowersseekingtoacquireandrehabilitate

one-to-fourunitpropertiesinthesametargetedareasIjustdescribedtoyou.

Financingisalsoavailableforcommercialandmixed-useprojectsanywherein

thecity.(Thereasonwedonotlimitcommercialandmixed-useprojectsby

neighborhoodlocationorbyrehabrequirementsisthatwewishtosupport

communityeconomicdevelopmentwithoutgeographiclimitation.)Inaddition

weofferafixedassetfinancingprogram.

Ourpricingisextremelycompetitive,andwehaveearnedareputationwithin

thecitybothastheleadingneighborhoodbankingprogramandasthebank

mostwillingtoundertakecomplexdeals.Wehavedevelopedanexpertisein

structuringpublic/privatepartnershipswhereCity,StateandFederalfundsare

usedtoleverageourowninordertomaximizethe"do-abilityofthedeals.

Loanstonot-for-profitorganizationsaremadeonanon-recoursebasis.

Inthepastfouryears,wehaveachievedwhatweconsidertobequite

Impressiveresults.AsIlistthem,Ithinkyouwillbesurprisedatthebreadthof

ourcommunityreinvestmentinititiatives.

Ourprogramhasalsoreapedmorethantheobviousbenefitofcommunity

reinvestmentforanumberofthecommunitygroupsinvolvedinChicago

redevelopment.Weacceptloanapplicationsbothdirectlyandthroughcertified

loanpackagers.Pricingisthesarne,whicheverrouteischosen.Ifacertified

loanpackagerisused,theloanpackager,ratherthanFirstChicago,receives

anypointschargedonthetransaction.Allofourcertifiedloanpackagersare

3
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communityorganizationsactivelyinvolvedineconomicandcommunity

radovelopmentinthecityofChicago.

FirstChicagoContributionstoCommunityOrganizations

FirstChicagohadformanyyearsusedourFirstChicagoFoundationasa

moanstoassistvariouscharitableandculturalorganizationsinthecityof

Chicago.Beginningin1984,wealteredtheemphasisoftheFoundationto

makoavailablemorograntstocommunity-orientedandneighborhood-based

organizations,not-for-profitdevelopers,andtechnicalassistancegroups.We

addedtoourstaffanexpertinneighborhoodlending(drawn,incidentally,from

oursuccessfulCommunityDevelopmentCorporation,aboutwhichIwillspeak

morolater).Partofthisindividual'sjobistoengageindialoguewith

neighborhood-basednot-for-profitdevelopersandadvocacygroupsabout

neighborhoodneedswhichtheyrecommendforconsiderationbytheBank's

ContributionsCommittee.

In1985,FirstChicagodevelopedaninnovativewayofsharingitsbusiness

skillswithneighborhooddevelopmentorganizations:venturecapital-type

grants.Thosomajorgrantsprovideoquityfortheenterprisesofnon-profit

economicdevelopmentorganizations.

In1988theBankintendstomakeavailableover$600,000forgrantsto

community-orientedorganizationsandtechnicalassistancegroups.

CommunityInvestmentCorporation

FirstChicagohastakenaleadershiproleinguidingtheCommunityInvestment

Corporation(CIC),aconsortiumof24bankscooperativelylendinginChicago

throughanon-profitmortgagebankingfirm.CICincludesaprofessionalstattof

20,responsiblefororiginatingandprocessingmortgageloansandmaking

recommendationstoaloanunderwritingcommitteecomposedofloanofficers

fromallparticipatinginstitutionswhoprovideCIC'sliquidityandfunding.

TheBankisdeeplyinvolvedasoneinapooloflendersonCIC'smulti-family

propertyrehabilitationprogram.Thisprograminvolvestheissuanceoffirst

mortgagesonmulti-familypropertiesforrehabilitationandpermanentfinancing.

Additionalleverageisachievedthroughsecondaryfinancingprovidedbythe

CityofChicagoandtheChicagoEnergySaversFund.

TotalCICloanvolumeis$69.5million,ofwhichFirstChicagohasa21.5%

share.

in,last-outbasis.Additionally,togiveCICliquiditytomakefurthermortgage

loans,FirstChicagohaspurchased$4.7millioninmortgagesfromthat

organization'sportfolio.

FirstChicagoNeighborhoodDevelopmentCorporation

AsInotedearlier,FirstChicagohadestablishedin1979aCommunity

DevelopmentCorporation,theFirstChicagoNeighborhoodDeveloprnent

Corporation.FCNDCcreatedpartnershipswithneighborhood-based

developmentgroupstodevelopprojectsthatwouldcatalyzeneighborhood

revitalization.

FCNDC'sfirstprojectwastheParkways,a$25millionmulti-familyresidential

developmentlocatedinChicago'sSouthShorecommunitythatwascompleted

in1982.In1983FCNDCcompletedQuincyCourt,a$1.2millionmulti-family

residentialdevelopmentlocatedinChicago'sSouthAustincommunity.Ajoint

venturewiththelocalNeighborhoodHousingServicesconsistingofthe

redevelopmentofa50-unitresidentialbuildingontheCity'sWestSidewas

completedinthesummerof1984.LockwoodTerrace,anotherSouthAustin

communityjointventurewithFCNDCandthePeoplesReinvestmentand

DevelopmentEffort(PRIDE),acommunity-baseddevelopmentgroup,wasalso

completedin1984.Theformerlyvacantbuildingnowprovidesrehabilitated

subsidizedhousingfor18lowerandmoderateincomefamilies.PRIDEwas

managinggeneralpartneroftheprojectduringthedevelopmentperiodand

nowactsaspropertymanager.

FCNDC'smostrecenttwoprojects,jointventureswithTheNeighborhood

Institute,anon-profitaffiliateofSouthShoreBankwerecompletedinearly

1986.Theyconsistedoftherehabiliationofa21-unitbuilding,andthe

constructionoftennewtownhomes.

In1986,FCNDCadoptedanewbusinessplanthatcombinesFCNDC's

investmentcapitalwithfundsmadeavailablebyotherChicago-area

corporationsforinvestmentinneighborhood-sponsoredlow-and-moderate

incomehousingdevelopment.Thesepooledfundsareadministeredbythe

ChicagoEquityFund,whichI'lldescribenow.

Wehavemadeavailable$15.5millionforthepurchaseofCICparticipation

notesusedtofundmortgages,withacommitmenttorecyclethatmoneyasthe

loansarepaidback.At10/1/87(themostrecentdateforwhichdatais

available),existingloanspurchasedbyustotalled$10.2million,andanother

$5.3millionwasavailable.

FirstChicagoalsomanagesforCICa$10millionparticipativelineofcredit,of

which$5millionisprovideddirectlybyFirstChicagoona"first

TheChicagoEquityFund

TheBankhelpedtofoundandfundtheChicagoEquityFund,tosupplycapital

tonot-for-profithousingdevelopersfocussingonlowandmoderateincome

development.

TheChicagoEquityFund(CEF)managesapoolofinvestmentcapitalcreated

byfifteenmajorChicagoareacorporationsasinvestmentpartners.Returnsto

investorsinallChicagoEquityFundpartnershipsconsistsolelyoftaxbenefits,

mostrecentlymadepossiblebythetaxcreditforlowandmoderateincome

housingdevelopmentcreatedbytheTaxReformActof1986.

TheCEFconceptwasdevelopedthroughtheeffortsofacitywidetaskforceled

byrepresentativesofChicagoUnited,aconsortiumofbusinessexecutives

6
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dedicatedtoimprovingsocialandeconomicconditionsinChicago.(Barry
Sullivan,FirstChicagoCorporation'sChairman,isthepresentChairmanof

ChicagoUnited,andFirstChicago'sformerChairman,GaylordFreeman,as

wellasthethen-headoftheBank'sCommunityAffairsDepartment,were
instrumentalinfoundingChicagoUnitedin1968.)Thebasicconceptis

channelinvestmentdollarspooledbycorporateinvestorsintolow-and
moderateincomehousingdevelopmentsinChicago.

Todatewehavehadonlyoneloanloss,$16,000onacommercialloantoa
retailer.Wedoalsohavea$200,000loanindefaultatthistime.Forseveral

complexreasons,thetenantsofthis18-unitbuildingdeclaredarentstrike,and
ourborrowerfellbehindonherpayments.

TheNeighborhoodLendingDivisionwasaminorloss-generatoruntillastyear,
whenthevolumeoftheportfolioreachedacriticalmasssufficienttogenerate

enoughinterestincometoputtheoperationintotheblack.TheDivision

generatedpositiveincomeof$254,000in1987.
Todate,thevariousCEFpartnershipshaveinvestedatotalof$15millionin

neighborhood-sponsoredlow-and-moderateincomehousing.These
developmentsrepresentatotalof1,500housingunitsthroughoutChicago.

Typically,aCEFprojectinvestmentcovers20%ofaproject'stotaldevelopment
cost,withamixofconventionalandcity-subsidizedfinancingfundingthe

remainingprojectcosts.

So,overtimeandwithcare,asaninstitutioncommittedtogeneratingprofitfor
ourshareholders,wehavehadagoodexperiencewithcommunity

reinvestment.However,itisimportanttoremaincognizantofseveralkey

points:

Mr.Chairman,itisinterestingtonotethatFirstChicagohasbeeninvolvedin
theCEFpartnershipsinseveralways.ThroughourFirstChicago

NeighborhoodDevelopmentCorporation,wewillhavecommitted$1millionto
theCEFinvestmentfundbytheendof1988.ThroughourNeighborhood

LendingDivision,wehavebeenprivatelenderonthreeCEF-backedhousing
developments,withmoreintheapprovalprocess.Also,throughFCNDC,we

providedtheinitialequityandtechnicalassistanceneededtocompletea

projectthatwaseventuallytargetedforinvestmentbytheCEF.

First,thefiguresIjustprovidedshouldnotberegardedasbenchmarks.Every
bankisinauniqueposition,andcommunityreinvestmentprogramsstillhave
fairlyshorthistories.Thus,objectivestandardsastoappropriateinvestments

andexpectablereturnsprobablyarenotpracticableatthistime.

Second,theprofitabilityofthetotalenterpriseiscritical.Ifthetotalfinancial
institutiondoesnotsucceed,itscommunityreinvestmentprogramwillnothave

muchofalong-lastingeffect.Asyoumaybeaware,Mr.Chairman,our
organizationiscurrentlydealingwiththechallengesposedbythecurrentand

upcoming(1990)furtherderegulationofwhathaslongbeenaunitbanking

state.Wehave,inthepastyear,undertakentheacquisitionoftwosuburban
bankholdingcompaniescriticaltothesuccessofourstrategy.Thisisan

expensivepropositionbutonewefeelcriticalifwearetomaintainorimprove

ourmarketshareinthefaceofincreasingcompetitionfrombothbankandnon
bankcompetitorsfromin-stateandout.

Third,FirstChicago'ssupportofcommunityreinvestmentmustnecessarily

meanthatfewerresourcesareavailabletosupportotherstrategicinitiatives.As

wemovetocontributing2%ofdomesticearningstoourFoundation,thesupport

ofcommunityactivitiescomesatthecostoflowersupportofculturalandhealth

maintenanceactivities.

FirstChicago'sPointofView

Mr.Chairman,nowthatI'vepresentedasynopsisofFirstChicago'scommunity
reinvestmenthistoryandrole,I'dliketogointowhatourexperiencehastaught
usabouttheopportunities,challengesandconflictsofcommunityreinvestment.

Foronething,wehavelearnedthatitispossibleforaBankto

expanditscommunityreinvestmentactivitiessafelyandmoderately
profitably.Ourexperienceindicatesthatmostsavingsandloans

andbankscanprudently,efficientlyandeffectivelydomoreinthe
neighborhoodreinvestmentarenathantheyarecurrentlydoing.

Tobehonest,wegotofftoaslowstartwithourNeighborhoodLendingprogram
becauseittookusawhiletolearnthebusiness,theindividualcommunities

concernsandneeds,andtheplayersinvolved.

At4/30/85,oneyearaftertheprogram'sinception,wehadapprovedcnly21
applicationsforatotalof$3.2million.Lessthanthreeyearslater,however,we

haveapproved(cumulatively)over150applications,foratotalof$36million.
Wehavefinancedapproximately1,300unitsofhousing,allintheinnercityof

Chicago.(Comparablefiguresarenotavailableforcommercialproperties.)
Roughlyfiftypercentofthedollarvolumeofourapprovedloanshasbeenin

multi-familyprojects,withtheremainderdividedbetweensinglefamilyand
mixeduse/commercial/fixedasset.Ourdeclineratehasbeenroughly30%.

OurCommunityReinvestmentexperiencehasalsoclearlyshownus
thatthecreditandinvestmentneedsoflessadvantaged

communitiesremainkeen.

Ourprograms,andtheprogramsofotherbanksthathaveestablishedsimilar

responsestotheCommunityReinvestmentAct,areassistingtomeettheneeds

ofthesecommunities.Yetmuchmuchmoreremainstobedone:
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relativelylessprofitablecreditanddepositneedsoflowandmoderateincome

peopleandcommunities.
•Neighborhooddisinvestmentisstillaproblem.Itisnothardtoimagine

Theinevitableconclusionhere,bothfromthecontextofleveling

theplayingfieldforallfinancialcompetitors,andthestandpointof

theneedsofneighborhoodreinvestment,isthattheresponsibility

toreinvestincommunitiesisnot,andshouldnotbe,aunique

responsibilityofbanks.Equalresponsibilitymustfallonall

institutionsthatacceptconsumerdepositsor'depositlike'funds,

orthatmakeconsumerloans.

Additionally,whiletheCRAhasraisedvisibilityofneighborhood

IknowthatsomepeoplebelievethattougherCRArequirementsshouldbea

costaccompanyingexpandedpowersforbanks.Mr.Chairman,FirstChicago

takesadifferentview.Webelievethatthecostofservicingthecreditand

depositneedsofthepubliciscompliancewithCRAforallproviders--including,

butnotlimitedto,banks.WebelievethatthefocusofincreasedCRA

complianceshouldbeonthose--banksandothers--whohavedonetheleastto

date.Ifeveryonegetsuptotheleveloftheleaders,thenwecanproductively

talkaboutraisingthestandardforall.
Canbanksandsavingsandloansmeettheincreasingprivatesector

requirementsallbythemselves?Wedonotbelievethattheycan,northatthey

shouldhavetotrytodoso. IftheseorganizationsprefernottoevincetheirCRAcommitmentthrough

lendingactivity,therearemanywaysinwhichtheycanreinvestincommunities

besidesdirectlending--which,is,tobefrank,themostcostlyandmostdifficult.

Letmelistjustafewideas:

ThereisanotherprivatesectorgrouptologicallyinvolveinCRA

activities.Thisisthegroupof'non-bank'institutionsthataccept

'deposit-likefundsand/ormakeloanstoconsumers.Thisgroup

wouldinclude,inadditiontothebanksandsavingsandloansalreadysubject

toCRAsurveillance:mutualfundcompanies;insurancecompanies;

mortgagebrokers,investors,andlenders;financecompanies-includingthe

automobilecompanies;retailstoresthatfinancepurchases;creditcard

companies;brokeragehouses,andsoon.

Mr.Chairman,mortgagebankerscurrentlyoriginatenearly75%oftheFHANA

morgagesandover25%ofallconventionalsinglefamilymorgagesmadein

thiscountry.Financecompaniessupplyapproximately25%oftheconsumer

creditintheU.S.,andtheyaccountforalmost14%ofallcommercialand

industrialloans.1Securitiesfirmscollectdepositsforcashmanagement

accountsthatfunctionascombinedsavingsandcheckingaccounts.They

brokercommercialpaper,directlycompetingwithusinthecommercialloan

market.Andtheyhaveacquired"non-banks',whichhavebankchartersand

areeligibleforfederaldepositinsurancesothattheycanofferinsureddeposit

accounts.

Companiescanagreetoinvestinloansproducedbynon-profitlenders

•Ortheycandevelopdeliverymechanismsthatallowforproductstobe

tailoredtospecializedneedsinareaswherestandardproductsarenot

appropriate.

Increasingly,thesefinancialserviceprovidersarelookinglikebanks.Inmany

areas,theycompetewithusdirectly.Yet,Mr.Chairman,theyarenotsubjectto

CRAanddonotingeneralacknowledgeanyresponsibilitytoservethe

CRARegulatoryEnforcement

Mr.Chairman,nowthatIhavespokenontheBank'sexperiencewithCRAand

onourperceptionsofitssuccessanditsneedforfurtherapplication,Iwould

liketoprovideyouourimpressionsoftheCRAregulatoryapparatusandour

experiencewithCRAenforcement.

1source:TheBankorsofToday,TheBanksofTomorrow.TheFinancialServicesIndustryandits

RoleinCommunityReinvestmentTheWoodstockInstituto,1987,Chicago.
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Asyouknow,theOfficeoftheComptrolleroftheCurrencybearsprimary

regulatoryresponsibilityforoversightofCRAfornationalbanks.Wehavebeen

examinedapproximatelyannuallybytheOCCandeachexaminationhas

includedspecificinvestigationofCRAcompliance.Wehavepassedallsuch

examinations.

Conclusion

Insummary,Mr.Chairman,CRAisavitalandeffectivemeansofencouraging

thoseregulatedtoassistcommunityreinvestment,althoughtheactual

enforcementofCRAcouldbenefitfromincreasedprofessionalization.
However,CRAmustnotbeappliedselectively.CRAregulationshouldbe

viewedasthepriceofentrytothefinancialservicesmarket.

Thankyou.

Iwouldofferthefollowingobservationsonthisexaminationprocess:

•Examinationshavebecomemoreintenseascommunitygroupshave
increasedtheirfocusonCRAcompliance.

•TheOCClacks,orisunwillingtoshare,anyobjectivestandards

constitutingcomplianceornon-compliancewiththelaw.

•Thereseemstobelittledifferenceinthetreatmentaccordedbanks

basedonCRAexaminations.

Whileingeneral,CRAhashadbeneficialeffectsonChicago'sneighborhoods

throughbankingindustryparticipantsinourmarket,thesebeneficialeffectsare

moreduetotheworkofcommunitybasedgroupsthanduetotheexaminations

themselves.

Iwouldsuggestthefollowingbeconsideredforimprovingtheexaminationof

compliancewithCRA:

•AssistbankstobettermeettheirCRArequirementsbysharingwith

themobjective,measurablecriteriaforCRAcompliance.Insiston

reasonablemovementtowardsmeetingcompliancestandardsasa

conditionofregulatoryapprovalswhenrequired.

•AdjuststandardstoreflectsheervolumeofCRAparticipants.Itis

possibletoimaginethatonedaytheremightbemoreCRA-related

fundsavailablethancouldbeproductivelyorprudentlyused.

•Standardizetheprocessofgatheringcommunitybasedorganizations'

testimonyaboutCRAcompliancebyaparticularbank,toensurethat

theresultingdataisverifiable,statisticallyvalid,internallyconsistent,

andrepresentativeofallconstituencieswithinthecommunity.

11 1
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The CHAIRMAN. Thank you, sir.
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the other major banks in Cleveland has indicated an interest in

doing a development bank per se .
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The CHAIRMAN . I shouldn't have said it quite that way. I love

Chicago, even though the Cubs are going to have lights, I still love

Chicago.
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in that community about what the bank's commitment is , but be

cause --- as we found - it's good business. We discovered a market

there that we didn't knowexisted before, at least not to the extent

we found it .
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☆
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EFFECTS OF CLOSURES OF INNER CITY BRANCHES

Mr. HARTNACK. We don't have branch banking in Illinois in the

way that I think most people think about it . So we're certainly not

planning on closing inner city branches. I'm not aware of people

that are in our market having such plans.
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Our second measure is a comparative one in terms of the

amounts of dollars that we are investing in low income housing in

Cleveland vis - a -vis other Cleveland banks, including our lead bank.

The measure that we use for that is really two - one is HMDA data

that's available, although by and large we find that to be not terri

bly reliable. What we find to be far more reliable, however, is that

Cleveland State University goes into our county recorder's office

and records title transfer data by lender for each census tract in

the city of Cleveland that gives us a much more accurate figure

than the HMDA Disclosure Act of what all lenders are doing in

low income areas . That's what we use as our comparative measure

on how we measure up to the other lenders in Cleveland.
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The committee stands in recess until tomorrow at 10 o'clock .
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Governor Seger, Chairmen, and Mr. Comptroller, you've heard

the charges. We'd like to hear your views and your responses. I

hope to hear both good explanations and possible pledges to im

prove performances. After all, I know that you want to see CRA

succeed and certainly we do, too.

STATEMENT OF MARTHA R. SEGER, GOVERNOR, FEDERAL

COMPLIANCE EXAMINATION PROGRAM

I want to emphasize that our compliance examination program

begun in 1977 is a specialized program . It is carried out by examin

ers who are specifically trained in consumer complianceand CRA

issues and whose primary job it is to conduct reviews and produce

reports that deal exclusively with consumer complaints and CRA.
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We believe our examiners' efforts in this respect have been par

ticularly useful to the banks and their local communities.

COMMUNITY AFFAIRS PROGRAM

Through our community affairs program , begun in 1980 , we have

developed special expertise to work with and encourage the banks

in designing community development programs. The program's

main purpose has been to develop our own expertise in themeth

ods and techniques of sound community development lending in

order to be able to serve as a resource for banks and members of

the communities.
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and have more frequently involved multiple protestants in several

cities, often crossing our Federal Reserve district lines.
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I appreciate the opportunity to appear before this committee

today to discuss this important subject and I will be pleased to take

any questions the Committee might have.
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IampleasedtobeheretodaytodiscusstheCommunity

ReinvestmentActandtheroletheFederalReservehasplayedin

administeringit. Agooddealoftime,thought,andefforthas

beeninvestedbyboththeBoardandtheReserveBanksintrying

As
tocarryoutourCRAresponsibilitieseffectivelyandfairly.

theBoardmemberresponsibleforourprogramofcompliancewith

CRXandtheotherconsumerprotectionlaws,theseissueshave

MarthaR.Seger

Member,BoardofGovernorsoftheFederalReserveSystem

Forreleaseondelivery

10:00A.M.,EST

March23,1988

CommitteeonBanking,HousingandUrbanAffairs

receivedagreatdealofmyownthoughtandattention.Ibelieve

thatitisappropriate,evenessential,thatweperiodicallystop

andreflectonwhatwehavebeendoingwithrespecttothislaw,

aswellastheotherlawsforwhichweareresponsible.

Consequently,Iamveryinterestedinlearningwhatwemightdo

toimproveinthefuture.IcomplimenttheCommitteeforholding

thesehearings.Ibelievetheyaretimelyandwillhelpusall

doabetterjobofadministeringthisimportantlaw.

UnitedStatesSenate

March23,1988

andsoundoperationoftheinstitution. TheAct'smandatesare,

however,directedinthefirstinstanceatthefederalfinancial

supervisoryagencies. Intheirmostbasictermstheyare:

O
Thattheagenciesencouragethefinancial

institutionstheysupervisetomeetthecredit

needsofthecommunitiestheyserve,including

thelowandmoderateincomeneighborhoodsin

thosecommunities.

Thattheagenciesassessthecommunitylending

recordsoftheinstitutionstheysuperviseas

partoftheirexaminations.
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Thattheagenciestaketheinstitution's

recordintoaccountwhenconsideringcertain
useinreviewingCRAperformanceincludingevidenceofthe

institution'seffortstoassessitscomunity'sneeds,its

marketingofcreditservicestotheentirecommunity,andits

effortstoensurethatlendingprogramsdonotimproperlyexclude

anygeographicareasorillegallydiscriminate.Theassessment

factorsalsoincludeabank'srecordofopeningandclosing

offices,itsparticipationincommunitydevelopmentprojectsand

ingovernmentguaranteedorsponsoredloanprogramsandthe

bank'sresidential,smallbusinessandsmallfarmlending

programs. Wealsoreviewtheextenttheinstitution'sboardof

applications.

TheFederalReserve'sOverallProgram

directorsparticipatesinformulatingitsCRApoliciesand

overseeingtheirimplementation.Infact,Ibelievethatthe

overallintentoftheseassessmentcriteriaistomaketheCRA

processanintegralpartoftheinstitution'smanagementand

operationaldecisionmaking.

1
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however,thesebanksstillplayavaluablepartinmeetingother Thesechangesinthefrequencyofexaminationwere

promptedbytwoprimaryfactors. First,wefoundthataftersome

yearsattheshorterinterval,alongerperiodbetween

examinationsprovedsufficienttoassureanadequatelevelof

oversight.Afterseveralexaminations,an18monthinterval

TheFederalReserve'scomplianceexaminationprogram

Iwanttoemphasizethat,withintheFederal

ReserveSystem,thisisaspecializedprogramthatiscarriedout

byexaminerswhoarespecificallytrainedinconsumercompliance

betweenexaminationsenabledustoseeandmeasureprogressor

changewithinaparticularbankinthegreatmajorityofcases.

Second,theBoardcommittedtoobservethe"spirit"of

Gramm-Rudman-Hollings,andthecomplianceprogram,likevirtually

andCRAissuesandwhoseprimaryjobitistoconductreviewsand

Webelievethattheimportanceofthisprogramwarrants alloftheSystem'sprograms,hadtoshareintheresultingcuts.

thiskindofspecializationandthattheknowledgeandexpertise

needsoftheircommunities.

Bankandparticipateinexaminationsofstatememberbanksin

theirowndistricts.TheBoardhereinWashingtonsetspolicy

fortheprogramandalsoprovidesoversightandsupportforthe

ReserveBanks.TheBoardalsoorganizestheuniformtraining

programfortheexaminers,althoughmostoftheReserveBanks

alsoprovidemoreindividualizedandlocalizedtraining,aswell.

Despitefine-tuningsuchasthisovertheyears,our

complianceexaminationprogramhasretaineditsessentially

specializedcharacterandourgoalhasbeentomaintainasolid

andprofessionalprogram.Wetrytoproduceanexamination

reportthatisusefultothebank'smanagementbypointingout

bothitsstrengthsandweaknessesandbysuggestinghowto

enhancetheformerandminimizethelatter.Ourexaminershave

contactedthousandsofmembersofthecommunitiesinwhichthey

haveconductedexaminations--everyonefromlocalgovernment

agenciestosmallbusinessestograssrootscomunity

organizations--inanattempttounderstandtheneedsofthe

communitythebankserves.Withthisinformation,wetryto

encouragethebanktomeetthoseneeds.Webelieveour

examiners'effortshavebeensignificant,evenhanded,anduseful

tothebanksandtheirlocalcommunities.
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AsanoutgrowthofourexperienceindealingwithCRA

wehavedevelopedoneparticularlynoteworthyareaofspecial

Thatis,in1980

theBoardbeganitsformalcommunityaffairsprogram. Wehave

learnedthatcommunitydevelopmentlending,whendoneproperly,

canbenefitboththebankandthecommunity.However,manybanks

onopportunitiesandtechniquesforcommunitydevelopmentlending

andotherrelatedsubjects.Onnumerousoccasions,theCommunity

Affairsstaffhasalsoservedasspeakersatconferences

sponsoredbyothers.TheReserveBankshaveundertaken

additionalinitiatives,suchaspublishingperiodicalsthatdeal

withcommunitylendingsubjectmatter,producingresourcebooks

ontheprogramsforcommunitydevelopmentlendinginwhichabank

mightwishtoparticipate,formingcommunitylendersforumsin

communitiesintheirdistrictstoprovidemutualeducationabout

communitydevelopmentopportunitiesandtechniques,andproducing

communityprofilesdesignedtohelplendersandothersinthe

communityknowwhattheneedsare,whatresourcesareavailable

TheCommunityAffairsProgram

complicatedprogramsandtechniquesdemandedbyeconomic

developmentlending.Thishesitancyhasbeencausedprimarily,we

believe,byalackofeducation.Wehavealsofoundthatmany

andwhatcontributionthevariousinterestsmightmake. Allof

theseeffortsare,webelieve,consistentwiththeact'smandate

membersofthecommunitiesthebanksserved,includingmanyof

thelocalgovernmentallenders,wereunawareoftheproductive

waysabankcouldleverageitsresourcesinapublic/private

partnershiptobenefitallpartiesconcerned.TheCommunity

Affairsprogram'smainpurpose,therefore,istodevelopourown

expertiseinthemethodsandtechniquesofsoundcommunity

developmentlendinginordertobeabletoserveasaresource

forbanksandmembersofthecommunitiesinthevariousFederal

Reservedistrictsinmatterspertainingtosafe,sound,

productive,andthoughtfulcommunitydevelopmentlending.

thatwe"encourage"financialinstitutionstomeetthecredit

needsoftheircommunities.Theattachmentstomytestimony

providemorespecificinformationabouttheseandother

activitiesofourcommunityaffairsprogram.Ihavealsobrought

someothermaterialsthatrepresenttheseactivitiesthatIwould

liketohaveincludedintherecordofthesehearings.
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canusetoengageinpublic/privatepartnershipstoleverage

theirresources,bothfinancialandmanagerial,tothegreatest

benefitinpursuitofthegoalsofCRA.Ibelievethatwe,
as

regulators,canbestuseourresourcesbyencouragingthe

institutionswesupervisetoexploretheseandothersimilar

avenuesofpotentialcommunityinvolvement.Ifwearesuccessful

inencouragingthistypeoflong-rangeactivity,westandamuch

betterchanceofgettingon-goinghighqualitycommunity

developmentlendingratherthaninstant,andperhapsshort-lived,

programscalculatedtowinapprovalofaparticularapplication.

ourworktoadvisewomenandminoritiesregardingtheirrights

andresponsibilitiesundertheEqualCreditOpportunityActwhen

ManymembersoftheFederalReserve'scommunityaffairsprograms

intheReserveBankshavealsoparticipatedheavilyinthis

program.

applyingforbusinesscredit. Ibelievewomenandminoritiesare

importantactorsinthebusinesslifeofournation'scommunities

andIamparticularlyproudoftheworkwehavedonetohelp

educatethemonthisimportantsubject.Inparticular,Iam

proudofthebrochureentitled"AGuidetoBusinessCreditand

theEqualCreditOpportunityAct"thatweproducedinconjunction

withseveralotherpublicandprivateorganizationsandagencies.

TheApplicationsProcess

1
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inseveralcities,oftencrossingourFederalReserveDistrict

lines.Obviously,thatisoflittleintrinsicinteresttothe

applicantandtheprotestant,butitdoesincreasethelogistical

difficultiesofgatheringthenecessaryfactsandotherwise

coordinatingthecase,especiallywhensignificantissues

surface.

theapplicantneetsnumerouscriteria.TheBoardmustseetoit

thatallrelevantfinancialandothersafetyandsoundness

requirementsaremet,thatthenecessarymanagerialabilitywill

bebroughttobear,thatnocompetitiveproblemswouldbar

approvalandthattheconvenienceandneedsoftheinstitution's

communitywillbeserved.Therequirementtoservethecom

munity'sconvenienceandneedspredatestheCRA.Therefore,when

CRAwasenactedtheanalysisitrequiredwaslogicallymadea

partoftheconvenienceandneedsassessmentalreadyrequiredby

statute.TheCRAanalysistherebybecamepartofthenormal

applicationsprocessingproceduresoftheFederalReserveSystem.

Totrytoexpeditetheprocessandminimizethese

difficulties,in1981theBoardpublishedaninformation

statementexplaininghowitwoulddealwithCRAissuesthatwere

likelytosurfaceintheapplicationprocess.Ithaspublished

jointlywiththeotheragenciesaCitizensGuidetoCRAtohelp

interestedmembersofthepublicknowhowtoinvolvethemselves

intheapplicationsprocess.TheBoardhasalsomadeadjustments

toitsnotice,commentandpublicmeetingrulestotrytoassure

thatinterestedpartieswhowishtoparticipateintheapplica

tionsprocesecandoso.Theserules,however,arenotrules

relatingonlytoCRA.Theyarerulesthatapplytoapplications

generallyandtoanycommentsbythepublictheymightelicit,no

matterwhattheirsubjectmightbe.

!
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and1987involvingCRAprotests,28haveresultedinthe

applicantcommittingtotheBoardtotakespecificfutureactions

tocorrectproblemswithitsrecord.IthasbeentheBoard's

beliefthat,asageneralmatter,workinginapositiveveinwith

theseinstitutions,ratherthansimplyturningdownthe

application,wasconsistentwiththelaw'smandatethatwe

agricultural,andothertypesoflendingarealsowaysofmeecing

importantcommunityneeds,aswell.

encouragetheseinstitutionstomeetthecreditneedsoftheir

communities.Moreover,itwasnotalwaysclearinthesecases

thattheapplicant'.CRArecordwaspoorenoughtodenythe

application.

matter.

Ofcourse,wehavenotalwayswaitedforaprotestto

promptaclosereviewofanapplicant'srecord. Whenwehave

foundproblemsinanapplicant'sCRAexaminationrecord,either

throughourownexaminersorthoseofanotheragency,wehave

conductedthesamekindofreviewweconductinaprotestedcase.

Allofthistakestime,andtimeisoftenthepointof

contentionbetweentheapplicant,theprotestinggroup,andthe

FederalReserve.
Manyoftheseapplicationsareverytime

sensitiveanddelaycanincreasetheapplicant'scostssub

stantiallyormaycausethedealtofallthrough.Wefeelwe

havetobefairtotheapplicantandtheprotestant. Tothe

extentpossible,wetrytomeetourownprocessinggoals,which

havelongbeenpublicandwhicharedesignedtoaddressother

goalsoftheBoard,includingtimelyprocessingofallap

plications,whetherornotCRAisinvolved.Bythesametoken,

Webelievethatwemustgivethoroughconsiderationtothepro

testant'ssubstantiveconcernsand,ifwefindproblems,thatwe

musttaketheactionwebelieveisappropriate.
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improveourprogram,providethenecessaryguidanceandmakesure

itisuptodate.

processweurgegroupstocommunicateconcernstotheapplicants

andtotheFederalReserveonanongoingbasis,notjustwhenan

applicationisfiled. Nonetheless,Ithinkwehavehad,andwillcontinueto

have,asolid,professionalandresponsibleprograminplaceto

dealwithCRA.Obviously,wecanallimproveatwhatwedo.
But

Ibelieveourprogramofeducation,andreviewofapplicants'CRA

issuesthatariseinthecontextofapplicationshasbeento

provideaforumforprotestantsandapplicantstositdown

togetherinprivatemeetingsanddiscusstheissuesbetween

themselves.Sometimesthesemeetingshaveresultedinagreements

records,andexaminationshasbeentotallyconsistentwithwhat

thelawtoldusweshouldbedoing. Iexpecttogoontryingto

improvethatprogramandbelievewewilltherebyhelpachievebetweentheparties.Theseagreementsareessentiallyprivate

matters.Wedonotbelievethelawauthorizesustodirectbanks

tomakeloansofcertaintypes,withspecificterms,in

whatweallseek--andthatisresponsible,safeandsound

involvementbyfinancialinstitutionsintheircommunitiesona

Webelievethat daytodaybasis.

lendingdecisionsarebestlefttotheinformedjudgmentofthe

lender,takingintoaccountthemarketsituation,thelendersown

Iappreciatetheopportunitytoappearbeforethis

committeetodaytodiscussthisimportantsubject.Iwillbe

pleasedtotakeanyquestionsthecommitteemighthave.
businessplansandstrengths,andallofthecreditdemandsof

Obviously,agooddealhaschangedinthefinancial

-14

Influencessuchasinterstate

compacts,changesintechnology,andtheMonetaryControlAct

havesignificantlyaffectedthewaybusinessisdone.Tobesure

thatweareasresponsibleaswecanbeinsupplyingguidanceon

ourexpectationsintoday'senvironment,Ihaveaskedourstaff

toreviewourprograms,policies,andprocedures,andin

particularthe1981informationstatementtoseewherewecan
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Seminars,WorkshopsandConferencesSponsoredbyReserveBanks 12/16/86

04/23/87

06/25/87

BriefingonNehemiahIIhousingprojectfor

lendersandcommunitygroups

Seminaron"RehabilitationFinancing:
Case

StudiesinProducingHousingforLowand

ModerateIncomePeople(130attendees)

Seminaron"FinancingSmallBusiness

Development"(120participants)

Seminaron"LendingforCommunity

Development:Options"(120participants)

WorkshoponLowIncomeHousingTaxCredits

forseniorlendingofficials

10/22/87

ForumforProvidenceBankersonSpecial

CreditProgramsfeaturingPaulGroganfrom

theLocalInititivesSupportCorporation

(LISC)

CommunityAffairsSeminarinCranston,RI

sponsoredbyBostonFederalReserveBankand

RhodeIslandBankersAssociation

12/08/87

Philadelphia

06/26/85 SeminaronConsumerBankingforareabanks

03/21/86PresentationofTitleLienDataVerification

StudytoNewYorkStateBankingDepartment

andtheEDIC

MeetingofCouncilofCommunityAffairs

OfficersofPhiladelphiabanks

PhiladelphiaBanksCommunityAffairsOfficers

Conference

07/30/86

RoundtableonConsumerBankingIssues

attendedbyrespresentativesintheDistrict.

03/23/87 PhiladelphiaCouncilofCommunityAffairs

Officers

04/15/87&

06/26/87

07/21/87

09/24/87

MeetingsofCamdenCouncilofCommunity

AffairsOfficers

CommunityAffairsConferenceco-sponsored

withRichmondFederalReserveBankandthe

EnterpriseFoundationheldinBaltimore

SpecialmeetingofComplianceOfficersof

Philadelphiabanks

AnnualBankCAO'sConference(150

participants)

CamdenCouncilofCommunityAffairsOfficers

10/02/87

Conferenceon"AccessingNewYorkCity

ServicesforBusinessesco-sponsoredwiththe

CityOfficeofBusinessDevelopmentandthe

RegionalInteragencyCommittee.Attendedby

lendersandgovernmentrepresentatives(125

participants)

Seminaron"MortgageCriteria:Risk

ManagementinUrbanAreas"focusedon

underwritingcriteria(90participants)

SeminaronMutualHousingasaNewApproach

toLong-TermAffordableHousingattendedby

lenders,governmentrepresentatives,

foundationsandcommunityorganizations

(approximately140attendees)

11/19/87

ATTACHMENTA
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Cleveland 11/12785

3rdgtr. 85

03/11/86

"NeighborhoodReinvestmentandDevelopmentin

Richmond:AReport."Seminarforbankers

andcommunitygroups

Conferenceon"FederalFinancingand

ManagementAssistanceforSmallBusiness

Exporters"Co-sponsoredwithSBAatthe

Baltimorebranch

12/10/85

07/17/86

1stotr.'86

"PrivateSectorPartnershipsforCreative

EconomicDevelopment"co-sponsoredwiththe

occ,ClevelandBanks,SOHIO,AEI

CommunityAffairsConferenceforKentucky

Bankersco-sponsoredwithSt.LouisFederal

ReserveBank

FocusgroupforlargeBHC'sinDistrictto

discussCRAandCommunityAffairsissues

NHSTenthAnniversaryCelebration

MeetingswithPittsburghlendersonCommunity

Developmentlendingco-sponsoredwiththe

PittsburghWorkingGroup

PresentationbyCANDOtolocalCDC's,

lenders,cityofficialsandfoundations

SeminaronCRAforCincinnatibankers

CRAOfficersForumforbankers

2ndgtr.'86

2ndqtr.'86

02/19/87

Conferenceon"NeighborhoodReinvestmentin

D.C.-APartnerhipofHousingConcernsand

Banking"

Conferenceon"CommercialRevitalizationLoan

Programs"Co-sponsoredwiththeVirginia

DowntownDevelopmentAssociationandthe

VirginiaDepartmentofHousingandCommunity

Development

CommunityAffairsConferenceco-sponsored

withPhiladelphiaFederalReserveandthe

EnterpriseFoundationattheBaltimorebranch

WorkshopontheVirginiaMainStreetProgram

(50attendees)

CRAConferenceinColumbia,s.c.

86 07/21/87

3rdgtr.'86

08/20/87

11/17/86

1stqtr.'87 10/28/87

3rdqtr.

87

CommunityAffairsProgramatPittsburgh

Branchonlow-incomehousing

CincinnatiCRAOfficersCouncilco-sponsored

withFHLBofCincinnati

ConferenceonCommunityPartnerships

co-sponsoredwithHUD.Heldin'Pittsburgh

Atlanta

03/18/85

10/87

12/85

Richmond

Workshopon"SuccessfulStrategicPlanning

forAlabamaCommunities"(150participants)

Conferenceon"TheRoleofBanksinLocal

EconomicDevelopment"inNewOrleansfor

bankersinLouisanaandMississippi(over100

attendees)

Conferenceon"TheEntrepreneurialAmerican

City"inTampaco-sponsoredwithHUD(over

300participants)

SBA503CertifiedDevelopmentCompanies

meetingco-sponsoredwithRichmond

Renaissance

02/87

03/06/85

08/15/85

AdvisoryCouncilofRichmondNHS

HomeBaseHomeOwnershipCounselingService

seminarforlenders

Chicago

10/16/85 CommunityRedevelopmentConferenceforthe

CarolinasinCharlotte,N.C.Attendedby

banks,savingsandloans,creditunionsand

communitygroups

ConferenceonCommunityDevelopment

CorporationsforlendersinIllinois

ConferenceonCommunityDevelopment

CorporationsforlendersinMichigan

09/23/85
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2ndqtr.:86 1stqtr.'87

05/18/87

ConferenceonCommunityDevelopment

CorporationsforlendersinIndiana

ConferenceonCommunityDevelopment

CorporationsforlendersinWisconsin

Conferenceon"FinancialInstitutionsand

LocalEconomicDevelopment"Co-sponsoredwith

theNationalCouncilforUrbanEconomic

Development(over200participants)

Conferenceon"WorkingTogetherforCreative

Enterprise"co-sponsoredwithFirstBank

DuluthandtheDuluthReinvestmentCoalition

WorkshopwiththeMetropolitanEconomic

DevelopmentAssociationforminoritysmall

businesspersons

4thqtr.'87

09/87

KANSASCITY

02/25/87

St.Louis

4thqtr.'85

2ndqtr.'87

Seminaron"TheEconomyTheImpactof

GrowthonSt.Louis"

CommunityAffairsForumforbankersin

Kentuckyco-sponsoredwithClevelandFederal

ReserveBank

SeminaronCommunityDevelopmentCorporations

co-sponsoredwiththeKansasCity

NeighborhoodAlliance

ConferenceonCommunityDevelopment

CorporationsinMilwaukee,Wisconsin

co-sponsoredwithChicagoFederalReserve

Bank

12/10/85

03/19/87 DALLASCRASeminarforbankersinKentucky

co-sponsoredbyClevelandFederalReserve

Bank
SeminaronNHSforlenders

04/13/87

05/21/87

SeminarforlendersonNHS

2ndqtr.'85

NHSOwner-RehabProjectvideopremiere

ConferenceonAgriculturalandRural

Development

04/21/87

LINNEAPOLIS

10/07/87

Workshopforminorityandwomenbusiness

personsonlendingissuesandconcerns

Informationalseminarforlendersinthe

districtonCRA,ProtestsandApplications

Seminarforlenderswithspeakersfromthe

CommunityBankersAssociation

NorthwestTexasRuralandEconomic

DevelopmentConferenceinLubbock

co-sponsoredwithSBAandTexasTech

University

2ndgtr.'85 11/05/88

-3rdqtr.'85

Conferenceon"PreservingAccesstoFinancial

Services"

NetworkingOpportunityProgramforthe

MetropolitanEconomicDevelopmentAssociation

(minoritybusinessassociation)andlenders

LendersbriefingfortheMinneapolis

Multi-FamilyRenovationProject

WorkshopontheCommunityInformation

Exchange(CIE)fornon-profitdevelopers

Conferenceon"SocialInvestmentinCommunity

Development"co-sponsoredwiththeHumphrey

InstituteofPublicAffairs

4thqtr.'85

SANFRANCISCO

1stqtr.'87

HostedForumsfortheNorthernCalifornia

AssociationforNon-ProfitHousingandthe

BayAreaCouncil

CommunityAffairsConferenceforlenders,

communitygroupsandgovernment

representatives(attendedby150)

10/17/85
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FormalTalksGivenbytheReserve

SystemCommunityAffairsOffices

Boston: 1 Chicago: 9

NewYork: 7 Minneapolis: 2

ForumonHousingProductionforhousing

professionalsandothers

HostedHousingForumsonRentControl,Tax

ReformandaffordableHousingforthe

NorthernCaliforniaAssociationfor

Non-ProfitHousing

Forumon"TheImpactofFinancialService

DeregulationonCommunityInvestment"

HostedForumon"SoftwareforRealEstateand

Housing"fortheNorthernCalifornia

AssociationforNon-ProfitHousing

HostedHousingForumsonRehabilitationand

AffordableHousingfortheNorthern

CaliforniaAssociationforNon-ProfitHousing

Seminaron"AccesstoHousing:Secondunits

inSanFrancisco"withIndependentHousing

Services

HostedHousingForumsfortheNorthern

CaliforniaAssociationforNon-ProfitHousing

18 St.Louis:
5

Philadelphia:

Cleveland: 7 KansasCity:
2

Richmond: 6
Dallas: 8

Atlanta: 5 SanFrancisco: 3

BoardofGovernors:28

-22-

Total: 101

POARDofCOVERNORS

04/85SeminaronBasicBankingandConsumer
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SUMMARYOFCOMMUNITYCONTACTSREPORTEDBY

FEDERALRESERVEBANKPERSONNEL1986-

1986 1987

214 247GovernmentOfficials

(Includingstateandlocal)

CivilRightsandconsumer

14 9

1
9
8
7

3
5

CommunityDevelopmentCorpor

ations

(includingEconomicDevelop 161 163

1
9
9
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PrivateIndividuals 186 216 1
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31

TOTAL 787 787
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The CHAIRMAN. Thank you , Governor Seger.

1
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STATEMENT BY SENATOR RICHARD SHELBY1

MARCH 23 , 1988

COMMUNITY REINVESTMENT ACT

1
MR . CHAIRMAN , I COMMEND YOU FOR CALLING A HEARING ON THIS TENTH

ANNIVERSARY OF THE COMMUNITY REINVESTMENT ACT . IT'S TIME TO

REVISIT THIS LAW AND SEE WHETHER IT HAS HAD THE IMPACT THAT WAS

INTENDED UPON ITS ENACTMENT .

YESTERDAY'S TESTIMONY DISCLOSED SOME INTERESTING FACTS : IN THE

OPINION OF THE BANK REGULATORS , OUR BANKS ARE DOING A

SUPERLATIVE JOB IN MEETING CRA REQUIREMENTS . AROUND 99 % OF

LENDING INSTITUTIONS HAVE A PASSING GRADE WHEN IT COMES TO CRA .

ONLY 8 OF THE 40,000 APPLICATIONS MADE BY FINANCIAL INSTITUTIONS

IN THE PAST TEN YEARS HAVE BEEN DENIED ON THE BASIS OF CRA .

THERE WERE OTHER INTERESTING FACTS DISCLOSED IN YESTERDAY'S

TESTIMONY . ACORN ( ASSOCIATION OF COMMUNITY ORGANIZATIONS FOR

REFORM NOW ) PROVIDED AN EXAMPLE OF DISCRIMINATORY LENDING

PRACTICES THAT BELIE THE PREVIOUS STATISTICS . ONE NEW ORLEANS

BANK , WHICH RECEIVED THE BULK OF DEPOSITS IN ONE BRANCH FROM THE

LOWER INCOME NEIGHBORHOOD WHICH SURROUNDED IT , LOANED BACK TO

THAT COMMUNITY ONLY ONE PERCENT OF THESE DEPOSITS . ACORN CALLED

THIS BANK A GIANT VACUUM CLEANER THAT SUCKED MONEY FROM THE POOR

AND LOANED IT TO THE RICH . I THINK THAT SOUNDS LIKE AN ACCURATE

DESCRIPTION
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I WOULD NOT SUPPORT EFFORTS TO MANDATE THAT BANKS MAKE HIGH

RISK , LOW COST LOANS . BANKS ARE BUSINESSES , NOT CHARITABLE

ORGANIZATIONS . BUT EVERY WITNESS THUS FAR HAS TESTIFIED THAT

LOANS MADE TO LOWER INCOME CLIENTS HAVE PERFORMED BETTER THAN

THEIR LOAN PORTFOLIO AVERAGE . CITIZENS TRUST BANK IN ATLANTA

HAS THE BEST CRA LENDING RECORD AND THE LOWEST RATE OF

NONPERFORMING LOANS . I DO NOT BELIEVE THAT CRA REQUIREMENTS

BANKS DO HAVE ANREPRESENT AN UNREASONABLE HARDSHIP ON BANKS .

OBLIGATION HAS THE " ECONOMIC ENGINE OF THE COMMUNITY . " I WANT

US TO SEE THAT BANKS MEET THEIR OBLIGATION .

YESTERDAY'S WITNESSES WERE ASKED BY THE CHAIRMAN TO RATE THE

REGULATORS WITH THE EXCEPTION OF THE CHICAGO FEDERAL RESERVE

BANK , REGULATORS WERE GIVEN AN F. THE OFFICE OF THE COMPTROLLER

OF THE CURRENCY WAS CITED AS DOING A GOOD PR JOB BUT DOING

LITTLE IN SUBSTANCE .

I WANT TO SEE THAT REGULATORS ENFORCE CRA . I CANNOT BELIEVE

THAT 96-99 % OF OUR NATION'S FINANCIAL INSTITUTIONS DESERVE A

PASSING GRADE . IF WE MUST , WE CAN LEGISLATE TO PUT SOME TEETH

IN CRA .

I WELCOME HEARING YOUR SIDE OF THE STORY TODAY .

85-619 0 - 88 - 8

|
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STATEMENT OF SENATOR D'AMATO

COMMUNITY REINVESTMENT ACT

MARCH 23 , 1988

MR CHAIRMAN , I AM PLEASED TO PARTICIPATE IN THIS HEARING

ADDRESSING THE ENFORCEMENT OF THE COMMUNITY REINVESTMENT

ACT . COMMUNITY ORGANIZATIONS , IN PARTICULAR , HAVE A STRONG

INTEREST IN THE ENFORCEMENT OF THIS LEGISLATION . I COMMEND

SENATOR PROXMIRE FOR HIS COMMITMENT TO COMMUNITY DEVELOPMENT

AND REVITALIZATION .

THE COMMUNITY REINVESTMENT ACT OF 1977 REAFF IRMS THE

RESPONSIBILITY OF FINANCIAL INSTITUTIONS TO MEET THE NEEDS OF

THE COMMUNITIES IN WHICH THEY ARE LOCATED . SPECIFICALLY , THE

ACT REQUIRES FEDERAL REGULATORS TO TAKE INTO ACCOUNT THE

COMMUNITY REINVESTMENT RECORD OF BANKS AND THRIFTS WHEN THOSE

INSTITUTIONS APPLY FOR CHANGES , LIKE MERGERS AND BRANCHING .

UNDER THE LAW , COMMUNITY GROUPS HAVE THE RIGHT TO CHALLENGE

THE APPLICATIONS IF IT IS BELIEVED THAT THE FINANCIAL

INSTITUTION VIOLATES THE COMMUNITY REINVESTMENT ACT .

NUMEROUS COMMUNITY GROUPS HAVE EXPRESSED A GREAT DEAL OF

DISMAY OVER THE ENFORCEMENT , OR NON -ENFORCEMENT, OF THE ACT .

THESE GROUPS CLAIM THAT REGULATORS ARE NOT TAKING INTO

ACCOUNT THE COMMUNITY REINVESTMENT RECORD OF A FINANCIAL

INSTITUTION WHEN IT APPLIES TO MAKE CHANGES. MANY OF THESE
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I AM AWARE THAT MY COLLEAGUES ON THE HOUSE BANKING

COMMITTEE ARE DRAFTING LEGISLATION TO RESPOND TO THESE

ALLEGATIONS AND , SPECIFICALLY, TO PROTECT CONSUMERS FROM

LENDERS WHICH HAVE OVERLOOKED THEIR COMMITMENT TO THE

COMMUNITY .

THE COMMUNITY REINVESTMENT ACT WAS ADOPTED TO INSURE

THAT CERTAIN LENDING INSTITUTIONS DO NOT ABANDON

LOW - TO -MODERATE - INCOME CONSUMERS FOR THE BUSINESS OF THE

AFFLUENT. I FULLY SUPPORT THIS GOAL AND I AM PLEASED TO

REASSESS THE EFFECTIVENESS OF THIS LEGISLATION. | ASSURE

BOTH OUR WITNESSES AND MY COLLEAGUES THAT THE MATTERS BEING

DISCUSSED HERE WILL RECEIVE MY CLOSE AND CONTINUING

ATTENTION . THIS LAW MUST BE ENFORCED .

THANK YOU , MR . CHAIRMAN .
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Senator D'AMATO . Thank you, Mr. Chairman .
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The Office of Consumer Affairs reviews all CRA -related protests

filed against an FDIC -supervised bank and makes written recom

mendations to our Division of Bank Supervision regarding the dis

position of those protests.
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TESTIMONYOF

Goodmorning,Mr.ChairmanandmembersoftheCommittee.Iampleasedtobe

heretodaytopresenttheviewsoftheFederalDepositInsuranceCorporation

onenforcementoftheCommunityReinvestmentAct(CRA).Attachedaredetailed

answerstothequestionscontainedinyourrecentlettersonthissubject.

L.WILLIAMSEIDMAN

Introduction

ON

THECOMMUNITYREINVESTMENTACT

Sinceenactmentofthisimportantlawin1977,theFDIChasworkedhardto

enforcetheCRAmandate.ThatmandaterequiresustoencourageState

chartered,nonmemberbankstohelpmeetlocalcommunitycreditneeds,

includingthoseoflow-andmoderate-incomeneighborhoodresidents,consistent

withthesafeandsoundoperationofthosebanks.

BEFORETHE

COMMITTEEONBANKING,HOUSINGANDURBANAFFAIRS

IncarryingoutitsresponsibilitiesundertheCRA,theFDICrealizesthe

importanceoftheavailabilityofresidentialmortgagecreditandhome

improvementandrehabilitationloansinpreventingthedeclineof

neighborhoods,communitiesandentirecities.Wealsoaremindfulofthe

valueofcommunityreinvestmentbybanksinmakingsmallbusinessloansand

loansforcommunitydevelopmentandredevelopmentprojectsandprograms.Such

lendingeffortshelpbuildthephysical,socialandeconomicfabricofour

nation'sneighborhoodsandcitiesand,thus,improvethequalityoflifefor

peopleinournation'sneighborhoodsandcommunities.

10:00a.m.

Wednesday,March23,1988

DirksenSenateOfficeBuilding
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Theratingsrangefrom1to5,withonebeingthebest.Wegivespecial

supervisoryattentiontobankswithcomplianceandCRAratingsof"3,""4,"

and"5."

TheFDICviewstheCRAasanintegralpartofthecomprehensivenetworkof

fairlendinglawsthatincludestheFairHousingAct,theEqualCredit

OpportunityAct,andtheHomeMortgageDisclosureAct.Thisagencyworks

diligentlytoenforcetheobjectivesofallfederalfairlendingstatutesfor

whichithasenforcementresponsibility.Weviewtheeffectiveenforcementof

everyfairlendinglawwithinourjurisdictionasnecessary,notonlyto

assurethatourstatutorymandatesarebeingmet,butalsotostrengthen

consumerconfidenceandtrustinthebankssupervisedbytheFDIC.

IntheCRAexaminationprocess,examinersevaluatebanksonacase-by-case

basistakingintoaccounttheirsize,expertiseandlocale.Communitycredit

needsoftendifferbasedonthecharacteristicsofeachlocalcommunity.

Banksareevaluatedonthebasisofeffortstoascertain,determineandhelp

meetcommunitycreditneedsinthecontextoflocalcircumstancesand

TheFDIC'SRoleUndertheCRA
resources.FDICexaminersalsodiscusstheirfindingsregardingthebank's

CRAperformancewithbankmanagement.Examinersprovideappropriate

CRA-relatedinformationandtechnicalassistanceatthattime,therebyhelping

bankstounderstandthepurposesoftheCRAandtheFDIC'senforcementrole.

ThefundamentalroleofthefederalfinancialregulatorsundertheCRAisto

encouragetheinstitutionswesupervisetohelpmeetlocalcommunitycredit

needs,consistentwithsafeandsoundbankingpractices.TheFDICperforms

itsroleprimarilythrougheffectivebanksupervisionandenforcement.We

administeracomplianceexaminationprogrambywhichFDIC-supervisedbanksare

regularlyexamined,evaluatedandratedastocompliancewithfairlending

laws,includingtheCRA.Thisprogramiscarriedoutaccordingto

comprehensive,specificanddetailedexaminationproceduresusedbyeachof

thefederalfinancialregulators.

MonitoringandenforcingbankcompliancewiththeCRAmandateiscriticalin

theFDIC'sevaluationofbankapplicationsfordepositinsurance,toestablish

abranch,torelocateahomeofficeorbranch,tomergeandinotherspecified

instances.Inmakingdecisionsonsuchapplications,theFDICgivesdue

considerationtothebank'sCRAperformancerecord.Thisisrequiredinall

cases,notmerelyininstanceswhereaprotesthasbeenfiled.Asaresultof

theseevaluations,CRA-relatedviolationshaveresultedinremedialcorrective

advisements,memorandaofunderstandinganddelayedorconditionalapprovalof

applications,aswellasapplicationdenials.

InordertoenforcecompliancewiththeCRA,in1978theFDICadoptedPart345

ofitsregulationsandcomprehensiveCRAexaminationprocedures.Themajor

measuresofeffectivenessinCRAcompliancearetheassessmentfactors

outlinedinourCRAregulations.Afterapplyingthosefactors,theFDICrates

banksinaccordancewiththeUniformInteragencyCRAAssessmentRatingSystem.

InadditiontoenforcingtheCRAaspartoftheexaminationprocessandinthe

contextofindividualapplications,ourOfficeofConsumerAffairs(OCA)

}



2
2
6

5-

notreflectanisolatedinstanceoftechnicalnoncompliancewitharegulationcoordinatestheprocessingofCRAcomplaintsfiledagainstbanks.Such

complaintsareinvestigatedbytheFDICorreferredtotheappropriatefederal

financialregulatorforhandling.

butisaratingofabank'sperformancerecordovertime.Violations,when

detectedbytheFDIC,arecalledtothebank'sattentionasmattersrequiring

immediatecorrectiveaction.Banksgenerallycomplypromptly.

Allinall,weattheFDICbelieveourCRAenforcementeffortshavebeen

effective.Thisviewisbasedonthelargenumberofbankswhichreceivea

satisfactoryorhigherCRArating,thelownumberofCRAconsumercomplaints

orprotestswehavereceivedandthefewpubliccommentsfoundinfilesof

FDIC-supervisedbanksrelatingtotheirCRAstatementorCRAperformance.

Thus,thegreatmajorityofFDIC-supervisedbankshavebeenfoundtobein

satisfactoryorbettercompliancewiththerequirementsoftheCRA.

BankCompliancewiththeCRA

BanksgenerallycomplywithCRArequirements.Bankswhichdonotcomplyfind

thatnoncomplianceviolationscanlaythegroundworkforCRAprotestsand

complaintsagainstbanksresultingnotonlyindenialsofapplicationsbutin

costlytimedelays.Ouroverallexperience,withfewexceptions,hasbeen

thatonceaproblemisbroughttoabank'sattentionimmediatestepsaretaken

tocorrectit.

theapplicantbankisagainfoundtobelessthansatisfactoryastoCRA

performance,theFDICobtainscommitmentsfromthebanktofavorablyresolve

allCRA-relatedproblemsbeforeapprovalisgranted.Suchcommitmentsmaybe

informalormaybestipulatedinamemorandumofunderstanding.No

FDIC-supervisedbankratedlessthansatisfactoryonthebasisofcompliance

withCRAhashaditsapplicationapprovedwithoutagreeingtoappropriate

correctiveactionstofavorablyresolveFDIC-identified,CRA-relatedproblems.

Ofthe1.228banksexaminedforCRAcompliancebytheFDICin1986,20were

assignedlessthansatisfactoryratings.Also,preliminaryfiguresindicate

thatabouttwopercent(or42)ofthe2,155banksexaminedforCRAcompliance

in1987hadlessthansatisfactoryratings.

SincetheAct'sinception,theFDIChasdeniedthreeapplicationsfordeposit

facilitiesduetoCRAfactors.Thisis.01percentofthetotalnumberof

applicationssubjecttotheCRAthatwerefiledwiththeFDIC.
Therateof

applicationdenialsonCRAgrounds,however,shouldnotbeconsideredthesole

orevenamajorfactorinmeasuringtheeffectivenessoftheFDIC'suseofits

authorityinenforcingtheCRA.CRA-relatedproblemsoftenarecorrectedby

banksattherequestoftheFDIC,priortoouractiononanapplication.The

incidenceofsuchpreapprovalcorrectionshavenotbeenaggregatedbythe

Webelievethatthelowratiooflessthansatisfactoryratingsindicatesthat

FDIC-supervisedbanksareinsubstantialcompliancewiththerequirementsand

spiritoftheCRAandPart345oftheFDIC'sregulations.ACRAratingdoes
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TheOCAstaffincludesafair-lendinganalystwhoseprimaryareasare
FDIC.However,inMay1987,theFDIC'SDivisionofBankSupervision

implementedanewApplicationsTrackingSystemwhichenhancesourabilityto

ascertainwhichapplicationswereprotestedbasedonCRAperformancefactors

andtodeterminewhethertheFDICimposedanyCRA-relatedconditionsin

conjunctionwiththeapprovalofthoseapplications.

communityinvestmentandcivilrights.Amongotherresponsibilities,OCA

reviewsallCRA-relatedprotestsfiledagainstanFDIC-supervisedbankin

relationtoanapplicationandpresentsawrittenrecommendationtoour

DivisionofBankSupervisionregardingthedispositionofthatbank's

application.OCAalsoischargedwiththetaskofcontinuouslyevaluatingthe

adequacyoftheFDIC'sexaminationprogramasamechanismfordetectingand

correctingviolationsofconsumerprotectionandcivilrightslaws. Thisis

inadditiontothemonitoringofourentireexaminationprocessbyDBS.

TheFDICreceivedtwoCRA-relatedapplicationprotestsin1986(againsttwo

banks)andninein1987(againstsevenbanks).Inaddition,wereceivedsix

writtenCRAcomplaintsandinquiriesin1986andeightin1987thatdidnot

concernaspecificbankapplication.Investigationsofeachofthese

complaintsrevealedno111egalCRApractices.Also,FDICexaminershavefound

veryfewCRAcommentsinbanks'publicfiles.

Training.TheFDICprovidesCRAstafftraininginfourprimaryways. The

bulkofcompliancetraining,includingCRA,isconductedon-sitebysenior

fieldexaminers.Theseindividualsaregenerallythemostexperienced

examinerswhohandlethemorecomplexcomplianceandsafetyandsoundness

assignments.OurRegionalOfficestaffkeepsthoseexaminersupdatedonall

TheFDIC'stoll-free"hotline"alsoisusefulinmeasuringtheeffectiveness

oftheFDIC'senforcementoftheCRA.During1987,theFDIC'sOfficeof

ConsumerAffairsandourRegionalOfficesreportedapproximately29,100

telephonecallsforinformationandassistance.ofthisnumber,only194

pertinentinformationrelatingtothescopeofworkassignedtothem,

includingCRA-relatedinformation.

callsInvolvedcommunityreinvestmentmatters.OCAalsoprocessedabout3,533

writtencomplaintsandinquiries,onlyeightofwhichinvolvedCRA-related Moreformally,theFDIC'sDivisionofBankSupervisionTrainingCenter

administerstheCorporation'sConsumerProtectionSchool(CPS).MostCPSissues.

attendeesareexaminerswithaminimumoftwoyears'banksupervision

ImprovementsintheFDIC'SCRAProgram experience.In1986,therewerethreeCPSsessionslastingeightdayseach

resultinginthetrainingof39students. In1987,therewerefourCPS

sessionslastingfivedayseachwhichprovidedconsumerprotectionandfairofficeofConsumerAffairs.InDecember1986,theBoardofDirectorsofthe

FDICtransferredconsumer-affairsresponsibilitiesfromtheDivisionofBank

SupervisiontoanewlyestablishedOfficeofConsumerAffairs.ThatOfficeis

lendingtrainingto62FDICstudents.In1988,weplantoholdsixfive-day

sessionswithatotalof132studentsscheduledtoattend.

anindependentcomponentoftheFDICanditsdirectorreportsdirectlytothe

OfficeoftheChairman.
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complianceexaminationactivityduring1987willcontinuein1988. Additional
Inadditiontotheabovetraining,atwo-houroverviewofconsumerprotection

lawsisincludedinouradvancedtrainingforassistantexaminers.Wehave

hadapproximatelytensessionswhichincludedthisoverview,with

resourcesagainwillbeallocatedtocomplianceenforcement,includingCRA,as

wehireandtrainnewexaminersandasthenumberofproblembanksbeginsto

stabilizeordecrease.Infact,inthebudgetthatwasapprovedbytheFDIC
approximately25assistantexaminers(havinganaverageoftwoyears'

BoardofDirectorsonJanuary19,1988,thenumberofcomplianceexaminations

during1988isprojectedtoincreasebyapproximately60percent.

TheFDIC'sOfficeofConsumerAffairsalsoconductsa21/2-daycompliance

seminarannuallyforRegionalOffice(DBS)ConsumerAffairsandCivilRights Conclusion

ReviewExaminersandtheirassistantsand/orfieldexaminers.Manyofthese

ReviewExaminersthenprovidesimilartrainingseminarstotheirrespective
Asyouknow,Mr.Chairman,wehaveexperiencedarecordnumberofbank

failuresoverthelasttwoyears. Mosthavetakenplaceinthehard-pressed

farmandenergy-dependentcommunitiesoftheSouth,SouthwestandMidwest. In

Weplantocontinueouremphasisoncompliancetrainingprograms,including atleast70percentofthesecases,theFDIChasbeenabletoarrangethe

takeoverofallorpartofthefailedbankbyahealthybank. Thishas

importantandpositivesocialandeconomicconsequencesforthecommunities

In1985,approximately
affectedbybankfailures. ItmeansthatalongwiththeFDICmeetingits

Examinations.TheFDICsupervisesnearly9,000banks.

1,069bankswereexaminedforcompliancewiththeCRA. Therewere1,228 mandatetosafeguardbankdeposits,wehavebeenabletosecurecontinued

examinationsconductedin1986andapproximately2,155during1987. Because

ofthedramaticincreaseinthenumberoffailedandproblembanksinrecent

years,theFDIChashadtodevotesignificantlymoreresourcestoproblems

accesstocreditformeetinglocalneeds.Thepurchaseofallorpartofa

failedbankbyahealthyinstitutionallowsthebankingrelationshipsoflocal

businessesandconsumerstoremainuninterruptedinmanycases.

experience)attendingeachsession.

AttheFDIC,weencouragethebankswesupervisetohelpmeetthecreditneeds

Weareworkingtoimproveexaminerstaffingshortfallsrelativetocompliance
oftheresidentsoftheirlocalcommunities.Weplantodomoreoutreachin

examinations.Thatendeavorwillbefacilitatedbytheprovisionsinthe ordertoincreaseawarenessoftheCRAamongbothconsumersandbankers. Last

March,weinvitedseveralcommunitygroupsandconsumerprotectionandcivilrecentlyenactedCompetitiveEqualityBankingActremovingtheFDICfrom

certainbudgetaryconstraints.Webelievethesignificantlyincreased rightsorganizationstotheFDICtomeetwithmeandseniorCorporationstaff

foranexchangeofviewsoncommunityreinvestmentandotherconsumerand
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FEDERALDEPOSITINSURANCECORPORATION,WashingtonDC20429

January25,1988

Thankyouonceagain,Mr.ChairmanandmembersoftheCommittee,forgivingus

thisopportunitytoexpressourviewsonanissueofspecialimportancetothe

DearMr.Chairman:

Sincerely,

Attachments
LaSeelman

L.WilliamSeidman

Chairman

HonorableWilliamProxmire
Chairman

CommitteeonBanking,Housing

-10-
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1.GENERALENFORCEMENT

Le.Question:

SinceenactmentoftheCRA,howmanyapplicationshavebeendeniedsolelyor

substantiallyduetoCRAfactors?Whatpercentageoftotalapplications

processedsubjecttotheCRAdoesthisrepresent?Doesthisrateofdenial

adequatelyenforcecompliancewithCRA,orwouldincreaseduseofthe

sanctionsprovisionstrengthencompliance?

theFDICfromcertainbudgetaryconstraints.Webelievetheincreased

complianceexaminationactivityduring1987willcontinuein1988.Additional

resourceswillbeallocatedagaintocomplianceenforcement,includingCRA,as

Wehireandtrainnewexaminersand,eventually,asthenumberoffailedand

problembanksbeginstodecrease.Infact,inthebudgetthatwasapprovedby

theFDICBoardonJanuary19,1988,thenumberofcomplianceexamsduring1988

isprojectedtoincreasebyapproximately60percent.

TheFDIC'scomplianceexaminationgoalsdifferbycomplianceratings.For1

and2-ratedbanks,thegoalisassessmentevery36months.For3-ratedbanks,

thegoalisevery18months,andfor4-and5-ratedbanks,thegoalisevery

12months.Totheextentthatweareabletocontinuehiringadditionalbank

examinationstaff,wewillbebetterabletoachieveourcompliance

examinationgoals.

1.c.Question:

Whatquantitativeandqualitativecriteriadoesyouragencyusetomeasurethe

effectivenessofregulatoryenforcementoftheCRA?Whatfactorsindicate

thatCRAenforcementhasbeeneffective:WhatfactorsindicatethatCRA

enforcementhasnotbeeneffective?

La.Answer:

1.6.Answer:

SincetheAct'sinception,theFDIChasdeniedthreeapplicationsfordeposit

facilitiesduetoCommunityReinvestmentActfactors.Thisis.02percent

ofthetotalnumberofapplicationssubjecttotheCRA.(Thenumberof

applicationsprocessedfrom1979throughAugust1987was14,586.)Therateof

applicationdenialsonCRAgrounds,however,shouldnotbeconsideredthesole

orevenamajorfactorinmeasuringtheeffectivenessofCRAenforcement.

WebelievethemeansemployedbytheFDICtoenforcecompliancewiththeCRA

aregenerallyeffective.IfwefindaCRAproblem,weissueacorrection

advisement.Ifnecessary,wefollowuptheadvisementwithamemorandumof

understanding.Othersanctionsincludetheconditionalapprovalofbank

applicationsfordepositfacilities.

BanksgenerallycomplywithCRArequirements.Thosewhichdonot,however,

findthatviolationscanlaythegroundworkforCRAprotestsandcomplaints

againstbanksresultingnotonlyindenialsbutincostlytimedelays.Atthe

FÕIC,ourexperiencehasbeenthatonceaproblemisbroughttoabank's

attention,immediatestepsaretakentocorrectit.

Lib.Question:

TheFDICratesbanksinaccordancewiththeUniformInteragencyCRAAssessment

RatingSystem.Theratingsrangefrom1to5,withonebeingthebest.We

givespecialattentiontobankswithcomplianceandCRAratingsof"3,""4,"

and"5."

HowmanyexaminationsofregulatedinstitutionsthatassessCRAcomplianceare

conductedeachyear?Onaverage,howoftenisaregulatedinstitution's

compliancewiththeCRAassessedthroughanexamination?

h.b.Answer:

TheFDICsupervisesnearly9,000banks.In1985,1,069complianceexaminations

andvisitationsincludingCRAwereconducted.Therewere1,125in1986and

1,824during1987.Becauseofthedramaticincreaseinthenumberoffailed

andproblembanksinrecentyears,theFDIChashadtodevotemoreresources

toproblemsinvolvingsafetyandsoundness.

Weareworkingtoimprovethismanpowersituationrelativetocompliance

examinations,andcertainlythatendeavorwillbefacilitatedgreatlybythe

provisionsintherecentlyenactedCompetitiveEqualityBankingActremoving

InordertoenforcecompliancewiththeCRA,in1978theFDICadoptedPart345

ofitsregulationsalongwithconcomitantexaminationproceduressetforthin

ourcomplianceExaminationManual.Themajormeasuresofeffectivenessare

basedontheassessmentfactorsoutlinedinPart345.Theseinclude,butare

notlimitedto,activitiesconductedbythebanktoascertainthecreditneeds

oftheircommunitiesandthebank'smarketingofitsservices;thetypesof

creditofferedandextendedbythebanktothecommunity;thegeographic

distributionofthebank'sloans;theimpactoftheopeningorclosingofany

officesandtheservicesofferedatthesefacilities;thebank'scompliance

withanti-discriminationandothercreditlaws;andthebank'sparticipation

incommunitydevelopmentinordertomeetlocalcreditneeds.

InconductingaCRAexamination,theexaminerevaluatesbanksona

case-by-casebasistotakeintoaccountbanksthatvaryinsize,expertiseand

locale.Communitycreditneedsoftendifferwiththespecificcharacteristics

ofeachlocalcommunity,andbanksareevaluatedonthebasisofattemptsto

ascertain,determine,andhelpmeetcommunitycreditneedsinthecontextof

localcircumstancesandresources.

ThemainfactorswhichindicatewhetherourCRAenforcementpoliciesand

proceduresareeffectiveincludethenumberofbankswhichreceivea

satisfactoryorhigherCRArating,thenumberofCRAconsumercomplaintsor

protestswereceive,andthenumberofpubliccommentsfoundinfilesofbanks

relatingtoabank'sCRAstatementortothebank'sperformanceinhelpingto

meetthecreditneedsofitscommunity.
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TheFDICreceivedtwoapplicationprotestsin1986andsevenin1987.In

addition,wereceivedsixCRAcomplaintsin1986andeightin1987thatdid

notconcernaspecificbankapplication.Investigations
ofeachsuch

complaintrevealednofindingsof11legalpracticesinvolvingtheCRA.Also,

FDICexaminershavefoundveryfewCRAcommentsinthepublicfilesofbanks.

Anothermeansofassessingtheeffectiveness
oftheFDIC'senforcementofthe

CRAistheFDIC'stoll-free"hotline."Forthefirstsixmonthsof1987the

FDIC'sOfficeofConsumerAffairsandourRegionalofficesreported

approximately14,120callsforinformationandassistance.Ofthisnumber

only77callsinvolvedcommunityreinvestmentmatters.

Additionally,withinthelastyearwehaverestructuredtheFDICOfficeof

ConsumerAffairs.ThatOfficenowoperatesindependentlyofourDivisionof

LankSupervisionandcontinuously
evaluatestheadequacyoftheCorporation's
.

Ib.Question:

HaveapplicationsforinstitutionswithCRAratingsof"3","4",or"5"been

approvedbyyouragency?Ifso,howcantheseapprovalsbejustified?

II.b.Answer:

NOFDICbankratedlessthansatisfactoryonthebasisofcompliancewithCRA

hashaditsapplicationapprovedwithoutagreeingtoappropriatecorrective

actionstofavorablyresolveFDIC-identifiedCRA-relatedproblems.

Asindicatedabove,thegreatmajority(98%)ofFDIC-supervisedbankshave

beenfoundtobeinsatisfactoryorstrongcompliancewiththerequirementsof
theCRA.Whenbankswhichwereratedlessthansatisfactoryontheirmost

recentCRAexaminationapplyforabranch,arelocation,oramerger,we
Investigateeachsituationand,whendeemedappropriate,conductanon-site

CRAassessment.Iftheapplicantbankisagainfoundtobelessthan

satisfactoryastoCRAperformance,theFDIČobtainscommitmentsfromthebank
tofavorablyresolveallCRA-relatedproblemsbeforeapprovalisgranted.

Suchcommitmentsmaybeinformalormaybestipulatedinamemorandumof

understanding.

InMay1987,theFDIC'sDivisionofBankSupervisionimplementedanew

ApplicationsTrackingSystemwhichwillenhanceourabilitytoascertainwhich
applicationswereprotestedbasedonCRAperformancefactorsandtodetermine

whetherweimposedanyCRA-relatedconditionsupontheapprovalofthose

applications.

11.c.Question:

TheregulatoryagencieshavelongheldthepositionthatindividualCRA

ratingsshouldnotbemadepublic,toprotecttheconfidentialrelationship

betweenaregulatorandtheregulatedinstitution.However,theintentof

CongressinenactingCRAwasthat,consistentwithsafetyandsoundness,

sanctionscouldbeimposedonregulatedinstitutionswithinadequateCRA

records.TheuseofpublicCRAratingswouldappeartorewardinstitutions

withgoodratingsandsanctioninstitutionswithlessthansatisfactory

ratings.Isthereanymovementinthedirectionofpublicdisclosureof

individualCRAratingsbyyouragency?

II.6.Answer:

CurrentlytherearenoplansattheFDICtopubliclydiscloseindividualCRA

ratings,andwedonotbelievesuchdisclosureisnecessaryatthistime.The

HomeMortgageDisclosureAct(HMDA)servestoprovidethepublicwith

importantinformationtoenablethemtodeterminewhetherdepository

institutionsappeartobefulfillingtheirobligationsinmeetingthehousing

needsofthecommunitiesandneighborhoodsinwhichtheyarecharteredtodo

business.Ifthereareindicationsofproblems,theFDICinvestigates.We

believethatthebankingagencies'supervisoryeffortsregardingcommunity

reinvestmenthaveprovenworkableandeffective.

II.CRARatings

Wh.d.Question:

HowmanyregulatedinstitutionswereassignedCRAratingsof"3","4",or"5"

In1986?whatpercentageoftotalratedInstitutionsreceivedtheseratings?

Morecachoftheseinstitutionsexaminedin1986,ordidsomeratingsrelyon

previousexaminations?Onwhatbasiscanthelowlevelof"lessthan

satisfactory"CRAratingsbejustified?



2
3
2

-6

benecessarytohaveanagreed-upondefinitionacceptableandapplicableto

thevariousgeographicregionswithdifferingeconomicenvironments.This

willlikelypresentconsiderabledifficulties.

IV.THESECONDARYMARKET

w.alb.Question:

Isthereanyevidencethatbanksavoidmakingloansincertainlowincome

areasbecauseoftheneedtoresellallloanstothesecondarymarket?
Haveyoudiscussedthissituationwithsecondarymarketplayers?Canyoucome

toaregulatorysolution?

I.alb.Answer:

TheFDICisnotawareofanyevidencethatbanksavoidmakingloansincertain

lowincomeareasbecauseoftheneedtoresellallloanstothesecondary

market.Wehavenotdiscussedthematterwithsecondarymarketparticipants,

becausewehavereceivednocomplaints,writtenororal,concerningthis

matterfromeitherbankersorconsumers.Wedonotbelieveanybankregulatory

actioniswarrantedatthistime.

III.HOMEMORTGAGEDISCLOSUREACI

UL.Question:

Whenregulatoryexaminationsofaninstitution'sHMDAstatementsshowthatfew

ornohousingloansarebeingmadeinlow-ormoderate-incomeareas,andthat

thevolumeofloansintheseareasisdisproportionatelylowcomparedtothe

volumeofloansinotherareasofthelocalcommunity,howisthisinterpreted

byyouragency?ITHMDArecordsindicate"unreasonable"lendingpatterns,is

thissufficientcausefordenialofaninstitution'sapplication?Ifnot,

whatstopsaretakenbyyouragencytocorrecttheimbalance?

II.Answer:

fromaregulatorystandpoint,HMDAstatementsserveasatoolforcloser

analysisITandwhenproblemsconcerningabank'sCRAcomplianceare

suspected.TheMMDAstatementisgenerallyconsideredareliableindication

ofthenumberanddollaramountofmortgageloansextendedinabank'slending

area.

Attimes,abank'sHMDAstatementmayrevealadisproportionatelylownumber

ofloansinlow-ormoderate-incomeareasrelativetootherareasinthe

community.Ifthisisfound,ourexaminersInvestigatefurtherintothe

reasonsforanysuchpatterns.Ifsuchalendingpatterncannotbejustified,

ItwouldserveasabasisforalessthansatisfactoryCRArating.TheFDIC

wouldadvisethebanktoimproveitsrecordbyseekingtomeetthecredit

needsofthoseinitslendingcommunity.

Wecannotconclude,however,solelyonthebasisoffewloansinlow-or

moderateincomeareasrelativetootherareas,thattherehasbeenaviolation

ofCRAorfairlendinglaws.HMDAstatementsalonearenotcapableof

supportingsuchconclusiveinterpretations.AHMDAstatementwhichleadsto

questionsaboutabank'slendingpatternsservesasavaluableindicatorfor

FDICexaminers.Itcausesanexaminertoresearch,forexample,whether

onittedcensustractsareindeedzonedresidential,whetherabank's

advertisingofloanprogramsisactuallyreachingresidentsoftheselocales,

andwhetheranydemandforloanshasemanatedfromtheseareasandifnot,why

not.Thesequestionstie-indirectlywiththeCRAassessmentfactors.As

statedearlier,findingsbasedonthesefactorshaveresultedinremedial

correctiveadvisements,memorandaofunderstanding,anddelayedorconditional

approvalofapplications.Theyalsohaveresultedinapplicationdenials.
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FECERALDEPOSITINSURANCECORPORATION:

.*..CEECMA

February1,1988

Item(a):CRAstafftraining:includeaprofileofthestafftrained,the

typeoftrainingandtheaveragetrainingperiod.

Response:FDICCRAstafftrainingisprovidedprimarilyinfourways.The

bulkofcompliancetraining,includingCRA,isconductedon-sitebysenior

fieldexaminers.Theseindividualsaregenerallythemostexperienced

examinerswhohandlethemorecomplexcomplianceandsafetyandsoundness

assignments.OurRegionalOfficestaffkeepstheseexaminersupdatedonall

pertinentinformationrelatingtothescopeofworkassignedtothem,

includingCRA-relatedinformation.

Moreformally,theFDIC'sDivisionofBankSupervisionTrainingCenter

administerstheCorporation'sConsumerProtectionSchool(CPS).MostCPS

attendeesareexaminerswithaminimumoftwoyears'banksupervision

experience:

DearMr.Chairman:

N
N
N
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Sincerely,

Inadditiontotheabovetraining,atwo-houroverviewofconsumerprotection

lawsisincludedinouradvancedtrainingforassistantexaminers.Wehave

hadapproximately10sessionswhichincludedthisoverview,withapproximately

25assistantexaminers(withapproximately2years'experience)attendingeach

session.

Rinsuline

رب Also,theFDIC'SOfficeofConsumerAffairs(OCA)annuallyconductsa

21/2-daycomplianceseminarforRegionalOffice(DBS)ConsumerAffairsand

CivilRightsReviewExaminersandtheirassistantsand/orfieldexaminers.

ManyoftheseReviewExaminersthenprovidesimilartrainingseminarstotheir

respectiveregionalexaminationstaffs.
L.WilliamSeidman

Chairman

HonorableWilliamProxmire

Chairman

CommitteeonBanking,Housing

Item(b):CRAexaminationprocess:includeanestimateofexaminationtime

bysizeofinstitution(withthresholdsof$25,$100and$500million);actual

examinationreportsoninstitutionswhichhavebeenthesubjectofconsumer

protestsduring1985-87,andadescriptionofsupervisoryproceduresto

correctidentifiedviolations.

Response:Forcomplianceexaminationsundertakenduring1985,1986,and1987,

theaverageexaminationtimerangedgenerallyfrom8hoursto40hoursfor

smallerbanksandupto200hoursforlargerbanks.Hours,however,may

relatemoretothetypeofbank(e.q..commercialvs.savingsbank,wholesale

vs.reta11)thantoassetsize.ForspecialCRAexaminationsconductedin

responsetoabankapplicationoraprotestduringeachofthe3yearscited,

thenumberofhoursexpendedwassubstantiallyhigher.Also,therewere

severalexaminationswhere(becauseoftype,sizeand/orlocationofthebank)

only1or2hourswerespentonCRAafactorwhichlowersconsiderablythe
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averagetimeexpendedpercomplianceexamination.ThefollowingTableshows

theaveragenumberofhoursspentperexaminationonCRAcompliancematters.

TheenclosedCRAProtestSummaryTableincludesdispositioninformationonthe

CRAprotestsfiledwiththeFDICfrom1985through1987.Asagreedtowith

yourstaff,thisTableisasubstituteforthecasefilesinitiallyrequested

inyourletter.

$25million $100million $500million

71/4

101/2

8

23

18

23

Asagreedtowithyourstaff,inlieuoftheactualcomplianceexamination

reportsinitiallyrequested,wehaveenclosedexamplesoftworedacted

compliancereports.Webelievethese11lustratethecomplianceenforcement

practicesfollowedbytheFDIC.

Tocorrectacomplianceproblem,includinganyCRA-relatedinstance,webring

theissuetothebank'sattentionbothorallyandinwriting.Wealsoissuea

correctionadvisementand,ifnecessary,issueamemorandumofunderstanding.

Othersanctionsincludedenying(orapprovinguponconditionofcompliance

withtheCRA)abank'sapplicationfordepositoryfacilities.Inextreme

cases,wealsohavetheauthoritytoinitiateaformalenforcementproceeding

againstthebank.

Item(c):CRAprocedures:includeproceduresgoverningnotice,comment,

extensionsandhearings,andmonitoringofsettlementagreements;reporton

dispositionofprotests(1981-87);includecasefilesonapplications

protested1985-87.

Response:EnclosedisacopyofaCitizensGuidetoCRApreparedbythe

FederalFinancialinstitutionsExaminationCouncil.Thispublicationcontains

ageneralexplanationoftheFDIC'SCRAprocedures.ExcerptsfromourManual

forComplianceExaminationsalsoareprovided.FDICstaffarereviewing

currentprocedurestodeterminewhetherrevisionsareneeded.

TheFDICdoesnot,asageneralrule,monitorCRA-relatedsettlement

agreementsunlesstheywereassociatedwithaCRAprotest.However,

agreementsarereviewedaspartoftheregularexaminationprocess.

ThedispositionoftheCRAprotestsfiledfrom1981-1984isasfollows:

ApplicantBank

TheBostonFiveCentSavingsBank

Boston,Massachusetts

ApplicationApproved

Noprotestsreceived

AverageHours

PerExam

Noprotestsreceived
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CRAPROTESTSAGAINSTFDIC-SUPERVISEDBANKS

APPLICANI'SNAME/ADDRESS PROIESTANL'SADDRESS TYPEANDDAIEDEAPPLICATION SUBJECTOFTHEPROIESI DISPOSITION

1985

Branch
-

April18,1985TheArizonaBank

101NorthIstAvenue

Phoenix,Arizona85003

ArizonaAssociationof

CommunityOrganizations

forReformNOW(ACORN)

917North5thStreet

Phoenix,Arizona85004

Mid-SouthPeaceand

JusticeCenter

P.O.Box11428

Memphis,TN38111-0426

Informalhearingheld

July10,1985.

FDICapproved

application

October8,1985.

Inadequateascertainment

ofcommunitycreditneeds;

Georgaphicdistributionof

.

Branch-July15,1985CommercialandIndustrialBank

200MadisonAvenue

Memphis,Tennessee38103

Informalproceedingheld

onSeptember18,1985;

FDICapproved

application

November7,1985.

1986

Merger-April16,1986TheWaterlooSavingsBankCitizensforCommunity

A25CedarStreet

BranchRelocation-

April23,1986

InadequatehomeimprovementExaminermetwith

1987

IliedBankTexas

108Travis

louston,Texas77251

Branch

May13,1987

HoustonReinvestment

Alliance

c/oRobinson&Davis

Attorneys

2905ElginAve

Houston,Texas77288

-HMDAstatementevidencesApplicationheldin

failuretomeetthe

ameasabove Sameasabove

Branch

NAACP-HoustonBranch

4101SanJacinto,Suite233

Houston,Texas77004

ChicagoRoselandCoalitionleverlyBank

357West103rdStreet

hicago,Illinois60643

June15,1987 -Failuretomeetcreditneeds Protestwithdrawn

September16,1986,

followingsignedCRA

agreementbetweenbank

andprotestant;

Informalproceeding

heldonOctober13,

1987;FDICapproved

application

December17,1987.
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(RAPROTESTSAGAINSTFDIC-SUPERVISEDBANAS

APPLICANTSNAME/ADDRESS PROTESTANTSADDRESS LYPEAND_DATEOFAPPLICATION SUBJECTOFTHEPROTESI DISPOSITION

Sameasabove CouncilonEmploymentandSameasabove
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The CHAIRMAN. Thank you very much, Chairman Seidman .

STATEMENT OF ROBERT L. CLARKE, COMPTROLLER , OFFICE OF
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Mr. Chairman , since enactment of the CRA, the OCC has denied

four corporate applications because of less than satisfactory CRA

performance, but it is important to remember that denials are a

last resort. They are used only when the far more effective tactic of

conditional approval appearsto have little, if any , chance of modi

fying bank performance. Conditional approval provides the OCC

with substantial enforcement leverage by explicitly tying a bank's

objective to tangible improvement of its CRA performance — thus

benefiting the community. The OCC has approved 23 applications

with specific conditions requiring the applicant banks to strength

en their CRA records.



2
3
9

-2

CRARESPONSIBILITIESANDTHEOCC'SSUPERVISORYPHILOSOPHY

Forreleaseupondelivery
TheCommunityReinvestmentAct

STATEMENTOF

INTRODUCTION

Eachagencymust:

Mr.ChairmanandmembersoftheCommittee,Iamheretoday

todiscusstheresponsibilitiesoftheOfficeoftheComptroller

oftheCurrencyundertheCommunityReinvestmentActof1977

(CRA).TheCRAwasenactedoutofconcernthatbankswere

makingloansoutsideoftheirlocalcommunitieswithoutfirst

consideringlocallendingopportunities,andthattherewere

unwarranteddifferencesinlendingpatternsbetween

neighborhoodsincommunitiesservedbylenders.Itemphasizes

theaffectedlendinginstitutions'affirmativeobligationsto

helpmeetthecreditneedsoftheirlocalcommunities,while

maintainingsafeandsoundoperations.

Webelievethatthissupervisoryapproachiseffectiveand

thatitmakesefficientuseofourlimitedresources.It

resultsinbetteradherencetosafeandsoundpractices.The

systemsareeffectivebecauseeverydaymanagementdecisionsare

madewiththeirguidance.
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THEOCC'SCRAEFFORTS

TomeetitssupervisoryresponsibilitiesundertheCRA,the

OCC:

o

O

Selectionforexamination.Demandsonourexaminationforce

makeitimpossibletoconductcomplianceexaminationsineachof

theapproximately4,600nationalbanksonanannual(or

otherwiseregular)basis.Consequently,wehavedevelopeda

selectionprocessthatwebelievebestallocatesourresources.

Itstrikestherightbalancebetweensupervisionforsafetyand

soundnessandsupervisionforcompliancewithotherlawsand

regulationsanditencouragesahighdegreeofcompliancewith

theCRA.Theselectionprocessprovidesforathorough

examinationoftheleadnationalbanks(andsubsidiariesand

affiliates,whereappropriate)ofallholdingcompanieswith

morethan$1billioninassetseveryotheryear.Allother

nationalbanksareselectedforexaminationusingastratified

randomsample.Theaverageprobabilityofbeingrandomly

selectedis.16,withlargerinstitutionshavingahigher

probabilityofbeingselectedthansmallerinstitutions.

Uncertaintyassociatedwithbeingrandomlyselectedprovidesan

incentiveforcomplianceinthesamewaythatthepossibilityof

beingauditedbytheIRSprovidesanincentiveforcompliance

withthefederalincometaxlaws.Duringthepastyear,800

individualbankshavebeenexaminedundertheCompliance

Program,representingapproximately40percentofthetotal

assetsofallnationalbanks.

assessesthebank'srecordthroughexaminations;and

takesthebank'srecordintoaccountduringtheevaluation

ofcorporateapplicationsfordepositfacilities.

OtherassessmentsofCRAperformancemaybeconducted

throughtargetingandspecialinvestigationsofbanksthatwere

notselectedundertheComplianceProgram.Banksmaybe

selectedforCRAexaminationsiftheyareactivelyengagedin

expansionthroughmergerorbranching,orifthesupervising

examinerhasdiscoveredunsatisfactoryoperatingprocedures

throughthecommercialexaminationthatcouldcallintoquestion

theirCRAprocedures.

CompliancewiththeCRAisassessedthroughconsiderationof

anumberoffactors,bothpositiveandnegative.Theyinclude:

activitiesconductedbythebanktoascertaincommunitycredit

needs;theextentofthebank'smarketingeffortstomake

communitymembersawareofcreditservices;participationbythe

bank'sboardofdirectorsinformulatingthebank'spoliciesand

reviewingitsCRAperformance;theexistenceofpractices

Intendedtodiscourageapplicationsforcreditfromthelocal

community:geographicdistributionofthebank'scredit

extensions,applications,anddenials;evidenceofprohibited

discriminatorypractices;thebank'srecordofopeningand

closingoffices;participationinlocaldevelopmentprojects;

andthebank'soriginationofloansforresidentialmortgages,

homeimprovement,housingrehabilitation,andsmallbusinesses

orsmallfarms.
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SUMMARYANDCONCLUSION

Mr.Chairman,theOCChasdevelopedacomprehensiveprogram

toencouragenationalbankstohelpmeetthecreditneedsof

theirlocalcommunities.Webelievethatwehavedevelopeda

programthatstrikestherightbalancebetweenthecompeting

demandsforoursupervisoryresources.Weon-site

examinationprogramstomakesurethatnationalbankscomply

withthelaw.Wetrainourexaminerstoassessnationalbanks

complianceeffortsandaccomplishments.Weconsidertheresults

ofourassessmentsinevaluatingcorporateapplicationsandhave

causednationalbankstostrengthentheirCRAperformance.We

maintaincontactswithcommunityandbankinggroupstohelp

ensurethatallpartiesunderstandtheneedsandresourcesof

eachother.

ExaminationResults:ReportstoBankManagement

Webelievethatmostnationalbankshelpmeetthecredit

needsoftheirlocalcommunitiesintheordinarycourseofdoing

business.TheOCChasnotfounditnecessarytodenymany

applicationsonCRAgrounds.Denialsarealastresort.They

areusedonlywhenthefarmoreeffectivetacticofconditional

approvalhaslittle,ifanychance,ofmodifyingbank

performance.

InadditiontotheOCC'sactionontheapprovalof

applications,theobjectivesoftheCRAcanbepromotedby
moetingsbetweenapplicantsandconcernedcommunitygroupswhile

anapplicationisinprocess.However,theOCCdoesnot

require,anddoesnotintervenein,suchmeetings,nordowe

approveormonitorperformanceunderanyagreementsthatmaybe

negotiatedbetweenapplicantsandcommunitygroups.
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Eachagencymust:

I. INTRODUCTION

assesstheinstitution'srecordofmeetingthecreditneeds

ofitsentirecommunity,includinglow-andmoderate-income

neighborhoods,consistentwiththesafeandsoundoperation

ofsuchinstitution;and

takesuchrecordintoaccountinitsevaluationofan

applicationforadepositfacilitybysuchinstitution.

Thisreportwaspreparedinresponsetoarequestfrom

SenatorWilliamProxmire,ChairmanoftheSenateCommitteeon

Banking,Housing,andUrbanAffairs,forinformationonthe

enforcementoftheCommunityReinvestmentAct(CRA)bythe

officeoftheComptrolleroftheCurrency(OCC).Itprovides

commentaryanddataonCRAtrainingforexaminers,theresults

ofCRAexaminations,thedispositionofapplicationssubjectto

CRA,andtheotherissuesChairmanProxmirespecificallyasked

theOCCtoaddress.Toassistinanunderstandingoftheentire

OCCeffortunderCRA,thisreportalsocontainsinformationon

OCCcompliancewithrequirementsnotraisedbyChairman

Proxmire.TheremainderofthisIntroductionsketchesallthe

requirementsimposedbyCRAandoutlinesthebodyofthis

Theterm"applicationforadepositfacility”isdefinedto

includeapplicationsforcharters(includingcharter

conversions),branches,mergers,relocationsofhomeandbranch

offices,anddepositinsurance.

Theterm"examining",asusedinthelaw,alsorequires

comment.
TheOCChaslongvieweditsbasicmissiontobethat

ofsupervisingnationalbanks.Supervisionrequireson-going

monitoringofbankactivitiesandcontactwithbankofficialsas

needed.Supervisionincludes,butisnotrestrictedto,on-site

examination.Consequently,theOCChasinterpretedthe

report.

TheCommunityReinvestmentAct

Congressionalmandate"...torequiretheuseofitsauthority

whenexaminingbanks."(emphasisadded),torequiretheuse

ofitsauthoritywhensupervisingbanks.Thatinterpretation

undepliesitsviewofitsCRAresponsibilities

TheCommunityReinvestmentAct(12U.S.C.2901etseg.)was

@nactedin1977andrequires:

outlineofReport

..eachappropriateFederalfinancialsupervisoryagencyto
useitsauthoritywhenexaminingfinancialinstitutions,to
encouragesuchinstitutionstohelpmeetthecreditneedsof
thelocalcommunitiesinwhichtheyarecharteredconsistent

withthesafeandsoundoperationofsuchinstitutions.

TheoccactivitiesdesignedtomeetitsCRAresponsibilities

canbeclassifiedintermsofthebroadrequirementsfoundin

thelaw.Theoccencouragesnationalbankstomeetlocal
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communitycreditneedsthroughitsexaminationandcorporate

applicationprocessesandthroughanumberofotheractivities

designedtoincreasethesensitivityofnationalbanksto

CRA-relatedissuesandcommunitylendingopportunities.

SectionVaddressestheCRAcompliance-relatedissuessuch

asthepublicdisclosureofCRAratings,theexpansionofHMDA

reportingrequirementstoincludesmallbusinesses,andthe

possibleimpactofsecuritizingmortgagesonCRAcomplianceby

nationalbanks.

SectionVIcontainsasummaryandconclusion.

II.ACTIVITIESTOENCOURAGEBANKSTOMEETCOMMUNITY_CREDITNEEDS

Activitiestoencouragenationalbankstomeetcommunity

creditneedsaredescribedinthenextsection.Theyinclude

occinitiativestomeetwithbankcustomergroups,sponsor

programsforbankersandcommunityleaders,issueadvisorieson

bankresponsibilitiestolocalcommunities,participatein

programsinitiatedbybankcustomergroups,andencouragebank

investmentsincommunitydevelopmentcorporationsandcommunity

developmentprojects.

SectionIIIdescribeshowtheocchasprepareditselfto

assesstheCRAperformanceofnationalbanksandencouragethem

tohelpmeetcommunitycreditdemandsthroughtheexamination

process.ItcoversOCCexaminationprioritiesandpolicies,

examinationprograms,thetrainingofexaminers,andthe

resultingCRAratingsofnationalbanks.

Intheexaminationprocess,theoccencouragesbankstohelp

meetcommunitycreditneedsthroughexaminerdiscussionsand

recommendationstobankmanagement.ThroughitsCustomerand

IndustryAffairsDivision,theOCCprovidesencouragementto

banksviaanongoingprogramofactivitiestohelpfacilitate

increasedbankingindustrysensitivitytocustomerandcommunity

needs.Thisisaccomplishedthrough(1)OCC-initiatedmeetings

withcustomergroups;(2)OCC-sponsoredconferencesand

publicationsoncommunitylendingandCRAissues;(3)OCC

issuances;(4)participationbyOCCseniormanagementandstaff

atmeetingssponsoredbybankingandbankcustomergroups;and

(5)theOCC'sCommunityDevelopmentCorporation(CDC)Program.

MeetingswithBankCustomerGroups

SectionIVdescribeshowtheOCCusesCRAratingsandother

relevantmaterialinevaluatingcorporateapplicationssubject

toCRA.TopicscoveredincludeOCCproceduresforpublic

comment,theuseofdatacompiledpursuanttotheHomeMortgage

DisclosureAct(HMDA),andthedispositionofcorporate

applicationssince1981.

TheOCCcoordinatesactivitiestoincreaseinteractionamong

theofficeandconsumer,community,andothergroups,tomonitor

CRAissues,andtoofferfeedbacktothebankingindustry.In
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Informationcollectedthroughtheseoutreachprogramsis

utilizedduringtheCRAassessmentprocessandinDistrict

officecommunicationsoncomplianceissueswithbanks.

1985,theOCC'sCustomerandIndustryAffairsDivision,in

concertwithDistrictoffices,conducted"BankCustomerGroup

KeyIssuesMeetings"ineachoftheocc'ssixdistricts.The

purposeofthemeetingswastodiscussabroadrangeofCRA,

consumer,housing,andsmallbusinessissuesandconcernsand

obtaincustomergroupperspectivesonbankandOCCperformance.

*SummaryReports"forthemeetingsweredevelopedandprovided

toallnationalbanks,customergroupsineachdistrict,keyOcc

policymakers,andotherfederalfinancialregulatoryagencies.

OCC-sponsoredConferencesandPublications

TheOCCsponsorsconferencesandroundtablesforbankerson

issuesrelatedtocommunitylending.Oneoftheprimary

purposesofthesemeetingsistodevelopandprovideinformation

tonationalbanksaboutthesuccessfulapproachesbankshave

usedinmeetingcommunitycreditneeds.Ineachcase,a

publicationbasedontheproceedingsofthemeetinghasbeen

providedbytheOCCtonationalbanks.Overthelastfewyears

theseconferenceshaveincluded:

Toobtainabroader,nationalperspective,theoccarranged

*NationalBankCustomerGroupsKeyIssuesMeeting"inAprilof

1986.ThatmeetingbroughttogethertheComptroller,seniorOcc

management,andrepresentativesofnationallybasedbank

customergroupsforadialogueonbankingissuesthataffect

consumers,smallbusinesses,andcommunity,civil-rights,

housing,andstate-andlocal-governmentorganizations.A

comprehensivesummaryofthatmeeting,whichincludeda

alscussionofconcernsnationalgroupsraisedaboutCRA

segulationandbankperformance,andoccresponsestothose

concerns,wasprovidedtoallnationalbanks,nationalcustomer

groups,banktradeassociations,andotherregulatoryagencies.

"SmallBusiness.LendingandPrivateSecondary

Markets".A1984roundtable,cosponsoredwiththe

NationalFederationofIndependentBusiness(NFIB),

highlightedinnovativebankprogramstomakeavailable

long-term,fixed-ratefinancingtosmallerbusinesses.

Thepurposeoftheprogramwastoeducatebankersand

leadersinthepublicandprivatesectorsabout

opportunitiesandnewapproachesinsmallbusiness

financeandtoencouragethemtoworktogetherto

implementcreativelong-termfinancingprograms.It

In1987,theOCCimplementedaprocessunderwhichDistrict

officesconducttheirowncommunityoutreachandcontact

programstoelicitcustomergroupperspectivesonbank

performanceundertheCRAandotherconsumercompliancelaws.
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DevelopmentStrategy".AConferencepublicationwas

madeavailabletobankcustomergroupsandbanking

organizations.Itwassenttoapproximately1,500

nationalbanks.

addressednewdevelopmentsinthelendingfieldwith

banksservingbothasloanoriginatorsandassellers

ofloanstootherinvestorswithlong-terminvestment

horizons,suchaspensionfunds.Approximately50

leadersfromthebanking,smallbusiness,and

governmentalsectorsparticipatedinthemeeting.A

publicationbasedontheroundtablewaswrittenand

providedtoover2,000nationalbanks

"OpportunitiesandIssuesforBanksinAffordable

Housing"wasthesubjectofaroundtablesponsoredby

theOCCinDecember1986. Thepurposesofthe

thechangingShapeofRetailBanking: Respondingto

CustomerNerde",amajornationalconference,washeld

inJune1985.Over220peopleattendedincluding

bankers,community,consumerandsmall-business

leaders,andbanktradeassociationrepresentatives.

Thegoalofthemeetingwastohelpparticipantsadapt

tochangeandunderstandtheevolvingroleofthebank

customer. ItwasalsomeanttoassisttheOCCin

roundtableweretoheightentheawarenessofbankers

regardingopportunitiesforinvestmentinaffordable

housingprogramsandhighlightseveraleffective

financingprogramsofferedbybanksorthrough

partnershipsinwhichbanksparticipate.
The

roundtableattractedmorethan100participants,the

greatmajorityofwhomwerebankers.Threepanels

addressedinnovativeapproachesforbankers,othersin

theprivatesector,andgovernmentalbodiestowork

togethertoprovidehousingforlow-and

moderate-incomepeople.Someofthemodelsdiscussed

includedbankcommunitydevelopmentcorporations,the

ChicagoEquityFund,theLocalInitiativesSupport

Corporation,theEnterpriseFoundation,andtheBoston

andBaltimoreHousingPartnerships.Apublication

summarizingtheproceedingswassenttoover3,000

nationalbanksandotherinterestedparties.

understandingtheconcernsandneedsoftheindustry

andcustomergroups.Senioroccofficialsandguest

speakersdiscussedtheimportanceofunderstanding

customerneeds.Fourconferenceworkshops,withbank

andcustomergroupspeakers,included"BranchBanking

intheEighties","RespondingtotheSmallBusiness

Market","InitiativesinLow-CostBankingandConsumer

Education",and"CommunityInvestment: XMarket
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servicestotheircustomers,includinglow-and

moderate-income,young,andretiredpersonswhomaybe

unabletopayregularchargesforconventionalbanking

accounts.

Additionally,in1987theoccpublishedanddistributedThe

Directors'sBook:TheRoleofaNationalBankDirector.That

publicationoutlinestheresponsibilitiesofnationalbank

directorsandhighlightsareasofparticularconcern.Amajor

sectionentitled"ToEnsurethattheBankServestheCredit

NeedsoftheCommunity"isintendedtoremindbankdirectorsof

theirbanks'CRAobligationsandencouragesthemtotakean

activeroleindevelopingandreviewingbankCRA-related

initiatives.

Additionally,theofficeprovidedassistancetotheAmerican

BankersAssociationindevelopingaBranchclosingsManual,

whichwasdesignedtohelpbanksmakeinformeddecisionswhen

branchclosingsappearnecessary.

ACCIssuances ParticipationinConferencesandPrograms

Additionalencouragementisprovidedtonationalbanks

throughtheissuanceofbankingcircularsthatalertbanksto

commonissuesandcompliariceconcernsaffectingnationalbanks

thattheOCChasnotedthroughexaminationsorthroughits

outreachandmonitoringactivities.CRA-relatedissuanceshave

included:

TheOCCparticipatesatconferencesandothermeetingsand

providesongoingassistancetobankingorganizations,customer

groups,andotherinterest'edpartiestohelpthemdevelopand

implementinformationalprogramsandpreparepublicationsthat

arerelatedtotheCRAcomplianceresponsibilitiesofbanksand

tobankparticipationinspecialcommunityfinancingprograms.

overthelastfewyearsthoseactivitieshaveincludedthe

following.BankingCircular189,"BranchClosingsandReductions

inService",whichencouragednationalbankstodevelop

andimplementpoliciesforbranchclosingstominimize

adverseeffectsonthebank'scommunity;

BankingCircular206,"BasicBankingServices",which

encouragednationalbankstoprovidebasicbanking

TheComptroller,senioroccmanagers,andotherOcc

staffhaveaddressednumerousconferencesandworkshops

sponsoredbytheAmericanBankersAssociation,the

IndependentBankersAssociationofAmerica,the

ConsumerFederationofAmerica,theNationalBankers

Association,theNationalTrainingandInformation

Center,andotherorganizations.
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PolicyAlternatives,theNationalTrainingand

InformationCenter,theNationalCongressforCommunity

EconomicDevelopment,andtheConsumerFederationof

America.

Theocc,asamemberoftheExecutiveCommitteeon

Government/BusinessSmallBusinessCapitalFormation

regularlyprovidesassistancetotheSecuritiesand

ExchangeCommissioninplanningitsannualSmall

BusinessForum.In1987,theSECForumfocusedon

modelsandapproachesusedtoprovideequityand

long-termfinancingforsmallbusinessesandincludeda

numberofbank-sponsoredmodelprograms.

ecc'sCommunityDevelopmentCorporationProgram

Eachyear,theOCCrespondstorequestsfrombank

Bankcommunitydevelopmentcorporationsandcommunity

developmentinvestmentsaretoolsthatcanhelpbanksmeet

communitycreditneeds.In1978,theOCCformalizedits

CommunityDevelopmentCorporationProgram,whichallowsnational

bankstomakedirectequityandotherinvestmentsincommunity

developmentcorporations(CDCs),businessventures,orcommunity

developmentprojectsservingpredominantlycivic,community,or

publicpurposes.

customerorganizationstoparticipateatconferences

andtoprovideinformationalmaterialsthataddress

banks'CRAobligationsandbankparticipationin

communityfinancingprograms.Suchassistanceincludes

theprovisionofoccspeakersandinformational

materialsandadviceonbankprogramsandspeakersthat

couldbefeatured.InNovember1987,theComptroller

addressedamajorconferencesponsoredbysixnational

customergroups,*CommunityRightsandtheBanking

Industry",emphasizingtheimportanceoftheCRAand

theocc'sactivitiesdesignedtoencouragebank

performanceandaccountability.Otherorganizations

assistedin1987weretheNationalCouncilforUrban

EconomicDevelopment,theNationalLeagueofcities,

thesouthernGrowthPoliciesBoard,theBlackBusiness

InvestmentBoardofFlorida,theNationalCenterfor

In1984theofficeissuedBankingCircular185,"Community

DevelopmentCorporations".TheCirculardescribestheOCC's

policies,proceduresandguidelinesfornationalbankswishing

toorganizeorinvestinCDCsorinvestincommunitydevelopment

projects.

During1987,over125inquirieswereprocessedfromparties

InterestedinestablishingCDCS.Todate,29nationalbankCDCS

havebeenapprovedbytheocc.AnumberoftheseCDCshave

multiplebankinvestors.Almost100bankshaveinvestedinCDCS
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orcommunitydevelopmentprojectsundertheocc'sprogram.

NationalbankCDCsandcommunitydevelopmentinvestmentshave

focusedonhousingdevelopmentandrehabilitation, lowntownand

neighborhoodcommercialrevitalization,industrialdevelopment

andredevelopment,smallandminoritybusinessassistance,

neighborhoodmarketing,andtheprovisionoftraining,technical

assistance,research,andplanningfornonprofitdevelopment

groups.

packageorindividualpieces,wereprovidedtocustomer

groups,federal,state-andlocal-governmentagencies,

andavarietyofcustomergroupsandbanktrade

associationsforuseattheirconferencesandother

programs.Todate,over4,500packageshavebeen

distributed.Theinformationpiecesinthepackage

includedfourbrochures:

oo

*NationalBankCommunityDevelopmentCorporations

andCommunityDevelopmentInvestments",1987CDCactivitiesbytheoccincludedthefollowing:

O
00

*CommunityDevelopmentCorporationProgram

QuestionsandAnswers",

oo

*NationalBankCommunityDevelopment

Corporations:Directory",

CDCInformationpackage.Thispackage,entitled

*CommunityDevelopmentCorporationProgramforNational

Banks",wasdesignedtoprovidenationalbanksand

otherswithimportantinformationonOCC'spoliciesand

proceduresgoverningbankcommunitydevelopment

investmentsandtoencouragebankstoconsidersuch

investmentsaspartoftheiroverallprogramtohelp

meetcommunitycreditneeds.Thepackageincludedfive

separatepiecesofinformation.,Distributedinitially

inMarch1987,thepackagewasusedextensivelybythe

OCCthroughouttheyeartorespondtobankerrequests

forinformationaboutCDCsandcommunitydevelopment

investmentoptions.Inaddition,uponrequest,the

oo

"NationalBankCommunityDevelopment

Corporations:BackgroundInformation",

andacopyofBankingCircular185:"Community

DevelopmentCorporations".

CDCexhibit.TheOCCpreparedandpresentedanexhibit

onnationalbankCDCsattheABA'sRealEstateFinance
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III. DEVELOPINGEXAMINATIONRESOURCESTOASSESSANDENCOURAGE

CRAPERFORMANCE

ConferenceheldinMarch1987.Theexhibithelped

distributetheCDCinformationpackageandexplainthe

benefitsofCDCstomanyofthe350bankerswho

attendedtheconference.

TheOCChasexperimentedwithanumberofwaystomeetits

responsibilitytoassesstheCRAperformanceofnationalbanks

andtoencouragethemtorespondtocommunitycreditdemands

throughtheexaminationprocess.ThissectiondetailsOCC

effortstodeveloptheresourcestomeetthatresponsibility.

ItdescribesthechangingnatureofCRAexaminationprogramsand

examinertraining,aswellasOCCJudgmentsaboutcompliance

withCRAbynationalbanks.

EarlyCRAExaminationPrioritiesandpolicies.

EinancialInstitutionsCommunityDevelopment

CorporationsForum,August13.1987inWashington

ReceTopromotebankandbankholdingcompany

communitydevelopmentcorporations,theOcc,together

withtheBoardofGovernorsoftheFederalReserve

System,convenedthisforumtoprovideinformation

aboutbank-relatedCDCsandcommunitydevelopment

investments.TheForumwasattendedbyover200

individuals,includingcurrentCDCofficials,bankand

bankholdingcompanyrepresentatives,andothers

interestedinCDCS.TheForumincludedinformationon

howtoformaCDC,highlightednewandinnovative

housingandsmallbusinessdevelopmentapproachesof

currentCDCs,andexplainedtheocc'sandtheFederal

Reserve'sCDCapprovalprocedures.

TheOCCbegangivingspecialemphasistoconsumercompliance

in1974.AtthattimeitcreatedtheConsumerAffairsDivision,

whichwasresponsibleforcoordinatingallcomplaintsand

examination-relatedactivitiesintheareaofconsumer

protection.Itsactivitiesincludedmonitoringthetrainingof

consumerexaminersanddevelopingtheirexaminationtoolsand

procedures,includingtheComptroller'sHandbookforConsumer

Examinations,firstpublishedinSeptember,1977.

Allexhibitsreferencedinthissectionhavebeenassembledin

Appendix4. withtheenactmentoftheCommunityReinvestmentActin

1978,thelaw'srequirementsquicklybecamepartofthe

previouslyestablishedconsumerexaminationprogramattheocc.

Theimplementingregulation(12CER25,promulgatedinOctober

1978)wasaddedtotheComptroller'sManualforNationalBanks.

AftermorethanayearoffieldtestingbyOCCconsumer



2
5
1

극
--17 -18

O
L
D

whowishedtocontributetoanAdministrationefforttoreduce

regulatoryburdensinthemarketplace.

examiners,examinationprocedureswereaddedtotheHandbookfor

ConsumerEžaminers.AlsoaddedtotheHandbookin1979werea

chapterexplainingtherequirementsofCRAandaseriesof

questionsandanswersdesignedtomakebanksawareoftheirCRA

responsibilities.

TheOCCformallyinitiatedseparateconsumercompliance

examinationsin1977andintensifiedtrainingprogramstoensure

theavailabilityoftherequisitepersonnel.From1977to

mid-1983,allconsumer-trainedexaminersparticipatedinan

intensive,sequesteredtwo-weeknationalschool.Comprehensive

instructionsonCRAassessmentandtheexaminationprocesswere

taught.On-the-jobtrainingwasalsorequiredaftercompletion

oftheschool.Mostofthoseexaminersperformedconsumer

examinationsexclusivelyforatleastsixmonths.

In1982,theoccimplementedanewapproachtoboth

commercialandconsumerexaminationsthatinvolvedatwo-tiered

integratedexamination.Bothcompliancewiththelawandthe

pursuitofsafeandsoundbankingpracticesbyeachnational

bankweretobejudgedinitiallyintermsofthequalityofthe

operatingproceduresusedbyeachnationalbank.Ifweaknesses

werefound,amoreintensiveexaminationprocedurewastobe

employed,targetedatareasofweakness.Inaddition,

commercialandconsumerexaminationprocedureswereintegrated.

OCCtrainingobjectivesweresubsequentlychangedtoreflectthe

changeinsupervisorygoals.

Inmid-1983,astheOfficeundertookeffortstouseits

ilmitedresourcesmoreefficiently,consumercompliancetraining

wastransferredtothedistrictlevel.Aself-studycoursewas

madeavailabletoallexaminers,and,dependingonresources,a

classroomcoursewasconductedtosupplementself-studyand

on-the-jobtraining.

Experienceshowedthattheinitialintensiveapproachto

consumerexaminationsrequiredasubstantialcommitmentof

resourcesfrombothoccandallbanks.Thebenefitsofadded

compliancethatwereachievedforthosenationalbanksthat

neededtoimprovetheirrecordofcompliancedidnotjustify

thatcomsnitment.Adifferentapproachwasneeded--onethat

couldensureahighlevelofcompliancebyallnationalbanks,

butatthesametimemakemoreefficientuseofagencyandbank

resourcesbyfocusingonthosebanksingreatestneedof

Improvingtheirperformance.Additionalincentivetodevelopa

moreefficientapproachwasprovidedbyOCCseniormanagement,

Fullandcontinuingimplementationofthoseprocedureswas

impairedbyunanticipatedandsubstantialincreasesinthe

numberofbanksrequiringspecialsupervision,thenumberof

bankfailures,andtheresultingpressuresonthefederal

depositinsurancefund.Examinerresourcesthattheocchad

originallybelievedwouldbeavailableforfullimplementation
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ofthemodifiedconsumerexaminationprocedureshadtobe

divertedtoassessmentofthesafetyandsoundnessofnational

banks.Againstthisbackground,theOCCmadefurther

adjustmentstoitsconsumercomplianceefforts.

$1billioninassets,ofwhichtherewere204asofSeptember

30,1987,areexaminedeverytwoyears.

CurrentExaminationPrograms

OtherCRAassessmentsmaybeconductedthroughtargetingand

specialinvestigationsofbanksnotselectedbythesampling

procedure.BanksmaybeselectedforCRAexaminations,for

example,iftheyareknowntobeplanninganexpansionthrough

mergerorbranching,orifthesupervisingexaminerhas

discoveredunsatisfactoryoperatingproceduresthroughthe

commercialexamination.

ThecurrentComplianceProgram,designedin1986,wasmade

fullyoperationalin1987.UndertheProgram,examiners

initiallyassesscompliancebyevaluatingabank'sprocedures

andpoliciesdesignedtoensureadherencetoanumberoflaws

andregulations.TheyincludetheBankSecrecyAct,the

CommunityReinvestmentAct,fairlendinglaws,suchastheEqual

CreditOpportunityActandtheFairHousingAct,insider

transactions,consumerprotectionlaws,suchastheTruthin

LandingAct,adherencetofiduciaryprinciplesinthe

performanceoffiduciarypowers.Theoperationofelectronic

dataprocessingcentersandbankdealeractivitiesarealso

examined.Theheartoftheprogramistheselectionofa

stratifiedrandomsampleofnationalbanksforanin-depth

reviewoftheircomplianceeffortsandaccomplishments.
The

uncertaintyassociatedwithbeingselectedinthesample

providesanincentiveforcompliance.

Theoccdoesnothavepreciseinformationontheamountof

timedevotedspecificallytoon-siteCRAexaminations;itstime

reportingsystemcategorizesexaminationtimeonlyforconsumer

compliancegenerally.However,approximately20percentofthe

timespentontheconswer-protectionportionofanon-site

complianceexaminationisdevotedtoCRA.Thatfigurewasused

todevelopthedatapresentedinthefollowingtable,which

coversthesecondandthirdquartersof1987.

ThefirstcomponentoftheComplianceProgramistoconduct

thoroughandconsistentexaminationsofastratifiedrandom

sampleofbanksandprovidereportstobankdirectorsand

managementontheirCRAparformance.Nationalbankswithover
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EstimatedOn-SiteExaminerTimeDevotedtoCRACompliance

AssetSize17

thiseducationeffortwasOCC'sparticipationintheAmerican

BankersAssociation(ABA)"BankComplianceSymposium",whichwas

televisedtoover3,000bankersandincludedsegmentson

compliancewithCRAandotherconsumer-protectionlaws.OCC's

ComplianceDepartmentstaffalsoparticipatedinABA'sfirst

NationalComplianceConferenceanddiscussedtheCompliance

ProgramandCRA.TheOfficealsosponsoredabriefingonthe

ComplianceProgramforover25leadingconsumerandcommunity

grouprepresentativesinformingthemofthebasiccomponentsand

objectivesoftheprogram.

1/ AssetsizecategoriesusedintheanalysisofOCC's

complianceprogram.Sizecategoriesrequestedare

notavailable.

ThesecondcomponentoftheCompliancePrograminvolves

extensiveocceffortstoinformbankmanagementoftheir

complianceresponsibilitiesthroughtheuseofbankingissuances

andadvisories.Fouradvisories,coveringabroadspectrumof

issuesincludingspeculativetradingactivities,disclosureof

themethodofcalculatinginterestondepositaccounts(the

investablebalanceissue),banks'Investmentsingovernment

securitiesmutualfunds,andhomeequitylinesofcredit,were

distributedtotheindustryin1987.

AthirdcomponentoftheProgramisthesimplificationof

compliancewithregulatoryrequirements.Forinstance,a

nationalbankexaminerintheConsumerActivitiesDivision

developedamicrocomputerprogramthatmakesitmucheasierto

computeaccurateannualpercentagerates,inconformitywith

FederalReserveRegulation2.Thisprogramwasdistributedto

alloccexaminingstaff,theFDIC,andtheFederalReserve

Board..Itisalsobeingdistributedtothebankingindustry

throughtheAmericanBankersAssociation.Othercomputer

programsarebeingdevelopedthatwillsimplifycompliancewith

otherregulations.

Moreformalbankereducationisalargepartoftheocc's

newapproachtocompliance.In1987,theocc,throughits

ConsumerActivitiesDivision,providedspeakersforover30

seminarsandtrainingsessionssponsoredbytradeandstate

bankingassociationspromotingcompliancewithconsumer

protectionlawsandregulations.ofparticularimportancein

Thefourthcomponentoftheprogramwillbethedevelopment

ofoff-siteevaluationtechniques.Withthecompletionofthe

firstcycle'scomplianceexaminationsinAprilofthisyear,we

willanalyzetheexaminationdatatodetermineifthereare

certaincharacteristicsthatmayindicatethequalityof
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complianceperformance.Ifthateffortprovesfruitful,theOcc

maybebetterabletoallocateitsresourcestoaddressmore

efficientlyandeffectivelypotentialproblemareas.

theexaminer'sfindingsandrequiresdetailedinformationon

correctiveactionsundertakentomonitortheireffectiveness.

Whenthebanksthathavereceivedlessthansatisfactoryratings

makecorporateapplications,theOCCwillrequirethemto(1)

takeappropriateactiontocorrectcitedproblems;(2)provide

detailedreportsonimprovementstoCRAperformance;and(3)

provideanaccountofCRAaccomplishmentsmadesincethemost

recentexamination.

Finally,wewilldeternoncompliancethroughoutthenational

bankingindustrybytakingappropriateactiontocorrect

detectedproblems.TheOCCbelievesthattheseeffortscomprise

aprogramthatefficientlyandeffectivelypromotescompliance

withCRAandotherlawsandregulations.

CurrentExaminerTraining

Aspecialprogramformultinationalbanks.Aproject

undertakenpriortothefullimplementationofthenew

In

UnderourcurrentComplianceProgram,eachexamineris

trainedtoconductCRAassessmentsaspartofbroadercompliance

examinationtraining.Compliancetrainingtypicallyoccurs

aftertheexaminerhasbeenwiththeOfficeforbetween12and

30months,dependingontheavailabilityofdistrictresources.

ComplianceProgramaddedmateriallytoitscurrentscope.

thefourthquarterof1986,theOCCconductedextensiveCRA

examinationsineachofthemultinationalbanksandsevenof

theiraffiliatebanks.Thateffortinvolvedbackgroundmeetings

betweenoccstaffandcommunityrepresentatives,bothin

Washingtonandinthecitiesinwhichthebanksarelocated,for

thepurposeofalertingexaminerstotheconcernsofcommunity

groups.Communityprofilesonthesevencitiesinwhichthe

multinationalbanksarelocatedwerealsodeveloped,withthe

assistanceoftheOCC'sCustomerandIndustryAffairsDivision.

Additionally,arevisedconsumercomplianceself-study

coursehasrecentlybeenpilotedandwillbedistributedtothe

districtsinthefirstquarterof1988.Theoccisalso

implementinga40-hourtutorial,producedbytheABAandocc

staff,onconsumer-protectionlawsandaconsumerschoolthat

willbeheldinthedistricts.Theparticipantswillbetested

attheconclusionoftheschool,identifyingthosewhorequire

monitoringbyfieldmanagerstoovercomedeficiencies.Thenew

curriculumincludingpreliminaryreading,timeinclass,and

testingwilltakefromthreetofourweekstocomplete.

Continuingdialogueswiththemanagementsofthe

multinationalbankscontributedtoadditionalimprovementsin

theocc'sComplianceProgram.Currently,theoccseeksto

ensurethatbankBoardsofDirectorsarefullyinformedof
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the3,4,and5ratingcategories.Ingeneral,banks

historicallyhavehelpedtomeetlocalcommunitycreditneeds,

consistentwithsafetyandsoundnessrequirements,andthey

continuetodoso.

Anadvancedconsumercomplianceseminarisalsoofferedto

commissionednationalbankexaminerswhohavecompletedthe

district-sponsoredconsumerschoolandwhowillbeconducting

theconsumerportionofcomplianceexaminations.Atthe

seminar,leadersfromholdingcompanies,banks,consumerand

communitygroups,andotherfinancialregulatoryagenciesoffer

differentperspectivesonavarietyofconsumer-orientedissues

includingCRA.Theoccisalsodevelopingaseminarfor

managerswhoadministertheexaminationprocessinthefieldand

whoreviewcomplianceexaminationreports.

In1986,45nationalbankshadCRAratingsof3,4,or5.

Forty-twoweretheresultofexaminationsconductedthatyear;

threewerecarriedforwardfrompreviouslyconducted

examinations.Thetotalnumberoflessthansatisfactory

ratingsrepresentsthreepercentofthebanksthatreceived

consumercomplianceratingsin1986.In1987,59national

banks,fivepercentofthosethatreceivedCRAratingsthatExaminationResults: CRARatings

year,wererated3,4,or5.

IV.
CRAPERFORMANCEANDCORPORATEAPPLICATIONS

TO

TheOCCusesasystemofindividualratingsthatsummarizes

theexaminers'viewofbankcompliancewithCRAobjectives.A

ratingisbasedontheevaluationofanumberofareas,

Includingbankperformanceundertheassessmentfactorsdetailed

intheCRAregulation,publicfilesofcommentsfromthe

communityonbankperformanceunderCRA,andcommunitycontacts

nadethroughouroutreachprograms,asdescribedinSectionII

ofthiareport.

meetitsthirdrequirementunderCRA,theOCCconsiders

theCRAperformanceofnationalbankswhenevaluatingtheir

corporateapplications.Informationincorporatedintothose

evaluationsisderivedfromsourcesdescribedelsewhereinthis

report,Lee,examinationsconductedinthecourseofthe

ComplianceProgramandtargetedexaminationsorspecial

investigationstriggeredbyanapplication,fromdatacollected

undertheHomeMortgageDisclosureAct(HMDA),andthrough

publiccomments.

АBanksmaybegivenCRAratingsrangingfrom1to5.

ratingof3isgiventobankswhoseCRAperformanceislessthan

satisfactory;a5ratingrepresentsasubstantiallyinadequate

recordofhelpingtomeetcommunitycreditneeds.Wedonot

believethat,Ipriori,alargenumberofbanksshouldfallinto
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opportunities
interestedpersonsaregiven30daysafterthepublicationof

thenoticetoprovidecomment.However,theOCCmayextendthe

commentperiod,ifthereareextenuatingcumstances.
OCCpoliciesandproceduresforthedispositionofcorporate

applicationsofferextensiveopportunitiesforpubliccomment.

Thoseopportunitiesmaybefoundincertainprovisionsofour

regulation12CFRPart5,"Rules,policies,andproceduresfor

corporateactivities".

Section5.10(b)offerstheopportunityforapublic

hearing.Becausetheexpensesofahearingtoallconcernedare

substantial,ahearingisgrantedonlyiftheoccdetermines

that,"...writtensubmissionswouldbeinadequateorthata

hearingwouldotherwisebebeneficial...." TheOCCdoesnot

maintainextensivehistoricalrecordsonapplicationsfor

hearings.However,inthefirst11monthsof1987,therewere

18requestsforhearingsofwhich17weredenied.Onerequest

forahearingwasgranted.Itwasnotheld,however,because

thepartiesresolvedtheirdifferencesoutsidethehearing

.

Inparticular,section5.8requiresallapplicantstonotify

thepublicofitsapplicationbypublishinganoticeina"...

newspaperofgeneralcirculationinthecommunityinwhichthe

applicantproposestoengageinbusiness. Thenoticeshall

statethatanapplicationisbeingfiledasofthedateof

notice,andthenoticeshallcontainthenameofthe

rapplicant(s)andthesubjectmatteroftheapplication."In

additiontotherequirementforpublicnoticebytheapplicant,

theOCCpublishesanotificationofreceiptanddispositionof

applicationsinItsWeeklyBulletin.TheWeeklyBulletinis

distributedtosubscriberswithinthreeweeksofthedateof

receiptordisposition.

process.

WhenapplicationsareprotestedonCRAgrounds,theocc

encourages,butdoesnotrequire,furthercommunicationbetween

thecontestingparties.Anyagreementtheymightreachisnot

subjecttoOCCapprovalorenforcement.However,theOCCdoes

considerinformationontheextenttowhichabankadherestoan

agreementwhenassessingitsrecordinmeetingthecreditneeds

ofitscommunity.Wealsotakeintoaccountanynegative

effectsthatmayresultfromabank'sdecisionnottomeetwith

communitygroups.

Section5.9requirestheocctomaintainapublicfilefor

eachapplication.Thepublicfilecontainstheapplicationand,

withcertainexceptions,supportingdataandsupplemental

informationfiledbytheapplicant(s).Italsocontains"...

alldataandinformationsubmittedbyinterestedpersonsin

fervoroforinoppositiontosuchapplication...."Ordinarily,
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TheUseofHMDAData TheDispositionofcorporateApplications

TheHomeMortgageDisclosureActrequiresinsuredcommercial

bankswithahomeorbranchofficeinmetropolitanstatistical

areastomaintainandfilewiththeFederalReservecertain

residentialmortgageloandata.Thosedataareintendedto

revealthesizeofmortgageloansandthelocationsof

propertiesusedtocollateralizethem.CCCexaminerstakeHMDA

dataintoconsiderationwhenmakingtheirCRAevaluations.

Theocchasfoundthatconditionalapprovalisaneffective

meansofCRAenforcement.Itconmitsthebanktoimprove

compliance,andtheocc'sappropriatedistrictofficemonitors

thebank'sfulfillmentoftheconditions.Thecommunity

benefitsthroughcorrectiveactionstakeninresponsetothe

OCC'sconditionalapproval.Ablanketdenial,bycontrast,

mightresultintheapplicanttakingnoaction.Nonetheless,

denialshavebeenandwillbeusedinthosecaseswhereno

agreementcanbereachedintheshort-termorwhenthebankis

uncooperative.

ExaminersviewHMDAdatathatindicateadisproportionately

lowleveloflendingtolow-ormoderate-incomeareas,compared

tootherareasinthelocalcommunity,asawarningsignalthat

CRAperformancemaybeinadequate.However,anindicationof

disproportionatelendingpatternswouldnotitselfbecausefor

denialofacorporateapplication.Theexaminerwouldneedto

investigatefurther.ThebankmightbemeetingitsCRA

obligationsinotherways.Itcould,forexample,beengagedin

commerciallendingformultiple-familyhousing.

Protestedapplications.Since1981,ofthemorethan10,000

corporateapplicationsreceivedbytheocc,38havebeenthe

subjectofaCRAprotest.ofthose38,28wereapprovedwithout

conditions,twowereapprovedsubjecttoconditionsnotrelated

toCRA,onewaswithdrawn,andsevenarepending.Acomplete

listofthose38applicationsisappendedtothisreport.

Inthefinalanalysis,1ftheoccdiddeterminethatan

nareasonablepatterndidexist,thecorporateapplicationcould

bedenied.However,anapprovalwithconditionsmightbeamore

appropriateresponse.

CorporateapplicationsfrombankswithadverseCRAratings.

Approximately50corporateapplicationsfrominstitutionswith

CRAratingsof3wereapprovedlastyear.However,ineach

instancethebank'srecordofperformancewasreviewedandit

wasdeterminedthatthereweremitigatingfactorspresentto

lessentheagency'ssupervisoryconcerns.Examplesofsuch

factorsincludedeterminationsbytheoccthatthebankhad

atisfiedrequirementspreviouslydictatedbytheagency,or
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thatthebankwasmakingadequateprogresstowardscorrecting

itsCRAproblems;thattheratingswereattributedtoinadequate

bankmonitoringsystemsandnotadisregardofcommunitycredit

needs;orwithrespecttoacquisitionsinfailedorproblembank

situations,thatthepotentialadverseeffectsoftheabsenceof

abankinthecommunityoutweighedtheagency'sCRAconcerns.

Denials.SinceenactmentoftheCRA,theocchasdenied

fourcorporateapplicationsduetoCRAfactors.Thatnumber

reflectsaweighingofnumerousconsiderations.Many

applicationsseekapprovaltoestablishnewfacilities,suchas

branchesandautomatedterminals.Denialofsuchapplications

couldbecounterproductive.Itcouldrestrictthesupplyof

servicestothecommunityatlarge.Itcouldreducetheamount

ofleverageavailabletotheoccinitseffortstoencourage

improvedCRAperformance.

Since1986,noapplicationsfrominstitutionswithCRA

ratingsof5havebeenapproved.Agencyrecordsreflect

approvalsforonebankthathadaCRAratingof4.Inthis

case,approvalwasdeemedappropriatebecauseofthebank's

responsivenessincorrectingtheCRAproblemsandadditional

positivefindingsduringafollowupreviewbytheocc.
That

reviewrevealedamoreextensiveadvertisingandmarketing

programandamoreextensiveinvolvementincommunity

developmentprogramsthanpreviouslydisclosed.Inaddition,

bankmanagementhadcomunittedtodevelopinganddocumentinga

systematicprogramforofficerstogointotheircommunities,

especiallylow-tomoderate-incomeareas,andestablisha

meaningfuldialoguewithcommunityorganizationsandleaders

regardingthecommunity'screditneeds.Thebankhadbegunto

holdsuchmeetingswithcommunityleaders.Thisinformationwas

availabletotheoccduringthereviewoftheapplication.The

bank'sratingwassubsequentlyupgradedto3.

Theoccbelievesthatconditionalapprovalsaremore

effectivethandenialsinsecuringsuchimprovement.

Consequently,ithasapprovedatleast23applicationswith

specificconditionsrequiringtheapplicanttostrengthenits

CRAperformance.Theocc'actionwasbasedonanindependent

assessmentoftheapplicant'sCRArecord.Theconditional

approvalsdidnotinvolveprotestedapplications.

v.
OTHERCRA-RELATEDISSUES

PublicDisclosureofCRABatings

Someleadersofcommunitygroupshaveurgedfederalbank

supervisorstomaketheCRAratingsofindividualbankspublic.

Twoconsiderationsargueagainstsuchdisclosure.
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First,itisnotclearthatsuchreleasewouldservea

usefulpurpose.CRAratings(liketheothersummaryrating

systemsusedbythebankingagencies)serveanimportant,but

limited,purposeforthesupervisoryagencies. Inessence,the

ratingistheassignmentofaquantitativevaluetothebank

examiners'evaluationofanumberofqualitativefactors.The

xating,however,isbutageneralindicatorofabank'sCRA

performance.Itimplieslittleaboutspecificdeficienciesor

howthebankisaddressingthem.

Lenderswouldbefacedwithsignificantcoststocreateand

maintainthedisclosuresystem.

Second,itdoesnotappearthatthereleaseofCRAratings

isneededforthepurposeofinformingthepublicofabank's

performanceinmeetingcommunitycreditdemand.
Nationalbanks

andtheOCCmaintainfilesthatcontainpubliccommentsonthe

-effortsofnationalbankstoaddresscommunitycreditneeds.

Thosefilesareavailabletointerestedmembersofthecommunity

toassisttheminassessingabank'sCRAperformance.

Inadditiontotheburdenplacedonfinancialinstitutions,

theburdenplacedonthebankingagencieswouldundoubtedlybe

high.Currently,theoccisrequiredtoreviewapproximately

3,000IDAdisclosureforms.Beforethoseformsaretransmitted

totheFederalReserveBoard(FRB)forprocessingintotheHMDA

AggregationTables,eachformmustbemanuallyeditedforerrors

andassigneda13-digitidentificationcodeprovidedbythe

FRB.

ExpansionofHMDAteIncludeSmall-businessLoans task.

Appealshavealsobeenmadetoapplydisclosurerequirements

similartothoseoftheHomeMortgageDisclosureActtolending

bybankstosmallbusinesses.TheOCCdoesnotthinksucha

disclosurerequirementwouldbeappropriate.Inparticular,it

isunlikelythatthebenefitsofhavingthatinformation

availablewouldjustifythecoststhatwouldbeinvolvedin

reportingandcompilingit,assumingthedisclosurerequirements

weretomirrorthoseofHMDA.

Nodoubt,therewouldbesomebenefitsofhavinginformation

onsmall-businessloans.Itwouldbeusefulinassessingthe

CRArecordoffinancialinstitutions,anditcouldhelpstate

andlocalgovernmentsandcommunityorganizationstoascertain

whethersmallbusinesslendingisanimportantpartofabank's

business.Buttherearelesscostlywaysofobtainingsuch

data.Interviewswithbankmanagementandloanofficersand
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withsmallbusinessorganizationsareonesource.Voluntary

surveysofbusinessesandbanksareanothersource--onethat

wouldbelesscostlythannationwidedatagathering.

Furthermore,asurveytailoredtolocalneedsislikelyto

generatemoreusefulinformationthanonebasedonlyon

geographiclocation.

Septemberof1987,itwasthesubjectofahighlyconstructive

roundtable,co-sponsoredbytheAmericanBankersAssociation

ConsumerIssuesTaskForceandtheAssociationofCommunity

OrganizationsforReformNow(ACORN),thatinvolved

representativesofcommunitygroups,banks,secondarymortgage

marketplayers,andthemortgageInsuranceindustry.

Representativesofthefinancialregulatoryagencies,including

theocc,attendedtheroundtableasobservers.SecondaryMortgageMarketStandardsandCRA

Therehavebeensomeexpressionsofconcernthat

securitizingmortgagesandothersecondarymortgagemarket

developmentsmightbiasextensionofmortgagesinlow-income

areas.Althoughtheoccisawareofanecdotalevidencethat

banksavoidsomelendingbecauseofsecondarymarket

requirements,itisnotawareofanyformalcomplaintsalleging

thatnationalbankshaveavoidedsuchlendingbecauseofthe

applicationofsecondarymortgagemarketstandardswhen

underwritingmortgageloans.Norhaveanyexaminersreported

complianceviolationsattributabletothatsource.

Throughthesediscussionswehavelearnedthatsomebankers

andcommunitygroupsdoindeedfindthattherequirementsof

secondarymortgagemarketparticipantsandmortgageinsurersare

sometimesanobstacletourbanhousinglendingandthe

fulfillmentofhousinginvestmentagreements.Accordingtosome

bankers,somebanksthatoriginatemortgageloanssecuredby

propertyinurbanareasareholdingthoseloansinportfolio

becauseoftheirinabilitytoselltheminthesecondary

market.

Theexistenceofsecondarymortgagemarketstandardsdonot

dlainishtherusponsibilitiesbankshaveunderCRA;giventhe

anecdotalevidence,theOCCisalerttothepossiblesupervisory

Funificationsofthisissue.Ourawarenesshasbeenheightened

throughcontactswithcommunitygroupsandconcernedbankers.

Ibotopicwasdiscussedatnationalandregionalbankcustomer

groupconferencesthattheOCCconvenedin1985and1986.

Theocchasnotdiscussedtheseconcernsdirectlywiththe

secondarymarketcorporations.Intheabsenceofdirect

evidenceofnationalbanknoncompliancewithapplicablelaws,a

regulatorysolutionwouldnotbeanappropriatewaytoaddress

thisissue.Rather,privateinitiatives,suchastherecent

ABA-ACORNroundtable,areanappropriatewayforinterested

partiestodiscusstheissueandexplorewaystoaddresstheir

mutualconcerns.In
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VI.SUMMARYANDCONCLUSION

Theocchasdevelopedacomprehensiveprogramtoensurethat

nationalbanksmeetthecreditneedsoftheirlocalcommunity.

Wemaintainextensivecontactswithcommunityandbankinggroups

toensurethatallpartiesunderstandtheneedsandresourcesof

eachother.Weuseon-siteexaminationprogramsdesignedto

ansurethatnationalbankscomplywiththelaw.Weofferour

examinersspecializedtrainingtoensureourownabilityto

assessaccuratelynationalbanks'complianceeffortsand

accomplishments.Weconsidertheresultsofourassessmentsin

evaluatingcorporateapplicationsandhave,atourown

Initiative,causednationalbankstostrengthentheirCRA

performance.

Mostnationalbanksmeetthecreditneedsoftheirlocal

communitiesintheordinarycourseofdoingbusiness.
TheOCC

hasnotfounditnecessarytodenymanyapplicationsonCRA

grounds--onlyfoursince1979.Denialsarealastresort.They

areusedonlywhenthefarmoreeffectivetacticofconditional

approvalhaslittle,ifanychance,ofmodifyingbank

performance,
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Senator GRAHAM. Thank you , Mr. Clarke.

Mr. Wall.

STATEMENT OF M. DANNY WALL , CHAIRMAN , FEDERAL HOME

LONGSTANDING TRADITION OF COMMUNITY INVESTMENT

As you are aware, by virtue of the role trade traditionally played

by savings and loan institutions as the primary provider of home

financing, this longstanding tradition of community investment is

an important part of their function . I would remind everyone of

something that even staff didn't see fit to remind me of but it's

something that I have personal experience of back in my days in

municipal government. There is within the service corporation

statutory authority for the thrift industry a special percentage per

mitted of additional investment, a larger percentage of their asset

size, by virtue of their activity in so -called urban renewal areas .

Certainly the urban renewal program is not existent as it used to

be and certainly not in the prominence that it once was, but it does

give those service corporation entities additional impetus to be in

volved in community and community -based kinds of activities .
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Subsequently, the Bank Board issued a memorandum for staff

guidance, AB -35, that defined the five CRA ratings and linked an

institution's CRÁ performance to its compliance with the bank

board's nondiscrimination regulations.

PROCEDURES FOR EXAMINERS AND ONGOING TRAINING

In the wake of the CRA's passage , the Bank Board also issued an

extensive procedure for examiners tofollowin conducting CRA ex

aminations. On an ongoing basis the Bank Board also included and

continues to include ČRAtraining and courses provided to its ex
aminers.

EXAMINATION AND SUPERVISORY PROCESS

In the past 2 years we have made progress in the examination

and supervisory process. We'd like to summarize quickly that proc

ess for you .

1
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These resources also allow us to fulfill our commitment to con

duct regular examinations of our institutions on an 18-month cycle.
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Mr.ChairmanandmembersoftheCommittee,itisapleasure

toappearbeforeyouthismorningtodiscusstheFederalHome

LoanBankBoard's("BankBoard")experienceinregulatingthe

lendingactivitiesofthriftsundertheCommunityReinvestment

Actof1977,Pub.L.95-128("CRA").Inasmuchaswerecently

submitteddetailedanswerstoyourspecificwrittenquestions

concerningourenforcementoftheCRA,Iwouldliketoprovide

you,atthistime,withamoregeneralstatementoftheBank

Board'sperspectiveontheCRAandcommunitylending.

Statementof

LongstandingTraditionofCommunityLending

CommitteeonBanking,Housingand

U.S.Senate

March23,1988

Asyouareaware,thethriftindustry,byvirtueofitsrole

asaprimaryproviderofhomefinance,hashadalongstanding

traditionofcommunityinvestment. TheBankBoardhasencour

agedtheinstitutionsweregulatetomaintainthistraditionand

tocontinuetoincreaselocalinvestment.Webelievethatthe

CRAisavaluabletoolfordeterminingwhetheraninstitutionis

endeavoringtomeetthecreditneedsofitscommunity.

BeforepassageoftheCRA,theBankBoardhadestablishedan

OfficeofHousingandUrbanAffairstoassistinstitutionsin

servingtheneedsoftheircommunities.Afterenactmentofthe

CRA,thisofficewasexpandedintotheOfficeofCommunity
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Investment("OCI"). TheBankBoardalsoappointedaCommunity InthewakeoftheCRA'spassage,theBankBoardalsoissued

anextensiveprocedure3/forexaminerstofollowinconducting
InvestmentOfficer("CIO")ateachFederalEomeLoanBank.

ThroughtheOCIandCIO's,theBankBoardhasmadeavailableto CRAexaminations. Onanongoingbasis,theBankBoardalso

included,andcon estoinclude CRAtrainingincourses

providedtoitsexaminers.

DeclineofCRAEnforcement

theindustry,communitygroupsandstateandlocalofficials

technicalassistancedesignedtoassistthriftswithinvestments

inlocalcommunities.In1978,theFederalHomeLoanBank

Systemalsoestablisheda5-year,$10billionCommunityInvest

mentFund("CIF").Thisfund,whichhasexpired,provided

speciallypricedadvancestothriftsinvolvedincommunity

investmentactivities.Overfortypercentofourthriftmembers

participatedinthisvoluntaryeffortthatassistedinfinanc

Asyouareaware,intheearly1980'sthethriftindustry

sufferedacrisis. Becauseoftheconditionofsomeinsured

institutions,theBankBoardhadlittlechoicebuttodevote

ingmorethan500,000housingunits. substantialresourcestosafetyandsoundnessconcerns. Since

wewerenotequippedwithanadequateexaminationstaff,we

placedapremiumonexaminationsrelatingtosafetyandsound

ness.

AfterpassageoftheCRA,theBankBoardworkedwiththe

otherregulatoryagenciestoissueimplementingregulations.1/

Intheseregulations,theBankBoardincorporatedtheeleven

specificfactorstheagenciesidentifiedasnecessaryfor

assessinganinstitution'srecordinmeetingtheneedsofits

community.Subsequently,theBankBoardissuedamemorandumfor

staffguidance,AB-35,thatdefinedthefiveCRAratingsand

linkedaninstitution'sCRAperformancetoitscompliancewith

theBankBoard'snondiscriminationregulations,2/

Iregrettoreportthat,asaresultofthissituation,we

didnotallocatesufficientresourcestotheenforcementofthe

CRA,or,forthatmatter,otherconsumer-relatedissues.

1/12CFRPart563e.

212CFRPart528. 3)EOP123/2c.
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RenewedAttentiontoCRAIssues
tofocusproperattentiononCRAexaminations, Theseresources

alsoallowustofulfillourcommitmenttoconductregular

Sinceearly1986, theBankBoardandtheFederalHomeLoan
examinationsofourinstitutionsonan18monthcycle.4/

BankSystemhavebeenworkingtoreemphasizetheimportanceof

consumerissues. Severalmemosissuedtodistrictexamination

andsupervisorystaffemphasizedtheimportanceoftheCRAand

otherconsumerprotectionregulationswithparticularregardto

Inaddition,theFederalHomeLoanBankSystemhasrecently

established,withinORPOS,aDivisionofCompliancePrograms.

ItistheComplianceDivision'sresponsibilitytodevelop

uniformexaminationandsupervisorypoliciesandproceduresfor
denovoandnewlyinsuredinstitutions. Inthepasttwoyears,

wehavemadeprogressintheexaminationandsupervisisory theenforcementofconsumerprotectionregulationsandto

process.
Wewouldliketosummarizethatprogressforyou.

establishaprogramtooverseeimplementationoftheseproce

dures.

1. Examination

2. Training

Inrecentyears,ofthoseexaminerswhohaveattendedour

WebelievethatCRAcompliancecanbebestachievedthrough

theexaminationandsupervisionprocessratherthanthroughthe

applicationprocess.Consequently,ourabilitytoenforcethe

CRAintheexaminationcontextwillbeassistedbyourrecent

NewExaminerTrainingSchool("NETS")90percenthavebeen

trainedinexaminingfinancialinstitutionsforcompliancewith

establishmentwithintheFederalHomeLoanBankSystemofthe
theCRA.Becauseofourstrengthenedexaminationforces,weare

completelyrevisingourNETS.ArevisedsectionaddressingCRA
OfficeofRegulatoryPolicy,OversightandSupervision("ORPOS").

examinationswillbeincludedinthetrainingmaterialsandCRA

BeforetheBankBoardestablishedORPOS,wetransferredour
examinationprocedureswillbecoveredduringtheactual

trainingsessions.
examinerstotheFederalHomeLoanBankSystemandhiredmany

additionalexaminers,morethandoublingthestaffwithinthe

lasttwoyearsandprovidinguswiththeresources

4S.P.-69.
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Attheindustrylevel,severalofourdistrictbankshave Webelievewehavecomealongwayinthepasttwoyearsand

beenworkingsinceOctoberwiththeFederalReserveBanksto
hopeandintendthatoureffortswillenableustoenforcethe

providetrainingformemberbanksandinstitutionsconcerning CRAmorevigorouslyinthefuture.

CRAcompliance.

3. Other

TheBankBoardhasissuedapolicystatementencouragingthe

FederalHomeLoanBankstoadoptvoluntarilyasystemsimilarto

theCIFsystemofspeciallypricedadvancesforthriftsinvolved

inthriftinvestments.ThreeBanksvoluntarilycontinuedthe

programaftertheexpirationofthefundandthreeotherBanks

haverecentlyestablishedasimilarprogram.

AreasforImprovement

TheBankBoardhasrecentlyincreaseditsactivityinthe

areaoftheCRAafteralonglull.Thereisstillmuchworkto

bedoneAsalreadynoted,weareheighteningourexaminer

trainingprocess.Inaddition,theORPOSComplianceDivision

willbeseekingwaystoassisttheindustryinachieving

complianceonitsownthroughtheestablishmentofinternal

policiesandproceduresandthroughprogramstoenablethe

industrytomonitoritscompliancemoreeffectively.Further,

thatDivisionandOcIwillcontinuetoparticipateineduca

tionalsessionsforindustrygroups.
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January25,1988

thisend,wehaveestablishedwithinourofficeof

RegulatoryPolicy,oversightandSupervisionaDivisionof

CompliancePrograms.ItisthisDivision'sresponsibility

todevelopuniformexaminationandsupervisorypoliciesand

proceduresfortheenforcementoftheconsumerprotection

regulationsandtoestablishaprogramtodeterminethat

suchpoliciesandproceduresarewellimplemented.
In

addition,theDivisionwillbeseekingwaystoassistthe

industryinachievingcomplianceonitsown.TheDivision

willparticipateinmoreeducationalsessionsforindustry

groupsandplanstodevelopprogramsthatwillenablethe

industrytomoreeffectivelycheckitsowncompliance.
We

havejustbeguntostafftheDivision,butIamconfident

thatwithinayearwewillhaveimprovedcomplianceprograms

wellunderway.

Iwouldlikenowtoaddressthespecificquestionsthatyou

haveraisedinyourletter.Forconvenientreference,the

questioniscitedinboldtypeandouranswersfolloweach

question.

SinceenactmentoftheCRA,howmanyapplicationshavebeen

deniedsolelyuisubstantiallyduetoCRAfactors?What

percentageoftotalapplicationsprocessingsubjecttothe

CRAdoesthisrepresent?Doesthisrateofdenial

adequatelyenforceconpliancewithCRA,orwouldincreased

useofthesanctionsprovisionstrengthencompliance?

SincetheenactmentofCRA,theFederalHomeLoanBank

SystemhasdeniedoneapplicationusingCRAasthebasis.

Whilewerecognizethatthisisasmallnumber,webelieve

thatthereareanumberoffactorswhichtendtosupportthe

smallnumberofdenials.First,aswillbediscussedlater

inthisletter,mostoftheinstitutionshavebeenjudgedto

havesatisfactoryorbetterCRArecords,baseduponthe

examinationsofthoseinstitutions.Thus,inatypical

application,themostrecentexaminationoftheapplicant

willreflectatleastasatisfactoryCRArecordthus

negatingBoardconcernaboutitsCRAperformance.

HonorableWillianProxmire

UnitedStateSenate

Washington,D.C.20510

DearSenatorProxnire:

1inpleasedtorespondtoyourletterofOctober22,1987

segardingtherederilHomeLoanBankBoard'senforcementof

theCommunityReinvestmentActandCRA-relatedprotestsof

theapplications.BeforeIrespondtothespecific

questionsinyourletter,Iwouldliketoprovidesome

intormationtoputtheanswersintheproperperspective.

Asyouknow,theFederalHomeLoanBankSystem'senforcement

efforthasundergoneradicalchangesinthelastseveral

years.Becauseoftheconditionofsomeofthinsured

institutions,wehaveneededtodevotesubstantialresources

totheveryhighpriorityconcernsofsafetyandsoundness

examinationsandsupervision.TheSystemwasnotequipped

toadequatelyaddressthoseconcernsandasaresultwehave

hiredmanyadditionalexaminers,morethandoublingthe

stałtwithinthelasttwoyears.Thisnewly-hiredstaff

neededtobetrainedandassiаilatedintoourexamination

program.Whilewebelievewehavemadesubstantialstrides

inimprovingandenhancingourexaminationresources,weare

notyetatthepointthatwewouldliketobe.Thus,I

believeitisfairtosay,asIhaveindicatedbefore,that

wehavenotintherecentpastdevotedsufficientresources

totheenforcementoftheCommunityReinvestmentAct,or

otherconsumer-relatedissues.

Weareendeavoringtocorrectthissituation,however.The

BoardandtherederalHomeLoanBankshaverecognizedthe

needforgreateremphasisandconsistencyamongtheBanksin

enforcingstatutesilkethecommunityReinvestmentAct. То
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UnlessquestionsabouttheCRAperformanceofaninstitution

filinganapplicationwitha"1","2",or"3"CRArating*

areraisedbysomeoneontheoutsidetheBoardtypically

considerssuchperformancetobesatisfactoryandnoCRA

objectionsareraisedinternallywithrespecttothe

application.

Second,ifaninstitutionwithalessthansatisfactoryCRA

compliancerecordfilesanapplication,itmaywellwithdraw

theapplicationbecauseofCRAconcernsraisedbytheBoard.

IfitproceedswithanapplicationinthefaceofaCRA

concern,itrisksthepotentialthreatofadenial.While

suchwithdrawalsdooccur,unfortunatelythereisno

trackingsystemwhichwouldindicatethenumberofsuch

withdrawalsortowhatdegreetheyareassociatedwithCRA

concerns.

Third,enforcementoftheCRAcantakeplacethroughthe

applicationsprocessbyuseofconditionalapprovals.

FurtherinformationaboutthismethodofenforcingCRAin

theapplicationsprocesscanbefoundonpage6relatingto

thequestionaboutapprovalofapplicationswith"4"or"5"

ratings.

TheFederalHomeLoanBankshavetoldusthatcompliance

withCRAisprimarilyenforcedthroughtheexaminationand

supervisoryprocess,insteadofwaitingforalow-rated

institutiontofileanapplicationinordertodealwiththe

violation.Webelievethatthisisanappropriateapproach.

CRAexaminationsshouldbecrucialindeterminingwhether

violationsexistandworkingwithmanagementtocorrect

then.

Howmanyexaminationsofregulatedinstitutionsthatassess

CRAcomplianceareconductedeachyear?Onaverage,how

oftenisaregulatedinstitution'scompliancewiththeCRA

assessedthroughanexamination?

CompliancewithCRAisassessedthroughourregular

examinationprocess.Presently,allFederalHomeLoanBanks

statethattheyareusingourSPMemo#69inschedulingsuch

examinations.(Acopyofthismemorandumisattachedfor

yourconvenientreference.)Inessence,SP-69providesthat

regularexaminationsarescheduledforeveryinsured

institutionevery18monthsatthelatest.Thefrequencyof

examinationdependsupontheconditionoftheinstitution

andthoseinstitutionsrequiringmoreattentionreceivemore

frequentexaminations.ofcourse,underthisschedule,

everyinsuredinstitutionisnotexaminedeveryyear.In

1986,2068examinationsresultedintheissuanceofCRA

ratings.

Whatquantitativeandqualitativecriteriadoesyouragency

usetomeasuretheeffectivenessofregulatoryenforcement

oftheCRA?WhatfactorsindicatethatCRAenforcementhas

beeneffective.WhatfactorsindicatethatCRAenforcement

hasnotbeeneffective?

TheSystemhasnotadoptedanyformalqualitativeor

quantitativecriteriatodeterminetheeffectivenessofits

regulatoryenforcementoftheCommunityReinvestmentAct.

Wedo,however,useinformalcriteriawhichindicatethat

theenforcementofCRAmayberelativelyeffective.The

twoinformalcriteriaarethenumberofCRA-relatedconsumer

complaintsandthenumberofCRA-relatedprotests.For

example,in1986,only2complaintswerereceivedfrom

consumersregardingCRAactivitiesofinstitutions.In

1987,19suchcomplaintswerereceived.Webelievethisis

arelativelysmallnumberofcomplaints,giventhefactthat

morethan3000institutionsaresubjecttoCRA.(Wehave

analyzedthe1987complaintstodeterminewhethertheremay

beanyparticularcausefortheincrease,i.e.,domany

complaintscomefromasinglesourceorareanumberofthe

complaintsdirectedataparticularinstitution.Thisis

notthecase.
Weattributetheincreaseinsuchcomplaints

tothefactthatCRAinterestisrisinggenerally.)

*UndertheBoard'ssystem,ratings1,2,and3reflect
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Thesecondinformalcriteriathatweusetoindicatethe

adequacyofCRAenforcementisthenumberofprotests.

Protestactivity(includingbothproteststhataredeemedto

besubstantiveandnonsubstantive),isasfollows:1979(4),

1980(13),1981(15),1982(1),1983(7),1984(0),1985

(3),1986-(0),1987(2).(Thetwoprotestsraisedin1987

havenotyetbeendecided.)Thevolumeofprotestssince

1985isonly5,whichisarelativelysmallnumber.

HowmanyregulatedinstitutionswereassignedCRAratingsof

*4"or*5"in1986?Whatpercentageoftotalrated

institutionsreceivedtheseratings?Wereeachofthese

institutionsexaminedin1986,ordidsomeratingsrelyon

previousexaminations?Onwhatbasiscanthelowlevelof

"lessthansatisfactory"CRAratingsbejustified?

In1987,36oftheinstitutionsexaminedreceivedratingsof

lessthansatisfactory.Thisamountstoabout3%ofali

institutionsthatreceivedCRAratingsduring1987.In

1986,59oftheinstitutionsexaminedreceivedratingsof

lessthansatisfactory.Thisalsoequalsabout3%ofall

institutionsreceivingCRAratingsthatyear.

In1986,theratingsassignedwereasfollows:

ThemajorityoftheFederalHomeLoanBanksprovidinginput

believethatthelowleveloflessthansatisfactoryratings

isjustifiedandevidentinthelowlevelofCRA-related

consumercomplaintsandCRAprotests,asdiscussedinthe

answertothepreviousquestion.

HaveapplicationsforinstitutionswithCRAratingsof"4"

or"5"beenapprovedbyyouragency?Ifso,howcanthese

approvalsbejustified?

Yes,approvalshavebeengrantedtoinstitutionswhena

CRA-relatedconcernhasbeenraisedbytheBoard.These

approvals,however,aretypicallyconditioneduponthe

institutioncorrectingwhateverconcernhasbeenraised

relatingtoCRA.Since1979,87conditionalapprovalshave

beengrantedtoinstitutions.Actualstatisticsonthe

numberofthe87conditionalapprovalsthatinvolve

CRA-rated"4'5"or"5's"areverydifficulttoobtain,since

approvalsfortheseactionshavebeendelegatedtothe

FederalHomeLoanBanks.Itisverylikelythatsomeofthe

87conditionalapprovalsinvolve"4'8"and"5's".Itis

alsopossiblethat"4"and"5"applicationsmayhavebeen

approvedwithoutconditions.Ofcourse,insomecases

applicationsbyunsatisfactorily-ratedinstitutionsunder

CRAmayhaveinvolvedapplicantswhichweremergingwitha

failinginstitution,therefore,relievingasignificant

supervisoryconcerntotheBankBoard.

Theregulatoryagencieshavelongheldthepositionthat

individualCRAratingsshouldnotbemadepublic,toprotect

theconfidentialrelationshipbetweenaregulatorandthe

regulatedinstitution.However,theintentofCongressin

enactingCRAwasthat,consistentwithsafetyandsoundness,

sanctionscouldbeiaposedonregulatedinstitutionswith

inadequateCRArecords.TheuseofpublicCRAratingswould

appeartorewardinstitutionswithgoodratingsandsanction

institutionswithlessthansatisfactoryratings.Isthere

anymovementinthedirectionofpublicdisclosureof

individualCRAratingsbyyouragency?

?

3

95

1

2

3

4

5

1911

42

17

Total
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TheFederalHomeLoanBankBoarddoesnotdiscloseCRA

ratingstothepublicnordoesitdisclosesuchratingsto

theinstitutionitself.Thisfollowsthesamepolicyof

nondisclosureofotherratingsassignedduringthe

examinationtoeithertheinstitutionorthepublic.In

1983,theFederalFinancialInstitutionsExaminationCouncil

consideredthequestionofpublicreleaseofCRAratingsand

rejectedtheproposal.Iamattachingacopyofthe

Council'sresponsetothatsuggestion.Itisourviewthat

thereasoningsetforthinthatresponseisstillapplicable

todayandthustherearenoplansonourparttoreleaseCRA

ratingstothepublic.

Whenregulatoryexaninationsofaninstitution'sAMDA

statenentsshowthatfewornohousingloansarebeingmade

inlov-ornoderate-incoreareas,andthatthevolumeof

loansintheseareasisdisproportionatelylowcompared

tothevolumeofloansinotherareasofthelocal

community,howisthisinterpretedbyyouragency?IfAMDA

recordsindicate"unreasonable"lendingpatterns,isthis

sufficientcausefordenialofaninstitution'sapplication?

Ifnot,whatstepsaretakenbyyouragencytocorrectthe

inbalance?

Inaddition,theremaybealegitimatereduceddemandfor

mortgagelendinginsuchareasduetoeconomicfactors

facingcertainsectorsofthecommunityduringagiven

periodoftime,suchassubstantiallayoffsatanindustrial

plant.Ifaninstitutionisfoundtobeindulgingin

discriminatorypractices,theexaminationstaffwouldpoint

outsuchpracticesandworktoachievecorrection.

Thereisanincreasingcallbycommunitygroupstoexpand

HMDAtoincludedisclosureofsmallbusinessloans.Given

thefactthattheCRAassessmentcriteriaspecifically

includesaninstitution'ssmallbusinesslendingrecords,

wouldanexpansionofHMDAtoincludesmallbusinessloans

beappropriate?

Inourview,itwouldnotbeappropriatetoincludethe

disclosureofsmallbusinessloansintheHMDArequirement

forourinstitutionsFirstofall,insuredinstitutions

generallydonotconsiderthemselvestospecializeinsmall

businesslending,orincommerciallendingofanytypeto

anygreatdegree.Toillustrate,in1986Federally-insured

savingsinstitutionsintheaggregateheldonly2%oftheir

totalassetsintheformofcommercialloans,whichincludes

smallbusinessloans.
IfunreasonablelendingpatternsareindicatedbytheHome

MortgageDisclosureActrecords,theFederalHomeLoanBanks

tellusthattheywouldexaminethecircumstancesfurtherto

determinethecause.ofcourse,themerepresenceofan

unreasonablelendingpatternwouldnotbesufficientgrounds

todenyanapplicationortoraiseasupervisoryconcern,

withoutdeterminingthecauseforthelendingpattern.For

example,investigationcouldreflectthatcertainareasof

aninstitution'slendingcommunityareunawareofthe

financingavailableattheinstitution.Insuchcases,we

wouldencouragetheinstitutiontoexpanditsmarketing

efforts.Furthermore,theseareasmaywellbeservedby

otherlendinginstitutionswhoareadequatelyproviding

narket-pricedloansatreasonableterms.

ThereareseveraltechnicalproblemsinextendingHMDAto

includesmallbusinessloans.Oneissimplythedefinition

ofwhatisa"smallbusiness"anda"smallbusinessloan."

Thisquestionhasbeenaddressednumberoftimesinthe

pastandwouldrequireaveryspecific,andperhapshighly

complicated,definitiontoavoidproblemsofinterpretation.

Second,thereistheproblemofidentifyingtheappropriate

geographicareathatasmallbusinessloanrightprovide

economicbenefit.
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SincepassageoftheCommunityReinvestmentAct,thenature

ofnortgage-makinghasbeenrevolutionizedbythesecondary

market.Thismarketpurchaseshoneloansoriginatedby

banksandthrifts,packagesthenintosecurities,and

re-sellsthentoinvestors.Whilethisbenefitsthe

liquidityofthenortgagemarket,freeingupadditional

fundsformorehoneloan-making,ithasincreasedpressure

tored-line.Thatis,inpackagingtheseloans,secondary

market-nakersinsisttheloansReetstrictcriteria.

Mortgageinsurers,forexample,usecensustractsasabasic

screeningdevice.

a)Isthereanyevidencethatbanksavoidmakingloansin

certainlowinconeareasbecauseoftheneedtore-sellall

loanstothesecondarymarket?

D!Haveyoudiscussedthissituationwithsecondarymarket

players?Canyoucometoaregulatorysolution?

No.Infact,thesecondarymarketfacilitatesmortgage

lending.

FreddieMachasverycarefullyexamineditsunderwriting

guidelinestoseeifthoseguidelinesmayhavecontributed

totheperceptionthatlendersavoidmakingloansincertain

areasbecauseoftheneedtore-sellthoseloansintothe

secondarymarket.Theverynotionthatthesecondarymarket

nightinhibitlenders'abilitytomakeloansincertain

areasrunscontrarytotheveryreasonthesecondarymarket

wascreated:thatis,toincreasetheavailabilityof

nortgagefunds.Lenderscanreplenishtheirsupplyof

lendabi.fundsbysellingallorsomeoftheirloansto

secondarymarketconduits,likeFreddieMac.SinceFreddie

Macisinthemarketeveryday,itsexistenceassuresthat

thereisareliablesourceoffundsforthelending

Industry.

PreddieMacfulfillsourcongressionalmandatebypurchasing

Investmentqualitymortgagesfromlenders(bothlargeand

saall),packagingthesemortgagesintosecurities,and

sellingthesesecuritiestoinvestors.Inthisway,Freddie

Hacfacilitatestheflowofmortgagefundsfrominvestorsto

borrowers.

However,CongressdeterminedwhenitcreatedFreddieMac

thatthecorporationpurchaseonlyinvestmentqualityloans.

TheConferenceReporttoitsauthorizinglegislation

emphasizesthatasfollows:

withthisinmind,itseemsthatthesecondarymarketis

noreoftentheexcusethanthereasonaloancannotbemade

inthefirstplace.Infact,lendersaregivenbroad

discretiontomakecreditworthyloansandeithersellthese

loansorkeeptheminportfolio.

Whatevertheperception,somenumbersmayhelptellthe

storyRecentevidenceindicatesthatthesecondarymarket

doesnotcontributeinanywaytoredlining.Forexample,

witha1987loanlimitof$153,100,FreddieMac'saverage

loanpurchasedwasonly$57,000.Also,20%ofFreddieMac's

purchaseslastyearwereloansoflessthan$40,000,which

isachievablebyaborrowermakinglessthan$16,000ayear.

Itrustthisinformationsatisfactorilyanswersyour

questions.Shouldyouneedadditionalinformation,please

letusknow.

19

k.DannyWall

Chairman

Attachments

.
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Senator GRAHAM. Thank you, Mr. Wall .
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We really do use these grades to determine how frequently we go

in for on -site visitations. If you get, let's say, a top grade, then

we're going to go in and pay you a visit maybe every 18 or 24

months. Ifyou're one at the lower end of the scale and have glar

ing deficiencies, we're going to pay you more frequent visits, as

often as once every 6 months. Again, the emphasis is on getting

your situation improved. Rather than just kicking you out of school

because you flunked the course, we want to give you tutorials to

keep you there. And I think that's the fair interpretation ofhow it

works. I think that there's way too much emphasis on this distribu

tion of specific grades of one, two, three, fourand five.
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Mr. WALL. Senator Graham, the thrift industry completed re

ports last year-we completed just under 2,200, and the percentage

was roughly the same as that indicated by Governor Seger - 98 per

cent in this case in the one through three category and in the four

and five category, the remaining 2 percent.

PUBLIC DISCLOSURE

Do anyofyou think, as suggested by several witnesses yesterday,

that public disclosure of the CRA ratings would be usefuland help

ful? Would it put more pressure on those who may be ranking

three and four ? Would it be a useful tool for consumers to have in

making their decisions as to the institutions with which they work

do business?



277

and I just would be very reluctant to see the grades disclosed be

cause I think that it would put the emphasis on the wrong thing.

The emphasis would be put on the grade rather than on getting

good performance in a proactive way.
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ple, within a particular community in a generic way, to be proac

tive would be to seek out and to bring about an interface on the

examiners' side with those community groups that can be identi

fied , to promote involvement, to encourage interchange, rather

than to provide a number which it seems to me has all kinds of

inherentand potential problems.

BUSINESS LENDING AND COMMUNITY INVESTMENT

What role should business lending play in evaluating the finan

cial institution's commitment to community investment? Who

would like to handle that ?
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Mr. SEIDMAN . If I could just make one comment, I think in this

whole area we have to be very careful. Banks are private sector in

stitutions. They're really not public utilities. There may be a great

many public purposes that need to find support through lending,

which is essentially a governmental purpose — the SBA and others.

I think we have to be very careful not to take our private sector

banking system and try to have it deal with the kinds of things

that are fundamentallygovernmental social programs. It's a tough

decision and we're trying to balance it with this act, but I think we

have to keep that in mind.

1
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provement loans are distributed geographically by census tract in
the area in which the organization operates.
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Mr. CLARKE. Senator Graham , the only thing I would add to

what's been said is that I think people have overlooked the fact

that there are 12 assessment factors that are incorporated into our

regulations. It's my understanding that those assessment factors

were adopted as a joint effort by the bank regulatory agencies and

that they set out some very specific things that examiners aresup

posed to evaluate. For example, factor No. 2 is the extent of the

bank's marketing of special credit -related programs to make com

munity members aware of available credit services. While I would

agree with you that that is part of the process, there are specific

things that examiners are asked to do todetermine what the bank

has done in its marketing program that ultimately result in some

thing tangible. The bank has either done some marketing in those

areas of the community or it hasn't. That's going to bevisible to

the examiner during the course of the examination .
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1

The CHAIRMAN . Mr. Seidman, the Amalgamated Clothing and

Textile Workers Union recently filed a protest with the Fed regard

ing community reinvestment progress by Continental Illinois.

That's a bank your agency effectively owns. In 44 pages the union

documents striking noncompliance. It asserts that while under

FDIC control Continental has terminated major retail operations,

terminated municipal bond purchases, targeted mortgage lending

to predominantly white moderate andhigh income neighborhoods.
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volved in the offers to purchase. So they are putting the pressure

on to get this thing through . We shootto get a decision made in

most cases within 60 days. Therefore, we have typically a 30 -day

period in which we will receive comments. By the way, the com

ments or the protests can come in from many groups aboveand

beyond the community groups. It can be a competitor of one of the
institutions, for example , who can send in a complaint or some un

happy stockholders. So the procedure is not set up specifically to
deal with the CRA-type complaints.

85-619 0 - 88 - 10
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Somehow, I think bankers are — they do a great job by and large.

They are very bright people and they have to pay attention to their

profit and loss very carefully, but I think that they also tend to

have some cultural lag here. I think if they understood the benefits

of this, you would get some enthusiastic action here .
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RESPONSE TO REQUEST OF SENATOR GRAHAM FROM

Excerpts from manual for compliance Examinations
II - D

Performance standards of regulatory evaluation . Section

COMMUNITY REINVESTMENT

INTRODUCTION

The Community Reinvestment Act ( CRA) ( 12

U.S.C. 2901 et seg .) is intended to encourage

banks to help meet the credit needs of their entire

communities , including low- and moderate -in

come neighborhoods , while preserving the flexi .

bility necessary to operate in a safe and sound

manner .

Encouragement is to be provided by the Corpora.

tion which is required to :

• Use its examination authority to encourage a

... banks to help meet the credit needs of its entire

extend within each local community , and ( 3 ) a

copy of the CRA notice . The regulation also en

courages each bank to include in its statement a

description of its efforts to ascertain and help

meet community credit needs .

A bank must provide in each office a CRA notice ,

the exact wording of which is prescribed in the

regulation . The public notice indicates that the

CRA statement is available , that written com

ments on the statement and the bank's communi

ty lending performance may be submitted to the

bank or the Corporation , that a file of such com

ments is publicly available , and that the public

may requestannouncements of applications cov

ered by the CRA from the Corporation .

Each bank must keep a public file of CRA

statements in effect and CRA-related public com

ments received during the past two years.

The CRA regulation sets forth a list of factors

which the Corporation will consider in assessing

each bank's record of helping to meet community

credit needs, including those of low- and moder

ate- income neighborhoods. Banks are not re .

quired to adopt particular activities on the list

since the regulation is designed to allow each

bank considerable flexibility in determining how it

can best help to meet the credit needs of its entire

community in view of its particular skills and re

sources .

The Corporation's assessment of a bank's CRA

record willbetaken into account by the Corpora

tion in evaluating a variety of applications.

In essence, the regulation encourages banks to

become aware of the full range of credit needs of

their communties and to offer the types of credit

and credit-related services that will help meet

those needs . However, the regulation does not re

quirebanks to offer particular types or amounts of

credit.

BACKGROUND FOR EXAMINATIONS

Judgmental Process

In conducting a CRA examination , the examiner is

expected to adjust the CRA procedures on a case

by-case basis to accommodate banks that vary in

size, expertise and locale. Community credit

needs will often differ with the specific character

istics of each local community, and a bank should

be evaluated on the basis of its attempts to ascer.

tain , its determination to help meet , and its per

formance in helping to meet community credit

needs in the contextofits resources and local cir

cumstances.

Balanced Viewpoint

The examiner should maintain a balanced per

spective in conducting a CRA examination . The

Section II- D Community Reinvestment ( 6-83 )
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II - D
Se' : ...

examiner cannot normally conclude on the basis

of any one factor that a bank is or is not helping to

meet the credit needs of its local community or

communities . Nor can the examiner adequately

assess a bank's performance on the basis of any

one source of information, data or opinion . For

that reason , the examination procedures are de.

signed to ensure that information from both the

bank and the community is objectively reviewed

and evaluated .

not lose sight of the intent of the statute in check

ing for techincal compliance with the regulation .

The entire examination is designed primarily to

determine the extent to which the bank has

helped and is helping to meet community credit

needs .

Bank's Input

The examination procedures give each bank the

opportunity to demonstrate that it is having a ben

eficial influence on its local community or com

munities . Bankers that are helping to meet com

munity credit needs are proud of that fact and will

be of substantial assistance to the examiner in

assessing the performance of their banks.

Examiner Encouragement

When appropriate , an examiner should encourage

a bank to improve its CRA record by discussing

with management various ways in which the bank

may strengthen its performance. The examiner

should not, however, insist on any specific action

by the bank , such as the making of a certain type

of loan , which would interfere with the bank's

responsibility for establishing its own policies .

Examination Burden

The examiner must be careful to not unduly burden

the bank since Congress did not intend to impose

significant new reporting or recordkeeping require.

ments on banks. The examiner should normally re

quest only required records and other existing in.

formation , but the scope of the review must always

be sufficient for an adequate assessment.

Communication , Community Development and

Low. and Moderate- Income Neighborhoods

In assessing the record , the examiner should bear

in mind the special emphasis placed on effective

communication and community development ac

tivities . With respect to communication , the prem

ise is that community needs which can be met on

a safe and sound basis are more likely to be met

when the community is aware of the types of

credit available and the lender is well informed

about community credit needs. Hence, efforts to

ascertain community credit needs and to publi

cize available credit services, including measures

to identify the credit needs of , and to advertise in ,

low- and moderate-income neighborhoods, are en

couraged . The examiner is authorized to conduct

interviews with community members when such

action would be appropriate in determining com

munity awareness of the bank's credit services

and local perception of credit needs .

The CRA also focuses on activities ihat foster de.

velopment within the entire community, including

low- and moderate- income neighborhoods. Con

sequently , housing- related extensions , participa

tion in community development programs, and

small business financing, including loans to

small farms , are viewed favorably .

Bank's Financial Condition and Size, Legal

Impediments and Local Economic Conditions

A bank's ability to help meet community credit

needs is influenced by its financial conditionand

size , as well as by any legal impediments and the

local economic conditions under which it oper

ates . An examiner must take these considerations

into account in assessing the bank's performance

and in providing encouragement.

SELECTED FEATURES OF CRA EXAMINATIONS

The CRA Statement

A bank must prepare a separate CRA statement

for each local community it serves , including a

delineation of the relevant local community. It

does not necessarily follow , however, that the

statement prepared for each local community

must contain a unique list of available credits. A

bank serving several local communities may elect

to prepare statements that contain lists of credits

which are similar or identical for the local com

munities served . Since some credit needs are

common to many local communities, such an ap

proach would be consistent with the intent of

CRA. There are other ways for a multi-community

bank to satisfy this requirement , The examiner

need not be especially concerned with the specif

ic method employed by a multi-community bank

so long as it makes a good faith effort to inform

members of each local community about their

community's boundaries and the types of credit

extended there.

Technical Compliance with the Regulation

The examiner will check for compliance with the

specific requirements of the regulation . However,

compliance with procedural requirements does

not imply that the bank has been serving local

credit needs . The converse is also true : noncom

pliance with a technical requirement does not

necessarily mean that the bank is not helping to

meet community credit needs . The examiner must

Section II- D 2 Community Reinvestment ( 6-83 )
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represented throughout a trade or market area , it

may be more reasonable to use that area as its

local community .

Finally , the regulation allows a bank to use any

other reasonably delineated area . A bank is thus

given substantial leeway in specifying its local

community so long as the definition is reason.

able ; that is to say , the bank can provide a sensi

ble rationale for the delineation and has not arbi .

trarily excluded any low. and moderate-income

neighborhoods .

Reasonableness of Community Delineation

Each bank must delineate the local community or

communities that it serves . For instance , a state.

wide branching bank would serve a number of

" local communities," the total of which would

constitute its " entire community. " Further , more

than one ofice of a bank may serve the same local

community . For example , a bank may have offices

throughout a city and its suburbs and consider

that entire metropolitan area to be the local com

munity for those offices . Each community deline

ation must , of course , include the contiguous

areas surrounding each office or group of offices.

Because many factors influence the size and

shape of a bank's community , the regulation pro

vides guidelines to assist each bank in defining

its local community or communities .

The first guideline suggests the use of widely rec

ognized existing boundaries such as those of

SMSAs or counties for delineating a bank's local

community or communities . Such boundaries fre

quently constitute a reasonable approximation of

a bank's local community.

In general , a local community based on existing

boundaries should be no larger than an entire

SMSA or a county in a non -SMSA area . If a bank

has offices in more than one such area , it will

have more than one local community . When a

bank has an office near the boundary of an SMSA

or county , it should include those portions of adja.

cent counties that it serves . In rural areas , a local

community may sometimes encompass more

than one county but , generally, banks should not

use states or regions of states to delineate local

communities . A small bank that serves an area

smaller than an SMSA or county may define its

community to be a part of theSMSA or county. A

bank may make adjustments in a community de

lineation in the case of areas divided by state bor

ders , significant geographic barriers , or areas that

are extremely large or of unusual configuration .

The second guideline proposes the use of effec

tive lending territory , a concept more familiar to

savings and loan associations than to commer

cial and mutual savings banks . The effective lend

ing territory is that local area or areas around

each office or group of offices where an institu.

tion makes a substantial portion of its loans and

all other areas equally distant . If a bank employs

its effective lending territory, it is encouraged to

follow existing boundaries where practical .

One should not conclude from this guideline that

each office necessarily serves a separate and dis

tinct local community because each office typi .

cally has a different, though possibly partially

overlapping , effective lending territory. If a bank is

Low. and Moderate- income Neighborhoods

In determining whether the community definition

is reasonable , the examiner must be alert to situa.

tions where low- and moderate-income neighbor

hoods are gerrymandered out of a delineated

area . Morevoer, in assessing the record of a bank,

the examiner should focus particular attention on

its performance in low- and moderate-income

neighborhoods within a local community .

Low- and moderate - income neighborhoods may

be identified in mostcases in a manner similar to

the approach taken by HUD in administering the

Community Development Block Grant Program .

For this purpose , such neighborhoods are approx.

imated by those census tracts in an SMSA where

median family income is less than 80 per cent of

median family income for the entire SMSA. Unfor.

tunately, these data are not available for non

SMSA counties .

Non -SMSA areas, especially rural areas, present a

particular problem in identifying low- and moder

ate-income neighborhoods . In those areas, the ex

aminer may have to rely on personal knowledge of

the area, physical inspection as necessary , dis.

cussion with bank personnel or a combination of

these .

Small Business Lending

Small business loans represent one type of credit

which the Corporation believes is directly related

to the purposes of the CRA. In considering small

business lending , the examiner should not be

concerned with any hard and fast or precise defi .

nition of what constitutes a small business . In

stead , the examiner should regard as small busi

ness lending any loans to local firms whose ac.

cess to credit is limited to local sources because
of their size .

Section II -D 3 Community Reinvestment ( 6-83)
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EXAMINATION OBJECTIVES 5. To assess the bank's record in helping to meet

1. To determine if the bank's policies address the

6. To develop , organize and report information on

Section II-D
Community Reinvestment ( 6-83)
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EXAMINATION PROCEDURES

Limited Review

1. Determine the method used by the bank to de

mine whether the types of credit in the CRA

statement correspond with the types of credit

actually being extended . Request an explana

tion of any difference . ( 345.4 ( b ) ( 2 ) )

4. Review minutes of directors ' meetings to ver

2. Assess the bank's record of performance in

5. Ascertain that the public file contains all sign

6. Ascertain that the bank's public notice con

7. Review with management the following :

• The extent to which the bank is helping to

3. Review each CRA statement in effect during

Section II -D
5
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Expanded Review

1. Ascertain from bank personnel what steps the

2. Obtain the following :

• Minutes of the board of directors ' meetings ,

3. Review minutes of director's meetings and ver

- Community boundaries that are sharply

asymetrical , too narrowly drawn or so

broad that the bank fails to focus on its

4. Review and analyze the public files for:

• Any signed , written comments received from

5. Review each CRA statement in effect during

6. Analyze the bank's policies , procedures and

Section 11 -D 6
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• Makes all CRA statements available to the • The extent of the bank's marketing and spe.

Section 11-D Community Reinvestment ( 6-83)
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or communities and its policies , if any ,

with respect to its commitment to help

meet the credit needs of its entire com

munity , including low- and moderate -in

and the extent to which the bank has not

extended such credit in those areas .

Reliance may be placed upon geocoding of

credit extensions , credit applications and

credit denials . Where the bank is required

to maintain logs of applications , the exami

ner will review the logs to determine the

geographic distribution of loans, applica

tions and denials . In conjunction with other

fair lending examination programs , it may

be necessary to analyze further the geo

graphic distribution of small business

loans , including loans to small farms within

Section 11-D
8 Community Reinvestment ( 6-83)
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• The bank's origination of residentialmort. Pertinent factors may include :

-Purchases of state and municipal bonds ,

Section II- D 9
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credit needs of its entire community , in

cluding low- and moderate- income neighbor.

hoods, consistent with safe and sound opera

tion .

Initial contact may be made by telephone and

suffice as adequate in some instances . An in

person interview should be conducted , how

ever, whenever considerable information is

likely to be provided , a number of people may

be interviewed at the same location or rele

vant documentation may be made available

for review . Outside contacts should be docu

mented either in the workpapers or in the

supervisory section of the Compliance Re

port , including the names and titles of the per

sons and /or organizations contacted and a

brief summary of their comments regarding

the bank's record of performance in the com
munity .

10. Review the following with management:

9. Determine if the bank's record of performance

Section II- D
10
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UNIFORM INTERAGENCY

COMMUNITY REINVESTMENT ACT ( CRA)

ASSESSMENT RATING SYSTEM

composite CRA rating . the performance cat .

egories will be weighed and evaluated according

to how well the institution meets the descriptive

characteristics listed below .

Introduction

The purpose of the rating system is to provide a

uniform means for regulatory agencies to identify

quickly those institutions which require varying

degrees of encouragement in helping to meet

community credit needs . This provides a compre.

hensive and uniform system for evaluating the

performance of federally regulated financial insti .

tutions examined under the various assessment

factors of the Community Reinvestment Act and

facilitates more uniform and objective CRA

ratings .

The rating system ranks financial institutions on a

scale from 1 through 5 with a " 5 " representing the

lowest level of performance under the Act and,

therefore, the highest degree of concern. Level

" 3 " reflects performance which is less than satis

factory.

This sytem further employs five " performance

categories " or componentsfrom which the overall

composite CRA rating is derived. The perform

ance categories represent a grouping of the

various assessment factors contained in the im

plementing regulation for the Act . Each perform

ance category is evaluated on a scale of 1 to 5

with a " 5 " representing the lowest level and there

fore the worst performance. As explained later,

each performance category includes a narrative

description for each rating level.

Overview

Each financial institution is assigned a composite

CRA rating that is based upon the institution's

performance in meeting various community credit

needs. An examiner begins to evaluate the institu

tion's record in meeting community credit needs

by first reviewing its financial condition and size ,

legal impediments, and local economic condi

tions, including the competitive environment in

which it operates. The type of community in which

the institution is located will also have a signifi

cant bearing on how the institution fulfills its

obligations tothe community. Community credit

needs will often differ with the specific char

acteristics of each local community, resulting in a

variety of ways an institution may meet those

needs . To maintain a balanced perspective ex

aminers must carefully consider information pro

vided by both the institution and the community.

Composite Rating System

The performance categories are individually as.

signed a numeric rating. In assigning the overall

Rating ( 1) -- The institutions in this group have a

strong record of meeting community credit needs .

Both the board of directors and management take

an active part in the process and demonstrate an

affirmative commitment to the community. In

stitutions receiving this rating normally rank high

in all performance categories . Such institutions

have a commendable record and need no further

encouragement .

Rating ( 2) - Institutions in this group have a satis

factory record of helping to meet community

credit needs. Institutions receiving this rating nor

mally are ranked in the satisfactory levels of the

performance categories . Institutions in this cat

egory may require some encouragement to help

meet community credit needs.

Rating ( 3) -- Institutions in this group have a less

than satisfactory record of helping to meet com

munity credit needs. The board of directors and

management have not placed strong emphasis on

the credit needs of the community. Institutions re

ceiving this rating have mixed rankings surround

ing the midrange levels of the performance cat

egories. Such institutions require encouragement

to help meet the community credit needs.

Rating ( 4) - Institutions in this group have an un

satisfactory record of helping to meet community

credit needs. The board of directors and manage

ment give inadequate consideration to the credit

needs ofthe institution's community. Institutions

receiving this rating generally rank below satis

factory in the majority of the performance cate

gories . Such institutions require strong encour

agement to help meet community credit needs.

Rating ( 5 ) - Institutions in this group have a sub

stantially inadequate record of helping to meet

communiy credit needs . The board of directors

and management appear to give little considera

tion to the credit needs of the institution's com

munity. Institutions receiving this rating generally

rank in the lowest levels of the performance cat

egories. Such institutions require the strongest

encouragement to be responsive to community

credit needs.

Performance Categories

For purposes of evaluating an institution's CRA

performance the various assessment factors and

Appendix A 5
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criteria are grouped into the following " per

formance categories " :

1. Community CreditNeeds and Marketing

erate- income areas ) of its community and

making meaningful contacts with a reason.

ably full range of organizations ( civil ,

religious , neighborhood , minority , etc. ) to

assist in determining the credit needs of all

Appendix A
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institution generally has made no efforts to

market its services on an equal basis to all

segments of its community . Marketing and

credit related programs do not include a

mechanism for reaching low- and moderate

income areas within the delineated communi

ty . The institution's marketing effort does not

adequately focus on marketing the types of

credit for which the institution has identified a

need ( or a need is otherwise apparent ) . There

may also be some concern about the commu

nity delineation .

Rating Level 4 - The institution's efforts to de

termine community credit needs are very

limited and fail to address major segments of

its community. Management has not estab

lished a dialogue with organizations repre

sentative of the community, including any

which represent low- and moderate-income or

minority neighborhoods within the delineated

community. The institution's marketing and

credit related programs are limited or poorly

conceived . There may also be some concern

about the community delineation . Senior

management is unaware of special needs of

low. and moderate- income residents, small

business and small farms .

Rating Level 5 - The institution has not under

taken any meaningful efforts to determine

community credit needs. Management has

limited knowledge regarding the community's

demographic characteristics . The institution's

marketing and credit related programs are

either non -existent or have repeatedly exclud

ed low- and moderate-income areas within the

delineated community. There may also be

some concern about the community delinea

listed in the statement demonstrates an af.

firmative effort to make such loans and to do

its share in meeting existing needs , consis .

tent with its resources and capabilities .

Rating Level 2 - The institution's CRA

statement and loan portfolio indicate that it

has investigated the need for residential mort.

gage loans , housing improvement/rehabilita

tion loans , small business and farm loans ,

and private , as well as government-insured ,

guaranteed , or subsidized forms of such loans

within its community . It has made an explicit

effort to assure that its loan policies are

responsive to the needs found . The institu

tion's performance in this category is dis

tinguished from a 1 -rated institution primarily

in the extent to which it is marketing the

availability of loans and/or in the degree to

which the types and volume of loans being

made match the community's most pressing

credit needs.

Rating Level 3 -- The institution may not be

offering one or more types of credit listed in

its CRĀ statement, despite a capacity to do

so . The institution's loan portfolio and other

sources , including peer analysis , may indicate

that the institution's share of loans of a type

or types identified as needed in the communi

ty , including any low- and moderate-income

areas , is marginal or somewhat below aver

age , particularly with respect to extensions

for residential housing, small business or

farm credit.

Rating Level 4 -- The institution's record of

offering and of making loans reveals that it is

doing relatively little to help meet known or

demonstrated credit needs for residential ,

small business or small farm credit, par

ticularly for residents of low- and moderate

income areas. Its participation in private, as

well as government insured , guaranteed or

subsidy loan programs is either prefunctory or

nonexistent, under circumstances where the

need for such loans has been identified and

the lender can articulate no objective support

able reason for its low level of participation .

Rating Level 5 - The institution is unwilling

to adapt its credit offerings to serve demon.

strated unmet credit needs in its commuity,

particularly for housing , small business or

small farm credit . This rating would be par

ticularly appropriate where the lender's failure

to meet these needs was cited in a previous

examination .

Appendix A 7 ( 6-83)
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III . Geographic Distribution ( Assessment Factors tion's record of opening and closing offices

and its provision for services at its office may

indicate a disparity of treatment between cer.

tain areas within its community . Such a dis

parity is isolated and not an overall intentional

pattern or practice . Management has plans to

undertake immediate steps to restore reason

ably equal service to any affected areas .

Rating Level 4 -- The geographic distribution

of credit extensions , applications and denials

reveal unreasonable lending patterns , par

ticularly in low- and moderate- income neigh

borhoods or areas of racial /ethnic concentra

tion . The geographic distribution of applica

tions may indicate a possible pattern or prac

tice of discouraging or illegally prescreening

applications . The institution's record of open

ing and closing offices and the provisions of

services at its offices may suggest a pattern

of disparate treatment of minority or low- and

moderate- income nel ghborhoods . The record

might portray an institution that has sys.

tematically sought to close or curtail services

at offices serving minority or less affluent

neighborhoods while opening new offices in

developing, majority or upper-income areas .

Rating Level 5 - The geographic distribution

of credit extensions , applications and denials

reveals extensive systematic unreasonable

lending patterns . The institution has adopted

loan policies and procedures , such as unjusti

fiably high minimum mortgage amounts or

down payments or restrictions based on the

age of property, which have or can reasonably

be expected to have a significantly adverse

impact on loan availability in low- and mod

erate-income or minority neighborhoods. The

institution's record of opening and closing of.

fices and the provision of services at its of.

fices suggest a continuing pattern of dis

parate treatment of minority or low- and mod

erate- income neighborhoods . Where this was

previously cited , management has not taken

any corrective action .

IV . Discrimination or Other illegal Credit Prac

Appendix A 8 ( 6-83)
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Rating Level 3 - The institution is in less than

satisfactory compliance with antidiscrimina

tion and other credit laws .

Rating Level 4 -- The institution has an unsat

isfactory record of compliance with antidis

crimination and other credit laws .

Rating Level 5 - The institution is in substan .

tial noncompliance with antidiscrimination

and other credit laws .

V. Community Development and Other Factors

or implementation . Or , the institution is plan

ning to undertake a specific activity designed

to help meet community credit needs , which

has not been covered in other categories ,

within six months .

Rating Level 3 - The institution is only vaguely

aware of the community development/redevel .

opment activities in its community . The in

stitution has taken little affirmative action to

become involved in community development

or to learn the specific features of different

programs . Management appears receptive to

becoming involved or investing in one or more

programs but prefers to wait for a request to

be initiated by community officials . At such

time , the institution will consider possible par

ticipation . Management has periodically dis

cussed various efforts to respond to com

munity credit needs but a specific plan has

not been developed .

Rating Level 4 - Management is unaware of

the existence or nature of community develop

ment programs within its community and has

expressed no interest in pursuing this area .

Management has not developed any other pro

grams , which were not covered previously , to

help meet community credit needs . Manage

ment may be unaware of the CRA regulations '

encouragement of institution involvement in

community development/redevelopment pro

grams .

Rating Level 5 -- Management has repeatedly

demonstrated its lack of interest in determin

ing if community developments projects exist

in its community. It has not expressed an in

terest in developing its own response to com

munity credit needs .

Request Last five years allocation of regulatory staff

resources to CRA enforcement .

Staff Hours Allocated to CRA Examinations

1983 1984 1985 1986 1987

18,346 9,156 5,141 6,211 10,620

( Source : Division of Bank Supervision Progress Reports )
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RESPONSE TO REQUEST OF SENATOR GRAHAM FROM

Factors Used by the

office of the Comptroller of the currency

in Assessing Performance under the

The Community Reinvestment Act ( CRA ) encourages banks to help meet the

credit needs of their local communities. Credit needs are unique to each

community and banks may help meet those needs in different ways . Each

bank is evaluated on the basis of its attempts to ascertain community

credit needs and its efforts in helping to meet those needs . In

conducting a CRA assessment , examiners tailor the related procedures to a

bank's size , the level of management's knowledge and expertise regarding

CRA's spirit and intent , and the characteristics of the bank's delineated

community. The Office of the Comptroller of the currency ( OCC ) assesses a

national bank's performance under CRA by considering activities conducted

as they pertain to the 12 assessment factors prescribed by 12 CFR 25.7 ( a )

through ( 1 ) . The following chart reflects these assessment factors and

the corresponding procedures used by national bank examiners .

TWELVE ASSESSMENT FACTORS EXAMINATION PROCEDURES

1 ) Bank activities that ascertain the

credit needs of its local

community .

Obtain information from a review of bank

records and interviews with bank staff .

( Studies /customers /neighborhood groups /
local government )

2 ) ( e.g.The extent of the bank's marketing

and special credit - related programs

to make community members aware of

credit services available .

Review bank's marketing program .

mortgage counseling programs /

advertising / convenient hours /

brochures )

3 ) The extent of participation by the

bank's board of directors in

formulating CRA policies and

in the bank's CRA performance .

Review minutes of board of directors

meetings and any other bank documentation

available . ( Bank staff awareness of

CRA . )

4 ) Any practices intended to dis

courage applications for credit

listed in the bank's CRA statement .

5 ) The geographic distribution of the

bank's credit extensions, credit

applications and credit denials .

Review other fair lending examination

programs ( ECOA and Fair Housing Act ) .

( Bank staff awareness of CRA / prescreening . )

Initially rely on discussion with other

examiners , review of examination reports

and working papers of other programs.

Review bank files and interview bank

management . Additional reliance may be

placed on geocoding .

6 ) Evidence of discriminatory or

other illegal credit practices .

Review prior reports of examination /

other examination programs currently

being performed .

7 ) The bank's record of opening and

closing offices and providing

services at offices .

Obtain information from the field or

district office or from the bank's

records . Review any public comments .
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8 ) Bank participation in local

community development and

redevelopment projects or

programs .

Review written lending policy and procedure

manuals . Interview lending officers. ( HUD

community development block grant program /

local neighborhood preservation efforts / CDC
neighborhood housing services . )

9) Review bank financial statements , HMDA

disclosures , lending policy and procedure

manuals . Interview bank staff.

The bank's origination of

residential mortgage loans ,

housing rehabilitation loans ,

home improvement loans, and small

business or small farm loans within

its community, or the purchase of

such loans originated within its

community .

10 ) Bank participation in governmen Review bank financial statements, HMDA

disclosures , lending policy and procedure

manuals . Interview bank staff . ( FHA /VA /

FMHA mortgage loans /SBA Loans /FHA Title I

home improvement loans )

11 ) The bank's ability to meet Review examination workpapers and

reports . Consider safety and soundness .

( Small banks may lack resources )

12 ) Other factors that bear upon the Consider factors such as bank purchases

of state and municipal bonds , secondary

mortgage market securities or whether the

bank's policies promote efforts to assist

existing residents in neighborhoods

undergoing reinvestment and change .

-



302

Allocation of Resources by

the Office of the Comptroller of the currency

The Office of the Comptroller of the currency ( OCC ) does not gather

data on resources devoted specifically to the community Reinvestment

Act ( CRA ) . Estimating that 20 percent of onsite consumer activities

examination time is devoted to CRA, however , yields the following :

1983 1984 1985 1986 1987

27,000 17,000 13,000 15,000 23,000

These estimates do not include offsite activities related to CRA such

as meetings with community leaders and evaluation of corporate

applications . During 1987 , occ staff met with over 70 public

interest groups to discuss CRA related issues . Additionally, Occ

provided speakers for over 30 seminars and training sessions

sponsored by trade and state banking associations promoting

compliance with CRA and other consumer related laws and regulations .
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Senator GRAHAM . Let me ask another question of Governor

Seger. Has the Fed ever denied an application based on CRA

grounds? The statement was made yesterday they had not.

PROMISES OF FUTURE PERFORMANCE

That's a statement of dissent which raises questions about the

diligence of the Fed in both reviewing its standards of past per

formance and applying those standards to making current deci

sions.

!
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record of that institution both on its preapplication obligations and

those that attached at the time of application ?
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May 24 , 1988 MARTHA R. SEGER

MEMBER OF THE BOARD

The Honorable Bob Graham

United States Senate

Washington , D.C. 20510

Dear Senator :

During the CRA oversight hearings on March 23 , you

asked for additional comments on the Advance Bancorp , Inc. ,

order issued by the Board in October 1986 , our resource

allocations for the enforcement of CRA for a five -year period ,

and the performance standards that we use for the evaluation of

CRA performance. I am writing to provide you with that
information .

The Advance Bancorp , Inc. , application involved a

request to form a holding company by acquiring the South Chicago

Savings Bank . South Chicago's CRA record had been less than

satisfactory over a number of examinations ; however , the trend

at that time indicated that improvement was taking place . In

connection with that application , Advance made a number of

commitments that the Board felt would serve to further improve

the Bank's record . Those commitments are enclosed ( Attachment

A ) . Advance was required to submit monthly reports to the

Federal Reserve Bank of Chicago regarding its progress in

fulfilling the commitments it had made . In the little over a

year since the application was approved Advance has reported

that South Chicago Savings has redelineated its community , is

making more consumer loans to its community, is expanding its

marketing efforts , and is generally taking steps to become more

involved in the community . A detailed progress report is also

included in Attachment A. Advance will continue reporting to
the Reserve Bank until it is determined that each of the

commitments has been fully met and the bank's performance is

found to be satisfactory .

With respect to the resources allocated to CRA

enforcement , I have also enclosed a chart ( Attachment B ) that

shows the time spent on CRA examinations by Federal Reserve

consumer affairs examiners to be between 12 % and 13 % of the time

spent completing the entire consumer affairs examination at

State member banks. Our data do not suggest that our resource

allocations are decreasing . In fact the chart indicates that

estimated dollars devoted to that portion of the consumer

affairs examination have actually increased during this time

period from $ 707 in 1983 to $ 1,023 in 1287 for each CRA review .
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The Honorable Bob Graham

Tage Two

Also , these data do not include the resources devoted to the

Federal Reserve's Community Affairs Program which indirectly

supports our CRA efforts .

Our performance standards for evaluating a bank's CRA

performance during the consumer affairs examination is described

in the Uniform Interagency CRA Rating System adopted by the

Federal Reserve System , the Federal Deposit Insurance

Corporation , and the Office of the Comptroller of the Currency

in 1981 ( Attachment C ) . This system employs five performance

categories or components from which examiners derive the overall

composite CRA rating . The performance categories represent a
grouping of the various assessment factors contained in the

implementing regulation ( Regulation BB ) for CRA. The rating

system provides the examiner with a description of the type of

activities that are appropriate for each rating level within

each of the performance categories . These descriptions are

standards that guide the examiner in selecting the appropriate

rating for an institution . In addition , I am enclosing a copy

of the interagency examination procedures ( Attachment D ) which

explain in more detail the kinds of reviews undertaken by our

examiners when doing a CRA examination .

1

Your final question posed a distinction between a

review emphasizing the bank's " process" for addressing CRA and

one emphasizing the bank's " performance" . As I stated in my

testimony , I believe our examinations involve looking at both .

However , it is not our policy to require banks to make parti
cular kinds of loans of specified amounts in a given area in

some relationship to the demographic make-up of the area . That ,

in my opinion , would be a form of credit allocation , which the

Board has long held is properly a legislative function rather

than a function this , or any other , agency should take upon

itself .

I hope this information is helpful . Please let me know

if I can be of further assistance .

Sincerely ,

; Plattalisca

Enclosures
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Attachment A

STATUS REPORT ON ADVANCE BANCORP'S FULFILLMENT

COMMITMENTS :

1 . Bank will extend its community delineation to the north and

west to include 46 new census tracts of which 44 have a Black

population in excess of 80 percent and 28 of which are considered

low- income .

Bank extended its community delineation as agreed . Under this

extension , the total number of low- and moderate - income tracts

increased from 5 to 29 .

2 . Bank will increase its loan-to-deposit ratio within five

years and increase the number of loans made in its delineated CRA

community to a level providing an equivalent ratio of the number

of loan accounts both inside and outside its delineated
community .

Bank's loan - to -deposit ratio has increased . The ratio was 33

percent on 9-30-86 ; 36 percent on 12-30-86 ; and 40 percent at

9-30-87 . ( When Applicant submitted its first application to the

Federal Reserve Board , this ratio was 13 percent . ) Number and

dollar amounts of loans made within the community have also

increased and now approximate the percentage of deposit accounts

from within the delineated community .

3. Bank will expand and enlarge the percentage of Bank's

consumer loans , including the percentage of consumer loans made

within Bank's delineated community .

The percentage of consumer loans made within the delineated

community has expanded . As of year- end 1987 , mortgage loans

originated within the community consisted of 71.9 percent of the

number and 73.8 percent of the dollar value of the total

mortgages outstanding. Consumer installment loans originated

within the community consisted of 76.9 percent of the number and

80.2 percent of the dollar amount of total consumer loans

outstanding .

Applicant and Bank will further study the needs of Bank's

newly enlarged designated community by conducting an independent

survey of consumer credit needs .

Bank contracted with an independent market research company to

conduct a credit needs survey of its community . Staff from the

Federal Reserve Bank of Chicago provided guidance to the company

on the types of information needed from the survey.
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5 . Applicant and Bank will solicit advice from members of

community organizations and invite their participation on Bank's
Community Advisory Group .

Applicant expanded the number of members on its Community

Advisory Group from 11 to 20. The new members represent those

communities added when Bank increased its local delineation .

( See commitment 1 )

6 . Applicant and Bank will increase substantially advertising to

make known its lending program to its designated community .

Bank has substantially increased the number and types of credit

advertising over the last year. Bank has utilized community

newsletters, newspaper, ( including minority publications ) , and

minority radio stations .

7 . Applicant and Bank will participate in various community

development programs.

1
Bank has participated in and contributed towards various

community development programs, including a $ 500,000 investment

in the Community Investment Corporation's program in Chicago .

October of 1987, Bank hired a person for the community affairs

function at the bank on a full - time basis .
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Attachment B

Federal Reserve System

Examination Resources Devoted to CRA

1 . Year 1983 1984 1985 1986 1987*

2 . Number of CRA Reviews 764 709 765 637 557

3 . Average Hours Spent

on CRA Review 11 10 9 10 10

4 . Time Spent on CRA

as Percent of Total

Onsite Examination

Time

13 % 12 % 12 % 13 % 13 %

5 . Time Spent on CRA

as Percent of Total

Examination Time

( Includes Bank and

Reserve Bank Time )

10% 9% 9% 9 % 10%

6 .

$ 540 $495 $513 $531 $570

Estimated System

Dollars Allocated

to CRA Portion

of Examination

( in thousands )

$707.00 $ 698.00 $671.00 $834.00 $ 1,023.007. Average Cost Per

* Only preliminary 4th quarter data available for 1987 .
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ATTACHMENT C

UNIFORM INTERAGENCY COMMUNITY REINVESTMENT ACT ( CRA ) ASSESSMENT RATING SYSTEM

The purpose of the rating system is to provide a uniform means for

regulatory agencies to identify quickly those institutions which require

varying degrees of encouragement in helping to meet community credit needs .

This provides a comprehensive and uniform system for evaluating the perfor

mance of federally regulated financial institutions examined under the

various assessment factors of the community Reinvestment Act and facilitates
more uniform and objective composite CRA ratings .

The rating system ranks financial institutions on a scale from 1

through 5 with a " 5" representing the lowest level of performance under the

Act and , therefore , the highest degree of concern . Level " 3 " reflects

performance which is less than satisfactory .

This system further employs five " performance categories " or com

ponents from which the overall composite CRA rating is derived . The perfor

mance categories represent a arouping of the various assessment factors

contained in the implementing regulation for the Act . Each performance

category is evaluated on a scale of 1 to 5 with a " 5 " representing the

lowest level and therefore the worst performance . As explained later ,

each performance category includes a narrative description for each

rating level.

OVERVIEW

Each financial institution is assigned a composite CRA rating that

is based upon the institution's performance in meeting various community

credit needs. An examiner begins to evaluate the institution's record in

meeting community credit needs by first reviewing its financial condition

and size , legal impediments, and local economic conditions , including the

competitive environment in which it operates. The type of community in

which the institution is located will also have a significant bearing on

how the institution fulfills its obligations to the community . Contenunity

credit needs will often differ with the specific characteristics of each

local community , resulting in a variety of ways an institution may meet

those needs . To maintain a balanced perspective, examiners must carefully

consider information provided by both the institution and the community .

COMPOSITE RATING SYSTEM

The performance categories are individually assigned a numeric

rating. In assigning the overall composite CRA rating , the performance

categories will be weighed and evaluated according to how well the

institution meets the descriptive characteristics listed below .

FRS Compliance Handbook ( 4/82 ) II.1.55

* Approved, FFIEC, July 1981
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Rating ( 1 )

The institutions in this group have a strong record of meeting

community credit needs . Both the Board of Directors and management take

an active part in the process and demonstrate an affirmative commitment

to the community . Institutions receiving this rating normally rank high

in all performance categories . Such institutions have a commendable

record and need no further encouragement .

Rating ( 2 )

Institutions in this group have a satisfactory record of helping

to meet community credit needs. Institutions receiving this rating normally

are ranked in the satisfactory levels of the performance categories . Insti

tutions in this category may require some encouragement to help meet community

credit needs .

Rating ( 3 )

Institutions in this group have a less than satisfactory record

of helping to meet community credit needs . The Board of Directors and

management have not placed strong emphasis on the credit needs of the com

munity. Institutions receiving this rating have mixed rankings surrounding

the mid - range levels of the performance categories . Such institutions require
encouragement to help meet the community credit needs.

Rating ( 4 )

Institutions in this group have an unsatisfactory record of help

ing to meet community credit needs, The Board of Directors and management

give inadequate consideration to the credit needs of the institution's com

munity . Institutions receiving this rating generally rank below satisfactory

in the majority of the performance categories. Such institutions require

strong encouragement to help meet community credit needs.

Rating ( 5 )

Institutions in this group have a substantially inadequate record

of helping to meet community credit needs. The Board of Directors and man

agement appear to give little consideration to the credit needs of the insti

tution's community . Institutions receiving this rating generally rank in

the lowest levels of the performance categories. Such institutions require

the strongest encouragement to be responsive to community credit needs .

PERFORMANCE CATEGORIES

For purposes of evaluating an institution's CRA performance , the

various assessment factors and criteria are grouped into the following

" performance categories : "

FRS Compliance Handbook. ( 4/82 )
II.1.56

Approved, FFIEC, July 1981
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1. Community Credit Needs and Marketing

II . Types of Credit Offered and Extended

1

The institution is evaluated in this category on the types and amounts

of credit extended to the community and the degree to which those ex

tensions are , in fact , helping to meet the community's needs. Included

in this category are assessment factors ( i ) and ( j) plus the institu

tion's CRA statement .

III . Geographic Distribution

The geographic distribution of the institution's loans and any prac

tices meant to discourage applications are considered in this category ,

as well as the impact of the opening or closing of any offices and the

services offered at those facilities . Included in the category are

assessment factors ( d ) , ( e ) , and ( g ) .

IV . Discrimination or Other Illegal Credit Practices

The institution's compliance with anti -discrimination and other credit

laws are evaluated in this category . The category includes assessment

factor ( f ) . The rating to be assigned here corresponds to the institu

tion's composite compliance rating.

v. Community Development

The institution is evaluated in this category on its participation in

conmunity development and /or other factors relating to meeting local

credit needs. Included in this category are assessment factors ( h ) ,

( k ) , and ( 1 ) .

Each of the performance categories and the level of performance

relating to each category are described in greater detail below .

PERFORMANCE CATEGORY RATING SYSTEM

I. Community Credit Needs and Marketing ( Assessment Factors ( a ) ,

FRS Corliance Handbook ( 4/82 )
II.1.57

Approved, FFIEC, July 1981
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o Rating Level 1

The institution has actively undertaken steps to determine

community credit needs . These activities may include :

a ) identifying the demographic makeup ( racial / ethnic groups

..

b ) taking into consideration comments to the public file

c ) contacting local government officials to identify any

The institution has actively undertaken marketing and credit

related programs appropriate to the size and capacity of the

institution and the nature and location of the community .

These programs should reach all segments of its community .

Community segments would include low and moderate - income

residents , small businesses and , where applicable, owners

of small farms . Management has also established working

relationships with real estate brokers and others who

serve low and moderate- income areas and who may provide

assistance for small or minority businesses . There is

evidence that senior management is aware of community

concerns and activities.

o Rating Level 2

The institution has undertaken activities to determine its

canmunity's credit needs . As a result of these activities ,

the institution is generally aware of the credit needs within
its community , including low , and moderate income areas . The

institution has initiated a dialogue with cormunity represen

tatives such as local government , neighborhood , religious, and

minority organizations , or small business and small farm

organizations. The institution has undertaken marketing and

credit related programs but the programs are not ongoing or

comprehensive. Senior management demonstrates an awareness

of community concerns and activities .

FRS Compliance Handbook ( 4882 ) II.1.58

* Approved, FFIEC, July 1981
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o Rating Level 3

1

!

-

The institution's activities to determine community credit

needs are limited . The institution's employees may serve

as volunteers on community organization boards and committees .

However , the institution has not established a systematic

method to determine how or if its employee's volunteerism

assists the institution in meeting its CRA goals . The

institution's advertising may be principally deposit

oriented . In addition , the institution generally has

made no efforts to market its services on an equal basis

to all segments of its community. Marketing and credit

related programs do not include a mechanism for reaching

low- and moderate - income areas within the delineated

community . The institution's marketing effort does not

adequately focus on marketing the types of credit for

which the institution has identified a need ( or a need

is otherwise apparent . ) There may also be some concern

about the community delineation .

o Rating Level 4

The institution's efforts to determine community credit

needs are very limited and fail to address major segments

of its community . Management has not established a dia

loque with organizations representative of the community ,

including any which represent low and moderate - income or

minority neighborhoods within the delineated comunity .

The institution's marketing and credit related programs

are limited or poorly conceived . There may also be some

concern about the community delineation . Senior manage

ment is unaware of special needs of low- and morderate

income residents , small business and small farms.

o Rating Level 5

The institution has not undertaken any meaningful efforts

to determine conmunity credit neers. Management has limited

knowledge regarding the community's demographic characteris

tics . The institution's marketing and credit related programs

are either non - existent or have repeatedly excluded low and

moderate - incare areas within the delineated community . There

may also be some concern about the community delineation .

II . Types of Credit Offered and Extended ( Assessment Factors ( i ) ,

FRS Compliance Handbook ( 4/82) II.1.59

Aroved, FFIEC, July 1981
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o Rating Level 1

The institution has investigated the need for different types

of credit within its community such as residential mortgage

loans , housing rehabilitation and home improvement loans , and

small business or farm loans , including the need for private ,

as well as government- insured , guaranteed or subsidized forms

of such loans . It has then made an explicit effort to assure

that its loan policies are responsive to the needs and has

examined the extent to which it and other institutions within

the corrmunity are meeting the need for such loans . The insti

tution's CRA Statement lists the type of loans found to be

needed in the carrmunity . The involvement by the institution

in the making of each type of loan listed in the statement

demonstrates an affirmative effort to make such loans and

to do its share in meeting existing needs , consistent with

its resources and capabilities .

o Rating Level 2

The institution's CRA Statement and loan portfolio indicate

that it has investigated the need for residential mortgage

loans , housing improvement /rehabilitation loans , small busi

ness and farm loans, and private, as well as government
insured , guaranteed , or subsidized forms of such loans within

its community. It has made an explicit effort to assure that

its loan policies are responsive to the needs found . The

institution's performance in this category is distinguished

from a 1- rated institution primarily in the extent to which

it is making the availability of loans and /or in the degree

to which the types and volume of loans being made match the

community's most pressing credit needs .

o Rating Level 3

The institution may not be offering one or more types of

credit listed in its CRA Statement , despite a capacity to

do so . The institution's loan portfolio and other sources ,

including peer analysis, may indicate that the institution's

share of loans of a type or types identified as needed in

the conmunity , including any lower and moderate- income areas ,

is marginal or somewhat below average , particularly with

respect to extensions for residential housing, small business

or farm credit .

FRS Compliance andbruk ( 4782)
II.1.60

Approved, FFIEC , July 1981

85-619 O - 88 - 11
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O Rating Level 4

The institution's record of offering and of making loans

reveals that it is doing relatively little to helpmeet known

or demonstrated credit needs for residential, small business

or small farm credit , particularly for residents of low- and

moderate- income areas. Its participation in private , as well

as government - insured , quaranteed or subsidy loan programs is

either perfunctory or nonexistent , under circumstances where

the need for such loans has been identified and the lender

can articulate no objective supportable reason for its low

level of participation .

o Rating Level 5

The institution is unwilling to adapt its credit offerings

to serve demonstrated unmet credit needs in its community ,

particularly for housing, small business or small farm credit .

This rating would be particularly appropriate where the len

der's failure to meet these needs was cited in a previous

examination .

III . Geographic Distribution ( Assessment Factors ( d ) , ( e ) , and ( 9 ) )

o Rating Level 1

The geographic distribution of the institution's credit exten

sions , applications and denials indicate that the institution

is making the substantial portion of its credit available to

all areas within its community . The institution has reviewed

the geographic distribution of its credit extensions, applica

tions and denials in a manner appropriate to the size and

capacity of the institution and the nature and location of

the community . Where that review has disclosed a very low

level of applications from or loans to a particular neigh

borhood or area , especially low or moderate- income areas ,

the institution has reviewed its marketing practices to

determine what , if any , impact they may have had on the

distribution . Where apropriate , the institution has either

revised its marketing practices or lending policies or both .

The institution's offices are reasonably accessible to all

segments of its community and banking hours are tailored to

meet the convenience and the needs of its customers. Finally,

the institution considers, in advance , the potential impact

of opening and closing offices on its ability to continue

offering equal services throughout its community .

FRS Compliance Handbook ( 4/82 )
II.1.61

Approved, FFIEC , July 1981
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o Rating Level 2

The geographic distribution of the institution's credit exten

sions, applications, and denials indicate that the lender is

making credit available to all areas within its community .

The institution has taken steps to eliminate unreasonable

lending patterns disclosed by examiners or which have resulted

from the review of the institution's policies or practices.

The geographic distribution of applications reveals no pattern

suggestiveof any practice of discouraging or " prescreening"

applications . The institution's record of opening and closing

offices and the provision of services at its offices do not

reflect any disparate treatment of minority or low and

moderate- income neighborhoods. Offices are reasonably

accessible to all segments of its delineated community.

Services and banking hours are periodically reviewed to

assure accomodation of all segments of the delineated

community ,

o Rating Level 3

The geographic distribution of the institution's credit

extensions , applications and denials may suggest unreasona

ble lending patterns . Management has not attempted to review

its lending policies and procedures or to analyze the insti

tution's lending patterns within its community . The insti

tution's record of opening and closing offices and its pro

vision for services at its offices may indicate a disparity

of treatment between certain areas within its community .

Such a disparity is isolated and not an overall intentional

pattern or practice. Management has plans to undertake in

mediate steps to restore reasonably equal service to any

affected areas .

o Rating Level 4

The geographic distribution of credit extensions , applications ,

and denials reveal unreasonable lending patterns , particularly

in low and moderate - income neighborhoods or areas of racial /

ethnic concentration . The geographic distribution of appli

cations may indicate prescreening applications. The insti

tution's record of opening and closing offices and the pro

vision of services at its offices may suggest a pattern of

disparate treatment of minority or low- and moderate- income

neighborhoods. The record might portray an institution that

has systematically sought to close or curtail services at

offices serving minority or less affluent neighborhoods while

opening new offices in developing, majority or upper - income

areas .

FRS Compliance Handbook ( 4/82 ) II.1.62

Approved, FFIEC, July 1981
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o Rating Level 5

The geographic distribution of credit extensions, applications ,

and denials reveals extensive systematic unreasonable lending

patterns . The institution has adopted loan policies and pro

cedures, such as unjustifiably high minimum mortgage amounts

or down payments or restrictions based on the age of property

which haveor can reasonably be expected to have a signifi

cantly adverse impact on loan availability in low and

moderate - income or minority neighborhoods . The institution's

record of opening and closing offices and the provision of

services at its offices suggest a continuing pattern of dis

parate treatment of minority or low and moderateincome

neighborhoods. Where this was previously cited , management

has not taken any corrective action .

Discrimination or Other Illegal Credit Practices ( Assessment

Factor ( f ) ) .

The rating to be assigned here corresponds to the institution's

camposite compliance rating .

-
-

o Rating Level 1 ---

The institution is in substantial compliance with anti

discrimination and other credit laws .

o Rating Level 2

The institution is in satisfactory compliance with anti

discrimination and other credit laws .

o Rating Level 3

The institution is in less than satisfactory compliance

with antidiscrimination and other credit laws .

O Rating Level 4

The institution has an unsatisfactory record of com

pliance with antidiscrimination and other credit laws .

o Rating Level 5

The institution is in substantial noncompliance with

antidiscrimination and other credit laws.

FRS Compliance Handook ( 4782)
II.1.63

Approved, FFIEC , July 1981
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V. Community Development and Other Factors ( Assessment Factors

( h ) , ( k ) , and ( 1 )

o Rating Level 1

-
-
-

The institution has taken affirmative steps to become aware

of the full range of community development and redevelopment

programs within its community. It is actively participating

in the development or implementation of such programs

to an extent consistent with its size , capacity , and

the nature and location of the community. In non -SMSAS ,

the institution has contacted appropriate government and

nongovernment representatives to determine the level of

carmunity development needs in its area. It has then

determined what areas are appropriate for its involvement

and has initiated such involvement or has undertaken other

types of activities not previously covered , which in the

examiner's judgment reasonably bear upon the extent to

which the institution is meeting the community credit

needs .

o Rating Level 2

The institution is aware of community development / redevelop

ment programs within its community. It has advised appro

priate community officials of its interest in participating

in such programs and is already involved in some aspects of

program planning or implementation . Or , the institution is

planning to undertake a specific activity designed to help

meet community credit needs, which has not been covered in

other categories , within six months .

o Rating Level 3

The institution is only vaguely aware of the community

development / redevelopment activities in its conmunity .

The institution has taken little affirmative action to

became involved in community development or to learn

the specific features of different programs. Management

appears receptive to becoming involved or investing in

one or more programs, but prefers to wait for a request

to be initiated by community officials . At such time ,

the institution will consider possible participation .

Management has periodically discussed various efforts

to respond to community credit needs , but a specific

plan has not been developed .

FRS Compliance Handbook ( 4782 )
II.1.64

* Approved, FFIEC, July 1981
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Rating Level 4

Management is unaware of the existence or nature of

community development programs within its community

and has expressed no interest in pursuing this area .

Management has not developed any other programs, which

were not covered previously , to help meet community

credit needs , Management may be unaware of the CRA

regulation's encouragement of institution involvement

incommunity development / redevelopment programs .

o Rating Level 5

Management has repeatedly demonstrated its lack of

interest in determining if community development pro

jects exist in its community . It has not expressed

an interest in developing its own response to community

credit needs .

HOUSING AND COMMUNITY DEVELOPMENT ACT OF 1980

EXAMINATION PROCEDURES

The Board shares the concern of Congress that widespread conver

sions or rental housing may reduce the housing options available to certain

citizens, particularly low - income, elderly , and handicapped tenants . There

fore , examiners should :

1. Notify State member banks and various civic, religious, and

neighborhood organizations of the sense of the Congress . The number and

typesof groups. contacted with which examiners discuss the Act should be

recorded in the workpapers .

2. Ask city planning officers for a list of condominium com

versions and who is providing the financing for the conversion . If such

a project is in process and a State member bank is financing the con

version , the examiner should counsel these banks about the expression of

public policy .

FRS Compliance Handbook ( 4/82 )
II.1.65

Approved, FFEC, July 1980
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ATTACHMENT D

COMMUNITY REINVESTMENT ACT EXAMINATION PROCEDURES

The following statement , which contains procedures used to examine

an institution for compliance with the community Re investment Act and regula

ation was developed by an interagency task force representing the Comptroller

of the Currency , Federal Deposit Insurance Corporation , Federal Home Loan Bank

Board , and Federal Reserve Board. This is the first time the four regulatory

agencies have combined their efforts to develop uniform procedures. Any modi

fications or alterations of these procedures in the future will be madeon the

same basis .

INTRODUCTION

This statement was prepared with several objectives in mind .

o To provide specific examination procedures .

• To indicate the general scope , character , and intent of the

o To provide guidance for the examination of diverse institutions

o To make publicly available a self - contained general statement on

Premises

The statement is based on several premises .

o The CRA review will be integrated into existing examination pro

o Each agency will adopt a reporting method consistent with its

o The examiner will discuss with management the overall findings

OVERVIEW

A. Community Reinvestment Act

The Community Reinvestment Act is intended to encourage regulated

financial institutions 1 to help meet the credit needs of their entire

1 The term " regulated financial institution " means a conmercial bank , mutual

FRS Compliance Handbook ( 1779) II.1.38



322

communities , including low- and moderate - income neighborhoods, while preserv

ing the flexibility necessary for the institutions to operate in a safe and

sound manner .

Encouragement is to be provided by four supervisory agencies , 2
each of whom is required :

o To use its examination authority to encourage an institution

• To assess , in connection with its examination , an institution's

o To take that record into account in evaluating an application

Proponents of the Community Reinvestment Act were concerned among

other things with situations in which local lenders reportedly exported

local deposits to other areas despite sound local lending opportunities.

Such disinvestment was considered a threat to community andneighborhood

vitality . Lenders are , therefore , encouraged to give particular attention

to local housing and development needs of urban and rural areas . Increased

lender sensitivity to such lending needs would help preserve , rehabilitate ,

and revitalize such neighborhoods . Moreover , even though credit for local

housingand communitydevelopment was emphasized, it was realized that other

types of credit provide community facilities and services necessary for

neighborhood vitality and , more generally , a healthy local community .

2 The four agencies are: Comptroller of the currency , Federal Deposit

FRS Compliance Handbook ( 1779) II.1.39
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B. CRA Regulation

An institution must provide in each office a community Reinvest

ment Act Notice , the exact wording of which is prescribed in the regulation .

The public notice indicates that the CRA Statement is available , that written

comments on the Statement and the institution's community lending performance

may be submitted to the institution or its supervisory agency , that a file of

such comments is publicly available , and that the public may request announce

ments of applications covered by CRA from the supervisory agency .

Each institution must keep a public file of CRA Statements in

effect and CRA - related public comments received during the past two years

or since the effective date of the regulation ( November 6 , 1978 ) , whichever

period is less .

The CRA regulation sets forth a list of factors that the agency

will consider in connection with its examination in making its assessment of

each institution's record of helping to meet community credit needs , includ

ing those of low- and moderate - income neighborhoods . Institutions are not

required to adopt particular activities on the list since the regulation is

designed to allow each institution considerable flexibility in determining

how it can best help to meet the credit needs of its entire community in

view of its particular skills and resources .

The agency's assessment of an institution's CRA record will be taken

into account in evaluating a var iety of applications by the institution .

In essence , the regulation encourages institutions to become aware

of the full range of credit needs of their communities and to offer the types

of credit and credit -related services that will help to meet those needs .

However , the regulation does not require institutions to offer particular

types or anounts of credit .

BACKGROUND FOR EXAMINATIONS

In connection with examinations, the agency is required to assess

an institution's CRA record . The examiner plays a major role in this assess

ment process , with other agency personnel such as community affairs special

ists and applications staff complementing the examiner's efforts .

FRS Compliance Handbook ( 1779 ) II.1.40
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Judgmental Process

Balanced Viewpoint

The examiner should maintain a balanced perspective in conducting

a CRA examination . The examiner cannot normally conclude on the basis of

any one factor that an institution is or is not helping to meet the credit

needs of its local community or communities . Nor can the examiner adequately

assess a lender's performance on the basis of any one source of information ,

data, or opinion . For that reason , the procedures are designed to ensure

that information from both the institution and the community are objectively

reviewed and evaluated .

Institution's

The examination procedures give each institution the opportunity

to demonstrate that it is having a beneficial influence on its local comune

nity or communities. Institutions that are helping to meetcommunity credit

needs are proud of that fact and will be of substantial assistance to the

examiner in assessing their performance .

Examiner Encouragement 3

Examination Burden

The examiner must be careful not to unduly burden the institution

since Congress did not intend to impose significantnew reporting or record

3 The Federal Home Loan Bank Board will accomplish these items through the

FRS Compliance Handbook ( 1779) II.1.41
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keeping requirements on financial institutions . The examiner should normally

request only required records and other existing information , but the scope

of the review must always be sufficient for an adequate assessment.

Institution's Financial Condition and Size , and

Legal Impediments and Local Economic Conditions

An institution's ability to help meet community credit needs is

influenced by its financial condition and size , as well as by legal impedi

ments and local economic conditions under which it operates . An examiner

must take these considerations into account in assessing a lender's perfor

mance and in providing encouragement .

Technical compliance with the Regulation

The examiner will check for compliance with the specific require

ments of the regulation . However , compliance with procedural requirements

does not imply that a lender has been serving local credit needs . The con

verse is also true: noncompliance with a technical requirement does not

necessarily mean that an institution is not helping to meet community credit

needs . The examiner must not lose sight of the intent of the statute in

check ing for technical compliance with the regulation . The entire examina

tion is designed primarily to determine the extent to which a lender has

helped and is helping to meet community credit needs .

Communication , Community Development, and

Low- and Moderate- Income Neighborhoods

In assessing the record , the examiner should bear in mind the

special emphasis placed on effective comunication and community development

activities. With respect to communication , the premise is that community

needs which can be met on a safe and soundbasisare more likely to be met

when the community is aware of the types of credit available and the lender

is well informed about community credit needs. Hence , efforts to ascertain

community credit needs and to publicize available credit services , including

measures to identify the credit needs of, and to advertise in , low and

moderate- income neighborhoods , are encouraged . The examining staff is autho

rized to conduct interviews with community members when such action would

be appropriate in determining community awareness of the institution's credit

services and local perception of credit needs .

CRA also focuses on activities that foster development within the

entire community , including low , and moderate - income neighborhoods . Conse

quently , housing -related extensions , participation in community development

programs , and small business financing, including loans to small farms, are

viewed favorably .

FRS Compliance Handbook ( 1779 ) II.1.42
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SELECTED FEATURES OF CRA EXAMINATIONS

This section is designed to provide the examiner with a better

understanding of selected features of the CRA examination . Each agency will

provide additional training and instructional aids as needed to carry out

the purposes of the CRA examination .

The CRA Statement

An institution must prepare a separate CRA Statement for each local

community it serves , including a delineation of the relevant local community.

It does not necessarily follow , however , that the Statement prepared for each

local community must contain a unique list of available credits . A lender

serving several local communities may elect to prepare Statements that con

tain lists of credits which are similar or identical for the local connu

nities served . Since some credit needs are common to many local communities ,

such an approach would be consistent with the intent of CRA . There are other

ways for a multi-community lender to satisfy this requirement. The examiner

need not be especially concerned with the specific method employed by a

multi -community institution so long as it makes a good faith effort to inform

members of each local community about their community's boundaries and the

types of credit extended there .

Reasonableness of Community Delineation

Each institution must delineate the local community or communities

that it serves . For instance , a statewide branching institution would serve

a number of " local communities , " the sum total of which would constitute its

" entire community . Further , more than one office of an institution may

serve the same local community. For example , an institution may have offices

throughout a city and its suburbs and consider that entire metropolitan area

to be the local community for those offices . Each community delineation must ,

of course , include the contiguous areas surrounding each office or group of --

offices .

Because many factors influence the size and shape of a lender's

community , the regulation provides guidelines to assist each institution in

defining its local community or communities.

The first guideline suggests the use of widely recognized existing

boundaries such as those of SMSA's or counties for delineating an institu

tion's local community or communities . Such boundaries frequently constitute

a reasonable approximation of the institution's local community .

FRS Compliance Handbook ( 1779) II.1.43
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In general , a local community based on existing boundaries should

be no larger than an entire SMSA 4 / or a county in a non - SMSA area. ( The

agencies have used such areas to approximate relevant markets for evaluating

the competitive effects of mergers and holding company acquisitions . )

institution has offices in more than one such area, it will have morethan
one local community . When an institution has an office near the boundary

of an SMSA or county , it should include those portions of adjacent counties

that it serves . In rural areas , a local community may sometimes encompass

The second guideline proposes the use of effective lending terri

tory , a concept more familiar to savings and loan assocations than to commer

cial and mutual savings banks . The effective lending territory is that local

area or areas around each office or group of offices where the lender makes a

substantial portion of its loans and all other areas equally distant. If an

institution employs its effective lending territory , it is encouraged to

follow existing boundaries where practical.

One should not conclude from this guideline that each office neces

sarily serves a separate and distinct local community because each office

typically has a different, though possibly partiallyoverlapping, effective

lending territory . If an institution is represented throughout a trade or

market area , it may be more reasonable to use that area as its local commu

nity .

Finally , the regulation allows an institution to use any other

reasonably delineated area. An institution is thus given substantial leeway

in specifying its local community so long as the definition is reasonable ;

that is to say , the institution can provide a sensible rationale for the

delineation and has not arbitrarily excluded any low- and moderate - income

neighborhoods .

4 Except in the New England states , a Standard Metropolitan Statistical

FRS Compliance Handbook ( 1779) II.1.44
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Low - and - Moderate Income Neighborhoods

In determining whether the community definition 1s reasonable , the

examiner must be alert to situations where low - and moderate - income neighbor

hoods are gerrymandered out of a delineated area . Moreover , in assessing an

institution's record , the examiner should focus particular attention on the

lender's performance in low - and moderate - income neighborhoods within a local

community .

Low - and moderate - income neighborhoods may be identified in most

cases in a manner similar to the approach taken by HUD in administering the

Community Development Block Grant Program . For this purpose , such neighbor

hoods are approximated by those census tracts in an SMSA where median family

income is less than 80 percent of median family income for the entire SMSA .

Unfortunately, these data are not available for non - SMSA counties, and the

latest complete census income data by SMSA census tract were collected in

1970 .

Small Business Lending

Small business loans represent one type of credit which the

agencies believe is directly related to the purposes of the CRA .

sidering small business lending , the examiner should not be concerned with

any hard and fast or precise definition of what constitutes a small business.

Instead , the examiner should regard as small business lending any loans to

local firms whose access to credit is limited to local sources because of

the firms ' size .

EXAMINATION OBJECTIVES

1. To determine if the institution's policies address the intent of the

2.
To encourage sensitivity and responsiveness of the institution to come

minity credit needs . 37

3. To determine that the institution 18 complying with the requirements of

4 . To determine the reasonableness of the institution's delineation ( s ) .

FRS Compliar :e Hay JSX 150) 11.1.45
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5. To assess the institution's record in helping to meet the credit needs

6. To develop , organize and report information on the institution's record

EXAMINATION PROCEDURES

The following steps should be performed at each examination :

Ascertain from institution persomel what steps the institution has taken

or plans to take which indicate whether it is helping to serve the credit

needs of its local community or communities .

2. Obtain the following:

Minutes of the board of directors' meetngs , particularly those deal

ing with the adoption , review and revision of all CRA statements .

b. The institution's Files of Public Comments and recent CRA Statements .

Comment letters received by the supervisory agency .

d . The institution's loan and investment policy and procedural manuals,

3. Review minutes of directors ' meetings and verify that the board has :

Adopted a CRA Statement for each delineated conmmity .

Reviewed each Statement at least annually .

Acted upon any material change in each Statement at the first reg

ular meeting of the Board following the change .

4. Review and analyze the Public Fles for :

Any signed written comments received from the public during the past

two years that specifically relate to any CRA Statement or to the

institution's performance in helping to meet the credit needs of its

cammunity or communities. Determine that the caments do not contain

any material specifically prohibited by the regulation . However , the

examiner shall consider letters containing any such material .

Examiners will be supplied information to help indicate which areas may

be low - and moderate - income neighborhoods .

FRS Compliance Handbook ( 5/80 ) II.1.46
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b. Any responses to the commentors that the institution may have made .

c. All CRA Statements in effect during the past two years .

Inherent in the process of reviewing public files is the

option of contacting commentors and / or community members to the

extent deemed necessary .

5. Review each CRA Statement in effect during the past two years and :

a. Ascertain if the institution's delineation of its local community or

2. Community boundar ies that are sharply asymetrical , too narrowly

3. Whether any low and moderate - income neighborhoods have been

4 . Public comments specifically relating to the reasonableness of

the institution's delineation ( s ) .

5. Any relevant information obtained from other work programs that5

If a question remains regarding the reasonableness of the community

delineation , a review of the community boundar ies drawn by comparable

local institutions may provide useful information .

b. Review and analyze for completeness specific types of credits within

Determine that a copy of the CRA Public Notice is included .

d. Analyze any of the following optional information that the institu

1. A description of how its efforts , including special credit

FRS Compliance Handbook ( 1779 ) II.1.47
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2. A per iodic report regarding its record of helping to meet com

3. A description of its efforts to ascertain the credit needs of

4. Any other material the institution may have included .

6. Analyze the institution's policies, procedures , and operating practices

Provides the CRA Public Notice in a manner specified by the regula
tion .

b. Makes all CRA Statements available to the public as provided by the

c . Makes the Public Comment files readily available for public inspec

7. Review the institution's credit underwriting and appraisal criteria and

8. Assessment Factors

Activities conducted by the institution to ascertain the credit needs

of its community , including the extent of the institution's efforts

to communicate with members of its community regarding the credit

services being provided by the institution .

Ascertain from institution records and through the interviewing

process the extent to which the institution has continunicated with

members of its local community or otherwise has attenpted to deter

mine such needs . Pertinent factors may include :

1. Management review of written , signed public comments received in

2. Studies conducted or reviewed by the institution concerning local

3. The extent of the institution's efforts to conmunicate with

FRS Compliance Handbook ( 1/19) II.1.48
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coalitions of neighborhood organizations, local civil rights,

consumer , minor ity , and non -English speaking groups , housing

counseling service centers , community development corporations ,

nonprofithousing development corporations , and local develop

5. The institution's review of the local government's Community

6. Economic forecasting, as developed or used by the institution .

b. The extent of the institution's marketing and special credit -related

programs to make members of the community aware of the credit ser

vices offered by the institution .

Review the institution's marketing program and determine if it is

adequately designed to encourage applications for loans in its com

munity , particularly low and moderate - income neighborhoods.

Pertinent factors may include :

1. Any working relationships the institutions may have with real

2. Mortgage counseling programs and programs of management assis

4. Credit and credit - related services in low and moderate - income

5. Use of institution representatives for seeking out potential

6 . Advertising the types of loans the institution is willing to make

FRS Compliance Handbook ( 1/19 ) II.1.49
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8. Use of informational brochures and participation in other educa

c . The extentof participation by the institution's board of directors

Review other fair lending examination programs , particularly as they

pertain to interviewing and prescreening. Additionally , ascertain

the following:

Whether administrative loan personnel and loan officers are aware

of the CRA and the requirements of the implementing regulation .

2 . Whether lending officers are aware of the institution's delinea

tion of its local community or communities and its policies , if

any , with respect to its commitment to help meet the credit needs

of its entire community , including low- and moderate - income

neighborhoods.

3. Whether loan officers are aware of the types of credit the bank

4 .
Whether public contact personnel are aware of the availability

of the institution's CRA Statement ( s ) and Files of Public

Connents .

5. Whether the institution is prepared to extend types of credit in

6. The extent to which the institution is willing to make loans in

7. Whether loan officers or other public contact personnel prescreen

The geographic distribution of the institution's
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denials which would signify failure to serve selected areas of local

communities , particularly low- and moderate - income neighborhoods .

Initial reliance may be placed upon discussion with other examiners,

review of reports of examination , and review of working papers from

other programs performed . For those institutions located in Standard

Metropolitan Statistical Areas ( SMSA's ) , additional reliance may be

placed upon other fair lending examination programs for ascertaining

the volume and location of housing - related credits .

For loans made outside SMSA'S, particularly with respect to institu
tions that are not located in such areas , interview management and

review internal files to determine the extent of housing -related

lending in low and moderate - income neighborhoods and the extent to

which the institution has not extended such credit in those areas .

Reliance may be placed upon geocoding of credit extensions , credit

applications, and credit denials. Where the institution is required

to maintain registers or logs of applications , the examiner will

review the registers or logs to determine the geographic distribution

of loans, applications and denials. In conjunction with other fair

lending examination programs , it may be necessary to analyze further

the geographic distribution of small business loans, including loans

to small farms within the institution's local comdinity .

f . Evidence of prohibited discriminatory or other illegal credit prac

Review the prior reports of examination and , in conjunction with

other examination programs, determine the extent to which the insti

tution is currently complying with the law .

g . The institution's record of opening and closing offices and provid

Information can be provided by the supervisory authority or obtained

from the institution's records . Ascertain the impact of such activ

ities through the interviewing process and the review of public

conments with particular focus on low and moderate- income neighbor
hoods .

h . The institution's participation , including investments, in local

Review written lending policy and procedural manuals and interview

lending officers to ascertain whether current programs include , or

if the institution has considered involvement in , programs for sat

isfying potential credit needs such as the following :

O HUD's Community Development Block Grant Program .

o Local neighborhood preservation efforts .

FRS Compliance Handbook ( 1/79 ) II.1.51
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o Community Development Corporations .

o Financing for Local Development Corporations.

o Neighborhood Housing Services .

Investments in, or coordination with , Minority Enterprise Small

Business Investment Corporations ( MESBIC's ) or Small Business

Investment Corporations ( SBIC's ) in providing loans to business

for which equity or subordinated debt is provided by MESBIC or

SBIC .

o Purchase of securities of State and local housing agencies .

i. The institution's origination of residential mortgage loans , housing

Review the institution's financial statements , other appropriate

records including Home Mortgage Disclosure Act Statements , its

written lending policy and procedural manuals , and interview lending

personnel to ascertain whether the institution has originated or

purchased such loans or has plans to do so .

j . The institution's participation in governmentally - insured, quaran

This information may be obtained in ways similar to the ones in

assessment factor ( i ) above. Examples of such government loan pro

grams include :

o FHAVA / FMEA mortgage loans to members of its connunity or commu

FHA Title I home improvement loans .

SBA loan guaranty programs .

o Similar programs conducted by State or local agencies.

k . The institution's ability to meet various community credit needs

The financial condition of the institution may be ascertained from

discussion with other examiners or review of examination work papers

and reports .

Small institutions may not have the specified staff or financial

resources needed to participate in some loan programs .

FRS Compliance Handbook ( 1/79 II.1.52
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Legal restrictions on permissible activites, interest rates , and

hranches may affect a lender's ability to help meet community credit

needs .

Adverse economic conditions caused by local or general economic dif

ficulties may force an institution to temporarily curtail its lending

activities .

Other factors may affect an institution's ability to help meet com

munity credit needs.

1. Other factors that in the agency's judgment reasonably bear upon the

Pertinent factors may include :

Purchases of state and municipal bonds , secondary mortgage market

securities or such other activities when they further special

purposes in the community , such as the construction or rehabili

tation of low and moderate - income housing or other neighborhood

or conmunity development , or are issued by municipalities or

other local public financing units which do not have access to

the capital markets .

-
.
.
.

b. Whether the institution's policies promote efforts to assist

c. Any other relevant factors .

9. Determine if the record of performance of the institution's facilities

10. Review the following with management :

a. The extent to which the bank is helping to meet the credit needs of

b . Suggestions that might better enable the institution to help meet

Procedural violations of the regulation .

Deficiencies or exceptions in policies or practices . 3 /d.

FRS Compliance Handbook ( 1/19 ) II.1.53
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11. The examiner staff 3 / will prepare a narrative statement for the Examina

a . Reasonableness of Community Delineation ( s )

Under the above heading , discuss the reasonableness of the community

delineations , including any suggestion made to management .

b. Assessment

Under the above heading , provide a narrative assessing the institu

tion's record of performance in helping to meet the credit needs of

its entire community , including low and moderate - income neighbor

hoods , consistent with safe and sound operation of the bank .

developing this narrative , give particular consideration to each of

the assessment factors ( ( a ) through ( 1 ) of the CRA regulation ) . The

narrative should include any suggestions made to management that

might better enable the institution to help meet such credit needs .

c . Noncompliance and corrective Action - CRA Regulation

Include under the above heading each violation of the regulation .

If there are no violations , so state . Example format follows :

o Delineation of Community . The institution has not usert

o corrective Action Management has stated that the insti

o Community Reinvestment Act Statement .

12. For Agency use only , the examiner staff 3 / will assign a rating of 1 to 5

FRS Compliance Handbook ( 4/82) II.1.54
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CA 84-5MOERASI DIVISION OF CONSUMER

AND COMMUNITY AFFAIRS

August 16 , 1984

TO OFFICERS IN CHARGE OF BANK EXAMINATIONS AND

CONSUMER AFFAIRS SECTIONS AND TO COMMUNITY AFFAIRS OFFICERS

The purpose of this letter is to transmit supplemental examination

instructions for the Community Reinvestment Act ( CRA ) portion of the Consumer

Affairs Examination . These supplemental instructions are designed to provide

examiners with additional guidance when evaluating a bank's record of opening

or closing branch offices for purposes of the CRA assessment . We believe these

instructions are needed since there is a growing trend among banks to close

branch offices , particularly those located in inner -city communities, and

subsequently to consolidate services outside of the communities that the closed

branches had served . Such closings can have a cumulative negative effect ,

particularly if banks do not take steps to minimize the impact of the closings
on the neighborhoods and if the neighborhoods affected are already in less

than -stable or a declining position .

Branches often play an important role by providing banking services

that are both convenient and necessary for the residents and businesses in a

community . In recognition of this , examiners should be sure to consider the

" bank's record of opening and closing offices and providing services at offices "

as a factor in assessing a bank's performance under the CRA as contemplated by

the present rating system

The enclosed examination instructions should be used to supplement

existing examination procedures , and are specifically aimed at Assessment

Factor ( 9 ) of Regulation BB , The institution's record of opening and closing

offices and providing services at offices, ( Compliance Handbook, page 11.1.51) .
Please distribute the enclosed materials to all consumer affairs examiners .

Sincerely ,

sound lilline
Jerauld C. Kluckman

Associate Director and

Community Affairs Officer

Enclosure
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Examination Instructions to Supplement Interagency

Community Reinvestment Act Examination Procedures

These instructions are intended to supplement existing examination

procedures for the Community Reinvestment Act , specifically those relating to

branch openings and closings ( Assessment Factor ( 9 ) of Regulation BB ) .

Supplemental Examination Instructions

The purpose of these instructions is to provide examiners with points

to consider when determining whether or not the bank's policies and actions in

opening and closing branches are appropriate ( Assessment factor ( y ) ) .

Examiners should recognize that changes in the way banks deliver services are

likely to occur because of cost concerns and technological advances . However ,

it is anticipated that most bank managers will endeavor to minimize the impact

on its community of branch closings and , in particular , the impact on low- and

moderate - income or minority areas in the bank's community . The closing of a

branch is not necessarily the equivalent of a reduction or withdrawal of service

from the community if a bank provides alternative means of meeting the needs of

that community .

The examiner should review the bank's record of and future plans for

opening and closing branches and determine what factors the bank's management

uses to determine which branches to close , which to leave open , and where to

open new branches . The bank's approach can be determined through interviews

with bank personnel knowledgeable about the bank's policy on opening and

closing branches . Information can also be obtained through reviews of minutes

of board of directors meetings , other bank records , the Reserve Bank's files ,

and interviews with representatives of public organizations with a particular

focus on low- aici mode . Cei w and minority neighborhoods . Examiners should
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also consider any information from interviews with community representatives

about the attitudes of the community toward any actual or prospective branch

closings .

The examiner's review of the bank's branch record should include at a

minimum a review of the following items :

O Any actions the bank has taken to minimize the impact

of branch closings by trying to continue to offer

services by alternate means , such as providing a way

for customers to continue to obtain credit , installing

ATM's or night deposit facilities , or by promoting

continued productive use of the branch building.

Any attempts the bank has made to prevent closing

any branches by adjusting hours , services , facili .

ties , finding alternative sites suitable to community

residents , or the like in an attempt to make the

branch viable .

The bank's written plan for opening or closing its

branches , if applicable . ( Also review minutes of

board of directors meetings for discussion of same . )

The bank's system to account for expenses , income

and profitability of branches and the application of

this system to branch closings . ( Also review minutes

of board of directors meetings for discussion of same . )

Any studies that may have been done to determine

whether other financial institutions adequately serve

neighborhoods where bank branches are or will be
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located or closed . ( Also review minutes of board of

directors meetings for discussion of same . )

How and when customers are notified when a branch

in their neighborhood will be closed .

After the review of each of the above is completed the examiner

should weigh the information to determine whether the bank's branch opening and

closing policies are reasonable or whether they unnecessarily have a dispropor

tionate effect on low- and moderate - income neighborhoods . That determination

should then be used to determine the component rating the bank will receive for

Performance Category III , Geographic Distribution under the Uniform CRA Rating

System . Examiners should place notes and other documentation supporting this

portion of the CRA assessment in the examination workpaper package .
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The CHAIRMAN. Thank you very much, Senator Graham .

I just have one more question I'm going to ask Mr. Wall .
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aSo a number of things are happening to try to be responsive to

those market situations as well as the economic realitiesthat have

occurred since that 1979 date.

STATEMENT OF J. EDWARD CARLTON , JR. , SECRETARY /TREAS

URER OF THE MORTGAGE INSURANCE COMPANIES OF AMER

ICA

Mr. CARLTON . Thank you, Mr. Chairman .

1
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statementofJ.EdwardCarlton,Jr.,Secretary/

TreasureroftheMortgageInsuranceCompaniesofAmerica
BeforetheSenatoCommitteeonBanking,HousingandUrban

people.TheFHA203(b)programisthemajortoolthegovernmenthas

toprovideassistancetothesinglefamilyhousingmarkettoday,so

noexaminationofthatmarket,especiallythelowerincomesegment,

iscompletewithoutdiscussingFHA.

Wednesday,March23,1988

Mr.ChairmanandMembersoftheCommittee:

IamJ.EdwardCarlton,Jr.,PresidentofIntegonMortgage

GuarantyCorporation,headquarteredinWinston-Salem,NC.Iserve

asSecretary/TreasureroftheMortgageInsuranceCompaniesof

America(MICA)*,thetradeassociationrepresentingthemortgage

insuranceindustry.

LetmebeginbytellingyouhowIplantostructureour

testimony.First,Iwilldiscusswhattheprivatemortgage

insuranceindustrydoesandtheroleitplaysinmortgagefinance.

NextIwilldiscuss,thewaythenatureofriskhaschangedin

mortgagefinanceandthengoontodiscusswhatthishasmeantto

themortgageinsuranceindustry.Finally,Iwilldevotea

substantialportionofmystatementtodiscussingtheneedto

retargetFHAtohelpexpandhomeownershiptomorelowerincome

people.

TheRoleofPrivateMortgageInsurance

IwanttothankyouMr.Chairmanforthisopportunitytotestify

onhowthemortgageInsuranceindustryhelpsmeetthemortgage

creditneedsofhomebuyersandtheircommunities.Thenatureand

purposeofourbusinessfulfilsthespiritoftheCommunity

ReinvestmentActandwehopetheinformationIprovidetodaywillbe

helpfulinconductingyouroversightresponsibility.Ialsohope

thatmytestimonywillpointouttheneedtoexaminewhetherthe

FederalHousingAdministration(FHA)isfulfillingits

responsibilityinmeetingthehousingfinanceneedsoflowerincome

Privatemortgageinsuranceindemnifiesmortgagelendersand

investorsforthedirectandconsequentiallossesincurredbyreason

ofnonpaymentofamortgageloan.Mortgageinsurance,therefore,

enableslenderstoacceptmortgageapplicationswhichwould

otherwisebeconsideredtoorisky,suchasthosewithhigh

loan-to-valueratiosorthosefinancedbysomeoftoday'smodern

mortgageinstruments.Morehouseholdswithlowerincomesandfewer

assetsarethuseligibleforhomeownershipbecauseofthemortgage

insuranceindustry.

*MICAconsistsofthethirteendomesticprivatemortgageinsurance

companieswhichrepresenttheactivefirmsthathelploan

originatorsandinvestorsmakefundsavailabletohomebuyersby

protectingtheseinstitutionsfromamajorportionoftheriskof

default.ThecurrentMICAofficersarePresident,WilliamA.

SimpsonofRepublicMortgageInsuranceCompany,Winston-Salem,NC;

andvicePresident,WilliamLacyofMortgageGuarantyInsurance

Corporation,Milwaukee,WI;Secretary/Treasurer,J.EdwardCarlton,

Jr.,ofIntegonMortgageGuarantyInsuranceCorporation,

winston-Salem,NC.MICAalsohasmembercompaniesinCanadaand

Australia.Attheendof1986,theindustryhadover$267billion

ofinsuranceinforce.

-2-
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Inaddition,privatemortgageinsuranceisinstrumentalin

augmentingtheflowoffundsintohomeconstruction,whichsupports

aconsiderableamountofemployment.Italsohelpstoenlargethe

housingstockbyaddingnewunitstothesupply.Thisinturn

providesshelterforAmericanfamilies,improvestheaveragequality

ofthehousingsupply,andhelpsremovesubstandarddwellingsfrom

characterandoperatingstructureofthenation'slendingană

housingmarkets.Manyfactspointtochangesinthenatureofrisk

inmortgagelending.Delinquenciesandforeclosuresonhome

mortgageloanshaveincreasedsignificantlyoverthepast30years,

withthesteepestsurgeoccurringsince1979(seeExhibitl).

1955,mortgagesthatweredelinquent90daysormorecomprisedless

than.2percentoftotalmortgages.Twenty-fouryearslater(1979)

In

Mortgageinsurancealsoincreasesthefluidityofcreditby

shoulderingmuchoftheriskofhomemortgagelending.Agreatdeal

ofthecapitalflowingintohousingcomesfrominvestorsinthe

thispercentagehadgrowntoabout.5percent.Between1979and

1985,ontheotherhand,delinquenciesof90daysormoredoubled,

andthenumberofloansinforeclosuretripled.

Theseinvestorsseeksomecertaintyas
Inaddition,realestateownedonthebooksofthenations

thriftsnowexceeds$20billion,alevelthatisover11times
tothequalityofthemortgageinvestment.Aguaranteefroma

mortgageinsurerwithbroadunderwritingexperienceandthe

financialstructuretodiversifyriskconcentrationinherentin

higherthanin1979. Mortgageinsurersalsohaveexperiencedrecord

losses,incurringover$3billionindirectlossesbetween1983and

localmarketscanadduniformityorfungibilitytohomemortgagesas

investmentinstruments.

1986.Therecordof$1.2billionindirectlossesincurredin1986

wasafive-foldincreaseover1982losses.FHA'sMutualMortgage

InsuranceFundalsoexperiencedan$80millionunderwritinglossin

1986andthislossjumpedtoover$700millionin1987.
Ingeneral,then,themortgageinsuranceindustryfulfilsmany

oftheunderlyinggoalsoftheCommunityReinvestmentAct.Mortgage

insurancebroadenshomeownership,helpssupportthevolumeofnew

constructionwithitsattendanteconomicbenefits,expandsthe

Therewereavarietyofconflictingforcesatworkwhichcaused

thisdramaticincreaseinrisk. Themortgagelendingenvironmentof

qualityaswellasthequantityofavailablehousing,andfosters the1970swascharacterizedbyorderlylendingmarketsserved

growthandstabilityinthemortgagemarketbyaccessingsourcesof principallybyheavilyregulatedlocalportfoliolendersand

mortgagebankers.Almostwithoutexception,theselendersconfined

originationstotheirlocalmarketsandofferedtheircustomers

fixed-rate,fized-paymentmortgageloansatinterestrateslinkedto

stablepassbooksavingsrates.Defaultsthatoccurredunderthese

TheChangedNatureofRiskinMortgageFinance

conditions,evenduringperiodsofeconomicrecession,produced
Neweconomicforcesanddramaticchangesinlocalmarket

conditionshaveemergedinthepastdecadetochangethebasic

themarket.
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minilosseswereduetotherelentlessimpactofinflationary

forcesonbothborrowerincomeandhomeprices.

Thesechanges,since1980,whilepositiveinmanyrespects,have

definitelyaddedtothecomplexityoftoday'slendingenvironment.

Forthosechargedwiththeresponsibilityofmanagingmortgagerisk

today,thattaskisinherentlymoredifficult.

TheEffectofthesechangesonMortgageInsurers

Inthe1980's,however,changesoccurredandnewriskswere

created.Firstofall,changesinworldmarketsandpricesbeganto

effectmajorstructuralchangesinmanyregionaleconomiesandalter

themigrationpatternsofthenation'spopulation.Asaresult,the

vitalityofmanylocalhousingmarketsbecamemoredependentupon

uncontrollable,andoftenunpredictable,globaleconomicforces.

Whilethemortgageindustryiscomposedofthirteendifferent

companieswithdifferentunderwritingstandards,some

generalizationscanbemadeabouttheeffectoftheseeconomic

Inaddition,long-termmortgageratesbeganrising,severely

reducingthenumberofborrowerswhocouldqualifyforatraditional

fixed-rateloansandlendersrespondedwithaproliferationof

changesontheindividualinsurers.Mortgageinsurershaveanalyzed

theirrecentclaimsexperiencesinanefforttoreevaluatetheway

theymanageriskandhavedevelopedunderwritingstandards

commensuratewithtoday'seconomicenvironment.Thechallengeto

themortgageinsuranceindustryistoensurethatallthosepeople

withthedesiretoowntheirownhomehavethefinancialabilityto

Mortgageinsurersareinauniquepositionfrommanyother

membersofthemortgagefinanceindustrytounderstandtheeffectof

thenewenvironmentonhomebuyersbecauseweareonthesamesideof

themortgagetransactionastheborrower.Asdiscussedabove,the

primaryroleofourinsurancecoverageistosubstituteforthe

borrower'sequityandthereby,allowborrowerstoobtainmortgages

Anothersignificanteventwastherealizationthatwecouldno

longerrelyonthe"inflationpsychology"ofthe1970's. The

initialaffordabilityofthenewARMsspurredthedemandforhousing

andhelpedtopullthenationalconomyoutofitsdeeprecession.

Astheeconomyexpanded,however,therapidappreciationinhome

pricesandsubstantialborrowerincomegrowththathadbeenthenorm

inthe1970'sfailedtomaterializeinmostmarkets.

withlowdownpayments.Therefore,whenamortgageinsurer

underwritesaloanitnotonlyhasaprofitmotivetogetthebuyer

intoahome,buttoensurethatthehomeremainsaffordableforthat

borrowerfarintothefuture.Ourgoalistodiminishtherecord

numberofclaimstheindustryhaspaidandthereby,reducethe

-5
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recordnumberofpeoplewhohavegonethroughtheanguishof

foreclosure.

equity,orhecansellthepropertyatthecurrentmarketpriceand

lose$12,704(lostequityplussellingcosts).

Mortgageinsurershaveidentifiedthreekeyfactorswhichaffect Marketrelatedissues,however,arenottheonlycausesof

delinquenciesandforeclosures.Infact,ExhibitIIIshowsthat

delinquenciesofninetydaysormore,stillrosebetween1980and

1987evenifdelinquenciesintheeconomicallytroubledmarketsare

8
5
-
6
1
9

0
-

8
8

-
1
2

loan-to-valueratiowereaboutdoublethatofclaimspaidonloans

mortgagerisk

oversupplyofhousinginamarketbecausethesetypicallyresultin
amountofdownpaymentthenbyborrowerincome.

decliningpropertyvaluesandthesubsequenterosionofequity.For

example,notethatintheillustrationprovidedinExhibitII,the

valueofthehouseexperiencesonlyathreepercentannualdecline

inmarketvalueovertwoyears.Iftheborrowerisforcedintoa

sellingsituationatthispoint,forwhateverreason,twoscenarios

presentthemselves:hecanallowforeclosureandlosehis$5,000

Themortgageinsuranceindustry,therefore,hascometorealize

thatwhilethe95percentloanplaysanimportantpartinmortgage

*Exhibitvisfromthestudyentitled"ComparisonofMarkets

ServedbyPrivateInsurersandtheFederalHousingAdministration"

(FHAStudy)releasedbyMICAinNovember1987.

-7-
-8-
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finance,theseloansrepresentahigherexposuretoriskand

thereforerequiremoreconservativeunderwriting.ExhibitVIII

showsthemortgageinsuranceindustriesinvolvementin95percent

loansoverthepast15years.Inthepasttwoyearsourpercentage

ofthatbusinesshasdeclinedtobringitmoreinlinewithwhatit

historicallyhadbeen.Thisdeclinealsoreflectstherecord

operationsandwerenotunderwritingasthoughtheloanswereto

becomeapartoftheirownportfoliosinwhichtheywouldretainan

ownershipinterest.Toomanyloanslackedanaccurateassessmentof

beginningequity,backedbyavalidandprofessionalappraisal.
Too

manyloansinvolvedfraudandmisrepresentationsintheprimary

underwriting.Thistypeofpracticeisnolongeracceptableto

mortgageinsurersandstressisbeingplacedonqualitycontrol.defaultsontheseloansshowninExhibitIV.

ExpandingHomeownershipThereareavarietyofotherborrowercreditrelatedfactors

thatalsoaresignificant.Forexampletheloantermstheborrower

agreesto,shouldbeonesthatminimizeequityerosionand"payment

shockWehavealreadydiscussedwhatcanhappenwhenaneconomic

downturn,anoversupplyofhousing,oralowdownpaymentresultin

ninimalornoequityintheproperty.Thesameistrueifnegative

amortizationreducestheborrower'sequity.

Housingpolicywhichprovidesforaproperbalancebetweenthe

rolesofthepublicandprivatesectors,bringsthegreatest

efficienciesinthemarketplace,resultinginhomeownership

opportunitiesformorepeople.Therefore,anydiscussiononwaysto

expandhomeownershiptomorepeopleatthemargin,mustincludethe

FHA203(b)program.Thisisparticularlytruenow,sinceinthe

lasttwoyearsFHAinsuredmoreloansthantheprivatesector."Paymentshock“alsocanturnasoundmortgageprogramintoa

riskyone,evenunderrelativelystableinterestrateconditions.

Forexample,theeffectofa2percentinterestrateriseona

discountedone-yearARMwitha7.5percentstartrate,resultsina

21percentincreaseintheborrower'smonthlypayment.Thisdoes

notmean,however,thatARMSthatareintelligentlydesignedand

prudentlyunderwrittencannotbeaviablemortgageinstrument.

FromitsinceptionthegoalofFHAwastomeetthehome

financingneedsofthosewhocouldnotaffordtomeetthe

requirementsoftheprivatesector,byassumingtheriskofdefault

andbyprovidinglenderswithlongterm,levelpayment,

self-amortizingmortgages.Eligiblepropertiescouldnotexceed

$16,000inappraisedvalue.Auniformannualpremiumof.5percent

oftheoutstandingprincipalbalancewaschargedtoallborrowers

andauniformloaninterestratewasapplicable.Thisuniformity

ultimatelybenefitedborrowerswithverylowdownpaymentsorweaker

Finally,lender-relatedfactorsaresignificantinidentifying

andmanagingrisk.Mortgageinsurersarenowdirectingtheir

lender-customerstowardhigh-qualityratherthansimplyhigh-volume

loanoriginations.Mortgageinsurershavefoundthatmanylenders

werenotconcernedwiththelong-termviabilityoftheirownlending

-10-
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creditandtheloanlimitswereexpectedtokeeptheprogram

targetedtothelowerendofthemarket.

segment.
NotethatExhibitsXIIIandXIVfromtheFHAStudy*,show

thatthesenationaltrendsholdtruein12economicallydiverse

metropolitanstatisticalareas(MSAs).

Overtimemanychangeshaveoccurredintheregulationsofthe

THAprogram.Forexample,themaximumloanlimitshavebeen

Increasedagainandagain,theadministeredinterestratewas

abandoned,asinglepremiumpaidatsettlementwasadopted,and

directendorsementwaspermitted.Theseandotherchangeshave

helpedthelendereffectivelyreachalargermarket,buthavebeen

detrimentaltopreservingFHA'sultimatemission.

ThisprofileofthemarketservedbyFHAisunderstandablein

lightofthebasicmortgagebankingprincipalsunderwhichFHAis

expectedtoprovidemortgagecredit.Almost100percentofFHA

insuredloansaresoldtotheGovernmentNationalMortgage

Association(GNMA)Theprofitlevelofloanssoldinthesecondary

marketcorrelatedirectlytoloansize.Bothoriginationand

servicingfeesarebasedonapercentageoftheloanamountandwhen

servicingportfoliosareboughtandsold,higherpricesarepaidfor

largerloansbecausetheyoffergreaterprofits.Processingof

higherincomeborrowersalsoisgenerallyeasierandthereisless

probabilityforpaymentdisruption.Asaconsequence,alenderhas

incentivestooriginateFHAloansthatservethehigherversuslower

ExhibitIX*providesFHAoriginationsbyborrowerincomefrom

1982to1986andExhibitxprovidesFHAoriginationsbyloanamount

forthesameyears.TogethertheyshowthatFHAisnolonger

servingthemarketCongressintendeditto,buthassteadily

increaseditsshareintheupperendwhileitsservicetolower

incomepeopledeclines.Notethatin1986,54percentofFHAloans

weretoborrowersreceivingloansover$60,000,while42percentof

incomeborrowers.

In1986,$40,000was Thelowincomehomebuyer,therefore,oftenfindsthatnoFHA

approximately140percentoftheu.8.medianhouseholdincome.

ExhibitXIandXIIshowsimilardataforprivatelyinsured

loansareavailableorthelender'spricingoftheFHAloanis

tiered.with"tieredpricing",lenderschargeborrowersreceiving

thesesmallloansahigherinterestrateormorepointsthansomeone

obtainingalargerloan.Thisactstooffsetthelostprofitson

thelowprincipledloan.

loans.Whatismoststrikingaboutthistablewhencomparedtothe

THAdataisthatFHAandprivateinsurershaveverysimilarrecords

inservingthelowerendofthemarket.Thisisparticularly

astoundingwhenonenotesthatmortgageinsurershavenoloanlimits

andhavenopublicpolicymandatetoserveacertainmarket

Lenders,therefore,playthekeyroleinensuringthatthehome

financingneedsoflowerincomepeoplearebeingmet,andthisis

truewhethertheloanisFHAorprivatelyinsured.Thelender,not

*ExhibitsIXthroughXIVweredevelopedfromdataintheFHA

Study. *ThisstudywasintendedtocomparethemarketsservedbyFHA

andtheprivatesectorsotheprivatelyinsuredloansonlyinclude

thosewithinFHAlimits.

theborrowershadincomesover$40,000.
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theinsurerhasdirectcontactwiththeborrowerandisinthebest

positiontoevaluatetheoverallcreditworthinessofthe

transaction.Bothprivateandpublicinsurancemaintainfairly

flexiblestandardsandcanonlyinsuretheloanssenttothembythe

lender.

MICAbelievesthatthesetrendswithFHAwillcontinueunless

Congressactstoretargetit.Thisisparticularlytrueinviewof

thefactthattheFHAloanlimitswererecentlyraisedto$101,250

inhighcostareas.IthasbeenconsistentlyshownregardingFHA

loanlimitsthat,inthewordsofaformerHouseHousing

SubcommitteeChairman,theceilingbecomesthefloor.

MICAbelievesFHAshouldbetargetedsothatitsbenefitsare

directedtolowerincomepeople.Inadditionitisimperativethat

incentivesbebuiltintothesystemtomakeitattractivetolenders

tomakethoselowbalancedloans. FHAloanstothenontargeted

groups,ontheotherhand,shouldoperateonamarketbasis,thereby

Otherimportantplayersinthehousingfieldalsohavebeen

forcedbytheirbusinessmotivationstocontributetothepresent

inequalitiesinthesystem.Newhomeshavesteadilyincreasedin

priceandhomebuilderswhowanttoensurethattheywillbeableto

selltheirinventoryofhomesgenerallyhavepushedFHAtothe

higherendofthemarket.Likewiserealestateagents,whose

profitsalsodependonthecertaintythatthemortgageloanwillbe

approved,havesupportedcontinuedexpansionofFHA'sprogramtoa

broaderandmoreactivemarket.Becausearealestateagent's

income,likethelender's,isbasedonapercentageofthepriceof

thehome,thebusinessincentivecanexisttoreduceuncertaintyand

pointhomebuyersinthedirectionoflargerFHAinsuredfinancing.

enablingconventionalloanstocompetewithFHAmoreeasily.

IfFHAismoreactiveinprovidingmortgagecredittothoseat

themarginofhomeownership,itwouldnotonlysimplyprovidemore

credittothosebuyersbutitwouldactasastabilizerforthatlow

incomemarket.Fluiditytakesmuchoftheriskoutofamarketand

makesitmoreattractivefortheprivatesectortobemoreactivein

it.
Inaddition,ifFHAistargetedtothelowerincomemarket,theTherealsoaremanyattractiveconsumerbenefitsthatactasan

privatesectorcouldregainsomeofthevolumeithaslosttoFHAin

Thiswouldenableaninsurertobetterspread

itsriskand,thereforetakeonmoreriskyloansatthelowerend.

Asaresulttheoverallavailabilityofmortgagecreditfromboth

theprivateandpublicsectorwillincrease,expandingtheability

formorelowincomepeopletoowntheirownhome.

Thankyoufortheopportunitytotestify. Pleaseletmeknowif

thelasttwoyears.

1
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EXHIBITI

DELINQUENCYANDFORECLOSURERATES
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EXHIBITIII

DELINQUENCYRATES

LOANS90+DAYSDELINQUENT
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EXHIBITIV

HIGHERLOWN-TO-VALUERATIOS/LOWEREQUITYCAUSESKIGHERFORECLOSURE/CLAIMRATES

ClaimsIncidencefor85%,90%and95%RatioloansforOriginationYears1975to1985
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EXHIBITV

FHAThree-YearClalmRatesfor1982and1983Endorsements!
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EXHIBITVI

PrivateMortgageInsuranceIndustryTwo-YearClaimRates
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EXHIBITVII

PrivateMortgageInsuranceIndustryThree-YearClaimRates
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EXHIBITVIII

DistributionofPoliciesIssuedbyLoan-to-ValueRatio

1975-87
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EXHIBITIX

DistributionofEndorsementsbyBorrowerIncome

FederalHousingAdministration
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EXHIBITX

DistributionofEndorsementsbyInsuredLoanAmount

FederalHousingAdministration

"InsuredLoanAmount

60Percentof

Endorsements

Lessthan$40,000

$40,000to$59,999

$60,000ormore

50

40

30

20

10

0

1982 1983 1984 1985 1986 1982-1987

PreparedbyTemple,Barker&Sloane,Inc.



3
6
1

EXHIBITXI

DistributionofPoliciesIssuedbyBorrowerIncome

PrivateMortgageInsuranceIndustry

AnnualBorrowerIncome

70Percentof
Lessthan$20,000

$20.000to$39,999

$40,000ormore
60

50

40

30

20

10

0

1982 1983 1984 1985 1986 1987 1982-1987

PreparedbyTemple,Barker&Sloane,Inc.



3
6
2

gEXHIBITXII

DistributionofPoliciesIssuedbyInsuredLoanAmount

PrivateMortgageInsuranceIndustry
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EXHIBITXIII

FHAandMIOriginationstoBorrowers
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EXHIBITXIV

FHAandMILoansUnder$60,000
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The CHAIRMAN . Thank you very much, Mr. Carlton , for a fine

statement.

STATEMENT OF DALE P. RIORDAN, EXECUTIVE VICE PRESIDENT,

ADMINISTRATION AND CORPORATE RELATIONS, FANNIE MAE

Mr. RIORDAN . Thank you , Mr. Chairman .

NEW GUIDELINES

In 1985, Fannie Mae, among many other financial institutions,

began to experience significantdifficulties on delinquencies and we

took a look at our experience and our credit and appraisal guide

lines particularly; as a result we tightened up the income and

credit requirements for loans that had low borrower equity. We

also specifically ceased buying particular kinds of ARM's, those for

instance without any payment caps or any interest rate caps and,

we reduced some other high risk factors that we believed were a

problem in connection with low equity loans.
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a number of changes at their request. These include reintroducing

the specific antiredlining language that was in our guidelines,

eliminating restrictions relating to certain zoning restrictions on

nonconforming use, emphasizing our flexibility onpast credit prob

lems, and so forth. And we have also included affirmative rather

than neutral language encouraging our lenders to sell us mort

gages to assist neighborhood revitalization efforts.

FORECLOSURES

On the second point, Mr. Chairman , you asked in your letter in

viting us to testify whether the high foreclosure rates in States like

Texas would preclude secondary market activity to low income bor

rowers. Theanswer is definitely no. Fannie Mae'sbusiness in these

States, we think, demonstrates forcefully one of the primary bene

fits we provide, and that is our consistent support of all areas of

the country, no matter what the economic circumstances are.
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contributed $50,000 to help finance a couple of new franchises of an

effort that's called the Home Ownership Protective Effort, or

HOPE . Essentially that is counseling for home owners whose mort

gages are delinquent due to borrowers being unemployed or under

employed.

i
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Mr.ChairmanandmembersoftheCommittee:

Myname
isDale
Riordan,ExecutiveVicePresidentfor

AdministrationandcorporateRelationsatFannieMae.FannieMae

isapubliclyowned,privatelymanagedcorporationwithafederal

charter.WeareregulatedbytheDepartmentofHousingandUrban

Development(HUD),andthetimingofourdebtissuesis

coordinatedbytheTreasury.Ourcongressionalcharterlimitsus

exclusivelytomakingasecondarymarketinhomemortgages--both

single-familyandmultifamily.Wepurchase.mortgagesfromover

3,500lendersthroughoutthecountry,replenishingthemwithfunds

tolendtoadditionalborrowers.

FannieMaeisthenation'slargestinvestorinmortgages,with

$93.5billionoutstandingattheendof1987; wealsoissueand

guaranteemortgage-backedsecurities(MBS),andtherewere$140

billionoutstandingMBSattheendoflastyear.Together,Fannie

Mae'sportfoliopurchasesandMBSfinanceaboutoneoutofevery
eightmortgagesintheUnitedStates.

Statementof

DALEP.RIORDAN

ofthe

UNITEDSTATESSENATE

IappreciatethisopportunitytodiscussFannieMae'sviewsonthe

CommunityReinvestmentAct(CRA).Wefullysupportitsgoals.

Through
our

o
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SecondhowFannieMaeviewsitsroleinsupportingthe

objectivesofCRA,andhowwehaveaddressedthisissuein

ourunderwritingguidelinesandourbusiness.

Third,theroleFannieMaehasplayedindepressedareassuch

asTexas.

FANNIEMAE'SROLEINSUPPORTINGCRAOBJECTIVES

FannieMae'sstandardunderwritingguidelineshelpsupportthe

objectivesofCRA,asdoourspecialprogramstargetedtolow-and

moderate-incomehouseholds.o

o
Fourth,fromasecondarymarketperspective,thechangesand

improvementsthatwethinkcanbemadetoassurethatthe

A.UnderwritingGuidelines

Ourinvolvementwiththisissuehasalonghistory.Inthe1970s,

inresponsetotheconcernsthatpromptedCRA,fairhousinglaws

andequalhousingopportunity,FannieMaemetwithanumberof

communitygroupstostrengthenourunderwritingguidelinesto

complementthegoalsoftheselaws.Thespecificrequirementsof

CRAmandatingconsiderationofregulatedlenders'recordsin

meetingthecreditneedsoftheirentirecommunities
--arosefrom

concernsthatthepracticeof"redlining"olderandlower-income

urbanneighborhoodswasacceleratingdisinvestmentanddecayin

theseareas.

Becauseweareoneofthelargestsuppliersofmortgagecredit,

ourloanguidelinesareviewedbymortgagelendersasanindustry

standard.Thisprovidesstrongincentivesforlenderstoconform

to--orcloselyfollowourunderwritingguidelines,even

thoughtheymaybeoriginatingloansfortheirownportfolios.Ву

followingourguidelines,theirloansare
automatically
more

liquid,hencemoresaleable.

ourunderwritingguidelinesstrikeadelicatebalancebetween

providingaffordablefundstohomebuyersandmanagingcredit

risk.Wewanttocastthewidestpossiblenetovertheuniverse

ofcreditworthyborrowerswhilemaintainingstandardsthatassure

investorconfidenceinourmortgagesandinthecompanyitself.

Ifwedon'tstriketherightbalance,wewillhavedefeatedour

purposebycompromisingourfutureabilitytohelpborrowers.
If

investorsloseconfidence,theywillcommitlessmoneyanddemand

higheryieldstocompensatethemforhigherrisk.Homebuyers

villfootthebillintheformofhigherinterestrates.Also,we

donofavortohomebuyersespeciallylow-,moderate-and

niddle-incomefamilies--ifwesaddlethemwithobligationsthey

cannotcarry.

Wealsodraftourguidelinestoensurethattheyreflectnotonly

soundunderwritingpractices,butthelegislative
concerns

affectingtheprimarymortgagelender.Wecontinuallyreviewand

monitorourguidelinestoensurethattheyfullysupportlocal,

stateandfederallawsrelatingtofairhousing,equalcredit

opportunity,truthinlendingandwrongfuldiscriminationin

residentiallending.

Amongotherthings,thechangesweadoptedatthattime:(1)
definedredlining,expresslycautionedlendersthatourguidelines

shouldnotbeinterpretedaspermittingsuchapractice,and

statedthatracewasnotapredictivefactorforriskassessment;

(2)encouragedlenderstosellusloansinolderneighborhoods;

and,(3)addressedthespecialconcernsoflower-incomeborrowers

inaffirmativelanguagebyspellingoutacceptablevariationsfrom

generalcreditguidelines.Webelievethiswasaresponsiveand

promisingstart.

Beginningin1981,wemadesignificantchangesinthewaywedid

businesstorespondtothethreatofseverelosses.Inorderto

surviveasacompany,wedevelopedmoreefficientmethodsofdoing

business.Theseincludedshiftingfrombuyingloansonlyfor

portfoliotoissuingMBS,andretoolingthecompanytoadaptto
marketvolatility.Ratherthanunderwritingeveryloanpurchased,

wedelegatedunderwritingandapprovalofourloanpurchasesto

theoriginatinglender.Werequiredlenderstomakeacontractual

warrantytous,acknowledgingcompliancewithourguidelinesand

withallapplicablelocalandfederallawsgoverningtheir

mortgagelending.Weaddedlendermonitoringprograms

we
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Finally,wereducedotherhighriskfactorsinconnectionwith

low-equityloansbylimitingtheuseof"buydowns,"strengthening

therules
on

downpaymentsbyco-borrowers,andrequiringa

minimumfivepercentdownpaymentinadditiontofundsreceivedas

agifttowardthepurchaseofahome.

Regrettably,aswerewroteourguidelinestoincorporateournew

businesspractices,wedidnotincludealltheCRA-relatedchanges

vehadmadeearlier.Wedidnotintendtosendadifferent

message;wesimplydidnotfocusonthiseffectofthemassive

overhaulofourguidelinesafter1981.Unfortunately,thechanges

asawholedidnotprovidelenderswithguidancethatwasasclear

andsupportiveaswebelieveitshouldhavebeen.Wemadea

nistake,andwehavenowcorrectedit.

WearepleasedthatNationalPeople'sAction(NPA)broughtthisto

ourattentionlastyear.Wehavediscussedthisissueatsome

lengthwiththemandwiththeAssociation
ofCommunity

OrganizationsforReformNow(ACORN).Beforethisdialoguebegan,

vehadalreadypreparednewguidesthataddressedmanyofthe

issuesraisedbythesegroups.However,wedelayedpublishing

themuntilJanuaryofthisyearinordertoincorporateadditional

specificsuggestions.

Therecentchangesinourguidesmadeseveralimprovements.We

reintroducedspecificanti-redlininglanguageinourneighborhood

B.FannieMae's.OtherInitiativestoSupportNeighborhood

RevitalizationandLow-andModerate-IncomeHousingNeeds

Despitelong-termgainsthatwehavemadeasanationinhousing

ourcitizens,manypeopleremainill-housedorareforcedtopay

unacceptablylargeamountsoftheirincomeforshelter.Recent

trendshavehighlightedthissqueeze.Duringthelastdecade, for

example,increasesinhousingcostsforrentersandaspiring

homeownershavefaroutpacedincomegrowth.Between1970and

1983,whilemedianincomeofrentersdoubled,themedianrent

nearlytripled.From1970to1986,themedianpriceofan
existingsingle-familyhomerose249percentfrom$23,000to

$80,000--whilethenationalmedianincomeroseby183percent,

from$9,876to$27,893.

Asaresultofthesetrends,thenation'slow-andmoderate-income

householdsfacerealproblemsinfindingaffordable,decent

housingandseveralstudies(bytheJointCenterforHousing

Studies,theNationalAssociationofRealtors,andtheU.S.League

ofSavingsInstitutions) havedocumentedthis.Low-income

householdsfaceashrinkingsupplyofaffordablerentalhousing,

evenastheneedforsuchhousingexpands.Theshiftinfederal

housingsupportoverthelastdecade,tohousingvouchersrather

thanproject-basedsubsidies,hasmadethesituationworse.

Thedisparitybetweengrowthinincomeandhousingcostsalsohas

madehomeownershipmoredifficulttoachieve,especiallyforlow

andmoderate-incomefamilies.
In1980,homeownershipbegan

decliningforthefirsttimein50years,fallingfrom65.6

percentto63.8percentbetween1980and1986.Thisdrop,hit

hardestatyoungerhouseholdsheadedbypeopleinthe25-34'age
bracket,withtheirhomeownershiprateplummetingtolessthan46

percentin1986from55percentin1980.

Theseconditionshavefosteredanincreasingdependenceonhousing
initiativesatthestateandlocallevels,andonpartnerships

betweenthepublicandprivatesectors,toaddressthehousing

needsoflow

а

.
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our1987low-andmoderate-incomehousinginitiativesinmore

detail.

we are

Development,theEnterpriseSocialInvestmentCorporation,the

developmentfirmofMulligan&Griffin,MarylandNationalBank,

andciticorp.Our

a

Ourspecialeffortstakeseveralforms.Forexample,

expandingaggressivelyourcommunitylendingprograms,inwhichwe

provideprimarymortgagefinancing,associatedwithsubsidized

secondaryfinancingprovidedbyastate,cityornonprofit

organization.Throughtheseprograms,low-andmoderate-income

homebuyers,whowouldotherwisebepricedoutofthemarket,can
obtainmortgages.Weemphasizetherehabilitationofvacantand

abandonedhouses(oftenVAandFHAforeclosures)intargeted

neighborhoods,andwetrytoinvolvelocalcommunitydevelopment

corporations(CDCs).Wehavecommittednearly$100millionto

theseprogramssincethebeginningof1987.

Moreandmorelendersarecomingtous,eagertobegincommunity

lendingprogramsintheircities,andweareprovidingthemwith

technicalassistanceandsupport,aswellasbuyingtheirloans.

Yanni.Maacurrentlyhasdozensuchprogramsunderwayin

variouscities.ThroughtheD.C."Homesight"program,for

example,FannieMaewillpurchaseupto$15millioninfirst

nortgagesforroughly300homepurchases
ofrehabilitated

propertiesidentifiedandrenovatedbylocalCDCs.

Anotherexampleofthevalueofthetaxcreditisatransactionwe

recentlyannouncedinMontgomeryCounty,Maryland,inwhichweare

participatinginalimitedpartnershipwiththatcounty'sHousing

OpportunitiesCommission(HOC)andtheinvestmentarmofthe

PotomacElectricPowerCompany(PEPCO).MontgomeryCountyis

acquiring32single-familyhomesthroughaninclusionaryzoning

programandismakingthemavailableaslow-incomerentalunitsby

usingthetaxcredit.

a

Wealsohaveworkedwithstateandlocalhousingfinanceagencies

toreducethecostofmortgagesfinancedwithtax-exemptbonds.

Thishasincludedprivateplacementpurchaseoftax-exempt

mortgagerevenuebonds,whichreducestheagencies'issuingcosts,

thúsallowingthemtopassalongthesavingstofirst-timehome

buyers.

Thelow-incomehousingtaxcreditisacentralpartofourhousing

affordabilityefforts.FannieMaebelievesstronglyinthevalue

ofthetaxcredit,andwearecommittedtoencouragingother

corporationstomakeuseofit.In1987,wewillinvestmorethan

$40millioninequityfundsinhousingthatwillqualifyfortax

credits,andweexpectthatfiguretogrowsubstantiallyduring

1988.

Ourinvestmentsreflecttherangeofhousingtowhichthecredit

canbeapplied.Inoneeffort,wewillinvest$28millioninNew

YorkCitytohelpfinancetherehabilitationofupto1,000units

ofabandonedhousingintargetneighborhoods.FannieMaeworks

withtheEnterpriseFoundation,whichisassistingNewYork's

communitygroupstoidentifyappropriatestructuresandhelpthem

structurethetransactions.ThecityofNewYorkismaking

availablecity-ownedpropertiesatnominalcost,andboththecity

andthestateareprovidingmortgagefinancingonconcessionary

terms.Wealreadyhaveidentifiedtwoprojectsforfinancing,

andwearegertofinanceothers.

InanothereffortinWashington,D.c.,wehavebeenworkingfor

thepastyearwiththenonprofitorganizationknownasSoothers

MightEat(SOME),theD.C.DepartmentofHousingandCommunity

FANNIEMAE'SROLEINASSISTINGHOMEBUYERSINDISTRESSEDREGIONS

Mr.Chairman,inyourletterofinvitation,youaskedwhetherthe
highforeclosureratesinthe"oilpatch"wouldprecludesecondary

marketcommitmentstolower-incomeborrowersinthosestates.The

answerisno.

FannieMae'sbusinessinthesestatesdemonstratesforcefullyone

oftheprimarybenefitsweprovide:ourconsistentsupportinall

economiccircumstancesandacrossallareasofthecountry.When

theenergybeltexperiencedaseveredownturnbeginningin1986,

FannieMae
wasoneofthefewcompaniesthatremainedinthe

market,andwehaveeveryintentionofcontinuingthatsupport.

In1986and1987,FannieMaepurchasedapproximately$7billionin

mortgagesinTexas,assistingover107,000Texashomebuyersand

homeownerstofinancetheirmortgages.Wealsopurchased$136

millionofmortgagerevenuebondsinTexaslastyear,whichwill

providefinancingforroughly1,720familieswhoarepredominantly

first-timehomebuyers.Inaddition,wecontributed$50,000to

helpfinance
newHomeOwnershipProtectiveEffort(HOPE)

franchisesinDallas,FortWorthandHouston.HOPEprovidesa

fullrangeofcounselingandsupportservicestounemployedand

underemployedfamilieswhoseriouslydelinquentintheir

mortgagepayments,andindangeroflosingtheirhomesthrough

foreclosures.

WehavecontinuedlendinginAlaska,Colorado,Louisianaand

Oklahoma.In1986-1987,wepurchased$4.75billioninmortgage

loansinthesestatesandhelpedalmost74,000borrowers.Wealso

purchased$498millionofmortgagerevenuebondsthatprovided

financingforroughly7,720familieswhoare
predominantly

first-timehomebuyers.

are
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SUMMARYANDCONCLUSION

Wealsohaveinitiatedabroadloanmodificationprograminthe

oilpatchstatestohelppeoplestayintheirhomes.Wehave

workedcloselyaswellwiththeAlaskaHousingFinanceCorporation

tohelpresolvethedifficultsituationinthatstate.

Despitetroubledeconomiccircumstances,wehaveremainedinthe

oilpatchstates.Wehavenotlostfaithinthesemarkets.When

theybegintogrow,weintendtogrowwiththem,andwebelieve

oursupportoverthelasttwoorthreetoughyearswillstandus

andtheseareasingoodstead.

IMPROVEMENTSTOASSUREMEETINGCOMMUNITYCREDITNEEDS

Noothercompanyintheconventionalmortgagemarketconsistently

providesthesupportFannieMaehasofferedlow-and

moderate-incomefamiliesinachievinghomeownership.Werecognize

thatwehavemademistakes,andweappreciatenewperspectiveson

waystopreventtheminthefuture.Wearealwaysopentonew

ideasthatwillhelpusimprovethewaywecarryoutourmission.

Becauseofthismission,wefeelaspecialresponsibilityto

providethehighestlevelofsupportforthegoalsofCRA.We

commendtheeffortsoftheNPA,ACORNandothersinbringingtheir

concernstousandinitiatingdiscussionswhichhavehelpedus

improveourunderwritingguidelines.Wewelcometheinterestof

allcommunitygroupsinthisimportantissue.And,welookforward

toworkingcloselywiththeminthefuturetofindthebestwayto

supportlow-andmoderate-incomefamiliesseekinghomeownership.

Fromasecondarymarketperspective,FannieMae
canmaketwo

importantcontributionstosupportCRA.First,wewillcontinue
toplace

Thankyou,Mr.Chairman.Iamhappytoanswerany

youorothermembersoftheCommitteemayhave.

aestionsthat

Theevolutionofpublic-privatepartnershipstoaddresshousing

issuesoffersapromisingstartingpoint.But,thefederal

governmentcanalsoprovidevitalleadershipfortheseefforts.

Itcan,forexample,enhancetheseeffortsthroughinitiatives
suchaspreservingthelow-incomehousingtaxcreditandthe

municipalrevenuebondprogram.AsInotedearlier,wehavefound

thetaxcreditasuperbvehicleforencouragingnonprofitand

corporatesupportforlow-incomehousingneeds.And,webelieve
Congressshouldgiveprioritytoensuringitsavailabilityona

permanentbasis,

Wehavehadaverypositiveexperienceworkingwithstateand

localgovernmentstomaximizethebenefitstofirst-timehome

buyersoftax-exemptmortgagerevenuebonds.Webelievethese

benefitsshouldcontinuebeyondthescheduledsunsetdateofthe
endof1988.

Theseareonlyafewexamplesofthewaysgovernmentcanmagnify
andencouragetheparticipationoftheprivatesectorinmeeting

thehousingneedsoflower-incomefamilies,TheNationalHousing

TaskForce,establishedundertheaegisofSenatorsCranstonand

D'Amato,andonwhichFannieMae'sChairmanandCEODavidMaxwell

servesasViceChairman,willbeissuingnextweekacomprehensive

listofrecommendationsforimplementing
a

nationalhousing

policyManyoftheseideascanalsoprovidevitalsupportfor

CRA,and
we

encouragetheCongressandthisCommittee

particularly--togivethemthehighestpriority.
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Chairman's

messageFannieMae

FannieMae's

Low-and

Moderate-income

Housing

Initiatives

“ThisreportchroniclesFannieMae'sinitiativesin

servingthehousingneedsoffamiliesandindividuals

withmodestincomes.Togetherwiththeformationof

ourOfficeofLow-andModerate-IncomeHousing

Initiatives,itreflectsFannieMae'sstrongcommitment

toprovidingflexible,affordablefinancingvehiclesfor

homebuyersandrenterswhoaremostinneedofthis

assistance.”

DavidO.Marwell

DavidO.Maxwell

Chairmanand

ChiefExecutiveOfficer

December1987
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FannieMae'srole

inmortgagefinance

FannieMae'slow

andmoderate

incomehousing

initiatives

bankers;36percentofFannie
Mae'sbusinessiswiththriftin

stitutions;theremainderofthe

company'sbusinessiswithcom

mercialbanksandothersinthe

marketplace,includingstateand
localhousingfinanceagencies.

FannieMae(theFederalNational

MortgageAssociation)isaprivate
shareholder-ownedcorporationthat

wascharteredbytheU.S.Congress

tohelpinsureasteadyflowof

mortgagefundsinallofAmerica's

housingmarkets.Thecompany

doesthisbyoperatinginthesecon

darymortgagemarket--themarket

thatlinksthosewhooriginatemort

gageswiththosewhoinvestin

them.Byimprovingtheefficiency

ofthatlinkage,FannieMaehelps
increasethesupplyofmortgage

capitalandmakeshomeloans

availableatlowerinterestrates

thanwouldotherwisebepossible.

FannieMaeprovidesfundsfor
residentialmortgagesintwoways.
First,thecompanypurchasesmort

gagesforitsportfolio.Itfinances

thosepurchasesbysellingdebt

securitiestoinvestors.Second,Fan

nieMaeissuesandguarantees

Mortgage-BackedSecurities(MBS)
thatarebackedbyloanswritten

bymortgagelenders.Together,

thesetwomechanismsincreasethe

poolofpotentialinvestorsinhome

loansandallowFannieMaetoof

ferthewidestpossiblerangeof

mortgageproducts.

FannieMaeacquireshomemort

gagesfrom-andissuesMBSon

behalfof-anetworkof3,500

primarymortgagelendersinall

regionsofthecountry.Approx

imately50percentofthecom
pany'sbusinessiswithmortgage

Operatingunderlimitsestablished

initsCharterAct,FannieMae

servesabroadarrayofAmerica's

low.,moderate-,andmiddle-income

families.BetweenJanuary1986
andJune1987,FannieMaehelped

provideaffordablemortgagefunds

toalmost2millionhouseholds.The

averagesizeofallhomemortgages

purchasedduringthatperiodwas
about$64,000;nearly30percentof

allloanspurchasedwereunder

$40,000.

.

BecauseFannieMaeislimitedby

lawtothesinglebusinessof
residentialfinance,thecompany
providesanassuredsourceofsup

portformortgagelendingthatis

availableinallareasofthecoun

tryandduringalleconomic

circumstances.

Becauseofthekeypositionitoc-homebuyersatlowerinterest
cupiesinthenation'shousingratesthanwouldotherwisebe

financesystem,FannieMaehasapossible.FannieMaeexpectsto
uniqueopportunitytosupportef-helpmakehomeownershipaffordfortstoexpandhousingoppor-ableformorethan20,000low

tunitiesforlow-andmoderate-andmoderate-incomefamiliesin
incomefamiliesandindividuals.As1987throughthepurchaseoftax

notedintheprevioussection,inexemptbonds.

carryingoutitsbasicmission,Fan
nieMaehelpsmakehousingmoreFannieMaealsoprovidescredit

affordableforallAmericans.Inad-enhancementforsingle-familytax
dition,FannieMaeisundertakingexemptmortgagerevenuebonds.
anincreasingnumberofinitiativesUnderthisprogram,FannieMae
specificallydesignedtoimprovetheissuesMortgage-BackedSecurities

accessoflow-andmoderate-incomethatarebackedbymortgages
peopletodecent,affordablehousingfundedwiththeproceedsoftax
Theseinitiativesarethesubjectofexemptbonds.FannieMae'sin

thispublication.

a

FannieMaeisheadquarteredin
Washington,DC.Itoperates

regionalofficesinAtlanta,

Chicago,Dallas,LosAngeles,and
Philadelphia.FannieMaeSoftware

SystemsinNorcross,Georgia

developsandmarketsmortgage
processingandservicingsoftware

products

7

9
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Programs

•Multifamilyloan-purchaseand

tax-exemptfinancingprograms.

Onacase-by-casebasis,Fannie

Maepurchasesmortgageson

multifamilyrentalprojectsserving

low-andmoderate-income

households.FannieMaehasalso

helpedstateandlocalhousing

financeagenciesproviderental

housingforlowerincomefamilies

byusingitsMortgage-Backed

Securitiesascollateralforthe

agencies'tax-exemptbonds.Since

1984,FannieMaehasprovided

suchcreditenhancementformore

than400projectswithalmost

60,000dwellingunits.

•Low-incomerentalhousing

equityinvestments.Sincethe

Congressauthorizedthelow

incomerentalhousingtaxcredit

programin1986,FannieMaehas

madecommitmentstoinvestmore

than$30millioninrentalhous

ingprojectsforlow-income

familiesandthehomeless.These

projectswillassistabout1,300

households,whilehelping

rehabilitatevacantand

underutilizedbuildingsinselected

neighborhoods.

FannieMae'sOfficeofLow

andModerate-Income

HousingInitiatives

Tohelppromotefurthereffortson

behalfoflowerincomehouseholds,

FannieMaerecentlyhascreated

anOfficeofLow-andModerate

IncomeHousingInitiatives.Thisof

ficeisresponsibleformanagingthe

programsthatFannieMaealready

hasunderwayandforcreatingad

ditionalprogramstoexpandthe

housingopportunitiesoflow-and

moderate-incomefamiliesandin

dividuals.Thestaffofthisoffice

andstaffofFannieMae'sfive

regionaloffices-areavailableto

workwithmortgagelenders,state

andlocalhousingagencies,non

profitorganizations,andother

privatecorporationstohelpdevelop

effectiveprogramsdesignedtomeet

localhousingneedsincommunities

throughoutthecountry.

Foradditionalinformationconcern

ingtheOfficeofLow-and

Moderate-IncomeHousing

Initiatives,contact:

MartinD.Levine

VicePresident-Low-and

Moderate-incomeHousing

FannieMae

3900WisconsinAvenue,NW

Washington,DC20016-2899

(202)537-6030

Howtousethispublication

Theremainderofthispublication

describeslow-andmoderate-income

housinginitiativesthatFannie

Maecurrentlyhasunderway.The

descriptionsindicatewhereeach

programisoperating;howthepro

gramworks;whatFannieMae's

roleis;whoourpartnersare;and

whereonecangetadditional

information.

Anadditionalsectiondescribesthe

workoftheFannieMaeFounda

tion,whichalsosupportshousing

affordabilityefforts,amongother

goals.Thepublicationconcludes

withalistingofFannieMae's

regionaloffices.

1
1

0



3
7
7

ConcordPark
Apartment

Improvement

Program(AIP)

Neighborhood

HousingServices

(NHS)

liquidatingmortgageswithupto

30-yearamortizationarealsopossi

ble.Themaximumloan-to-value

ratiois80percent.

WhatisFannieMae'srole?

FannieMaeispurchasing$6

millionto$7millioninconven

tionalfirstmortgages.

Whereistheprogram

operating?

Minnesota,NewYork,Ohio,and

Washington,DC.

Howdoestheprogramwork?

TheNeighborhoodReinvestment
Corporation(NRC),anationalnon

profitagency,coordinatesanet

workofmorethan200Apartment

ImprovementProgram(AIP)and

NeighborhoodHousingServices

(NHS)projectsinmorethan130

U.S.cities.Thegoalofthepro

gramsistoimprovethequalityof

lifeforlowerincometenantsof

multifamilyhousingprojects.

WhatisFannieMae'srole?

Bypurchasingthemortgagesunder

theAIP/NHSprograms,Fannie

Maeservesastheultimatein

vestor.ThroughMay1987,Fannie

Maehasboughtmorethan$13

millioninrehabilitationloans,

helpingtomakeavailablemore

than650rentalunitsinMinnesota;

NewYork;Ohio,andWashington,

DC.

Whereistheprogram

operating?

StatenIsland,NewYork.

Howdoestheprogramwork?

FannieMaeisworkingwiththe

NewYorkCityHousingPartner

ship(NYCHP)andNorstarMort

gagetoenablebetween150and

170familiesnowpricedoutofthe

housingmarkettopurchasenew

homes.

WhoareFannieMae's

partners?

•TheNewYorkCityHousing

WherecanIgetmore

information?

AtFannieMae,contact:

IreneBaggio

(215)574-1487

AttheNewYorkCityHousing

Partnership,contact:

KathrynWylde

(212)561-2001

WhoareFannieMae's

partners?

TheNeighborhoodReinvestment

Corporation,NeighborhoodHousing

ServicesofAmerica,andtheirlocal

networkofnonprofit
ograms.

WherecanIgetmore

information?

AtFannieMae,contact:

MartinLevine

(202)537-6030

InOctober1984,FannieMae

issueda$25millionmastercom

mitmenttoNeighborhoodHousing

ServicesofAmerica(NHSA-anaf

filiateofNRC-tosupporttheAIP

andNHSprogramsthroughoutthe

UnitedStates.Throughthismaster

commitment,NRCandNHSAob

tainlong-termrehabilitationfinanc

ingforlowerincomemultifamily

projectsintargetcities,thusin

creasingtheavailabilityofdecent,

affordablerentalhousing.NRCand

NHSAreviewallrequestsfor

financingandforwardtoFannie

Maethoserequeststhatare

approved

NorstarMortgageisoriginating

andservicingthefirstmortgages.

TheNYCHPismakingsecond

mortgages,throughanUrban

DevelopmentActionGrant(UDAG),

availabletofamilieswhomeetpro

gramincomeandcreditguidelines.

Paymentofthesecondmortgageis

notrequireduntilthepropertyis

sold,andthenonlyiftheproperty

issoldforaprofit.Ifthebuyerre

mainsinthehomefor15years,

thesecondmortgageisforgivenen

tirely;ifthebuyersellsthehome

before15yearshaveelapsed,
thesecondmortgageisrepayable

fromthenetprofitonresale,unless
resaleistoanotherincome-eligible

buyer.

AtNorstarMortgage,contact:
LawrenceStrauss

(516)832-6378

AttheNeighborhoodReinvestment

Corporation,contact:

MurielLipit

(914)633-4314

Bothinvestor-ownedrentalproper

tiesandcooperativeprojectsare

eligible.Firstmortgagesarecon

ventional,fixed-rateloans,with

termsof7to15years;20-yearself

AtNeighborhoodHousingServices

ofAmerica,contact:

MaryLeeWidener

(415)832-5542

13 15
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Credit

enhancementfor

tax-exempt-financed

rentalhousing

developments

Numberof

Projects

Numberof

UnitsState

Whereareprojects

financedbytax-exempt

bondslocated?

Arizona,Arkansas,California,

Colorado,Connecticut,Delaware,

Georgia,Illinois,Indiana,Iowa,

Kansas,Massachusetts,Michigan,

Minnesota,Mississippi,Missouri,

Nebraska,Nevada,NewJersey,

NewMexico,NewYork,North

Dakota,Oklahoma,SouthDakota,

Tennessee,Texas,Utah,Virginia,

andWashington.

exempthousingbonds.Thetriple-A

ratingofbondscollateralizedwith

FannieMaeMBSenabledbond

issuerstoreducetheirfinancing

costssignificantlyandtopasson

thosesavingsintheformoflower

rents.

Alloftheprojectsfinancedunder

thisprogramhavesetasidea

minimumof20percentoftheir

unitsforlow-incometenants.

Althoughdeliveriesarestillbeing

madeundertheMuniMaepro

gram,commitmentsarenolonger

available.

NewMexico

Oklahoma

Washington

Texas

Arizona

California

Nevada

Utah

Connecticut

Massachusetts

NewJersey

NewYork

Virginia

Delaware

Illinois

Michigan

20 3,773

1,006

10,758

6,067

3,072

14,081

MortgageLoansMade

WithProceedsof

Tax-ExemptBonds*

Howtheprogramworked

Underthisprogram-knownas

"MuniMae"-FannieMaehas

helpedstateandlocalhousing

financeagenciesproviderental

housingforlow-andmoderate

incomefamiliesbyusingits

Mortgage-BackedSecurities(MBS)

ascollateralfortheagencies'tax

WhatisFannieMae'srole?

UndertheMuniMaeprogram,

FannieMaeprovidedcredit

enhancementfor$1.793billionin

bondsissuedtofinance417

multifamilyprojectsin29states:

417

*Dollarsinmillions

Numberof

Projects

Numberof

Units

MortgageLoansMade

WithProceedsof

Tax-ExemptBonds*State

Regionalofficecontacts:

9

WhoareFannieMae's

partners?

Stateandlocalhousingfinance

agencies.

Georgia

Mississippi

Tennessee

Indiana

Iowa

Minnesota

Nebraska

NorthDakota

SouthDakota

Arkansas

Colorado

Kansas

Missouri

B
o
r
w
A
A
V
A
A
N

1,450

392

46.9

10.0

14.6

42.1

WherecanIgetmore

information?

AtFannieMaehomeofficecontact:

GeraldLaHaie

(202)537-7055

Atlanta:RobertHunter

10
17 18
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Energy-Efficient

Mortgages

8
5
-
6
1
9

0
-

8
8

-
1
3

Credit

enhancement

fortax-exempt

financedsingle

familymortgages

financingforapproximately1,800

low-andmoderateincomefamilies

inwestcentralKentuckyandin

thecitiesofAtlanta,Georgiaand

ThousandOaks,California.

Whereistheprogram

operating?

Arkansas,Connecticut,Idaho,Mon

tana,Oregon,Texas,Vermont,

Virginia,andWashingtonState.

Morethan100smallerutilitiesof

ferratingprogramstohelpbuyers

qualifyforenergy-efficient

mortgages.

TheEEMoptionscanimprove

housingaffordability,particularly

forfirst-timehomebuyers.In

cooperationwithlenders,builders,

electricandgasutilities,realestate

agents,andpublicinterestgroups,

FannieMaepromotesenergy

efficienthousingalongwiththe

EEMloanoptions.

Whereistheprogram

operating?

California,Georgia,andKentucky,

Howdoestheprogramwork?

FannieMaehasdevelopedtwo

creditenhancementprogramsfor

single-familymortgagerevenue

bondsissuedbystateandlocal

housingfinanceagencies(HFAs).

Inthefirst,creditenhancementis

providedbyFannieMaeMortgage

BackedSecurities(MBS)thatare

backedbymortgagesfundedwith

bondproceeds.Thesecondprogram

providescreditenhancementwith

adirectcorporateguaranteerather

thanwithMBS.

WhoareFannieMae's

partners?

•Stateandlocalhousingfinance

WherecanIgetmore

information?

AtFannieMae,contact:

JohnGallagher

(202)537-6607

WhatisFannieMae'srole?

FannieMaeofferstheEEMloan

optionstoitsnetworkofover4,000

approvedlenders.Thelendersdeter

minewhethertoofferitinthecom

munitiestheyserve.

WhatisFannieMae'srole?

Threeprototypetransactionsutiliz

ingtheMBShavebeencompleted.

Thesetransactions,whichtotal$90

million,haveprovidedbelow-market

Howdoestheprogramwork?

ThroughitsEnergy-EfficientMort

gage(EEM)loanoptions,Fannie

Maerecognizesthathomesbuiltor

renovatedwithhigh-efficiency

heatingandcoolingequipment,

adequateinsulation,andother

energy-savingmeasuresareworth

moreandcostlesstorun.Buyers

ofenergy-efficientnewandolder

homescangetanEnergy-Efficient

Mortgagethatallowsthemto

qualifyforahigherloanamount

thantheywerepurchasinganin

efficienthome.Inaddition,buyers

ofolderhomescangetanEEM

thatenablesthemtoincludein

theirmortgagethecostofenergy

savingimprovements.

FannieMaesponsoredseveralpilot

projectswithconsumergroups,

lenders,utilities,andothersto

demonstrateandrefinethe

company'sEEMloanoptions.One

pilotisnowunderwayinConnect

icuttodevelopandtestnewunder

writingguidelinesandtopreparea

completemarketingprogramfor

theEEMthatinvolvesrealestate

agents,lenders,andothersinvolved

inthehomepurchaseprocess.

19 21
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HomeOwnership

ProtectiveEffort

(HOPE)

FannieMaeisjointlysponsoring

thepilotwiththeAlliancetoSave

EnergyandConnSave,Inc.,two

nonprofitgroupsthatpromote

investmentinenergy-efficient

housing.

•ConnSave,Inc.,Hartford,
Whereistheprogram

operating?

•Currently:McKeesportandErie,

andfamilycounselingservices;

cashassistancethroughlow-interest

deferredloans;andadvocacyand

assistanceinnegotiationswith

creditors.

•Planned:DallasandHouston,WherecanIgetmore

information?

AtFannieMae,contact:

JohnNevin

(202)537-7514

FannieMaehasprovidedlenders

withconsumerbrochuresthatex

plaintheEEM,bankcountercards,

andothermarketingmaterials.The

companyalsoprovidestechnicalad

vicetoorganizationssuchas

EnergyRatedHomes,anational

nonprofitgroupthatconductshome

energyaudits.

HOPEchoosescommunitiesin

whichtoestablishitsoffices

throughanexhaustiveanalysisof

localconditionsandservices.It

thenselectsalocalnonprofit

organizationandfranchisesit,

trainingitsstaffinalltheservices

HOPEoffers.

AtTheAlliancetoSaveEnergy,

contact:

JamesWolf

(202)857-0666

Howdoestheprogramwork?

TheHomeOwnershipProtective

Effort(HOPE)programofHousing

Opportunities,Inc.-anonprofittax

exemptsocialservicescorporation

inMcKeesport,Pennsylvania

providesafullrangeofcounseling

andsupportservicestounemployed

andunderemployedfamilieswho

areseriouslydelinquentandin

dangeroflosingtheirhomes

throughforeclosure.HOPEhasan

impressiverecordofsuccess--only

12foreclosuresinitsfirst725

cases.

WhatisFannieMae'srole?

FannieMae'sroleintheHOPE

programisfourfold:
AtEnergyRatedHomes,contact:

RonaldHughes

(501)374-7827

WhoareFannieMae's

partnersintheEEM

program?

•FannieMae-approvedlendersthat

•FannieMaehassignedacontract

•Wehavemadea$50,000commit

HOPE'sclientsarereferredby(and

theirfeespaidby)mortgage

lenders,utilitycompanies,andmort

gageinvestors.Nochargeismade

totheclients.Servicesprovidedto

homeownersinclude:comprehensive

financialcounseling;accesstocom

munityresourcesandpublicpro

gramssuchasfoodbanks,job

retrainingandvocationalprograms,

•TheFannieMaeFoundationhas

23
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HomeSight

•Wearecontinuingtomakecon WherecanIgetmore

information?

AtFannieMae,contact:

LynneBallew

(202)537-7473

AtHousingOpportunities,Inc.,

contact:

JamesButler

(412)664-1590

WhoareFannieMae's

partners?

•HousingOpportunities,Inc.;

Whereistheprogram

25
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LakePark

Townhomesat

Klahanie

WhatisFannieMae'srole?

FannieMaehasagreedtopurchase

the28firstmortgagesfrom

Continental.

WhoareFannieMae's

partners?

•TheDistrictofColumbia

DepartmentofHousingand

CommunityDevelopment.

•ThenationalandWashington,

DCofficesoftheLocalInitiatives

SupportCorporation.

•Washington-areacommunity

developmentcorporations:

-HStreetCommunity

•Washington-arealenders:

-AmericanSecurityBank.

-FirstAmericanBank.

-IndependenceFederalSavings

Whereistheprogram

operating?

Seattle,Washington.

Howdoestheprogramwork?

TheKingCountyHousingFinance

Agency(KCHFA)hasimplemented

aprogramtorequirethat

developersprovidesocialbenefitsin

returnforzoningdensitybonuses.

Aspartofthatprogram,LakePark

TownhomesatKlahanieinvolvesa

set-asideforlowerincomefamilies

of28townhomestobebuiltbyan

establishednonprofithousing

developerinanewhigh-density

development.Theprojectalsowill

involveaset-asideofMortgage

CreditCertificateauthorityfrom

theWashingtonStateHousing

FinanceCommissionintheamount

of$1.8million.

WhoareFannieMae's

partners?

•TheKingCountyHousing

WherecanIgetmore

information?

AtFannieMae,contact:

LynneBallew

(202)537-7473

AttheLocalInitiativesSupport

CorporationinWashington,DC,

contact:

MichaelMayer

(202)296-4580

AtContinentalMortgageCompany,

contact:

JeffTodhunter

(206)455-4888

KCHFAisprovidingsecondmort

gagesonfavorabletermsto

borrowerswhomeetincomeand

creditguidelines.Borrowersare

providing5percentcashdown

payments.Theconstructionfinanc

ingandthepermanentconven

tionalfirstmortgageswillbe

originatedandservicedbyCon

tinentalMortgageCompany.

Formoreinformationaboutthe

FannieMaeFoundation,contact:

HarrietIvey

(202)364-4927
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NationalTemple
MartinLutherKing

Subdivision

Program

WhatisFannieMae'srole?

Inadditiontopurchasingthefirst

mortgages,FannieMaeiswaiving

itsnormalrequirementthata

minimum5percentdownpayment

comeentirelyfromthehome

buyer'sownfunds.

Whereistheprogram

operating?

Champaign,Illinois.

Howdoestheprogramwork?

TheCityofChampaignispro

viding$10,000grantsfordown

paymentstolowerincomefamilies

whoqualifyunderFannieMae

incomeandcreditguidelines,per

mittingthosefamiliestopurchase

newhomesinthissubdivision.The

homes-three-bedroom,two-bath

ranchhouses-willsellforan

averagepriceof$54,000.Mostfirst

mortgageswillhaveloan-to-value

ratiosgreaterthan80percentand

willhaveappropriatemortgagein

surancecoverage.

Whereistheprogram

operating?

Philadelphia,Pennsylvania.

Howdoestheprogramwork?

TheNationalTempleprojectwill

preserveandrenovate20unitsof

rentalhousinginNorth

Philadelphia.Theunitswillbeoc

cupiedbylow-incomefamilieswho

arereceivingrentalsubsidies

throughthePhiladelphiaHousing

Authority.NationalTempleNon

ProfitCorporation,whichwill

rehabilitateandmanagetheunits,

isaminority-controlledcommunity

developmentcorporationthathas

alreadyproduced250unitsof

lowerincomehousinginNorth

CentralPhiladelphia.

WhoareFannieMae's

partners?

•TheEnterpriseFoundation

WhoareFannieMae's

partners?

•TheCityofChampaign,Illinois.

•FirstbankMortgage.

WherecanIgetmore

information?

AtFannieMae,contact:

WilliamTierney

(312)368-6261

WherecanIgetmore

information?

AtFannieMae,contact:

MartinLevine

(202)537-6030

AtNationalTempleNon-Profit

Corporation,contact:

MarieNahikian

(215)787-2790
FirstbankMortgagewilloriginate

andservicethefirstmortgages,

whichwillbepurchasedbyFannie

Mae.

WiththeCityofChampaign,

contact:

BettyMcKown

(217)351-4486

Approximately$1.4millionin

financingfortheprojectisbeing

providedthroughavarietyof

private,state,local,andfoundation

sources,aswellasthroughthe

syndicationofalimitedpartner

shipforequityinvestment.

AttheEnterpriseSocialInvest

mentCorporation,contact:

LessiePowell

(301)964-0552

AtFirstbankMortgageCompany,

contact:

AnnSchrader

(217)398-4888

WhatisFannieMae'srole?

FannieMaehasmadea$570,000

equityinvestmentassolelimited

partnerintheNationalTemple

project.Thepartnership,syndicated

bytheEnterpriseSocialInvest

mentCorporation,enablesFannie

Maetotakeadvantageofthelow

incomehousingtaxcreditcreated

bythe1986TaxReformAct.
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NewYorkCity

Low-IncomeRental

Housing

Rehabilitation

Program

Purchaseof

tax-exemptmortgage

revenuebonds

Whereistheprogram

operating?

NewYorkCity.

Howdoestheprogramwork?

Thisprojectwillrehabilitate1,000

unitsofpermanentrentalhousing

forthehomelessandvery-low

incomepeopleofNewYorkCity.

Vacant,city-ownedbuildings

intheBronx,Brooklyn,and

Manhattanwillbepurchased

andrehabilitatedunderthe

auspicesoftheEnterprise

Foundationandlocalnonprofit

communitysupportgroups.

WhoareFannieMae's

partners?

•TheEnterpriseFoundation.

•TheEnterpriseSocialInvestment

Whereistheprogram

WherecanIgetmore

information?

AtFannieMae,contact:

MartinLevine

(202)537-6030The$70millionprojectisbeing

financedthroughavarietyof

private,state,local,andfoundation

sources,aswellasthroughthesyn

dicationofalimitedpartnershipfor

equityinvestment.

AtTheEnterpriseFoundation,

contact:

HelenSzablya

(301)964-1230

WhatisFannieMae'srole?

Bypurchasingthebondsdirectly,

FannieMaereducestheagencies'

marketingcosts,makingitpossible

forthemtooffermortgagesat

lowerinterestratesthanotherwise

WherecanIgetmore

information?

AtFannieMae,contact:

JohnGallagher

(202)537-6607

WhatisFannieMae'srole?

FannieMaehasmadea$28

millionequityinvestmentasa

limitedpartnerintheproject.The

partnership,syndicatedbythe

EnterpriseFoundation,enables

FannieMaetoutilizethelow

incomehousingtaxcreditcreated

bythe1986TaxReformAct.

Bonds

Purchased

($inmillions)

Estimated

Numberof

BorrowersAgency

FloridaHousingFinanceAgency

WashingtonStateHousingCommission

HoustonHousingFinanceCorporation

DeKalbCounty(GA)HousingAuthority

Cities&MetroCountiesof

198.5

208.7

80.0

75.0

72.0

3,900

4,100

1,600

1,500

1,440

38.6 770

33
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Seafirst

Rehabilitation

LoanProgram

TheWalkHome

Program

Whereistheprogram

operating?

Seattle,Washington.

Whereistheprogram

operating?

Chicago,Illinois.

WhatisFannieMae'srole?

FannieMaehasworkedwith

Seafirsttodevelopappropriate

creditguidelinesfortheprogram

andwillpurchase$25millionin

conventionalfirstmortgagestopro

videhomefinancingforapprox

imately500low-tomoderate

incomefamiliesintheSeattlearea.

Howdoestheprogramwork?

Thegoaloftheprogramisto

providehomeownershipoppor

tunitiesforlowerincomefamilies

throughtherehabilitationof

vacantandabandonedhousing.

SeafirstRealEstateGroup,an

affiliateofSeafirstBank,has

targetedlow-andmoderate-income

neighborhoodsincentraland

southwestSeattlethathavebeen

earmarkedforrevitalizationby

HUDandtheWashingtonState

HousingFinanceCommission.

Howdoestheprogramwork?

TheWalkHomeprogramisajoint

ventureofNeighborhoodHousing

Services(NHS)ofChicagoandthe

GreaterNorthPulaskiDevelopment

Corporation(GNPDC)toencourage

employeesofGNPDC-membercom

paniestopurchasehomesnear

theirworkplaces.Theprogram

reducesemployees'transportation

costsandhelpsimprovethestabili

tyoftheirneighborhoods.

WhatisFannieMae'srole?

FannieMaewillpurchasethefirst

mortgagesfromthethree

participatinglenders.

WhoareFannieMae's

partners?

•NeighborhoodHousingServicesof

WhoareFannieMae's

partners?

SeafirstRealEstateGroup

HowcanIgetmore

information?

AtFannieMae,contact:

WilliamTierney

(312)368-6261

WherecanIgetmore

information?

AtFannieMae,contact:

LynneBallew

(202)537-7473

AtSeafirst,contact:

RonCampbell

RehabilitationLoanDepartment

(206)358-3542

Participatingmembercompaniesof

GNPDCinvestintheWalkHome

RevolvingLoanFund,fromwhich

theiremployeesmayborrowupto

$8,000insecondmortgagefundsto

supplementtheirdownpayments.

Thesecondmortgageswillbeser

vicedbyNHS.Thefirstmortgages

willbeoriginatedandservicedby

threeapprovedFannieMaelenders.

Therearetwophasestothe

Seafirstprogram.Inthefirst,loans

foracquisitionofpropertiesand

creditlinesforthecostsof

rehabilitationaremadeavailable

tobuilders,developers,andnon

profitorganizations.Inthesecond,

market-ratefirstmortgagesare

madeavailabletolow-and

moderate-incomehomebuyers.To

enhanceaffordability,Seafirstalso

assiststhehomebuyersin

applyingforpublicsubsidyprograms.

AtNeighborhoodHousingServices

ofChicago,contact:

DonnaDavy

(312)235-2188

Thepropertiesbeingpurchasedare

existingareahomeswithan

averagefirstmortgageof$50,000.

Mortgageinsuranceisrequiredfor

loanswithloan-to-valueratios

greaterthan80percent.
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WoodStreet

Commons

The

FannieMae

Foundation

Whereistheprogram

operating?

Pittsburgh,Pennsylvania.

Howdoestheprogramwork?

TheWoodStreetCommonsproject

willpreserveandsubstantially

renovate270single-roomoccupancy

unitsofpermanenthousingina

historicYMCA.Onehundred

thirty-sixoftheunitswillbe

reservedforhomelessandvery-low

incomepeopleatsubsidizedrents.

Socialandothersupportservices

willbeprovidedtoresidents

throughpublicandnonprofitoffices

locatedinthebuilding.

WhoareFannieMae's

partners?

•TheEnterpriseFoundation.

•TheEnterpriseSocialInvestment

WherecanIgetmore

information?

AtFannieMae,contact:

MartinLevine

(202)537-6030

Theprojectisbeingfinanced

throughavarietyofprivate,state,

local,andfoundationsources,as

wellasthroughthesyndicationof

alimitedpartnershipforequity

investment.

AttheEnterpriseFoundation,

contact:

HelenSzablya

(301)964-1230

AtTomMistickandSons,contact:

JaneClark

(412)322-1121WhatisFannieMae'srole?

FannieMaehasmadea$2million

equityinvestmentassolelimited

partnerintheWoodStreetCom

monsproject.Thepartnership,syn

dicatedbytheEnterpriseFounda

tion,enablesFannieMaetoutilize

thelow-incomehousingtaxcredit

createdbythe1986TaxReform

Act,aswellasthehistoricpreser

vationtaxcredit.
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TheFannieMae

Foundation

FannieMae

Offices

Sinceitsestablishmentin1979,

theFannieMaeFoundationhas

providedgrantstoqualifyingnon

profitorganizationsintheareasof

housingandcommunitydevelop

ment,artsandculture,health,and

socialconcerns.Inconjunctionwith

theformationoftheFannieMae

OfficeofCommunityRelationsin

late1986aspartoftheDepart

mentofCorporateAffairs,the

Foundation'sbudgetandactivities

wereexpandedtoincludethe

fundingofhousingandcommunity

development.

TheFoundation'ssupportisoften

grantedinpartnershipwithFannie

Mae'sprogramstosupportthe

housingneedsoflowerincome

families.Forexample,alongwith

theFoundationsupportprovidedto

theLocalInitiativesSupportCor

poration(LISC),TheEnterprise

Foundation,andHousingOppor

tunities,Inc.,abusinessand/or

investmentrelationshipalsoexists.

Additionally,throughitsDepart

mentofCorporateAffairs,Fannie

Maehasprovidedpublicrelations

andprobonoprofessionalfund

raisingservicesinsupportofthese

projects.The1987contributionsplanforthe

Foundationincludesfundsforlow

incomehousing,homelessness,and

researchandpublicpolicydevelop

mentprograms.Approximately20

percentofthesefundsareavailable

forregionalgrants.

Formoreinformationaboutthe

FannieMaeFoundation,contact

HarrietIvey,vicepresidentfor

communityrelations,at(202)

364-4927.
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FannieMaeOffices

HomeOffice

3900WisconsinAvenue,NW

Washington,DC20016-2899

(202)537-7000

SouthwesternRegionalOffice

TwoGalleriaTower

13455NoelRoad-Suite600

Dallas,TX75240-5003

(214)991-7771

NortheasternRegionalOffice

510WalnutStreet-16thFloor

Philadelphia,PA19106-3697

(215)574-1400

MailingAddress:

P.O.Box650043

Dallas,TX75265-0043

Areasserved:Arkansas,Colorado,

Kansas,Louisiana,Missouri,NewMexico,

Oklahoma,Texas.

Areasserved:Connecticut,Delaware,

DistrictofColumbia,Maine,Maryland,

Massachusetts,NewHampshire,New

Jersey,NewYork,Pennsylvania,Puerto

Rico,RhodeIsland,Vermont,Virgin

Islands,Virginia,WestVirginia.

WesternRegionalOffice

P.O.Box24019

10920WilshireBlvd.Suite1800

LosAngeles,CA90024-6519

(213)208-6234

SoutheasternRegionalOffice

950EastPacesFerryRoad

Atlanta,GA30326-1161

(404)365-6000

Areasserved:Alabama,Florida,Georgia,

Kentucky,Mississippi,NorthCarolina,

SouthCarolina,Tennessee.

Areasserved:Alaska,Arizona,

California,Guam,Hawaii,Idaho,

Montana,Nevada,Oregon,Utah,

Washington,Wyoming.

MidwesternRegionalOffice

OneSouthWackerDrive-Suite3100

Chicago,IL60606-4667

(312)641-0740

FannieMaeSoftwareSystems

3139CampusDrive

Norcross,GA30071-1402

(404)446-2533

Areasserved:Illinois,Indiana,Iowa,

Michigan,Minnesota,Nebraska,North

Dakota,Ohio,SouthDakota,Wisconsin.

i
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The CHAIRMAN. Very good. Thank you.

Mr. Brendsel.

STATEMENT OF LELAND C. BRENDSEL, PRESIDENT AND CEO,
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apartment buildings. Thatmade multifamily financing available in

inner city neighborhoods. In fact, when we were recently told that

a minimum loan amount was a barrier to inner city lending, multi

family lending, we eliminated that minimum.



3
9
1

Mr.ChairmanandMembersoftheCommittee. MynameisLelandBrendselandI

amPresidentandChiefExecutiveOfficeroftheFederalHomeLoanMortgage

Corporation,betterknownasFreddieMac.Iappreciatethisopportunity
my

firstopportunityasPresidentofFreddieMactoappearbeforeyour

STATEMENTOF
distinguishedCommitteetoaddressquestionsaboutthesecondarymortgage

marketandtheCommunityReinvestmentAct.

LELANDC.BRENDSEL

BACKGROUND

PRESIDENTANDCHIEFEXECUTIVEOFFICER

FEDERALHOMELOANMORTGAGECORPORATION Bywayofbackground,FreddieMacisapublicly-charteredcorporationwhose

stockisownedbysavingsinstitutionsacrossthenation. Wewerecreatedby

Congressin 1970 to increasethe availabilityand affordabilityof

BEFORETHE

conventional residentialmortgagefunds for homebuyers. FreddieMac

accomplishesthisbypurchasingmortgagesfromlendersnationwide,thereby

replenishingtheirsupplyoffundstorelendtohomebuyers.Wepackagethese
SENATECOMMITTEEONBANKING,HOUSINGANDURBANAFFAIRS

U.S.SENATE

retaillenderandhasnodirectcontactwithborrowers,assuch. Wedonot

makemortgageloans;rather,wepurchaseloansfromlenders.

We
commendyouforholdingthesehearingstoday. FreddieMacstrongly

supportsthe objectivesof the Community ReinvestmentAct and all

congressionaleffortstoensurethatmortgagecreditisavailabletoqualified

borrowersinallcommunities.
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rurallocations;indepressedmarketsaswellasprosperousones. Thislink

Recently,consumer
concerns
aboutlendercompliancewiththeCommunity

ReinvestmentActhaveraisedquestionsconcerningwhetherthesecondarymarket providesanadditionalbenefittoborrowers: notonlyismortgagecreditas

Weprovidecreditforlow-balanceaswellashigher-balanceloans,affordable

TheCreationofFreddieMac

bylow,tomoderate-incomehomebuyersnationwide.AlthoughFreddieMac's1987

loanpurchaselimitwas$153,100,andtheaverageloanwepurchasedwasabout

$65,000,twentypercentofthenewloanswepurchasedwereunder$40,000.

Thoseloansofunder$40,000areaffordablebyhouseholdsmaking$16,000a

FreddieMacwasthepathfinderindevelopingthelinkbetweenthecapital

year.

developinguniformunderwritingguidelines,innovativemortgageprogramsand

mortgage-backedsecurities.Thesedevelopmentshavebecomestandardsforthe

industry.Theymaynowseemsimple,butittookmanyyearsofcarefully

Infact,FreddieMacpurchasesmuchsmallerloanseachandeveryday,andwe

willpurchasethemoneatatime.LendersknowtheycansellFreddieMacany

Whenwewereabletoeliminateaminimum

Inthisway,FreddieMacfacilitatesoriginationof

Thenotionthatthesecondarymarketmightinhibitlenders'abilitytomake
smallloanstohouseholdsofverymodestincome.

loansincertainareasrunscontrarytothefundamentalreasonthesecondary

thatis,toincreasetheavailabilityofmortgagefundsto UnderwritingResidentialMortgages

increasespressureonlenderstoavoidmakingloansincertainareas. We

believethatthesecondarymarketfacilitatesmortgagelendingbymakingmore

moneyavailabletolendinallneighborhoods.Wehaveseennoevidenceto

11kethe

But whenCongressdirectedthat Freddie Macmakemortgagesmore

-

Northeasttootherregionsofthecountrywhichmightotherwisenothave

accesstoareadysupplyofmortgagecapital.Inthisway,mortgagemoneyis

accessibletosmallaswellaslargeinstitutions;ininnercityaswellas

available,italsowarned"againsttheaccumulationofhighrisk

mortgageswhichcouldjeopardizethesoundnessoftheCorporation."The

ConferenceReporttoourauthorizinglegislationemphasizedthat:

#

-2

inordertoprotectthecorporationfrombecominga'dumping

ground'formortgagesratherthanatrulysecondaryfacility,the

billrequiresthatmortgagestobepurchasedshallbedeemedbythe

Corporationto'beofsuchquality,type,andclassastomeet

generallythepurchasestandardsimposedbyprivateinstitutional

mortgageinvestors.'"
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As àresult,Congress incorporatedin Freddie Mac's charter specific ratios
are

not writtenin stone. It may be that theborrowerhas

traditionallydey edagreaterportionoftheirincometohousingexpense.

conditionsonpurchasingloansinexcessof80%ofthevalueoftheproperty.

FreddieMaccanonlybuylowerdownpaymentloansif:(1)thesellerretainsa

participationintheloan;(2)theselleragreestorepurchasetheloanupon

default;or(3)anybalancegreaterthan80%isinsuredbyprivatemortgage

OurguidelinesmakeclearthatlendershavetheflexibilityofJudgingthe

willingnessandabilityofeachborrowertorepaytheirloan.

insurance.
Another exampleof this flexibilityrelatesto the treatmentof

non-traditional
sourcesofincomeChildsupportpayments,workers'

compensationbenefits,disabilityretirementpayments,certaintypesofpublic

assistancepaymentsallofthesearecountedasincomeforunderwriting

Wedetermineifaloanisoftherequiredinvestmentqualitythrough

underwriting.Underwritinginvolvesreviewingtheborrower'screditrecordas

wellasthevalueofthepropertysecuringthemortgage.FreddieMacdefines

aninvestmentqualitymortgageasaloantoaborrowerfromwhomtimely

purposes. Infact,weencouragelenderstogivespecialconsiderationto

borrowerswhohaveverifiednon-taxableincome.

repaymentofthedebtcanbeexpectedandthatissecuredbyrealproperty

thatprovidessufficientvaluetorecoverthe lender's investmentifa Wetrytocommunicate thisflexibilityto
our

customers, themortgage

mortgagedefaultoccurs.
lenders. Weworkcloselywiththemthroughseminars,meetings,regular

updatestoourSellers'andServicers'Guide,andotherpublications(suchas

Soundunderwritingisthekeytoassuringthatborrowerswillkeeptheir ourunderwritingguidelinesbooklet). In1988,wewillsponsorroughly210of

homes: justasnoborrowerwantstolosehisorherhome, no
lenderor theselenderseminarsthroughoutthecountry.

investorwantstoownitbydefault.

RespondingtoChange

Tocarryoutourinvestmentqualitymandate,FreddieMacwrotethefirstset

ofuniformunderwritingguidelines
forconventionalmortgages.The

underwritingguidelinesare,however,justthatguidelines.Lendershave

muchflexibilityinunderwritingloansforFreddieMac.

Wehaveneverforgottentheneedtoreassessandrespondtochangestothe

entiremarketplace.Thisincludesourabilitytocontinuetopurchaseloans

Agoodexampleofthisflexibilityistheratioofahousehold'sincometo

projectedhousingexpenses.Ourguidelinessuggestthataborrowerdevote

25-28%oftheirincometohousingexpense.Contrarytopopularbelief,these

Althoughtherisksofdefaultfrommakinglowdownpaymentloansaregreater,

FreddieMachasconsistentlymadeamarketinlowdownpaymentmortgageswith

95%loan-to-value("LTV")ratios.Werecognizethatfirsttimeaswellas

-5
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low-incomeborrowerstypicallyhavedifficultyaccumulatingadownpayment,and

sorequirealoanof95%ofthevalueoftheproperty.Infact,FreddieMac,

inoureighteenyearhistory,hasneverrestrictedorlimitedtheseloans.

FreddieMac'ssustainedcommitmenttothemultifamilymarkethasreallypaid

offoverthepastfewyears.Locallenderswhohadnevermadeamultifamily

mortgagelearnedthat,withourassistance,theycouldoriginateandsella

multifamilyloan.Thesenontraditionalmultifamilylendershavebenefitted

encounterunderwritingobstaclesthatwe canaddresswithout fromtheincreasedoriginationandservicingincomethattheseloansproduce.

underminingtheinvestmentqualitystandard,weremovethem. Agoodexample

Andthisrecent,increasedcompetitioninmultifamilylendinghasbenefitted

borrowersandtenantsaswell.Multifamilyloansarenowavailableininner

Before1987,FreddieMaccouldpurchasealoanonanonconformingproperty cityneighborhoodsatcompetitiverates,nomatterhowsmallthebuildingor

theloan.Increasedfinancingofmultifamilybuildingshasalsomeantmoney(forexample,afour-unitbuildinginaneighborhoodrecentlyre-zonedfor

one-unitdwellings)onlyiftherewasagovernmentalassurancethatshouldthe availabletomakeneededimprovementstomaintainorrehabilitaterental

be heavily damaged, it couldbe rebuiltto its original housing.

specifications

Thenumbersspeakforthemselves. Since1982,FreddieMac'spurchasesof

Thisrequirementwasaproblem,especiallyincertainurbanareas. Itwas multifamilyloanshasincreasedatleasttwenty-fold.Infact,accordingto

theNewYorkTimes,FreddieMacisthelargestsourceofmultifamilyfundsforhinderingmanypotentialhomebuyers,includinglowerincomehomebuyersfrom

Wheneverwe

comparisonofmarketrentsforselectmetropolitanareas.

TheSecondaryMarketinMultifamilyMortgages

Butmultifamilylendingisstillevolving,andwecontinuetoreassessneeded

changes.Forexample,inresponsetoconcernsthatour$100,000minimumloanInaneraofshrinkingfederalinvolvementinrentalhousing,FreddieMac's

roleinthemultifamilymarkethasbecomeincreasinglyimportant.Infact, amountwasabarrier,wehaveeliminatedtheminimumloanamount.

ourmultifamilyprogramshelpfinancerentalhousingforthousandsoflowand

moderateincomehouseholds.

-1
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Federal

HomeLoan

Mortgage

Corporation

WilliamR.Thomas,I.

ExecutiveVicePresiden

Operations

703/759.8510

CONCLUSION

WebelievethatFreddieMacandthesecondarymarketispartofthesolution

March17,1988

totheredliningproblem.Throughoutourhistoryandnevermore Sothan

today,ourgoalhasbeentoequalizeaccesstocredit.Bypersuading

investorslikepensionfundsandinsurancecompaniesthataconventional

hasmortgageisasgoodaninvestmentasatriple-Abond,FreddieMac

increasedtheavailabilityandaffordabilityofmortgagemoney.

Ks.GaleCincotta

Chairperson

NationalPeople'sAction

954W.WashingtonBlvd.

Chicago,IL

Iwouldbehappytoansweranyquestionsyoumayhave.

IamwritingtoprovideyouwithanupdateontheprogressFreddieMac

hasmadeinitsreviewoftheissuesraisedbyMr.CalvinBradfordin

hisletterdatedNovember18,1987.

ItisquiteclearfrombisletterthatMr.Bradfordpossessesavery

goodunderstandingofthehistoricalbackgroundofthevarious

appraisaltheorieswhichareusedtoaddresschangingpropertyvalues.

WethankMr.Bradfordforprovidinguswithhisvaluableinsightand

perspectiveoftheseveryimportantissues.

Mr.Bradford'sletterfocusedonthr..issuesofconcernforcommunity

groupsrepresentinglov-andmoderato-incomepeople.Thefirsttwo

issuesinvolveFreddieMacmakingchangesintwoofitspublications,

theUnderwritingGuidelinesbookletandthesellersandServicers'

Guide(the"Guide").ThethirdissuerelatostoFreddieMac's

involvementinandsupportoflocalhousingroinvestmentprograms.

Asyouareavari,vebavabeenintheprocessofrevisingthe

OnderwritingGuidelinesbookletforthelastseveralmonths.

Initially,wehadhopedtohavethenewbookletreadyanddistributed

bythefirstquarterof1988.forreasonsunrelatedtotheissuesand

concernsraisedbyNationalPeople'sAction,therevisioniscurrently

behindschedule.However,thedelaydoeshaveitsgoodsideinthat

thenewbookletwillnowbavethebenefitofMr.Bradford'scomments

andsuggestions.

WeagreewithMr.Bradfordthatthelanguageonneighborhoodanalysis

andredliningincludedinthe1977editionofourGuidelinesis

superiortothecurrentlanguage.As•result,wehavereinsertedthe

previouslanguageintoournew1988edition.Wecertainlyagreethat

themessageisasappropriatotodayasitwastenyearsago,especially

forthoseneverundervritersmaavareoftheredliningissuesofthe

1970s.Therewillbechangestoseveralofthesectionswiththe
intentionofimprovingandstrengtheningthemessage.

1759BusinessCenterDrive

POBox4115

Reston,Virginia22090
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Ms.GaleCincotta

March17,1988

Page2

TABLE1

AVERAGEMONTHLYRENTINSELECTEDCITIESDURING1987

ve

Thesecondmajorissueisthesellers'andServicers'Guide.
We

believewecanbetterdefineredliningintheGuideandperhapsprovide

examplesofthedifferenttypesofredlining,forexample,racial/

ethnicredlining,andageofweighborhoodredlining.Further,

believethatwecanemphasisethatredliningcanoccurineitherthe

appraisalorunderwritingprocess.Again,wefoundMr.Bradford's

suggestionsvaluableandwilladdresstheissuesappropriatelyin

futureGuiderovisions.

AverageRentinBuildings

ThatSecureMortgages

PurchasedbyFreddieMac

HUDFair

MarketFair'

MetropolitanArea

ThethirdmajorissueinvolvesFreddieMac'sparticipationinlocal

roinvestmentprograms.
FreddieKacbelieveswecanbecomeevenmore

involvedinprogramsdesignedforcommunitydevelopmentthatcombine

acceptableriskwiththeflexibilitynecessarytomakesuchprograms

successful.Asaresult,FreddieMacisexaminingtheprocessbywhich

wecouldincreasetheflowoffundstotheseneighborhoodsthroughour

existingpurchaseprograms.

LosAngeles-LongBeach,CA

Washington,DC-MD-VA

Miami-Hialeah,FL

Atlanta,GA

Chicago,IL

Indianapolis,IN

Baltimore,MD

Detroit,MI

Newark,NJ

NewYork,NY

Cleveland,OH

Philadelphia,PA-NJ

Memphis,TN-AR-MS

Seattle,WA

Milwaukee,WI

$535

438

415

370

391

314

363

388

445

382

355

379

336

415

370

ET
$616

563

520

477

539

376

479

478

530

503

415

474

364

465

431

ID

Weappreciateyourinterestinourprogramsandpoliciesandlook

forwardtocontinuingourworkingrelationshipwithrepresentativesof

NationalPeople'sAction.

Cordially,

Willai.Than/

WilliamR.Thomas,Jr.

ExecutiveVicePresident-Operations

WRT:RBD

EstimatedrentasofApril1,1987fortwo-bedroomapartmentswithin

themetropolitanarea,aspublishedintheFederalRegister,April

29,1987andJune30,1987.

Note:Amultifamilymortgageissecuredbyapropertywithatleastfive

housingunits.
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TABLE3

MULTIFAMILYORIGINATIONSANDFREDDIEMACPURCHASESTABLE2

PERCENTOFU.S.HOUSEHOLDSTHATRENT

FreddieMac

Multifamily

MortgagePurchases

Conventional

Multifamily

Originations

RatioofPurchases

toOriginations

(inpercent).
Year

Quintile 1973 1983 -billionsofdollars

1

Lowest20percent 49% 56%

1982

1983

1984

1985

1986

1987

$.1 $7.5

l
o
u
w
N

20-40percent

3

5

9

6

46% 47%

40 60percent 362 37%

60-80percent 28% 24%

80 100percent 18% 12%

e
EstimatedbyFreddieMac

Source: AmericanHousingSurvey
Source:

FreddieMacandU.S.DepartmentofHousingandUrbanDevelopment.

3938W

1

1
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Table4

1988RevisionstoFreddieMac'sUnderwritingGuidelines

Thefollowinglanguagewillbeincludedinthe1988UnderwritingGuidelines:

PROPERTYREQUIREMENTS

"Whenreviewingtheappraisalreport,theunderwritershouldconsiderthe

totalityofthereport,notjustanindividualitem,indeterminingifthe

appraisaladequatelysupportstheestimatedmarketvalueandtheacceptability

oftheproperty.Whenevaluatingwhethertheestimateofmarketvalueis

appropriatelydocumentedandsupportedbythedatainappraisalreport,the

underwriterfunctions

"Soundunderwritingshouldalwaysbebasedonrealisticperceptionsofrisk.

Redlining,however,occurswhenperceptionsofriskarebasedonfactorsthat

donotreliablypredictrisk,orwhenautomaticunfavorableloantermsbased

ongeographicalareaarearbitrarilyassigned.Anexampleofafactorwhich

doesnotpredictriskisrace.Redliningusingthisfactoriscalled"racial

redlining"andisillegalunderFederallaw.Otherfactorsortermsthatare

usedtoindicateracialcomposition,suchas"prideofownership,"areequally

impermissible.Itisnecessarytobesensitivetosuchtermsorfactors.The

automatic
useofunfavorableloantermsisinconsistentwithproper

underwriting,whichisintendedtorelateindividualloanapplicationsto

specificproperty.
as

a

theseguidelinestofosterFreddieMacdoesnotintendanyprovisionof

redliningasitisdiscussedabove."

STABLEINCOMEANDSECONDARYINCOME

Inevaluatingtheriskofvaluedecline,itisimportanttorecognizethatone

particularfactoradverselyaffectingthecurrentmarket

Whenreviewinganapplication,youmustconsidertheoverallpictureofthe

quantity,qualityanddurabilityofaborrower'sincomeorsecondaryincome.

Assessmentmustbemadewithoutregardtotheborrower'srace,color,

religion,nationalorigin,age,sex,ormaritalstatus.Inevaluatingthe

loan,youcannotseekinformationfromtheborroweraboutchildbearingplans

oruseofbirthcontrolpractices.Inanalysisofthequalityanddurability

oftheborrower'sincome,theunderwritermayrecognizeall, none,ora

portionoftheincome,dependinguponthepresentation,butcannotuseany

pointorcreditscoringplantodiscriminateonthebasisoftherace,color,

religion,nationalorigin,age,sex,ormaritalstatusoftheborrower."

NEIGIBORHOODANALYSIS

INCOMERATIOS

"Locationisabasicconsiderationinpropertyappraisingandfinancingreal

estate.Itmustbeemphasized,however,thattheracialcompositionofa

neighborhoodisnotconsideredbyFreddieMactobearelevantappraisal

factorandmustnotbeconsideredintheappraisalreportorinanyanalysis

ofanysectionoftheappraisalreport.Manystableandviableneighborhoods

are
composedofrosidentsofvariedanddiverseracial
andcultural

backgrounds.Ethnicfactorsarealsonotreliableasindicatorsofvalue

trendsorloanquality.Inaddition,Federallawsandregulationsmakeit

unlawfultobaseloandecisionsontheracialcompositionofaneighborhood,a

practiceknownas"redlining."

"Somewhathigherpercentagesthantheabovemaybeappropriatewithrespectto

lowerincomeborrowersbecausesuchborrowerstendtodevoteahigher

percentageofincometobasicneeds,suchashousing.Reviewtheborrower's

previousmonthlyhousingexpenseandtotaldebtpaymentandrelatetheseto

theproposedmonthlyhousingexpenseandtotaldebtpayments.Consideration

mustbegiventoborrowerswhohavemaintainedagoodcredithistoryand

accumulatedsavingswhiletheirhousingexpenseanddebtratioshaveexceeded

theseguidelines.

an

Redliningisinterpretedinvariousways.Asmentionedabove,locational

factorsarebasictoprudentunderwriting.Redlining,inverygeneralterms,

means
thewithdrawalofconventionalmortgagefundsfrom
areadueto

perceivedpropertyriskswhicharebasedonimproper1Jacionalfactorssuch

asrace,ethniccomposition,etc."

3942
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Freddie Bulletin
Sellers&

Servicers

Guido

Volume1

OwnedbyAmerica's

SavingsInstitutions

Number87-12

TO:A11FreddieMacSellersandServicers September30,1987

SeveralchangestoourSellers'andServicers'Guidehavebeenapproved

recentlythatwerenotincorporatedintothefourthquarterupdate,

whichyoushouldreceiveshortly.Thisbulletinaddressesthosechanges

andshouldberetainedafteryoureceivethefourthquarterupdate.

Changesinthefollowingareasarediscussedindetailinthisbulletin:

Inordertobeconsideredanunplannedbuydown,thefollowing

conditionsmustbemet:

ThefollowingitemsarenotconsideredbyFreddieMactobeunplanned

buydownsandmustnotexceedthelimitsspecifiedbyFreddieMacfor

financingconcessions:

Zoningrestrictions

Interestratebuydownplans

Toaddressunexpectedrapidincreasesinmortgageinterestrates,

FreddieMachasdevelopedapolicyofallowing"unplannedbuydowns"for
owner-occupiedandnonowner-occupied(NOO)1-4familyproperties

effectiveimmediately.Theparagraphsbelowcomposeanewsubsectionto
section1403oftheSellersandServicers'Guide.

Tomakefinancingmorereadilyavailableparticularlyforurbanhousing,
wehavereevaluatedourpolicyonlegalnonconforming1-4family

properties.Asaresult,section2209oftheguideischangedas
followseffectiveimmediately:

Unplannedbuydows.Inthecalculationofthetotalvalueof

financingconcessions,FreddieMacdoesnotincludeamountspaidas

an"unplannedbuydowa."FreddieMacdefinesanunplannedbuydownas
fundspaidatclosingbythebuilder,developer,propertyseller,or

otherinterestedpartytoreducetheeffectiveinterestrateonthe

borrower'smortgagetoarateclosertoorequaltotherate

specifiedinthesalescontract.Unplannedbuydownsarisefroman

increaseinmortgagemarketinterestratesbetweenthedateofthe
salescontractandthedateoftheloanclosing.Typically,

unplannedbuydownsariseinnewconstructioncases.During

constructionbutbeforemortgageclosing,prevailinginterestrates

inthemortgagemarketriseandthebuilderincreasestheamountof
hisfinancingconcessions,usingfundsfromhisprofitmarginto

maintainthesalescontractfinancingterms.

Themortgagedpremisesmustconformtoapplicablezoninganduse
restrictionsandenablethemortgagetoqualifyasahomemortgageas

definedinsection0212.FreddieMacmay,however,purchaseahome

mortgagesecuredbypropertythatdoesnotconformtoapplicable

zoninganduserestrictionsbutisa"legaluse"(knownas"legal

nonconforminguse").Theappraisermustcommentonanyadverse

effectofanynonconformingusagewhenestimatingthemarketvalue

andmarketabilityoftheproperty.

FreddieMac'spolicyonlegalponconformingmultifamilyproperties
(section3108)andoncondominiums(section2001)isnotaffectedby

thischange.

1
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Prepaymentcharge(section3106)Freddie

O

Bulletin
Servicers

Guide,

Volume1

Theprepaymentchargeof1percentoftheprincipalbalancehasbeen

eliminatedduringthelastsixmonthsofthemortgagetermforboth

PlanAandPlanBmortgagesclosedonorafterApril1,1988.The

authorizedwordingtoENMA/FHLMCUniformInstrumentsregardingthis

changeisattached.

OwnedbyAmerical

SavingsInstitutions

Managementplan(section3802)
Number88-5

TO:AllFreddieMacSellersandServicers February19,1988

Toreducedocumentation,theSellerisnolongerrequiredtosubmita

managementplanfortheproject.TheSellerwillberesponsible,

however,forapprovingtheborrower'sproposedorpresentmanagement

planbeforesubmittingthemortgagetoFreddieMac.

Certificateofoccupancy(sections3702and3802)

Duringthepastfewyears,FreddieMac'smultifamilymortgagepurchase

programshaveenjoyedtremendousacceptancefrominvestorsandlenders.

Inacontinuingefforttoprovideusefulandefficientproductsfor

lenderswhooriginatemultifamilymortgages,wearepleasedtoannounce

severalchangestoourprogramsandpolicies.Someofthemost

beneficialenhancementsare

•lowerfees

FreddieMachaseliminatedtherequirementforthecertificateof

occupancywhenbothcircumstancesbelowexist:

•Privateinstitutionalmortgageinvestorsintheareawherethe

Unlessotherwisenoted,thefollowingrevisionsareeffective

immediatelyandapplytoallmultifamilyprograms.Thechangeswill

appearinaforthcomingupdatetoourSellers'andServicers'Guide.

Loanreviewfeesandofferlimits(sections2001,2803,and2805)
Minimummortgageamount(section3116)

EffectiveApril1,1988.fortheimmediatedeliveryprogram,theloan

reviewfeeof$2,500willbereducedto$1,500.Inaddition,offers

underthisprogramwillbelimitedtoonemortgagepercontract.

TheminimummortgageamountforbothPlanAandPlanBmortgageshas

beeneliminated.

Maximumperunitmortgageamount(section3102)

Recalculationfeeelimination(section2902)

AsaresultoftheenactmentoftheHousingandCommunityDevelopment

Actof1987,themultifamilymaximumperunitmortgageamountis

increasedeffectiveforallmortgagesclosedonorafterFebruary5.

1988.

Underthepriorapprovalprogram,whenthesellerselectsanalternative

requirednetyieldandrequestsanincreaseinthemaximummortgage

amount,theSellernolongermustforwardarecalculationfeeof$1,000

oneachsubmissiontotheapplicableregionaloffice.However,the

Sellermustcontinuetoforwardacommitmentfeeequalto2percentof

theamountbywhichthemortgageisincreased.Atfunding,FreddieMac

willcontinuetorefund1.5percentofthemortgageamountasincreased.

Theoriginalamountofamultifamilymortgagemustnotbemorethan

thefollowingapplicablelimitperunit:

NONELEVATORSTRUCTURES

Transferfee(section7310)

TreddieMachasreducedthenonrefundabletransferfeeforPlanB

nortgagesclosedonorafterApril1,1988tothegreaterof$750or

0.5percentoftheunpaidprincipalbalance.FreddieMacwillcontinue

torequireatransferfeeequaltothegreaterof$750or1percentof

theunpaidprincipalbalanceforPlanBmortgagesclosedbeforeApril1,

1988.
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The CHAIRMAN . Thank you very much, Mr. Brendsel. Your state

ment will be printed in full in the record .

now .

So the point is that both FHA and private issuers need to do

more, not less. What's your reaction to that?
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April 6 , 1988

Mortgage The Honorable William Proxmire

Insurance Chairman - Banking, Housing and

Companies Room 350 Dirksen Senate Office Building
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group of Philadelphia banks you described in the hearing as to their experience

with the private insurers in economic terms. They should include a report of

all mortgage loans originated not just in Philadelphia communities but their

entire insured loan portfolio and present their insurance experience. In other

words, how many loans did they insure, how much premium was collected , and

howmuch was paid in claims. These facts will provide a better understanding
of their declaration you described .

Sincerely ,

e Strand Cultanta,

J. Edward Carlton , Jr.

/ smb

-2
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INQUIRER 3/13188

Agency

provides

advice

The council will help families de

termine the house price they can

afford to pay beforethey buy, thus

reducing the potential for financial

strain later, Jones said .

Budget strategy

for home buyers

By Linda S. Wallace

Inquirer Staff Writer

500 to be aided

Gene Austin is away. His

column will resumewhen

be returns.
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OBSTACLES FOR LOW -INCOME BUYERS

The CHAIRMAN. Mr. Brendsel, as you know , community groups

allege your institutions have set up obstacles for homeownership by

lower income buyers. They say you have imposed tighter restric

tions, sometimes officially but more often unofficially.The result is

that lenders are reluctant to make loans to low income borrowers.

a

us.

DEFAULTS

TheCHAIRMAN. Mr. Riordan, yesterdaytwo bankers told us that

their lending efforts in low -income neighborhoods are profitable

and they expect the default rate will match or better that of the

overall bank holding company. Is this forecast consistent with your

experience? In recent years you've had plenty of experience with

defaults. Do your data show whether or not these loans were con

centrated in low -income neighborhoods?
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The CHAIRMAN . So that your data shows that the low -income

neighborhoods, the minority neighborhoods, the ethnic neighbor

hoods, have no poorer default rate than the white neighborhoods

and the high income neighborhoods?
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Further, it does not take into account the business competition

from Fannie Mae as well as private secondary market purchasers.

Finally, it does not reflect whether lenders making loans in the

ZIP code are utilizing the secondary market.

MORTGAGE ACTIVITY IN 1987

Number of home
Number of FHA

Twenty-five higher-income areas

Twenty -seven lower-income areas ..

Total for fifty - two areas..

72.998

18,241

73,307

19,510

Note: The analysis is conducted on the basis of three -digit ZIP codes selected by the Senate Committee on Banking, Housing, and Urban Affairs.

Average gross income in 1982 was supplied by the Committee to distinguish higher- and lower-income areas. The ZIP codes included in the higher

income areas are the following: 017, 085, 100, 140 , 152 , 190 , 209 , 232 , 276 , 334 , 358, 450 , 571 , 640 , 662 , 708, 750, 774 , 778 , 801 , 882 ,

911 , 940 , 970 , and 990. The lower-income ZIP codes are: 024, 075, 104, 135, 155, 195, 218, 227 , 275 , 279 , 324 , 360, 451 , 573 , 656, 661 ,

677 , 712 , 754 , 766 , 780 , 808, 879 , 932 , 936 , 974, and 987 .
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a

mately 110,000 versus 21,000) . Thus, while it appears we purchased

fewerloans in the lower-income area, we actually purchased more

after controlling for the number of structures.
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THENATION'SHOUSING

copine

TheWashingtonPost

March12,1988

F4

THENATION'SHOUSING

PrivateMortgageInsuranceCrisis
EMORIGAGEINSURANCE

दि

OYWILLIAMICOULTER

MortgageInsuranceCrisis

ByKennethR.Harney

fyouplantobuyahousein

thenextyearortwowitha

HARNEY,FromF4

·California-basedTMIC

InsuranceCo.

crisesofthefarm-beltand

oil-patchstates.Whenpurchasers

inhard-hitareaslosttheirjobsin

1982-84,theystoppedpaying

theirmortgages.Whenthe

mortgageinsurerstriedtorecoup

theirlossesbysellingthe

foreclosedhomes,theywere

stuck.Thehousesoftenhad

declinedincashvalueby25

percentto40percent.

3
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pursuethewealthytothehavensinthesunbelt.Thisbrazen

disregardoftheCommunityReinvestmentActisnotthesolecause

ofourconcern.

COMMENTS

to

WeapplaudtheworkofthisCommitteeinexaminingtheuse

andenforcementoftheCommunityReinvestmentAct.Thisstatute

servesasoneofthefewprotectionsworkingmenandwomenhave

toensuretheirequalaccesscredit.Alltoo

*AccordingtoabanklendingstudypreparedforaChicago

communitygroupin1985,Continentalhadcommittedonly0.3%of

itsassetsin1983toresidentiallending,andofthatmoney

only1.7% wasloanedinpredominantlyminorityneighborhoods

whileonly6.6%wenttolowincomeneighborhoods.

ThereisnobetterexampleoftheneedforastrongerC.R.A.
lacurbingthedirectionofmanycommercialbanksthantherecent

applicationbyContinentalIllinoisBancorptopurchaseGrand

CanyonStateBankinArizona.A.C.T.W.U.hasformallyprotested

thismerger,whichisnowbeforetheFederalReserveBoard.

*

WeallrememberContinentalIllinoisforitsdramatic

bailoutbytheFederalgovernmentin1984.
Inapackage

estimatedat$4.5billion,UnitedStatestaxpayersassumed$2.753

billioninbadloansandacontrollinginterestinContinentalto

Havewhatwasthentheeighthlargestbankinthecountry.Today

theT.D.I.c.stillownsmorethan60%ofContinentalIllinois.

Whiletherecordofinvestmentinthecommunityappears

meager,Continentalhaspursuedtroublingandaggressive
strategyintoriskierareasoflending.
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Therehasbeen•dramaticoutwardflow
otdollarsfrom

Continental.Atthebeginningof1987forexample,Continental

had$11.2billionintotalforeignassetsbutonlytookin$8.9

billioninforeigndeposits.Theplacementofmorethan$1

billionofnewfundsinJapanesebanksduringthecourseof1985

roprosents
enenormous

transferoffundstotuoltheAsian

.Gonomy

1
4 Boththeottice

oftheComptrollerofthecurrencyand

ToderalReserveBoardhaveauthorityoverContinental'sC.R.A.

posturo.Whilewebelievethatourprotestandthesehearings

havebroughttolightmanyoftheproblemsinthiscase,public

andregulatoryattentionisthoxcopticinC.R.A.Inmost

communitiesandtownsthereisnooutsideoversight.Asaunion

withmembersthroughoutthiscountry,weknowtheproblemsof

discriminatorylendingpracticesarenotisolatedtoChicagoor

Continental.

Formoreinformation,contactBillPatterson (202)638-7071.
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Recentlyanewmodelofaffirmativenegotiationswascreatedin

theCityofChicago.Akeyaspectofthisapproachisthatthecom
NEGOTIATINGANDFINANCINGCOMMUNITYDEVELOPMENT

munitygroupsareactingasspokesmenforrealestatedevelopers,

sittingatthebargainingtablewithrealestatelenderstonegotiate

Withtheintroductionofland-useregulationsinthiscentury, aplanforprivatelyfinancingcommunityredevelopmentofinner-city

negotiatedagreementshavebecomeastandardfeatureofurbandevelop neighborhoods.

Theprimaryactorsinthesenegotiationshavebeenrealestate Thestrategyofnegotiatedfinancingforneighborhoodrevitali

developersandpublicsectorregulators(Weiss1987). Inmorerecent zationismadepossiblebyafederallawcalledtheCommunityRe

times,organizationsrepresentingneighborhoodpropertyownersand investmentAct(CRA).TheCRAessentiallyrequireslegally-chartered

residentshavealsomadetheirvoicesheardinthedecision-making financialdepositoryinstitutionstoloanmoneyinthegeographic

However,evenincaseswherecommunitygroupsengagein areasfromwhichtheydrawtheirdeposits.TheCRAanditscompanion

directbargainingwithdevelopers,neighborhoodorganizationsoften legislation,theHomeMortgageDisclosureAct(HMDA),werepassedby

opposenewdevelopmentorredevelopmentwithoutproposingconstructive Congressiuthemid-1970sasaresponsetothe"redlining"issue,in

Communityinvolvementinnegotiationsexpressly whichvariouscommunitygroupsdocumentedpatternsofdisinvestmentby

designedtopromotelong-termstrategiesforneighborhooddevelopment lendinginstitutionsincertaincentralcityneighborhoods. TheHMDA

NEIGHBORHOODLENDINGAGREEMENTS:

requirespublicdisclosureoflendingpatternssothattheperformance

ofbanks,savingsinstitutions,andtheirmortgagebankingsubsidi

ariescanbeevaluatedbycommunitygroupsandpublicofficials.

CitizenscanobtainaccesstoHMDAdataandutilizeittochallengean

institutionallender'sCRArecord. ACRAchallengecancausefederal

regulatorstodenypermissionforlenderstoaddnewbranchesorto

mergewithoracquireotherinstitutions.

Thispaperwasoriginallypresentedattheconference,NEGOTIATED

DEVELOPMENT--THECHALLENGEOFNEWPARTNERSHIPS,sponsoredbythe

LincolnInstituteofLandPolicyinCambridge,MassachusettsonJune

6,1986.ThepaperwasupdatedinFebruary1988.Theauthorsare

gratefulforfinancialsupportoftheirresearchtotheLincoln

InstituteofLandPolicy;theSchoolofUrbanPlanningandPolicy,

UniversityofIllinoisatChicago;andtheCenterforNeighborhood

Development,ClevelandStateUniversity.Weespeciallywishtothank

ProfessorLawrenceSusskindoftheMassachusettsInstituteofTech

nologyandHarvardUniversity,forprovidingconstantencouragementof

thisproject.

ThesetwomodelshavebeenusedbytheChicagoReinvestment

Alliance,abroadcoalitionofcommunityorganizations,neighborhood

developmentgroups,andcitywidedevelopmentnetworks.Inthespring
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Themostdistinctivefeatureofthismodelofnegotiatedurban

development18thatit18basedprimarilyonprivateinitiative--no

governmentagencyformulatesorimplementsaprogramforneighborhood

reinvestment.Instead,strategiesarecreatedandmanagedbycommun

1)asaformalrulemaker,settingthecontextfornegotiations

throughenforcementoftheCommunityReinvestmentAct;2)asacontri

butortofact-finding,throughenforcementoftheHomeMortgageDis

closureActand,inthecaseofChicago,thecity'sownmoreextensive

merciallendingpatterns;3)asaninformalbrokerinnegotiations,as

wasthecasewiththeMayorofChicago;and4)asafacilitatorofthe

--createsa"private-public-private"decision-makingprocess.

-3-
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thenumberanddollaramountoffiveresidentiallendingcategories agreements(Canner1982;Eisman1982;NationalTrainingandInforma

tionCenter1979a;NationalEconomicDevelopmentandLawCenter1979).

WhentheCRAwaspassed,theU.S.DepartmentofHousingandUrban

Development(HUD)foresawthis,and18suedcontractstocommunity

basedorganizationstodevelopmanualsforusingHMDAandCRAin

government-insuredmortgageloans(FHA,VeteransAdministration,or

FarmersHomeAdministration),conventionalmortgageloans,home

Improvementloans,non-occupantmortgageloans,andmortgageloanson

multifamilydwellings.Withtheexceptionofthelatter,thedis

closurecategoriesapplytomortgageloansonpropertieswithoneto

fourunits."

implementingneighborhoodreinvestmentstrategies(NationalTraining

andInformationCenter1979b;U.S.DepartmentofHousingandUrban1

Development1979a,1979b,1979c).

TheCRAwasintroducedinMarch1977bySenatorWilliamProxmire

ofWisconsin,thechairmanoftheSenateCommitteeonBanking,Housing

institutionmustannuallyadoptaCRAstatementthatoutlinesits andUrbanAffairsandakeycongressionalsupporterofHMDAin1975.

Hisbillwasbasedontwoassumptions --thatfinancialinstitutions,communitylendingrecord,andmustpostaCRAnoticeonitspremises

whichpublicizus'boththeavailabilityofitsCRAstatementandthe ratherthanthepublicsector,shouldbetheprimarysuppliersofcap

federalregulatorypowersoverfinancialmarketstructuretoencourage

favorablelendingpolicies(U.s.SenateCommittee1977).

Thedelegationofenforcementresponsibilitiesamongthevarious

italforhousingandeconomicdevelopment,andthatpublicoperating

i
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Theseexperiencesincitiesacrossthecountryindicatetherep

licabilityandviabilityofthedescribedmodelofnegotiatedurban

development.Themodelisimportantfortworeasons.First,it

outlinesaroleforthepublicsectorasabrokerbetweencitizen

governmentbasedon·CKAchallenge,theactualchallenge,orthreat

ofune,coupledwithHMDAlendingdataandthebank'sCRAstatement,

hasoftenbeenenoughtoinitiatereinvestmentloansforcommunity

developmentprojectsindisinvestedareas.Sinceitsenactment,the

CRAhasbeenusednationwidebycommunitygroupstonegotiateand

Implementneighborhoodlendingagreementswithlocalbanks(Canner

1982;NationalTrainingandInformationCenter1979a;National

EconomicDevelopmentandLawCenter1979).

coalitionsandprivatelenders,byinformallyandformallythrough

theCKAandHMDA--providingtoolsforinformationandnegotiation

thatstabilizeandequalizethebasesofpowerinthebargaining

process.

Second,it1llustratesthegrowingpowerofcommunity-based

organizationsinnegotiatedurbandevelopment.Neighborhoodorgani

zationsplayavitalroleinmanyurbancommunities,byorganizing

residents,providingservices,andundertakingactualdevelopment

FICURE1.

Nationalbank ComptrolleroftheCurrency

FederalReserveBoard

moreaccountableandflexibleinmeetinglocalneedsthanexclusively

governmentalefforts(WeissandMetzger1987;Vidaletal.1986;Mayer

Statebank,memberofFederal

ReserveBoard 1984;MayerandBlake1981;Downs1981;CunninghamandKotler1983).

FederalDepositInsurance

Corporation
Themodelrevealsthepossibilitiesofanegotiatedpublic

privatepartnershipthatutilizesboththegrowingexpertiseof

Statebank,federallyinsured,

butnotamemberofFederal

ReserveBoard;Mutualsavings

bank

FederalSavingsandLoan;

StateSavingsandLoan,

federallyinsured

FederalHomeLoanBankBoard neighborhood-basedorganizationsandthepreviouslyuntappedresources

oflocalfinancialinstitutions. Theeffectivenessofthemodelde

NationalCreditUnion;State

CreditUnion

AdministratoroftheNational

CreditUnionAdministration

Allotherdepository

Institutions

FederalDepositInsurance

Corporation

pendsonthepresenceof:1)acontextofenforceablerules,through

theCRAframework;2)trainedprofessionalswithresearch,develop

ment,andnegotiatingskills;3)widelydisseminatedfinancial

Informationandpolicyeducation;4)activelymobilizedcommunity

1

11
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groups;and5)publicsupporttolegitimizethebrokeringprocess,and
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May 23 , 1988 MARTHA R. SEGER

MEMBER OF THE BOARD

The Honorable William Proxmire
Chairman

Committee on Banking , Housing , and

Dear Mr. Chairman :

Thank you for your letter of March 31 containing

written questions in connection with the hearing held on

March 23 on the Community Reinvestment Act . I am pleased to

enclose my responses to your questions .

Sincerely ,

jilatha Isagen

Enclosure
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1 . CRA requires your agency to assess u lender's

perfonance in neeting local credit needs . What steps do

your examiners take as part of the regular CRA examination

to determine local credit needs ?

A routine part of the Federal Reserve's CRA examination

process is what we call " community contacts . " That means

our examiners go outside the confines of the bank being

examined and into the local communities to talk to people

representatives of neighborhood organizations , government

officials , businesspeople , merchants and realtors .
The aim

is to gain a balanced , realistic view of the state of the

local economy , and how good a job financial institutions in

the area are doing in helping to meet needs for credit .

With this information , examiners can more meaningfully

assess whether the bank's efforts to ascertain and address

community credit needs are on target .

2 . Your testimony states that extensions of the public

comment period are given when groups can nake the case that

an extension is necessary . What standards do you use to

detenine vbether or not a group has made the case? How

does your agency communicate these standards to the

interested community groups ?

The Board abides by rules specifying that the public

comment period can be extended beyond 30 days only on " a

lo
id.hip . 0 or other meritoriuil',
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A brief extension would be in order , for example , where the

application has not been promptly made available for

inspection , or there has not been adequate public notice of

the application . But it would not be granted if the

commenter simply wants more time to collect additional

information , or to conduct further negotiations with the

bank .

Depending on the type of application , notice is

published in newspapers serving the same locale as the bank

or banks that are party to the application , as well as in

the Federal Register . Those notices state the duration of

the comment period and direct questions about the

application process to Reserve Banks . The Reserve Banks ,

and especially their community Affairs staff , have made it

known in their work with community groups that extensions

are warranted under these very narrow circumstances , and are

the exception rather than the rule .

3 . CRA examination procedures provide examiners with

general descriptions of the attributes that warrant an

institution's receiving a particular rating . What

quantitative measures do examiners use to determine which

rating an institution should receive ? How do you assure

that these standards are applied consistently ?

A uniform , comprehensive rating system for evaluating

bank CRA performance was developed by federal regulatory

agencies 110 itting out 5 performance categories based
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on the assessment factors contained in the CRA's

implementing regulation . To maintain consistency in

applying this system , our examiners receive extensive

training in the interagency - approved examination procedures ,

which are set out in our Compliance Handbook . We also

regularly review examination reports , on a sample basis , .

here in Washington to ensure that these procedures have been

closely followed .

The standards contained in the rating system are

primarily qualitative in nature , rather than quantitative .

The rating system gives the examiner a description of the

type but not specific amount of activities institutions

should be engaged in to merit ratings on the i through 5

scale within each of the performance categories .

Our examiners do utilize techniques when conducting

examinations that lead to quantitative , substantive

information about the bank's performance . For instance , as

appropriate , examiners may look at HMDA data to determine

the extent of the bank's involvement in providing

housing - related credit , or the number and size of its

participations in downtown revitalization projects in order

to gauge its support for community development efforts .
The

rating criteria , however , are not quantitative , largely

because they must apply to all banks in all communities .

The examiner's job is to assess the bank's overall

performance in helping meet local credit needs , consistent

with CRA's broad mandate . visat : 295. Ily requires
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taking into account the bank's financial condition and size ,

legal impediments , and the prevailing local economy ,

including the competitive environment in which it operates .

The nature of the community itself whether predominately

urban or rural , and many other special characteristics -

will have a significant bearing on how a bank addressess its

obligations . Given these factors , general quantitative

measures for performance designed to be used in all banks

are not particularly useful .

4 .
In your testimony you indicate that the geographic

distribution of commercial and small business lending is an

important aspect of evaluating an institution's CRA

performance . How do your examiners determine such

distribution ?

AA major emphasis in examining for CRA is to try to

ensure that the institution is serving the community where

it is located primarily , through the extension of credit .

When it comes to business loans , our examiners ' initial

concern is not so much to pin-point the exact location of

each of those loans , but rather to determine whether the

bank being examined is actually making small business loans

within the boundaries of the defined community. They may do

this by checking loan files and comparing addresses of

business loan recipients with the delineated community map .

They may also ask our " community contacts " outside the bank

for their views on how wel ? O are meeting
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credit needs of the business community . For small and rural

banks ( which include most of those supervised by the Federal

Reserve ) , it is often relatively easy to identify the

location of local businesses financed by the bank being

examined .

In addition to this overview of a bank's loan

distribution , a more complete review of lending patterns may

be undertaken when the examiners check for compliance with

other laws governing the extension of credit . The unique

circumstances of each case , however , will determine to what

extent our examiners would focus on the precise geographic

distribution of business loans . Using examination

procedures for the Equal Credit Opportunity Act ( ECOA ) ,

examiners employ random sampling and comparison techniques

to conduct a preliminary review of consumer , as well as

business , loans in the bank's portfolio . If the preliminary

review indicates that there may be an improper distribution

of the loans , the examiner should undertake a more detailed

review . These steps could entail expanded sampling ,

interviewing loan personnel or outside sources in greater

depth , and , in some cases , geocoding actual loans.

I would also point out that , for purposes of CRA , the

nature and degree of business lending which the bank has

been willing to undertake is often as important as the

precise distribution . For example , we are interested in

knowing whether the bank has participated in

government- .: Jüred, guaranteed , or subsidized loan programs ,
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including the SBA loan guaranty programs and similar state

or locally - sponsored programs. In an urban setting, we would

also consider favorably a bank's support for a Minority

Enterprise Small Business Investment Corporation ( MESBIC ) or

Small Business Investment Corporation ( SBIC ) .

5 . You stated that you prefer to make conditional

approvals , with commitments to improve performance , to

outright denials , when agencies have weak CRA performance

ratings . What procedures do you have in place to monitor

fulfillment of the conditions you set?
What action has your

agency taken when the institution has failed to meet its

pledge ? Please provide examples of such actions.

There are various ways we monitor a bank's performance

of its commitments to the Board , and our course of action

will very much depend on the degree of oversight warranted

by each particular situation . Frequently , the Board's order

in the particular case calls upon the applicant to submit

regular progress reports to the Reserve Bank , which then

follows -up with appropriate measures . On the other hand ,

fulfillment of a relatively simple commitment could be

determined by telephone or through correspondence ; the

implementation of a new CRA - related lending or training

program , however , might well involve more extensive , ongoing

review by the Reserve Bank . Future CRA examinations provide

iseck " on the applicant's adherence to commitments .
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These are carried out by Federal Reserve examiners for state

member banks .

The Board reassesses an institution's CRA performance

each time it submits a covered application . This provides

strong incentive for applicants to comply with commitments

made to the Board , since they know their record of doing so

will be considered as part of future applications.

As a measure of " last resort , " federal law gives the

gives the Board authority to pursue cease- and-desist

proceedings against a bank - or its directors and officers

for violating any condition imposed in writing as a

condition of granting an application . Less stringent

enforcement measures , such as Memoranda of Understanding or

Written Agreements , could also be used . To my knowledge

there have been no cases in which an applicant has

ultimately failed to address commitments to the Board in a

way that was deemed satisfactory .

6 .
What is your agency's policy regarding settlements

between applicants and community groups...do you monitor

actions under such agreements , and do you factor in the

follow through in subsequent CRA ratings ?

We very much encourage banks and community groups

to talk with each other and , as much as possible , narrow

their differences . However , we do not believe it is our

.
to push for formal agreements , which we regard as

priväte matters between the applicant and the protestant .
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As such , they are not subject to enforcement by the Federal

Reserve System unlike the commitments which are made to

the Board . I think it is important to make this distinction

clear , since by becoming more directly involved in private

agreements we may be seen as supporting the allocation of

credit and , perhaps , as favoring one particular community

group over other worthy ones .

On subsequent CRA examinations , we would certainly

take note of any bank activities resulting from these

agreements , which fall in line with the CRA performance

categories .
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1700 G Street, N.W.

Washington , D.C. 20552

Federal Home Loan Bank System

Federal Home Loan Mortgage Corporation

Federal Savings and Loan Insurance Corporation

Federal Home Loan Bank Board

M. DANNY WALL , Chairman

25 MAY 1988

Ed

CRA

The Honorable William Proxmire

Chairman

Committee on Banking , Housing , and

Dear Mr. Chairman :

Sincerely ,

Ilan دم
M. Danny Wall

Attachment

1
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Responses to Senator Proxmire's Letter of March 31 , 1988

Questions 1 and 2 : CRA requires your agency to assess a lender's

performance in meeting local credit needs . What steps do your

examiners take as part of the regular CRA examination to determine

local credit needs? Do your examination procedures require

examiners to solicit the views of community groups and others , as

part of the CRA examination process? If not , how do you assess

local credit needs in order to evaluate how well an institution is

serving these needs ?

Federal Home Loan Bank examiners are directed to use CRA

examination procedures that recognize that an assessment of an

institution's CRA performance record in helping to meet the credit

needs of a local community is a judgmental process requiring a

balanced viewpoint . The prucedures are designed to ensure that

information from both the institution and the commmunity are

objectively reviewed and evaluated .

Specifically , the examiner is charged with evaluating the

institution's efforts at ascertaining community credit needs

( 12 C.F.R. 563e.7 ) . Furthermore , the CRA examination procedures

provide the flexibility to permit the examiner to interview real

estate brokers , community action groups , religious or political

leaders , merchant's organizations , block clubs , neighborhood

groups and coalitions , local civil rights , consumer , minority , and

non- English speaking groups , housing counseling service centers ,

community development corporations , nonprofit housing development

corporations , and local development corporations . These

interviews enable the examiner to gain a better perspective of the

credit needs of the local community as well as an understanding of

the extent to which the institution has endeavored to ascertain

- and meet those credit needs .
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1Unfortunately , primarily due to resource and time constraints ,

examiners have not , in recent years , conducted community

interviews to any significant degree . It is our intention to

explore routinizing this procedure to a , much greater extent in the

future .

Question 3 : CRA examination procedures provide examiners with

general descriptions of the attributes that warrant an

institution's receiving a particular rating . What quantitative

measures do examiners use to determine which rating an institution

should receive? How do you assure that these standards are

applied consistently?

The examiner's rating of an institution is based on an evaluation

of the performance assessment factors in the act and its

implementing regulation . Neither the act nor the regulation

proscribe any quantitative measurement criteria for evaluative

purposes , and therefore , our examiners do not employ any

quantitative measurements in assigning a CRA rating to an

institution . Enclosed for your information is a copy of our AB- 35

which identifies the standards to be used in assigning CRA

ratings .

Question 4 : In your testimony you indicate that the geographic

distribution of commercial and small business lending is an

important aspect of evaluating an institution's CRA performance .

How do your examiners determine such distribution?

Our examiners are directed to make an assessment of the

geographic distribution of an institution's credit extensions

pursuant to one of the CRA assessment factors so as to identify

areas where little or no lending is taking place and for which

management could give no sound justification for the lack of

lending . This assessment would include commercial and small

business lending activity . Traditionally , our institutions have

been very involved in housing-related financing and do not make
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many commercial or small business loans . As a matter of fact ,

only two percent of our total institution assets are in commercial

loans .

Question 5 :

-CRA conditions attached to approvals should be monitored by the

Federal Home Loan Banks just as any other conditions , such as

those relating to safety and soundness , should be monitored . This

monitoring should take place through the normal examination

process and through supervisory reviews of institution responses

to reporting requirements i.equently imposed as part of a

condition . If an institution does not fulfill the terms of a

condition , the Bank Board can invoke its cease and desist

authority , if necessary , to compel the correction of any

deficiencies . As part of our review of the compliance program , we

will be looking to see whether the monitoring of CRA conditions

should be strengthened .

Question 6 : You have indicated that the Board has delegated

responsibility for CRA examinations and enforcement to the Federal

Home Loan Bank Systen . Since the system is owned and is largely

controlled by the member thrifts , how do you assure that CRA

enforcement is performed adequately and consistently? What

procedures are employed to assure consistent performance?

As I pointed out in my remarks during the hearings , the Division

of Compliance Programs in the office of Regulatory Programs ,

Oversight and supervision ( ORPOS ) , was recently established for

the primary purpose of developing national standards and

1
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procedures for the conduct of examinations involving , among other

things , traditional consumer protection laws and regulations ,

including CRA . We have great expectations for this new program

and believe it can fill a coordination gap that we have had in

this area over the years . We are confident that , given the proper

tools and training , the Federal Home Loan Banks will enforce CRA

appropriately .

To assure consistency among the districts , ORPOS has established a

" peer review " program , which , in a nutshell , is a program whereby

quality assurance evaluations are conducted of the examination and

supervision functions of each Federal Home Loan Bank on a periodic

basis . Once the foundations for our compliance program are footed

and the program is operational , we intend to include compliance

activities in the scope of each " peer review . "

Furthermore , the Division of Compliance Programs within ORPOS is

in the process of enhancing its management information system with

an eye towards developing a better database for the collection and

processing of examination statistics on the consumer affairs laws

and regulations including CRA . These enhancements would provide

for a much better monitoring system than what currently exists and

enable us to spot trends and any apparent weaknesses in the Banks '

consumer affairs examination efforts .

Question 7 : The Federal Reserve Board has established specialized

examiners with a separate career ladder , and maintains separate

regional offices for CRA enforcement . Are you considering

adopting such a system? If not , why not ?

We recognize that there are many positive advantages to having

separate examination personnel conducting CRA and consumer affairs

examinations . We are looking at the programs used by the other

agencies , including the Federal Reserve Board , in developing our

own approach . The Federal Reserve's program is well- respected

among the regulatory agencies and may very well serve as a
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benchmark for us . Certainly , one of the alternatives we will

explore is the feasibility of establishing a separate examination

program for this area .

Our new Division of Compliance Programs within ORPOS has been

charged with developing a national program for legislated areas

that address the public interest ; specifically consumer affairs ,

fiduciary activities , and legislated areas related to the public

interest such as the Bank Secrecy Act . This unit will be

responsible for producing manuals and special memoranda to

examiners and supervisors for these areas . Additionally , this

unit will work with our Bank System Office of Education to develop

national training standards for these areas . It will also house

experts that , at the request of a District Bank , will be available

for support during complex examinations .
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Comment re : Senator Graham's question

Using Senator Graham's terms , the Federal Home Loan Bank

System would view CRA " performance " of an institution as

more important than the CRA " process . " The technical

aspects of the regulation , i.e. , whether there are some

errors on the CRA statement or whether the Board has

approved the CRA statement on a timely basis each year ,

while important , are not , in our review , as important as the

institution's actual practices in helping to meet the credit

needs of its community . In that connection , we believe it

is appropriate to evaluate an institution's activities

against each of the twelve performance factors listed in the

CRA regulations . If during an examination the examiner

finds that an institution seems to be granting a

disproportionately low amount of credit in an area where

credit demands are remaining unfilled , ( e.g. , factors e , h ,

i and j of Section 543e . 7 ) the examiner should point this

out to the institution and encourage the institution to do

more in meeting those unfulfilled credit needs . We would ,

however , stop short from recommending or requiring specific

numbers of loans or specific dollar amounts since we believe

that involves credit allocation and is appropriately within

the realm of management's , and not the regulator's ,

responsibility . As I indicated in my earlier comments , I

believe that our examiners could do more in involving the

community in the examination process , particularly by making

contacts to determine the degree to which the community

views credit needs as being unmet and whether institutions

could do more to fulfill those credit needs .
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The following are the total hours spent by Federal Home Loan

Bank System examiners on CRA for the years 1983-87 . These

hours are solely examination hours and do not include

additional time spent on CRA matters by supervisory

personnel , such as review of examination reports and

communication with institutions and others on CRA matters .

This supervisory time is not recorded and , therefore , cannot

be included .

Year

1983

1984

Hours

11326

6578

4313

10486

1985

1986

1987 15283

The increase in time spent in 1986 and 1987 reflects the

fact that our examination staff doubled in the past two

years , allowing us to spend more time on CRA and other

matters .
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OFFICE OF THE ASSISTANT SECRETARY FOR

HOUSING -FEDERAL HOUSING COMMISSIONER

Honorable William Proxmire

Chairman , Senate Committee

on Banking , Housing and

Urban Affairs

Washington , DC 20510-6075

Dear Senator Proxmire :

I am writing in response to your letter of March 24 , 1988 ,

in which you ask HUD to respond to several issues raised during

recent hearings on the Community Reinvestment Act . Specifically ,

a representative of the private mortgage insurance industry argued

that FHA has failed in its basic mission to assist moderate-income

home buyers . The witness was also sharply critical of Congress

recent decision to raise FHA's maximum mortgage limits in high

cost areas . He suggested instead the need to restrict FHA in

order to redirect our agency toward assisting those not served by

the private sector .

At the outset , let me note that I believe that all of us in

the mortgage insurance business --both in government and the

private sector--can and should do more to expand the opportunities

of modest -income home buyers . Private insurers can legitimately

point to the successes their companies have had in assisting these

families ( e.g. , in the early eighties ) , just as FHA can be proud

of the successes we have had -- both historically over the 54 years

of our existence and particularly at present .

A wide variety of factors have led to the sharp reduction in

the availability of conventional low downpayment loans since 1984 .

To some extent , the actions of lenders , insurers , rating agencies

and the secondary market merely reflect an economic environment

that is sharply different than in prior years , and the need to

preserve financial stability in the lending and insuring

industries . Nonetheless , we still need to assure that moderate

income families have access to mortgage loans , and I am proud of

the role that FHA has played in maintaining that access .

During 1986 and 1987 , FHA insured roughly 2.3 million home

loans . By comparison , private mortgage insurers ( MIS ) insured

roughly 1.1 million loans during the same period --of which only

600,000 loans would have been within the FHA mortgage limits

during this two year period . Applying the MICA report percentage
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for 1986 ( the last year covered by the study ) , we estimate that

between 1986-87 FHA insured 1.3 million loans to families earning

less than $ 40,000 -- versus only 300,000 for MIs . Similarly , during

this period , FHA insured 1.1 million loans under $ 60,000--versus

only 400,000 for MIs .

Yet while FHA can be proud of our achievements , we can't

afford to be complacent . As recent studies have amply

demonstrated , families of modest means face severe difficulty in

qualifying for home ownership--despite the significant gains in

affordability that have occurred in recent years . And while FHA

has a particular mandate to serve these families , the private
sector has a responsibility to do what it can as well .

In this regard , I want to commend you for holding hearings on

the CRA at this time . The financial distress that many lenders

and insurers face is indeed real , but this must not become an

excuse for failing to assure that all Americans have a fair

opportunity to obtain credit . You correctly noted that CRA

lending can be profitable under the proper conditions , and we need

to do more to spread this message .

For our part , FHA needs to do more to make CRA lenders aware

of our programs and to help them learn how to qualify for FHA

approval . I recently travelled to Philadelphia to meet with the

participants of their CRA program , to learn first hand what we

needed to do in order to be more responsive . As a result of our

meeting , our regional staff will be expanding their outreach and

training programs to focus more on depository lenders .

We plan to work with the Federal Reserve Board to identify

other areas of the country that need additional mortgage insurance

coverage and offer our assistance . I see our role as helping to

strengthen and sustain successful CRA programs , and then building

upon these models to the point that we encourage greater private

sector participation throughout the nation .
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Yet , as firmly as I support the expansion of FHA in the CRA

effort , I can not agree with MICA's argument that FHA must do less

in assisting other borrowers in order to do more in this area .

And I strongly disagree with the argument that the recent minor

adjustment to FhA's mortgage limits in high cost areas will cause

us to neglect borrowers of modest means . Finally , I believe that

much of MICA's concerns about lenders who discriminate against

borrowers with low mortgage amounts has been dealt with strongly

and directly via Section 419 of the Housing and Community

Development Act of 1987 . I support this provision , and we intend

to assure that lenders comply with the law .

As you know , Congress established the current system for

setting FHA mortgage limits in 1980. For most areas of the

country , the maximum set then--and still in effect now--was

$ 67,500 . However , recognizing that housing costs vary

tremendously throughout the country , Congress also authorized HUD

to establish higher limits in certain markets , calculated at 95

percent of the area's median home sales price . Even under this

alternative high -cost formula , Congress set an absolute ceiling

for single family mortgages in 1980 at $ 90,000 . Since then , home

prices in a number of areas have risen sharply , and the latest

legislation raises the absolute ceiling to $ 101,250--but again ,

only in areas where the price of a typical home already exceeds

this amount .

In these areas , the cost of buying a home is so high that

many families face difficulty qualifying for mortgage loans even

with two incomes . FHA has traditionally used more liberal

underwriting standards than conventional lenders , and this

flexibility gives us the ability to help families in high cost

housing markets --just as it helps us meet the needs of lower

income families buying in the inner - city .

The problems faced by a two -income family trying to buy a

home in San Francisco or Washington , D.C. are immensely different

than those faced by a lower -income family buying in inner -city
Philadelphia--but in one key respect they are similar . In each

instance , the borrower will have to spend a considerable portion
of his / her income to be able to make the mortgage payments . And

the private sector has increasingly been reluctant to make or

insure these so -called " high ratio" loans --regardless of whether

the cause is low income , high housing costs or a combination of

both .

In my opinion , it would be tragic if we were to adopt an

approach that pitted one group of struggling home buyers against

another--especially when FhA has the unique ability to serve each .

Ultimately , I see our mission to be one of assuring that all

Americans have access to mortgage loans . Especially in light of

the recent tightening of underwriting by the private sector , we

now have an even greater responsibility to ensure that FHA is able

to handle cases that do not meet conventional standards .
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I see little justification in ignoring the needs of families

trying to buy homes in high cost areas merely in order to improve

our performance in inner -city lending . We can--and must --do more

to support lending to families at the margin . But it would be

seriously wrong to conclude that only those families need FHA . I

look forward to a time when a revived private mortgage insurance

industry expands its performance and aggressively competes with us

across the income spectrum ( as they did prior to 1986 ) . But FHA's

basic role as a support and backstop will always be needed -- and in

current market conditions , it's usefulness is readily apparent .

Again , I want to thank you for providing us with this

opportunity to comment on these issues .

Sincerely Yours ,

Umembang
Thomas T. Demery

Assistant Secretary for

Housing-- FHA Commissioner
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Thank you very much for holding hearings on the Community

Reinvestment Act , and for inviting the Woodstock Institute to

provide testimony . I am happy to provide a written response to

the question that you posed to me in the letter which I received

on April 11 .

Question : Bankers say that they don't make loans in certain

areas because there is no demand . Cammnity groups say the

problem is on the supply side . What do you think the major

obstacles are in getting supply and demand for loans in

balance . ..are there obstacles in the way business is done by

realtors ? lenders ? mortgage insurers? secondary market
brokers ?

Response : Bank Marketing . Banking, like many other industries,

recognizes the need to create demand for its products.

Advertisements are placed in local newspapers, radio and

television stations, loan officers regularly call on potential

and current customers to strengthen business relationships , and

the biggest and most lucrative customers are provided with

special services and favorable rates. However, these marketing

efforts rarely extend to modest income , older and inner city

communities . There are a number of reasons why this may be the

case :

1 ) Banks traditionally did little marketing. However , as the

banking industry has become more competitive, the need to

expand such efforts has become evident to most financial
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institutions . In so doing, marketing programs were targeted to the

most affluent parts of the community where the profits were expected

to be greatest .

For both residential and commercial lending , larger loans provide more

profit for less work . A home mortgage loan for $ 150,000 takes a

similar level of effort as one for $30,000 , but the profit is five

times as great ;

2 )

3 ) There is sometimes the perception , often inaccurate , that people in

older , minority or inner -city communities are all poor or unemployed ,

and are therefore unlikely to meet bank underwriting standards or to

be profitable customers for other bank products . Two examples

highlight the problem : a Woodstock Institute study of housing lending

in the Washington , D.C. metropolitan area found that lending in the

suburbs was statistically most strongly related to income , which is to

be expected --the more money a family makes the larger loan it is able

to repay . By contrast , in the District of Columbia , the strongest

predictor of lending was race , showing that perception of risk did not

conform to the most important borrower characteristic .

A second study of the customers of a major Chicago bank in 1981

refutes the perception that minority and low - income communities do not

represent deposit customers for money center financial institutions .

During that year , for every $ 100 in deposits the bank received from

black neighborhoods, only 60 cents in mortgage loans were made ; for

every $100 collected in deposits from hispanic neighborhoods only 40

cents in mortgage loans were made .

4 )
There is a perception by bankers , realtors and others that newer is
better . This is of particular concern in commercial and industrial

lending, where loans are readily available for purchase and

development of new facilities in the suburbs, but more difficult to

obtain for expansion or rehabilitation of older , in -city industrial

buildings .

While these factors may help to explain lackluster or nonexistent

marketing to older , minority , and urban parts of a financial

institutions service area , they do not excuse it . More active and

aggressive marketing has been shown to be an effective way to help

balance the supply and demand for loans .

Secondary market . Over the last ten years , the secondary market has made

housing credit more available than ever before . Few financial institutions

continue to originate large numbers of mortgage loans for their own
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portfolios . This has had both positive and negative effects on meeting the

credit needs of local commnities . The benefit has been the widescale

availability of home mortgage money . The cost has been the loss of

flexibility to the local lender. The standards set by the secondary market

have now become the underwriting guidelines for most lending. This has

presented problems for communities where modest incomes make it difficult

to accumulate a 20% downpayment ; lack of recent real estate activity makes

it difficult to appraise properties on comparables ; housing prices are

below standardized minimum loan amounts ; housing stock is old and in need

of repair ; and housing stock is unusual -- for example , mixed - use buildings-

and therefore does not conform to the suburban ideal , new housing for the

typical affluent family .

In the past , a local lender who knew his community and his borrowers would

make decisions based on his judgement about whether or not the loan would

be repaid . Now , due to the secondary market , the judgement must be made as

to whether the loan can be sold to investors.

Mortgage Insurers . Mortgage insurance has been a useful tool in enabling

families who cannot accumulate a 20 % downpayment to purchase a home . With

soaring housing prices in many parts of the country , a large downpayment

can take so long to save that hames that were once affordable can no longer

be purchased by modest income people . However , mortgage insurance adds an

additional underwriting process to that already imposed by the lenders and

secondary market , and this process has become increasingly risk averse .

Due to losses in recent years , mortgage insurance customers who have only

5-10 % downpayments are being subjected to greater scrutiny than those with

larger downpayments . This is in spite of the fact that the mortgage

insurance premium is designed to pay for the increased risk that a less

than 20% downpayment presents. Factors that are subjected to greater

scrutiny for those with lower downpayments are breaks in employment

history , credit records with even the most minor problems, purchase of

properties needing repair or rehabilitation , older properties , and

properties in neighborhoods with few comparables . This is especially

problematic because the families that need mortgage insurance are generally

those who are only able to purchase homes in fair to good shape in older

neighborhoods. Many of these same families, especially those located in

the industrial rust belts , have experienced a period of unemployment which

hurts both their employment and credit histories .

Realtors . Realtors are generally the first point of contact between

borrower and lender , and thus play an important role in educating the buyer

as to what type of financing is available , and from which lenders.
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Realtors often have well - formed opinions as to which financial institutions

lend in particular communities and for what types of properties and

borrowers . They may also reflect their own opinions, for both housing and

commercial/ industrial real estate purchases , as to desirable locations and

relative worth of properties under consideration .

Because realtors often are the ones with the best knowledge of local

lending conditions , it is important that they be the first stop for

financial institution marketing efforts . A more difficult obstacle to

overcome is realtor perception of the relatively lower value of in -city and

older communities .

In conclusion , I would reiterate that demand occurs when a product is

known to be available . The financial institutions have an obligation to

create markets in all parts of their service area , even though some are

viewed as less profitable than others . It is also important that the

secondary market reflect the range of local conditions and the sound loans

that they represent , and that mortgage insurance fairly assess customers

with both larger and smaller downpayments .

Thank you for the opportunity to respond to this question . I would be

happy to provide any additional information that you need . And once again

thank you for your long -term and effective leadership on the reinvestment

issue . The impacts of the Community Reinvestment Act , in channeling

billions of dollars into local communities and changing the behavior of

financial institutions is finally becoming recognized . All of us who work

with the CRA are grateful to you for making this important tool the law of

the land .

Sincerely ,

Clapeck Revere
Elspeth Revere

President
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May 9, 1988

Senator William Proxmire, Chairman

Committee on Banking, Housing and Urban Affairs

United States Senate

Washington, DC 20510

Dear Senator Proxmire:

Thank you for seeking out ACORN's views on the implementation and

enforcement of the Community Reinvestment Act of 1977. Enclosed are our

responses to questions you directed to us in a letter of March 31 , 1988.

We look forward to continuing to work with the Senate Banking Committee

on these issues which are of such importance to all low and moderate income

Americans.

Sincerely,

Milchel Brown
Mildred Brown

President

Association of Community Organizations for Reform Now

Organizing and Support Center: 401 Howard Street, New Orleans, Louisiana 70130 ( 504) 523-1691

85-619 0 - 88 - 15
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May 9, 1988

To: Senator William Proxmire, Chairman

FROM : Mildred Brown, President

RE: Responses to questions in March 31 , 1988 letter.

Q1 . Using the traditional A - B - C - D - F grading system , how would you grade sach of the regulators ?
Please include your reasons for giving the specific grade.

Al . The Federal Deposit Insurance Corporation ( FDIC ) and the Federal Home

Loan Bank Board ( FHLBB ) each get a grade of " F " . On their own admission

these agencies concede that they do not enforce the Community Reinvestment

Act for the financial institutions they regulate .

1
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The Fed is apparently telling its District offices that it is no longer a

priority to get banks to sit down with community groups; the District offices

and national staff have been directed to simply look at the CRA record as it

is presented by the bank making application . Governor Seger has made it

clear to staff that emphasis from now on will been on speed of processing

applications. This represents a significant change in the application of policy

over the last year , if not a change in the policy itself.

Q2. The private mortgage insurance companies charge that FHA is failing to discharge its

responsibility to provide mortgage insurance for low income borrowers. Does your experience

support this charge. The private companies say that FHA should be more tightly targeted to serve

only low income borrowers. Do you think such tighter targeting would help or hinder community

reinvestment ?

A2. Healthy neighborhoods have to receive extensions of all types of credit,

rather than becoming reliant on just one. Alot of FHA lending already goes on

in low income neighborhoods, and this is especially important because FHA

still insures 95% and 97% mortgages.

2 .
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• Third, Private Mortgage Insurance companies should be required to serve

low income neighborhoods. It is not just the government's job to meet the

needs of low income people . The argument about FHA is a smokescreen

sent up by PMIs to permit them to unload their responsibilities.

The private mortgage insurers are the only element of the industry that is

not required to abide by fair lending laws. ACORN strongly urges

Congress to act now to bring PMIs within the scope of these laws.

3
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WILLIAM PROXMIRE, WISCONSIN , CHAIRMAN

ALAN CRANSTON , CALIFORNIA

United States Senate

COMMITTEE ON BANKING , HOUSING, AND

March 31 , 1988

Mr. Allen Fishbein

Center for Community Change

1000 Wisconsin Avenue , N.W.

Washington , D.C. 20007

Dear Mr. Fishbein ,

I would appreciate your answering the following question for

the written record of the Community Reinvestment Act hearing .

1. Bankers say that they don't make loans in certain areas

because there's no demand . Community groups say the problem

is on the supply side . What do you think the major obstacles

are in getting supply and demand for loans in balance

are there obstacles in the way business is done by realtors?

lenders? mortgage insurers? secondary market brokers?

2. How would you grade the Federal agencies , using the

traditional A-B-C-D-F system? Include reasons , please .

3. You assert that agencies have failed to spot even routine

technical violations . Please give examples .

4. You cite unfair and arbitrary handling by the agencies of

applications . Can you give examples .

5. Please elaborate further on your recommendations for

improving CRA .

6. Is there a evidence of a shortage of commercial loans in

lower income neighborhoods ? What is the evidence?. Would

disclosure of such loans help solve this problem?

Please submit your answer within two weeks of your receipt of

this letter , in order that the record may be published

expeditiously .

Sincerelt

Z Pante
illaterraxmire ,

Chairman
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center for community change

位 May 10 , 1988

Honorable William Proxmire

Chairman

Committee on Banking , Housing , and

Dear Senator Proxmire :

This is in response to the questions contained in

your March 31 , 1988 letter .

Response to question number 1

BOARD OF DIRECTORS

Rebecca Andrade

The disinvestment of older urban neighborhoods

occurs for a variety of reasons . Disinvestment often

results from prejudice, ignorance , or sheer laziness

on the part of financial institutions as well as other

areas in the real estate transaction process .

1000 WISCONSIN AVENUE N.W. WASHINGTON , D.C. 20007 202/342-0519
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The findings contained in the Journal-Constitution's study

are similar to findings in studies conducted in other cities .

These other studies were cited in my March 22 , 1988 written

testimony to the Committee .

While this research does not necessarily indicate that the

lending institutions in these cities were intentionally

discriminating , it does suggest that underwriting and other loan

policies , practices , along with negative perceptions by both

lenders and community residents about one another pose obstacles

to increasing the supply of housing credit to these areas .

-

b ) Ignorance Despite the existence of many successful

reinvestment partnership efforts , involving lenders , community

groups, and local governments , some bankers appear to harbor the

notions that lending in the older urban neighborhoods is somehow

inherently riskier than lending elsewhere .

c )

The testimony the Committee heard from bankers on March 22

is hopefully an indication of a growing awareness that lending

in inner-city neighborhoods can be profitable . Both Richard

Hartnack, First National Bank of Chicago , and Jack Kolesar ,

Ameritrust Development Bank , testifiedabout how their banks

have successfully invested in not only single family lending ,

but loans to multi-family rehabilitation projects and other

community development efforts . There is really no good reason

for lenders to continue to believe there is greater risk in

lending to the inner -city than there is to lending to the oil

patch or to third-world nations .
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criteria that addresses the repayment constraints of low income

borrowers ) .

Response to Question number 2

Grading the federal supervisory agencies ' CRA enforcement is

always a difficult task for three basic reasons : 1 ) agency

enforcement is generally weak across the board ; 2 ) enforcement

levels appear to change from time to time , both from agency to
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agency and even within various regions and districts within the

same agency ; and 3 ) the lack of public information about agency

enforcement activities . However, with these three factors as

caveats , let me attempt to respond to your question by providing

our evaluation of both the positive and negative aspects of each

agency's enforcement efforts.

Federal Reserve System Grade : D +

negative points : Few of the Consumer Advisory Council's

recommendations for improvements in CRA performance were ever

implemented by the Fed. Exams -- no evidence that Fed supervised

banks are rated any more strictly than are institutions examined

by the other federal agencies . What is more , there is evidence

that exam procedures are uneven from Reserve District to Reserve

District . Applications -- The Fed has not denied an application

for CRA reasons by either bank holding company or state-chartered

member bank . Fed seldom convenes public hearings on CRA protested

applications ( only one in past 8 years ) . Moreover , as testimony

at the hearing illustrated , community groups find the Reserve

Banks increasingly arbitrary and inconsistent in the way they

process protested applications .

Summary : Examiner hours devoted to CRA declined much less

for FRB than other agencies . Unfortunately , FRB's enforcement

program does not appear to have resulted in tougher CRA exams .

CRA protest procedures need to be improved .

Office of the Comptroller of the currency --Grade : D
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chartered banks as means of encouraging them to provide advanced

notice of branch closing . Applications

negative points : Exams : New exam procedures mean that

nationally chartered banks with under $ 1 billion in assets will

be examined infrequently . Virtually all banks examined receive

" 1 " or " 2 " CRA ratings. Community group contacts not required
to be part of CRA exam . Applications : No denials on CRA grounds

in past eight years . occ has been reluctant to hold public

hearings on protested applications . Regional offices appear to

use arbitrary procedures for processing protested applications .

occ orders do not contain findings and conclusions on issues

presented by protestants .

Summary : It does not appear that recent occ efforts to

upgrade CRA exam have resulted in noticeably improvements in

enforcement . CRA protest procedures should be revised to encourage

greater community input .

FDIC Grade : F

-

positive points : The agency has had at least one meeting

in recent years with community and consumer groups to discuss

relevant issues . Exams FDIC claims it has increased emphasis

on CRA enforcement in last year . Applications
-

negative points : Exams : The agency almost completely de

emphasized CRA and consumer exams over past eight years . Outside

contacts with community groups not required as part of exam .

Exams are infrequent , sometimes 6 years between compliance

exams , with almost every institution assured of a passing grade .

Applications : No denials on CRA grounds in over eight years .

FDIC orders do not discuss findings and conclusions on CRA issues .

Summary :

FHLBB
--

- Grade : F

positive points : Current FHLBB Chairman has indicated he

will reinstitute Community Investment Fund to encourage broader

thrift participation in community development activities . Exams

-- none. The FHLBB CRA rating system which provides for three

positive and two negative ratings has advantages over the system

used by the three banking agencies . Applications
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Washington , D.c. staff has been responsive to complaints about

handling procedures on protested applications . Unlike the other

agencies , the FHLBB seems to routinely grant requests for hearings

on protested applications .

Response to Question number 3

My written testimony refers to three examples of clear-cut

technical violations of CRA and the Home Mortgage Disclosure Act

which were either untected or overlooked by federal bank examiners .

- Bank of New York -- Federal Reserve Board conceded that

bank's CRA Community delineration was too narrowly drawn and in

violation of Board regulations after issue was raised by community

protestant . See Bank of New York , Federal Reserve Board

Bulletin February 25 , 1988 .

- First National Bank of Commerce -- The bank's CRA Statement

does not list home purchase loans as one of its credit products

although bank makes over 50 home purchase loans a year . The

office of Comptroller of the currency has yet to require the

bank to modify its CRA Statement , although it is in clear
violations of the regulations. See Attachment B.

- Leader Federal Savings and Loan Association Institution

did not report mortgage lending activity in a manner prescribed

by Regulation c . Federal Home Loan Bank Board did not require

the institution to comply with reporting requirements until

violation was cited in a CRA protest filed by local community

coalition . See Attachment c .

Response to question number 4

Three examples of unfair and arbitrary handling of protested

applications by the FHLBB , FDIC , and occ were cited in my

testimony . These examples are discussed in additional detail in

Attachments D-1 , D-2 ( OCC ) , E-1 , E-2 , E-3 , E-4 ( FDIC ) , and c

( FHLBB ) .
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Response to question number 5

In my testimony I indicated four major avenues for reforming

the CRA enforcement process which we support : 1 ) the need for

expanded agency enforcement efforts ; 2 ) the need for greater

agency accountability and expanded public disclosure of bank

lending activities ; 3 ) revising the current CRA rating system ;

and , 4 ) reform of the application review and CRA protest process .

Let me elaborate on each of these areas .

1 . Improved agency enforcement

CRA enforcement needs to receive higher priority within each

of the agencies . An important method for ensuring that CRA

receives higher priority from the agencies in the future is to

require each agency to establish a separate consumer division .

At the present time, only the Federal Reserve Board has a

separate consumer division . The division does not , however had

authority to report directly to the Board on CRA factors related

to pending applications .

Another important step for improving agency enforcement

would be to exempt the banking agencies from the requirements of

the Federal Paperwork Reduction Act for information related to

CRA , fair lending , and consumer compliance exams . The Act

directs the agencies to reduce the reporting and record keeping

requirements that they impose on financial institutions .

There appears to be some uncertainty as to what extent the

banking agencies are covered by the Act . However , the FHLBB ,

occ , and FDIC have chosen to place key reporting requirements,

such as the Fair Lending Reporting , under the Act's purview .

Consequently , the Office of Management and Budget has exerted

strong pressure on the these agencies to scale back on the

reporting requirements these agencies use to determine whether

financial institutions are in compliance with the Fair Housing

and Equal Credit Opportunity Acts .
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The pressure on the agencies to scale back on fair lending

reporting has intensified in recent years as they have expanded

reporting requirements on financial institutions in other areas ,

such as safety and soundness . The Paperwork Reduction Act , in

effect , creates a " zero - sum " game , in which the agencies endeavor

to reduce reporting requirements in the fair lending and consumer

compliance areas , as they add safety and soundness reporting

requirements, such as expanded Statement of Condition Reports .

Greater agency accountability and expanded public disclosure

of the lending practices of financial institutions .

a ) public disclosure of CRA ratings and examination reports .
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b ) commercial loan disclosure .

As the Home Mortgage Disclosure Act has unquestionably

demonstrated , disclosure of information about the lending patterns

of financial institutions is an effective deterrent against

credit discrimination and relatively low-cost methodsfor

encouraging improved lender performance. Extending HMDA to

include reporting by depository institutions of their commercial

lending activities would provide regulators and citizens alike

with important information about lender performance and would

encourage these institutions to better meet local credit needs .

c ) Annual Reporting to Congress .

Each agency should be required to report annually to

Congress on the number of examiner hours devoted to consumer

compliance, CRA , and fair lending for the preceding year .

Detailed reporting on the resources devoted to consumer and CRA

exams would provide Congress with a useful measure of the how

seriously the agencies are taking their enforcement

responsibilities in these areas .

3 . Reform of the CRA rating system

The inadequacy of the current rating system was discussed

in my testimony . We would prefer to see a rating system that

would measure a bank's CRA performance relative to the performance

of other banks of a similar size and with similar resources .

-

Institutions should be rated on a five-tiered scale

that would use the following definitions : # 1 - excellent or

outstanding ; # 2 - good ; # 3 - average ; # 4 - limited effort ; # 5 -

poor . Under this system , most institutions would receive a # 3

CRA rating , with institutions devoting resources greater than

their peers receiving higher grades .

Further , we favor a system that would prohibit the Fed

from approving any application by a bank holding company to

acquire another BHC or bank , or to engage in new powers in

securities , insurance , real estate , or any other area in which

applications are required under Section 4 ( c ) of the Bank Holding

Company Act unless the applicant and its subsidiary banks have

excellent or good CRA rating ( s ) under the revised rating system .
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These reforms are incorporated into a CRA Enforcement

Amendment that has been sponsored in the House Banking Committee
by Reprs . Kennedy , Garcia , Fauntroy , Schumer , Mfume , and Flake .

A copy of the Section -By -Section Summary of the Amendment is

included as Attachment F.

4 .

Unfortunately , the current application and protest procedures

do not seek to maximize citizen involvement in the CRA process .

We favor reforms that would accomplish the following :

a ) provide better public notice of pending applications .
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CRA record of applicants . Agency order should contain precise

information setting forth the conclusions and the facts supporting

the conclusions on the issues raised by a protested application .

The agencies should hold hearings on any protests raising

substantial CRA issues .

Lastly , although over 100 negotiated lending agreements

have been occurred over the past three years, the agencies have

yet to publish guidelines for their examiners on how to weigh

performance of institutions in implementing the terms of these

agreements . Guidelines spelling out the method the agency will

take to ascertain performance and solicit community comment are

needed . These guidelines should discuss the weight that

implementation of agreements will have on future applications by

affected institutions .

Response to question number 6

Access to credit is vital to the growth of small firms. Yet ,

many small firms encounter difficulty in obtaining certain types

of financing from commercial banks , especially longer term

credit and start-up and expansion financing .

According to a 1982 Federal Reserve Board bank survey ,

commercial banks believe that they provide 75 % of the total debt

of their small business borrowing customers . Other research

indicates that small businesses are usually limited to banks

located within the immediate community as their potential sources

of credit .

At the same time , several surveys of small businesses

reveal that many small firms are dissatisfied with services

offered by local banks . For example , a poll of 1,047 small

businesses in New York taken by Chemical Bank in 1983 indicated

that 52 % of those surveyed rated the services provided by local

banks from fair to poor. A total of 65 % of the respondents said

that they thought the banks are more interested in servicing big

business instead of small companies .
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The National Federation of Independent Business has conducted

a series of surveys of its members which reveal that small

businesses assign highest priority to a personal relationship

with their banker and credit availability . Yet , when asked to

rate the actual performance of their banks , the surveys rate

banks relatively poorly in cultivating personal relationships .

Other studies indicate that small business lending activity

varies widely between commercial banks , even commercial banks of

similar size operating in the same or similar communities .

sincerely,

DATA:174
Allen'J . Fishbein

General Counsel

Enclosures
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UNIVERSITY OF MINNESOTA Hubert H. Humphrey Institute of Public Affairs

TWIN CITIES

Senator William Proxmire

Chairman

United States Senate

Committee on Banking , Housing , and Urban Affairs

Washington , DC 20510-6075

Dear Senator Proxmire :

This is in answer to the question you asked me in your

letter of March 31 , 1988. The question was about the obstacles

in the way of getting the supply and demand for loans in balance .

First , I would like to suggest that there is no natural

level of supply and demand . People have needs for credit . These

needs can become a real demand for credit if there are credit

instruments that people in need can afford . Thus , the main

obstacles to serving the " needs " of people for housing and

business credit are related to loan product development and

marketing of these loan products . There is a point where the

private lending industry simply cannot serve local needs because

of the risks involved or because the returns on a loan product

are simply too low , and they represent such a significant portion

of the portfolio of a given lender that these risks pose a threat

to the security and survival of the institution .

I place the question in this context because the level of

demand and supply is constantly changing . The many lending

agreements that community groups have developed with lenders ,

beginning in the early 1970s , before there was a community

Reinvestment Act , almost always have the effect of changing the

definitions of what demand can be met by changing product
development and marketing processes of local financial

institutions . Moreover , even the questions of risk and low rates

of return are not absolutes . The ability of community groups and

lenders to engage public agencies and use public and foundation

funds for insurance , interest rate subsidies , and grants , as well

as the ability to use both public and private funds for training ,

counseling , and the creation of sound community-based developers

and skilled lending officers all show how the creative use of

these resources can radically change the definitions of demand
and supply .

In testimony before your committee on March 22 , Gale

Cincotta listed a range of successful agreements and programs ,

1
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many of which found ways of reducing alleged risk and reducing

the costs of lending for both the lenders and the borrowers .

that same day , the statements of Richard Hartnack , of First

National Bank of Chicago , and Jack Kolesar , of Ameritrust

Development Bank , attest to the ability of these programs and

efforts to reduce risk and increase the supply of lending in

areas previous defined as having no effective demand by existing
banking standards .

For lenders , there are many obstacles in the way of creative

product development and marketing . The first obstacle is their

attitude about older , rural , and inner-city communities .

Changing this attitude has been one of the most important

activities of community groups . These groups have often resorted

to renting buses to take lenders on tours of the communities they

fear , but which they generally have never seen . A new report on

the banks of West Virginia * confirms the literature and

experience of community reinvestment activities that the

perception of risk by lenders , a perception not based in

objective analysis or data , remains the main obstacle to creative

community lending .

Other obstacles are created by deregulation and the

increased levels of competition in the financial industries .

This contributes to management practices to reduce all lending to

large individual corporate or foreign loans or to standard

products with the most upscale or most broadly-based markets .

This discourages lenders , and especially local lending officers ,

from engaging in the more varied and often hand-tailored lending

techniques and products that may be required in some rural areas ,

older areas and areas of economic distress .

In the housing markets , major lenders do not solicit

minority real estate brokers as much as they solicit white

brokers in upscale communities . Major lenders do not engage in

" calling " on local businesses in inner -city communities and

minority communities . It is this marketing that really attracts

business - and until this marketing in older , inner -city ,

minority , and rural communities is an active part of the banking

industry's behavior , there will be a large gap between the supply

of loans and the real demand that can be developed at reasonable

risk and reasonable rates of return .

Historical patterns in the real estate industry also create

obstacles to more creative lending in the housing markets . The

profession of realtors developed early in this century with a

code of ethics that required the segregation of the races . Those

prejudices have given way vary little over time . Even today , in

most cities with large minority populations , the realtors remain

separately camped in white and minority areas , with little

overlap . In most cases , the major realtors , with the best access

to the widest range of mortgage lenders , concentrate and focus

2.
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their business in white and newly developing communities .

Minority realtors and minority neighborhoods are left 'mainly in

the hands of mortgage bankers who have little incentive or desire

to engage in creative lending . These mortgage bankers operate as

agents for the secondary market , and they limit their lending to

the products most desired by that secondary market .

That brings us to the secondary market . In response to the

efforts of your committee and pressure from community

organizations and with some behind-the -scenes prodding from the

Justice Department , FNMA and Freddie Mac both made major

revisions in their underwriting standards by the time of your

secondary mortgage market hearings on December 19 , 1978 . But , as

I noted in my statement before this Committee on March 22 , 1988 ,

a great many of these revisions have eroded over time , leaving

little left . FNMA has - in response to extreme pressure by the

National Peoples Action and ACORN - made some effort to return

some of the anti -discrimination language and guidelines which it

had eliminated in recent years . But FNMA is still not back to

where it was ten years ago , and it has made only some very minor

efforts to begin to deal with the rigid standards it applies to

credit underwriting and the purchase of loans with reduced

interest rates . Freddie Mac has essentially acknowledged that

this issues raised by the community groups deserves some review

In addition , we find that many lenders have developed the

impression that FNMA and Freddie Mac have certain standards for

minimum loan sizes , types of properties , zoning , and neighborhood

value trends that discriminate against older neighborhoods and

properties in areas with lagging local economies . Both FNMA and

Freddie Mac claim that most of these alleged standards are not

correct . Neither corporation has done much to communicate with

lenders to insure that these incorrect perceptions are corrected ,

except in cases where community groups force the lenders to

contact FNMA or Freddie Mac to check out the standards .

Generally , this is symptomatic of the erosion of anti

discrimination efforts on the part of both major secondary market
entities .

The final report of the National Housing Task Force **

indicates the major role that community-based developers have

played in creating a supply of affordable housing . Yet FNMA and

Freddie Mac still use processes and terms that favor large

private builders and developers . The limited ability to sell

loans in the secondary market is a major obstacle for non-profit ,

community-based developers of affordable housing . In spite of

major efforts to get a better response from FNMA and Freddie Mac ,
only limited progress has been made . Ironically , the head of

FNMA was a member of the Task Force . Moreover , FNMA is a

corporation with an obligation in its charter to help meet the

3
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nation's housing needs .

1

The restrictive standards in the secondary market are

reflected in the private mortgage insurance markets as well . In

spite of many proven programs to make loans to moderate and lower

income people in distressed rural and inner-city communities , the

inability of people to get access to private mortgage insurance

is a major obstacle to increasing the supply of loans in these

areas . There is a kind of domino effect in the lending markets

that begins with the secondary markets and the mortgage insurance

and SBA insurance standards . In order to keep the lender's own

capital as liquid and secure as possible , no lender wants to make

a loan that cannot be insured or sold . Thus , restrictive and

discriminatory standards in these industries are translated into

restrictive and discriminatory standards in the lending industry .

As realtors depend upon lenders for their business , these

restrictive standards are finally translated into restrictive and

discriminatory standards in the real estate industry as well .

In a note of tragic irony ( and reflecting the limited

experience of the members of the Task Force in reinvestment

activities and the history of redlining ) , the National Housing

Task Force report recommends that single- family housing for lower

income people is too risky for the private sector to handle .

report recommends that HUD take on these risks by relaxing some

of FHA's standards and limitations and set aside special reserves

for the increased losses it will suffer . This harkens us all

back to the disasters of the early 1970s when an inundation of

high risk FHA lending contributed to the destruction of minority

communities all across the country . Cities like Chicago ,

Cleveland , and Detroit , to name a few , are still struggling to

overcome the damage done by that last effort to save poor people

through dumping their communities into the quagmire of FHA's

abusive practices .

Of course , all of this takes place in an environment which

is already racially discriminatory . While HUD has remained the

great silent and invisible agency in this Administration , the

Secretary has raised an unusually loud voice to point out the

persistence of racism in the housing markets of the nation .

pointed out in the March 22 , 1988 , hearings , studies by community

groups and academics as well continue to find race as a major

factor in explaining the supply of loans in minority communities .

This past week , the Atlanta constitution / Journal ran a series of

articles on discrimination in lending in that rapidly growing

metropolitan area . I consulted on that study and can vouch for

the carefulness and accuracy of the methods used . With controls

for income and growth , the study found levels of lending by the

major banks to be from two to thirty-eight times higher in white

communities as compared to minority communities with a similar

range of incomes and level of growth .

4
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Yet , the FED , which has several times received CRA

challenges from groups in this region claiming racial

discrimination in lending , decided in the Trust Company Bank

case , for example , that this was not a problem . ( In the Hibernia

case , where the FED did find that low levels of lending in

minority communities were a problem , the FED has done nothing to

make that bank comply with an order to change its practices . ) As

the Constitution / Journal articles reveal , Trust Company Bank

makes three loans per 1,000 homes in white middle and upper

income neighborhoods for every one such loan in similar black

neighborhoods .

On the business side , the record of Trust Company stands as

a clear statement of the overall problem in business lending .

Sun Prust is the third largest bank in the state . It had the

best record of SBA lending to women and minorities , with 20 % of

its SBA loans from 1982 through the first half of 1987 going to

businesses owned by these people . But this amounts to just five

loans each year to a rapidly growing market segment which is

presently estimated at well over 100,000 businesses . When a

lender of this size , with banks all over the state , cannot find

more than a handful of minority and women -owned business to

serve , it is hard to imagine that it is just benign

" inefficiencies " in the market that produce this gap between a

clear demand and a minuscule supply .

Finally , there are obstacles caused by the lack of funds and

support for community -based developers , community action groups ,

and local business development programs and organizations . As

the study in West Virginia also concludes , more lending could be

done if the local businesses were more sophisticated in their

credit applications . The successful experiences here in the

United States , and in other countries , in various forms of small

business incubators suggest that peer support , management

support , and access to financing all can play an important role

in developing successful new businesses in communities with

economic problems . While the obstacles that exist in the real

estate , lending , secondary market , and insurance industries

represent the most fundamental roadblocks to defining and serving

the potential demand in rural , minority , and older , urban

communities , the parallel need to built the local capacity to get

loans out is a growing concern for those involved in community

reinvestment . But experience has shown that where there is a

will on the part of the private sector and the local government

to respond to community initiatives , this capacity can be

developed by the local community and a more aggressive and

creative financial community - in all its institutional forms .

5
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I hope this provides you and your Committee with a full

response to your question .

Sincerely ,

Webuelt
Calvin Bradford

Senior Fellow

* Mountain Association for Community Economic Development ,

Commercial Bank Lending Patterns and Economic Development in West

Virginia : Berea , Kentucky , January , 1988 .

**National Housing Task Force , A Decent Place To Live :

Washington , D.C. , March 28 , 1988 .

6
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FEDERAL DEPOSIT INSURANCE CORPORATION , Washington, DC 20429

OFFICE OF THE CHAIRMAN

May 16 , 1988

Dear Mr. Chairman :

Enclosed are answers to the questions raised in your letter of

March 31 , 1988 , requesting information for the written record of the

Committee's recent hearing on the Community Reinvestment Act .

with best wishes .

Sincerely ,

fum Sermon
L. William Seidman

Chairman

Honorable William Proxmire

Chairman

Committee on Banking , Housing

Enclosures
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Question 1 :

CRA requires your agency to assess a lender's performance in meeting local

credit needs. What steps do your examiners take as part of the regular CRA
examination to determine local credit needs ?

Answer :

FDIC examiners do not perform an independent analysis of the credit needs of a

bank's community . We deem those needs to be reflected in the bank's overall

performance in responding to local loan demand . The FDIC assesses a bank's

performance in meeting local credit needs by considering the bank's activities

under the assessment factors outlined in Part 345 of its Rules and Regulations ,

as well as its Statement of Policy on the CRA .

The assessment factors include , but are not limited to , activities conducted

by the bank to ascertain the credit needs of their communities and the bank's

marketing of its services ; the types of credit offered and extended by the

bank to the community ; the geographic distribution of the bank's loans ; the

impact of the opening or closing of any offices and the services offered at

these facilities ; the bank's compliance with anti -discrimination and other

credit laws ; and the bank's participation in community development in order to

meet local credit needs .

The FDIC Manual for Compliance Examinations contains examination procedures

for evaluating these assessment factors . Further guidance for evaluating

a bank's performance is provided by the Uniform Interagency CRA Assessment

Rating System , which also is included in the Manual for Compliance

Examinations. Copies of each of these documents are enclosed . Additionally,

in assessing a lender's performance , examiners draw on their own knowledge and

awareness of the community and its credit needs .

Question 2 :

Do your examination procedures require examiners to solicit the views of

community groups and others , as part of the CRA examination process ? If not ,

how do you assess local credit needs in order to evaluate how well an

institution is serving these needs ?

Answer :

As set forth in the FDIC's Manual For Compliance Examinations, examiners are

authorized , but are not required , to conduct interviews with community members

and groups . The purpose of such meetings, however , is not to assess local

credit needs , but to determine community awareness of the bank's credit

services and local perception of the bank in meeting community credit needs .

We assess a bank's success in serving local credit needs by reviewing , among

other things , its advertising of credit services in low- and moderate-income

areas , participation in community development programs , and small business

financing .

Question 3 :

CRA examination procedures provide examiners with general descriptions of

he attributes that warrant an institution's receiving a particular rating .
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What quantitative measures do examiners use to determine which rating an

institution should receive ? How do you assure that these standards are

applied consistently?

Answer :

In conducting a CRA examination , examiners evaluate banks on a case -by - case

basis taking into account an institution's size , expertise and locale.

Community credit needs often differ with the specific characteristics of each

local community. Banks are evaluated on the basis of attempts to ascertain

and help meet community credit needs in the context of local circumstances

Question 4 :

In your testimony you indicate that the geographic distribution of commercial

and small business lending is an important aspect of evaluating an

institution's CRA performance . How do your examiners determine such

distribution ?

Answer :

Small business loans represent one type of credit which the Corporation

believes is directly related to the purposes of the CRA . While we do not have

a precise definition of small business lending , small business loans are

regarded generally as any loans to local firms which, because of their size ,

have limited access to sources of funding .

The FDIC's Manual For Compliance Examinations contains directions for

examiners in reviewing and assessing the geographic distribution of a bank's

loan portfolio , credit applications and credit denials . Essentially ,

examiners first review a bank's delineation of its community for

reasonableness , especially to ascertain that small businesses and low- and

moderate - income neighborhoods have not been arbitrarily excluded . A review of

a bank's internal credit files and other records is then conducted . This

review is to determine whether there is any indication of a geographic

distribution of credit extensions , applications and denials signifying failure

to serve certain areas of the defined community , particularly small businesses

and low- and moderate - income neighborhoods. In this context, examiners also

review the reports of examination and workpapers from other examination

programs ( e.g. , fair lending examination reports ) .

Question 5 :

You stated that you prefer to make conditional approvals , with commitments

to improve performance , to outright denials , when agencies have weak CRA

performance ratings . What procedures do you have in place to monitor

fulfillment of the conditions you set ? What action has your agency taken when

the institution has failed to meet its pledge ? Please provide specific

examples of such actions .
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Answer :

The FDIC usually works with a bank to resolve any existing CRA problems prior

to taking action on the bank's application . In situations where a bank with a

less than satisfactory CRA rating files an application , the FDIC does not

approve the application unless the bank agrees to resolve the CRA problem .

Such commitments may be informal or may be stipulated in a memorandum of

understanding . Fulfillment of these conditions is monitored through the

examination process. In every such situation documented by the FDIC , the bank

has complied with its pledge .

In May 1987 , the FDIC's Division of Bank Supervision implemented a new

Applications Tracking System which enhances our ability to track applications

that were protested based on CRA performance factors and to determine whether

any CRA-related conditions imposed upon the approved applications are being

met .

Question 6 :

The Federal Reserve Board has established specialized examiners with a

separate career ladder , and maintains separate regional offices for CRA

enforcement . Are you considering adopting such a system ? If not , why not?

Answer :

In January 1987 , we reorganized the FDIC Office of Consumer Affairs . Like the

structure at the Federal Reserve , the FDIC OCA operates independently of our

Division of Bank Supervision . It also reports directly to the Office of the

Chairman and continuously evaluates the adequacy of the Corporation's

compliance examination program .

The FDIC also has consumer / compliance specialists assigned to each of its

eight Regional Offices . Within these offices there are a number of field

examiners who work primarily on compliance examinations , which include a

review of a bank's compliance with the CRA . To improve our current operations ,

we are studying several options , one of which is the development of a larger

core group of examiners for the compliance area , including CRA. We have not

yet determined which option would be the most cost effective or result in the

most efficient use of resources .

Under our current structure , we have been allocating more resources to

compliance examinations since 1985 , and we are providing more training for an

increasing number of examiners . We plan to continue our emphasis in both

these areas .

Question 7 :

What is your agency's policy regarding settlements between applicants and

community groups ... do you monitor actions under such agreements , and do you

factor in the follow through in subsequent CRA ratings ?
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Answer :

The FDIC reviews such settlement agreements as part of the regular examination

process . Generally , however , the FDIC does not monitor CRA-related settlement

agreements unless they are associated with a CRA protest . The situation

leading up to and resolved by the agreements is among the factors we consider

in determining the bank's CRA rating .
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Comptroller of the Currency

Administrator of National Banks

Washington , D.C. 20219

May 17 , 1988

The Honorable William Proxmire

Chairman

Committee on Banking , Housing , and

Urban Affairs

United States Senate

Washington , D.C. 20510-6075

Dear Mr. Chairman :

The following information is provided in response to your letter

which posed the following questions for the record of the Community

Reinvestment Act hearing .

1. CRA requires your agency to assess a lender's performance in

meeting local credit needs . What steps do your examiners take as

part of the regular CRA examination to determine local credit

needs ?

During the assessment of a national bank's performance under the

Community Reinvestment Act ( CRA ) , our examiners review written

comments contained in the bank's CRA public file that specifically

relate to the bank's performance in helping to meet community

credit needs . Minutes from board of directors meetings also are

reviewed for discussions of community credit needs and activities
designed to meet those needs .

Our examiners determine from bank records and through interviewing

bank officers and employees the extent to which the bank has

conducted activities to ascertain the credit needs of its

community . The process may include evaluating studies conducted

or reviewed by the bank concerning local credit needs , bank

management review of public comments received in response to the

bank's CRA statement, and the extent of the bank's efforts to

communicate with members of its community regarding the credit

services it is providing .

Examiners may also review CRA statements of other banks and

savings and loan associations within a community , to compare the

types of credit being offered , and learn about credit activity in

the community . Examiners also ensure that the types of credit

listed correspond to the types of credit actually extended by the
institution .

1
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2 . Do your examination procedures require examiners to solicit the

views of the community groups and others , as part of the CRA

examination process ? If not , how do you assess local credit needs

in order to evaluate how well an institution is serving these

needs ?

Examiners may solicit the views of members of the community to gain

a balanced perspective in order to assess performance under CRA .

Outside contacts are a desirable supplement in certain

circumstances to complete an analysis of a bank's performance when ,

in the judgment of the supervising office , either : ( 1 ) they are

necessary to supplement or verify information obtained from a bank ,

without which the examiner cannot reach conclusions with reasonable

confidence about the bank's CRA performance or compliance with fair

lending requirements , or ( 2 ) they are warranted as an efficient way

to secure information about overall credit needs and lender

activities in a given community , as background for the analysis of

all of that community's national banks . Examiners also are

instructed to contact a person or organization who has raised a

substantive concern about the bank's CRA performance in a written

CRA comment .

CRA examination procedures provide examiners with general

descriptions of the attributes that warrant an institution's

receiving a particular rating . What quantitative measures do

examiners use to determine which rating an institution should

receive? How do you assure that these standards are applied

consistently ?

It is difficult to apply quantitative standards to a qualitative

process such as rating a bank's performance under CRA . The Uniform

Interagency Community Reinvestment Act Assessment Rating System

provides the regulatory agencies with a uniform means to identify

those areas where an institution can improve its performance in

helping to meet local community credit needs . The system also

facilitates uniform and objective composite CRA ratings .

Each financial institution is assigned a composite CRA rating that

is based upon the institution's performance in meeting various
community credit needs . This system requires rating five

" performance categories " or components from which the overall

composite CRA rating is derived . The system is not quantitative in

that the basis of each respective component rating is an examiner's

judgment of the institution's performance based on how well the

institution meets the descriptive characteristics given for the

five component ratings . The component ratings are then evaluated

to reach the composite CRA rating.
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- 3 -

In your testimony you indicate that the geographic

distribution of commercial and small business lending is an

important aspect of evaluating an institution's CRA performance .

How do your examiners determine such distribution?

The banks are responsible for conducting their business in such a

manner as to demonstrate performance under CRA and for documenting

that performance . Therefore , much of the necessary information on

the geographic distribution of credit activities is often readily

available from the bank being examined . Also , a major portion of

our safety and soundness examinations involves a qualitative and

quantitative review of a bank's loan portfolio .

examinations are conducted concurrently , the CRA examiner has

direct access to pertinent information regarding commercial and

small business lending generated in the loan portfolio analysis .

If separate examinations are conducted , the work papers and loan

portfolio evaluation results are available for the CRA examiner to

use in developing a clear sense of the bank's lending patterns .

5 .

1
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4

7 . Is it an important issue if a bank draws its service area in

order to avoid being charged with redlining for terminating

services or avoiding servicing lower income Native Americans ?

Were an institution to delineate its local community or service

area in such a manner as to avoid servicing lower income Native

Americans , the OCC would be concerned . An institution's

delineated local community is an important element of the overall

review of performance under the Community Reinvestment Act .

I appreciate the opportunity to provide the above information .

I can be of further assistance , please do not hesitate to contact

me .

Sincerely ,

muman
Robert L. Clarke

Comptroller of the Currency
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ADDITIONAL MATERIAL SUBMITTED FOR THE RECORD

" SECONDARY MARKET LENDING PATTERNS "

FannieMae

April 11 , 1988

Mr. Barton Naylor

Investigator

Committee on Banking , Housing

Dear Bart :

we

In response to your request to Annette Fribourg , we have

compiled an analysis of our 1987 business data for the zip

code pairs you provided . As you discussed with Annette ,

with regard to methodology , we made adjustments to the

1982 income data in order to make a more consistent

comparison between the income figures provided and 1987

portfolio purchase data . The adjustments and assumptions

we made regarding the

I would also point out

1

In reviewing this data , please remember that the

designated high-income areas generally represent a more

highly populated , urban / suburban environment , while the

designated low-income zip codes are predominantly rural

areas with smaller populations . Rural areas

Fifty Years of Opening Doors

for American Home Buyers

85-619 0 - 88 - 16
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Mr. Barton Naylor

April 11 , 1988

Page 2

FHA , VA , and FmHA loans are also more popular in rural

areas than conventional loans . The significant military

presence in some of the zip code prefixes suggests higher

VA loan activity . I suggest that you also consider the

level of government loan activity in these zip code areas

in order to obtain a full picture of how housing needs are

being met .

Finally , the information we present does not take into

account the size of the housing stock . Thus , while we

might purchase twice as many loans in location A than B ,

if A has five times more housing units than B , our

relative support of B is greater .

I hope this information is useful to you and that you will

not hesitate to contact Annette Fribourg if there is any

further information we can provide .

sincerely ,

Dale

DPR / rm

Enclosure
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ADJUSTMENTS AND ASSUMPTIONS

The zip code pairs were intended to reflect high-income and

low - income areas , based on 1982 mean Adjusted Gross Income ( AGI ) .

The populations for those zip code areas are represented by the

numberof federal income tax returns for each zip code prefix .

In order to compare our 1987 portfolio purchase data to the 1982

mean AGI , we made a number of adjustments and assumptions .

First , we converted 1982 AGI into 1982 Gross Income ( GI ) , because
underwriting guidelines are based on gross income . We did this by

determining that nationally in 1982 the AGI was 96.6 percent of

gross income. Second, we brought the 1982 gross income figures up

to 1987 levels by using the rate of income growth in each state .

The state rate of income growth does not necessarily reflect the

peculiarities of each locality, but income growth rates for

localities through 1987 are not available at this time . The state
income growth rates are listed below . Third , we assumed in our

calculations that the relationship between personal income and

gross income remains the same over time . Finally , in determining

the affordable loan amount for the computed gross incomes , we

assumed the borrower chose a 30-year fixed rate mortgage with a 10

percent interest rate .

COMPARISONS

In general , the zip code prefixes do not represent purely

high-income or purely low - income areas . Also , the designated

high - income zip code prefix generally represents a more

urban / suburban environment, while the low - income zip code prefix

is a predominantly rural area. In the less populated , more rural'

areas , loans are more likely to be " government " ( FHA , VA , and
FMHA ) rather than conventional loans. These , as well as the

specific factors listed below , account for the difference in the .

amount of business conducted in each area . Thus , the number of

loans and total unpaid balance ( UPB ) figures should not be

considered alone , but rather
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FEDERAL

RESERVEBANKOF

PHILADELPHIA

Community and Consumer Affairs

April 25 , 1988

Mr. Calvin Bradford

Senior Fellow

Hubert Humphrey Institute

Dear Mr. Bradford :

I have read with considerable interest your prepared testimony for the

Senate Banking Committee's recent hearings on the Community Reinvestment
Act .

Please be advised that the reference ( on page 15 ) to this Office is

materially inaccurate . · There is no " rule " such as is reported in the

first sentence of the reference. And the following sentence , as well as

the concluding comment in the paragraph , are also in error .

It is disappointing to observe these mistakes by a respected source ,

especially in the context and because they could have been avoided by a

simple request for clarification . Moreover , it is misleading to attribute

to another statements which have not been made by the person and which are

at variance with reality .

Sincerely yours ,
:

Ameland
Frederick M. Manning

Assistant Vice Presidentand

FMM / bcf

Ten Independence Mall, Philadelphia, PA 19106, ( 215) 574-6000
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The Color of

TheAtlanta Journal

THE ATLANTA CONSTITUTION

Mayl-5.1988
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A -

Atlanta blacks losing in

home loans scramble

A
t
t
a
c
h
m
e
n
tA-l

Banks favor

white areas

by 5-1 margin

THE COLOR OP PHONEY

First of four parts

Where Atlanta's black

nelghborhoodsare

FULTON

COBB GWINNETT

DEKALB

DOUGLAS
R
O
C
K
D
A
L
E

FULTON CLAYTON

7e Areas50% black or more .

Aroas less than 50 % black .

Source: 1980 U.S. Bureau ofthe Census figures

By Bill Dedman

-

Where hanks

rarely lend-

FULTON

COBB
GWINNETT

DEKALB

DOUGLAS C
K
D
A
L
E

FULTON
CLAYTONC

Areas where less than 10 percent of owner-occupied homes

received mortgages from banks or savings and loans.

Areas where 10 percentor more of owner -occupied homes
2

LOANS Continued on Page 15A TIM LEE /Staft
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are caused by factors beyond their With the banks and savings and Robert Warwick, vice president of

control , including poor quality loans largely absent,. home finance the Federal Home Loan Bank of At

housing and lackof home sales in in metro Atlanta's black areas has lanta, which regulates savingsinsti
black neighborhoods, fewer applica- become the province of unregulated tutions. " It's perfectly obvious."

tions from blacks, and limitations in mortgage companies and finance " It's institutional racism ," said

the federal lending data. They companies, which lenders say com- Marvin Arrington, president of the

pointed out that lending patterns monly charge higher interest rates Atlanta City Council.“ While we are

are influenced by realestate agents, than banks and savings and loans. patting each other on the back

appraisers and federal loan ine two iending studies form about being a great city and a city

programs.
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Measuring impact of race ple who come from outside are the study divulged application lig.
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away. "

Law requires fair lending lowest of any bank its size in the " We're talking about disinvest
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Neighborhoods say they need Neighborhood leaders say they their homes grow in value faster.

investment by financial institutions don't want to cut those profits. The Census Bureau said in 1984

now more than ever because feder- “ We're not asking the banks to the income of a typical white family

al housing aid is rapidly dwindling do anything that's not banking. We in America was there the median

– from $ 33 billion in 1980 to less just want them to make money on income of a black family, but the

than $8 billion in 1987, according to the Southside too, ” Mrs. Brazen median household net worth of

a study by the National Association said .



485

Ranking lenders on black vs. white loans

Comparing lending tomiddle-income neighborhoods

Black:White

Rank Institution

How the rankings were determined:

Sources: Home Mortgage Disclosure Act reportsbyfinancial institu

tions, 1985-86; U.S. Bureau of the Census, 1980: Atlanta Regional

Commission census update, 1987 .

Ranking lenders on black , working - class loans

Measurement of bank lending to black and /or low -income neighborhoods

Rank Institution

1 . Citizens Trust Bank *

2. Mutual Federal Savings and Loan *

3. Liberty Federal Savings and Loan

4. Anchor Savings Bank

5. DeKalb Federal Savings and Loan

6. California Federal Savings and Loan

7. First Federal Savings and Li an

8. First Union Bank

9. Decatur Federal Savings and Loan

10 . Home Federal Savings and Loan

11. C& S Bank .

12. Georgia Federal Bank

13. Bank South

14.

Score

0-100

How the rankings were determined:

score .

• Black -owned institution

Sources: Home Mortgage Disclosure Act reports by financial institu

tions , 1985-86 : U.S. Bureau of the Census, 1980 ; Atlanta Regional
Cornmission census update , 1987 .
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THE ATLANTA CONSTITUTION

For 119 Years the South's Standard Newspaper

Cox, Chairman 1950-1957 - James M. Cox Jr., Chairman 1957-1974
nes

Attachment A - 2

Publisher

Bill Kovach DennisBerry

Editor

PAGE 14A, WEDNESDAY, MAY 4, 1988

If it's not redlining, prove it

The chairman of a local bank has al- is devastating. Home ownership is the main

ready said it best: “ Those numbers ... are vehicle by which American families accu

damning,” said Frank Burke of BankSouth . mulate wealth . The practices of the city's

“ Those numbers are mind-boggling.”
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Jim Minter , Senior Editor

5-1-88

The Sunday editorial page is prepared by the editorial

A
t
t
a
c
h
m
e
n
t

Redlining : an economic war

waged on black communities

A

A- 3

tlanta's black neighborhoods are under attack, and under

attack from some unlikely sources: the city's most repu
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Attachment A - 4

hind
11

ROB NELSON -PICTUREGROUP

A pattern of discrimination that touched even black officials: Lomax in front of property

The Return of “ Redlining

An Atlanta bank exposé revives a tindery issue

Jhe Sunday, May 1 , edition of The tern of discrimination persists — a subtle,

Atlanta Journal and Constitution led institutional discrimination that shuts the

ning of a series of articles accusing Atlan- Bankers generally deny that racial red

ta's banks of discriminating against lining exists. They say the problems are

blacks. According to the painstaking anal economic. " Banks are not worried about

ysis of computer data provided by the color of skin ,” says George Stone, first

banks themselves, lenders were five times deputy commissioner of the Chicago De

more likely to give mortgage and home partment of Housing. " They're worried

improvement loans to whites than to about capacity to pay back loans. " Still,

blacks. The paper quoted an Atlanta may- some lenders concede the result is un

oral candidate, Fulton County Commis- fair — and damaging. Lee Sessions, execu

sion chairman Michael Lomax,whohad to tive vice president of C & S bank , said,

approach three banks before he was able " Anything that is perceived as a problem

to get a $ 115,000 home-improvementloan. is a problem. "

Lomax asked , " If I, a powerful black elect- Few defaults: The next step is Atlanta's to

ed official, can't get a loan , what black take: the city has pledged to work with

person can ?” banks to develop better investment in the

The series hit Atlantans hard . Atlanta predominantly black south side of town. If

City Council president Marvin Arrington that doesn't work, boycotts could result.

recalls that when he read the first article City leaders say lawsuits could be in

on Sunday, " I sat there with myhead in my the works and that Atlanta might even

hands, with tears running outofmy eyes.” pull funds from banks with bad investment

The news was especially jarring since At- records. Arrington hopes that won't be

lantahas built an image asa bastion ofgood necessary . " We're not here to beat up on

race relations and opportunity for blacks. anybody," he said ata meeting with bank

The timing couldn't be worse. Atlanta ers. " We're looking for solutions."

hopes to showcase its achievements during It's unclear how much even well- inten

the Democratic convention there in July. tioned institutions will be willing to do.

The series also underlined the fact that Mortgages in some poor urban areas actu

" redlining " -denying loans in ethnically have low default rates. But they yield

neighborhoods — is alive and well, and not less profit and often require government

just in Atlanta. Similar investigative subsidies to make them work. Still, banks

methods used for the articles have turned have absorbed much bigger losses on sup

up inequities in Chicago, Washington , posedly high -profit ventures like loans to

D.C., Denver and Baltimore. A hot topic in the Third World and to the oil patch . In

the 1960s and ' 70s, the issue of redlining comparison, equal-opportunity lending

had largely died down thanks to federal | looks like a smart investment.

action and bank efforts to promote minor. JOHN SCHWARTZ with Frank S. WASHINGTON

ity interests. Despite that progress, a pat
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Attachment B

ACORN

October 12 , 1987

Alan Fishbein

Center for Community Change

1000 Wisconsin Avenue , N.W.

Washington D.C. 20007

Alan ,

Enclosed is a copy of the CRA statement from First National Bank of

Commerce ( New Orleans ) that we discussed on the phone last week . Note

that it was written in 1979 and appears to be unchanged since then .

To refresh your memory , the interesting thing about this statement

is that it does not include home purchase loans , yet the bank is

active in the market . The HMDA reports for 1984 , 1985 and 1986 show

that the bank makes , on average one home purchase loan a week . That

data is enclosed as well . If you need copies of the actual HMDA reports

just let me know .

a

The bank called us last Friday to try and schedule a meeting with us , so things

are moving forward , Do you have any copies of bank CRA statements

that display a more aggressive posture towards CRA ? I think that

could be useful for us here .

Thanks for your assistance .

Sincerely ,

Mab MalaboffMerle Malakoff

Organizer

Association of Community Organizations for Reform Now

Organizing and Support Center: 401 Howard Ave., New Orleans, Louisiana 70130 504-523-1691

12.41
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Attachment C

WIDDOUTH

TEACE
JUSTICE

h
e
r

and

PO BOX 11428

MEMPHIS, TN 3811 - 0428

Senator William Proxmire

530 Dirksen Building

United States Senate

Washington, DC 20515

February 11 , 1988

Dear Senator Proxmire :

I have been informed that you are considering holding hearings in March on the

performance of the various financial regulatory agencies in enforcing the

Community Reinvestment Act. I would like to offer the recent experiences of the

Shelby County Community Reinvestment Coalition in challenging Leader Federal

Savings& Loan Association's application to open a new branch in Shelby County ,

Tennessee . The regulatory agency in question is the Federal Home Loan Bank

Board and particularly the Cincinnati District Office.

The FHLBB allowed Leader Federal Savings& Loan Association to submit

inaccurate and incomplete Home Mortgage Disclosure Statements and then allowed

them to drag their feet in responding to our requests for complete and accurate

HMDS's and to finally deliverthe accurate information to us several days before

a scheduled oral argument. In Nashville their 1985 HMDS is completely missing .

ONE - SIDED BANK EXAMINATIONS

After our Coalition's initial complaint against Leader Federal and a one hour

oral argument, the Cincinnati office initiated a " regular examination" of Leader

Federal and never bothered to even interview those community leaders who had

complaints about Leader Federal's CRA performance.

NEW APPLICATIONS ALLOWED WHILE QUESTIONS WERE PENDING

While a decision was still pending on our Coalition's initial complaint , the

Cincinnati office of the FHLBB allowed Leader Federal to file three more

applications to open new branches even though the regulations are fairly clear in

stating that when there are regulatory issues outstanding they should not do so .
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AR FORMS NOT REQUIRED OF SAVINGS& LOANS

Although the regulations clearly mandate that Savings& Loans are to file AR

Forms with the regulators and make them available to their members, Leader

Federal never has filed such forms, claiming an exemption for institutions which

do not have transactions with affiliated parties. Leader Federal clearly has had

transactions with affiliated parties and has never been challenged on this by the

FHLBB.

GENERAL FAVORITISM SHOWN

In our challenges we have found the FHLBB's regulations inconsistently applied

to us and to Leader Federal with obvious favoritism shown to Leader Federal.

I would like to expand on some of these points for your further information and

also offer you access to copies of the correspondence which will document these

problems.

INCOMPLETE HOME MORTGAGE DISCLOSURE STATEMENTS

Leader Federal submitted Shelby County HMDS's for 1984 and 1986 which

include large portions ( over 20 % intially in 1986 ) of their lending in a lump

category called " Shelby County " even though Shelby County is thoroughly divided

into census tracts and HMDA requires that lending be delineated by census tract .

When we called this problem to the attention of Leader Federal and the FHLBB in

August of 1987 Leader was allowed to drag out correcting their 1986 HMDS even

though there was an oral argument on their CRA record scheduled in Memphis for

September 15. We repeatedly made the point to the FHLBB that Leader Federal

should be required to fully and correctly present their HMDS before an oral

argument be scheduled. Our request was denied by Mr. Lassiter, the Supervisory

Agent of the Cincinnati District , in a letter dated September 10 .



493

: page 3

Federal HMDS in existence . Which one is the correct one is probably anybody's

guess. The figures on Leader's 1985 HMDS for conventional loans within minority

census tracts are at such variance from the figures for the year before and the

year after that it is very doubtful that they are correct. When we asked for a

" special investigation " of Leader's HMDS's we were told orally that such an

investigation would take place , but later found out that the FHLBB was

conducting a " regular examination " of Leader Federal and to this date we still

have no assurances that Leader Federal's 1985 and 1984 Shelby County HMDS's

are correct . In 1986 Leader Federal first submitted a HMDS which did not include

any Home Improvement Lending. When we challenged them on that a HMDS with

just Home Improvement Lending appeared several weeks later dated for the same

date as the original . Since it is common practice to submit the entire HMDS at

once , we can only conclude that Leader Federal goofed and then was allowed by

the Cincinnati office of the FHLBB to submit a back-dated HMDS to cover up that

fact. With those two versions of Leader's 1986 HMDS, a later copy to merge them ,

a half-way corrected copy labelled " Corrected 9-10-87 " and a final version

labelled " Corrected 10-28-87" we have now seen five versions of Leader's 1986
HMDS.

On the basis of regulations governing the filing of branch office application

forms ( CFR 12-545.92c) we believe that the FHLBB should not have accepted

Leader Federal's three most recent applications to open new branches ( December

of 1987 ) . According to the regulations:

The Board shall not accept an application if in its opinion the

association is not eligible or its policies, conditions, or

operations afford a basis for supervisory objection . The

Supervisory Agent shall determine that the application is

complete , the applicant is eligible , and that as a preliminary

matter there is no basis for supervisory objection to the

application , before giving direction for publication of notice .

There are a number of unresolved issues related to Leader Federal's

Community Reinvestment record which in our opinion should have been the

basis of a supervisory objection to the publication of a legal notice

concerning these applications. These unresolved issues include :

1. No final ruling by the FHLBB on our previous CRA challenge

of a Leader Federal application to open a branch in Cordova,

Tennessee .

2. Because of numerous questions about the accuracy of Leader

Federal's HMDA statements during the course of our previous

challenge , we requested and the FHLBB agreed to a special

investigation of Leader Federal's activities . Later they denied

that they ever agreed to a " special investigation " but
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questions about Leader Federal's 1984 and 1985 Home

Mortgage Disclosure Statements have never been resolved .

Unless the Supervisory Agent already knew how these issues were going to

be resolved ( we have heard of no resolution ) , it seems to us that there

should logically have been a supervisory objection to acting on these

applications until these significant previously raised issues were resolved.

AR FORMS NOT REQUIRED OF SAVINGS& LOANS

According to the Regulations of the Federal Home Loan Bank Board

( 563.45) each insured institutions is required to transmit a Form AR or

Annual Report Form to its members upon request at least 20 days prior to

its annual meeting. As a member of Leader Federal Savings & Loan

Association I asked for copies of their AR Form on November 18 , 1987. I

received a reply from Ms. Frances P. Nothern, Leader Federal's Secretary ,

in which she maintained that Leader Federal was not required to file a Form

AR because of the exemption listed in 563.45 ( b ) ( 3 ) which states that

Savings & loans which do not engage in transactions with affiliated parties

are exempted. Since Leader Federal has clearly engaged in transactions with

affiliated parties in recent years I can not understand why they have been

exempted from filing these information forms. During the same time frame I

received a very unhelpful letter from Mr. Michael Doebereiner of the

Cincinnati office of the FHLBB which simply said that Leader Federal had

not filed a AR Form and was not required to do so.

GENERAL FAVORITISM SHOWN

1. The place for the postponed September 15 oral argument was first set

for a hotel owned by a prominent Leader Federal Board member without any

input from the Coalition .

2. In a letter addressed to myself on August 25 , Kimberly Jackson of the

Cincinnati office requested that the Coalition " please submit a list of the

individual ( s) who will be representing the Coalition at the presentation, as

well as a list of the individual( s ) who will be in attendance at the oral

argument. We would appreciate having the list on or before September 1 ,

1987." We submitted that list of attenders and presenters on September 2

only to find that Leader Federal was given the opportunity to review our

list and comment on it. We were given no comparable opportunity and in fact

found out through a September 8 letter from Mr. Ross, Leader Federal's

President to Mr. Lassiter that Leader Federal was only at that time

assembling its list of attenders. In addition we were denied the right to

have additional interested members of the community present at the oral

argument.

3. During a September 9 phone conversation , Mr. Tucker of the National

office of the FHLBB told me that the Cincinnati office had assured him that

there were portions of Shelby County which were untracted ( thus excusing

Leader's lump sums on their HMDS) in spite of my September 3 letter to Mr.

Lassiter which included a map of Shelby County clearly showing all areas

tracted .
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4. In the public record Mr. Lassiter has taken pains to refer to the

September 15 hearing delay as being the result of our request even though

that delay was obviously decided on by Mr. Ross and Mr. Lassiter and then

conveyed to us as a foregone conclusion. Mr. Lassiter's letter to me dated

September 11 begins " In response to your request for an extension of time

for the oral argument.... I am rescheduling the oral argument for 9:00 a.m.,

Thursday, September 17, 1987 , at the Wilson World Hotel." The only

extension of time I requested related to Leader Federal's inadequate HMDS

and that request had already been denied on September 10. It was clearly at

either Mr. Ross's request or at the initiative of Mr. Lassiter that the oral

argument was postponed, yet Mr. Lassiter for some reason distorted the

record to indicate that my request was responsible for the delay. The only

logical explanation of this convoluted attempt to change the facts was that

it was an attempt to protect Leader Federal from any adverse publicity

relating to their request for a delay in the oral argument.

5. The regulations which govern the oral argument process clearly state

that the date and time of such oral arguments must be mailed to each

participant ten days in advance and that " the Supervisory Agent shall

ensure that the time and place of any oral argument is reasonably

convenient to the protestants. " On September 11 by letter and September 13

by phone call Mr. Lassiter attempted to change the September 15 date to

September 17. The September 15th hearing date was postponed because

Leader Federal requested a two-day delay in order to meet with us .Mr.

Lassiter willingly assented to a two day delay even though the regulations

talk very specifically about a written 10 day notice of date , time and place.

When we vigorously protested that two day delay ( which we construed solely

as an effort to throw a Coalition of twelve different organizations off

balance by a last minute change of schedule) the hearing was finally

postponed further until October 16. We were not informed of the place of the

scheduled October 16 hearing until we received an October 9 letter. The

place for the November 3 hearing was changed by letter dated October 27 .

When a Coalition of twelve different organizations has to coordinate its

efforts against a constantly moving target ( in terms of place of hearing as

well as ever - changing HMDS's) it causes a great deal of frustration and

confusion. As a Coalition we did not appreciate such crude efforts which

seemed very indicative of a one - sided approach by the Supervisory Agent.

All in all we do not believe that we have been playing on a level playing

field , and we would appreciate any efforts you might make to convince the

FHLBB to treat CRA complaints more seriously and fairly.

Thank you for your attention to this matter, I can be reached during office

hours at ( 901) 452-6997 if you have any questions about this material. I am

also willing to provide copies of our correspondence with the FHLE

further document these items.

Sincerely yours ,

LAULTH
Hubert Van Tol

( for the Shelby County Community Reinvestment Coalition)

cc : Senator Jim Sasser
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PALMETTO LEGAL SERVICES
2109 BULL STREET

POST OFFICE BOX 2267

COLUMBIA , SOUTH CAROLINA 29291

TELEPHONE ( 803 ) 799-9668

February 26 , 1987

Vernon E. Fasbender

Director of Analysis

Comptroller of the Currency

Southeastern District

Peachtree Cain Towers

Suite 2700

229 Peachtree Street , NE

Atlanta , Georgia 30303

Re : 86-SE-02-073-South Carolina National Bank

Dear Mr. Fasbender

On behalf of Fairfield United Action , we are formally redesting you

to reconsider and reverse your earlier decision not to hold a public

hearing in the above referenced matter . In light of our December

24 , 1986 submission it should be absolutely clear that the issues

raised by Fairfield United Action of racial discrimination and

failure to serve the low and moderate income community are substan

tial and deserve the fullest possible consideration . Fairfield

United Action has more than met the burden of providing a prima

facie case that South Carolina National has been involved in be

havior which makes it an unacceptable institution to expand its service

area into this predominantly minority and low and moderate income

community .

To deny Fairfield United Action and other concerned parties the

opportunity of questioning representatives of the South Carolina

National Bank concerning their wholly inadequate and nonresponsive

answer to the very serious , factually substantiated complaint violates

the Community Reinvestment Act ; denies complaintants due process ;

will render any favorable decision with respect to SCN's request for

merger arbitrary and capricious and unsupported by facts on the

record . South Carolina National fails entirely to provide any fac

tual rebuttal of the statistics which show gross disparities its

lending practice with respect to blacks and for loan availability in

low and moderate income communities served by South Carolina

National .

To deny complaintants the opportunity to publicly address these

issues would constitute a failure by the Office of the Comptroller

-
-
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Page Two

February 26 , 1987

to meet its responsibilities under the Community Reinvestment Act

and violate fundamental principals of administrative procedure and

due process . The only possible justification for not holding a

hearing is if the Comptroller has concluded to summarily reject

South Carolina National's request for a merger based upon Fairfield

United Action's written submission .

Sincerely yours

Tukal bresthethed
Michael Gregg Pritchard

Attorney for Complaintants

sh

сс Senator Ernest F. Hollings

Robert N. Jenkins , Esquire

Anne McClain Johnson , Esquire

T. Steven Lynch , Esquire
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GEORGIA LEGAL SERVICES PROGRAMS

115 EAST YORK SIRECT- 2ND FLOOR

Attachment D - 2

ICMAT::.. JW .

HP : CDR

* Y SVERRY

3 - CUNNEHAT, JR .

September 23 , 1987

Mr. Cliéton pocie , Deputy Comptroller

0 : 33ra ni -ne comptroller of the Currency

Soucnsaster : District

Margris One Tower , Suite 500

295 ? eachtree Center Avenue , N.E.

Atlanta , Georgia 30303

Re : Proposed Merger of First Union Bank

Dea: r . Poole :

his letter is to request a reconsideration of your office's

decisica 200 to grant a public hearing in regard to the above
-atten

COin e to

the members of the Savannah Reinvestment Alliance and this office

feed that a public hearing is vitally necessary for a number of

reasons . For instance , most of the members of our lower income

Comunities cannot afford to

دح:

20 :0cisi , sould urge your osfice to reconside : this
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.:: . Ciston Poole

September 23 , 1987

Page 10

opposition to what they feel was an arbitrary denial of a public
hearing . We will send copies of these petitions once they have

all been collected .

Thank you for your consideration and I look forward to hearing
from you.

Sincerely ,

44
Murphy A. Cooper , III

Attorney at

MAC : mbd

Enclosure
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COMMUNITY LEGAL AID SOCIETY, INC.

Main Office

October 27 , 1987

L. William Seidman , Chairman

Board of Directors

Federal Deposit Insurance Corporation

550 17th Street, N.W.

Washington , D.C. 20429

RE: Phantom Merger of Delaware Trust Company

and Interim Delaware Trust Company

Dear Vs. Smith:

I am representing the Delaware Community Reinvestment Action Council

( " DCRAC" ) in a protest that was filed with the New York Regional Office of the Federal

Deposit Insurance Corporation ( " FDIC " ) on October 20, 1987 , at approximately 9:20 a.m.,

in regard to an application filed by Delaware Trust Company for a phantom merger with

Interim Delaware Trust Company. I am enclosing a copy of the Protest Comments filed

on behalf of the DCRAC with the New York Regional FDIC office.

On behalf of the DCRAC , I am formally requesting that the FDIC Board of

Directors set aside the approval of the above mentioned application which was made by

the New York regional office under delegated authority on October 20, 1987 at

approximately 12:45 p.m.

It is my understanding that if a protest is filed with the FDIC before the

processing of an application is completed, the application cannot subsequently be

approved by a regional office under delegated authority . In the instant case , it is our

position that the protest comments filed by DCRAC on October 20, 1987 were filed with

the FDIC prior to the completion of the processing of Delaware Trust's application for a

phantom merger. Delaware Trust's application was technically approved by the FDIC on

October 20, 1987 at 12:45 p.m. after the FDIC received written verification from

Delaware Trust of its final publication. Because the protest materials were received by
FDIC before completion of the processing of Delaware Trust's application , it appears

that the New York regional office should not have approved the application under

delegated authority. Upon receipt of the protest materials the regional FDIC office

should have forwarded the application along with the protest materials to the FDIC

Board of Directors in Washington , D.C. , for any further action.

Furthermore, during my telephone conversations with Frank Francisco,

Applications Officer, FDIC New York Regional Office, on October 15 , 16, and 19 , 1987 , I

informed Mr. Francisco that the DCRAC intended to file written comments on Delaware

Trust's application outlining what we believed to be serious violations of the Community

Reinvestment Act ( " CRA " ) . In fact, on October 15th when Mr. Francisco informed me

that the deadline for filing Comments was on October 15th, I immediately requested a

two week extension to accomplish the filing of the Comments. I explained to Mr.

Francisco that because the FDIC " Listing of Pending Applications Subject to the

NEW CASTLE CO. Main Office . 913 Washington Street , Wilmington , DE

TheUnited View
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Community Reinvestment Act" received by this offfice does not indicate deadlines for

filing Comments, we were unaware of any deadline for filing comments on Delaware

Trust's pending application .

On October 16 , 1987 , Mr. Francisco informed me that my request for a two week

extension had been denied. However, he further informed me that under the procedures

followed by the New York Regional Office our protest comments would be considered by

the FDIC if filed before Delaware Trust's application was processed and approved.

Moreover, during a telephone conversation with Mr. Francisco on October 19, 1987, I

informed Mr. Francisco that we would be filing Comments on Tuesday morning, October

22 , 1987. During our conversation on October 19th , Mr. Francisco also informed me that

Delaware Trust's application had not yet been approved.

It is clear that the FDIC had knowledge as early as October 15 , 1987 , that the

DCRAC would be filing protest comments outlining significant CRA violations .

Furthermore, because the application was not officially approved at the time the FDIC

received our protest materials, it is clear that the subsequent approval of the application

should not have been made under delegated authority by the New York Regional Office,

and in fact, violated the FDIC's own procedures. In addition, it should be clarified that it

is my understanding from Mr. Michael Piracci, Assistant Director of the New York

Regional Office, that the FDIC did not consider DCRAC's protest comments prior to

approving the application on October 20, 1987 .

For the above reasons, we are again requesting that the FDIC Board of Directors

immediately issue an order recinding the approval of the application by Delaware Trust

to establish a phantom merger with Interim Delaware Trust. Furthermore, DCRAC is

requesting that Delaware Trust's application be denied until such time as Delaware Trust

provides assurances to the Delaware communities that it will adopt new policies and

practices for more effectively carrying out its federally mandated community

reinvestment responsibilies in low and moderate income neighborhoods.

If you require any additional information , please do not hesitate to contact me.

Thank you in advance for your consideration of our request. I look forward to a prompt

response from the FDIC.

Sincerely ,

Muil R. Zaleرک
MERRIL L. ZEBE, ESQUIRE

MLZ / cls

cc : State Representative James H. Sills , Jr.,
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Attachment E - 2

FEDERAL DEPOSIT INSURANCE CORPORATION

Re : Delaware Trust Company

Application for Consent to Merge ( phantom )

ORDER AND BASIS FOR CORPORATION APPROVAL

Pursuant to Section 18 ( c ) and other provisions of the Federal Deposit

Insurance Act , an application has been filed on behalf of Delaware Trust

Company , Wilmington , Delaware , ( Operating Bank ) , an insured State nonmember

bank with total assets of $1,053,893,000 and total deposits of $ 906,837,000 ,

for consent to its merger with Interim Delaware Trust Company ( New Bank ) under

the charter of Delaware Trust Company and with the title Delaware Trust

Company .

Formation of Interim Delaware Trust Company and the merger transaction are

being effected solely to enable a bank holding company ( Meridian Bancorp

Inc. ) , to acquire all of the outstanding Delaware Trust Company stock .

Following consumnation of the phantom merger , Delaware Trust Company will

operate the same banking business at its existing locations . The proposal ,

per se , will not significantly effect the competitive structure of banking in

the market served by the Operating Bank . Operating Bank has indicated it will

increase services available to its communities including low and moderate

income neighborhoods . Emphasis will be placed upon increasing commercial and

consumer loan generation , trust services and credit card programs . All

factors required to be considered pertinent to the application have been

favorably resolved . There have been no protests to this proposal .

The transaction shall not be consummated before the thirtieth calendar day

following the effective date of this Order or later than six months after the

effective date of this Order , unless such period 18 extended for good cause by

the Corporation. Until the proposed transaction becomes effective, the

Corporation shall have the right to alter , suspend or withdraw its approval

should any interim development be deemed by the Board of Directors to warrant

such action .

By Order of the Regional Director of the New York Regional Office , acting

pursuant to delegated ' authority for the Board of Directors of the Corporation .

Dated at New York , New York , this 20
I

day of celebe , 1987 .

hand to
Edward T. Luty

Regional Direktor
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COMMUNITY LEGAL AID SOCIETY, INC..

Main Office

L. William Seidman

Chairman

Board of Directors

Federal Deposit Insurance Corp.

550 Seventeenth Street, N.W.

Washington , D.C. 20429

RE: Phantom Merger of Delaware Trust Company

and Interim Delaware Trust Company

Dear Mr. Seidman:

This letter is written on behalf of the Delaware Community Reinvestment Action

Council ( DCRAC) in response to the November 4 , 1987 letter sent to the FDIC by

Timothy Demers , counsel for Meridian and Interim Delaware Trust Company.

In the November 4, 1987 letter, Mr. Demers indicates that DCRAC's Protest /

Comment was not received in the proper time to be considered by the FDIC. However,

the facts clearly show that DCRAC'S Protest/Comment was filed with the FDIC before

the application was officially approved. I am enclosing a copy of our receipt from

Federal Express which indicates that the Protest/Comment was filed on October 20 ,

1987 , at 9:20 AM . Furthermore, the memorandum and attached chronology of events

regarding the application , dated October 22 , 1987 , prepared by Edward T. Lutz , Regional

Director, which was sent to Janice Smith, Director of the Office of Consumer Affairs,

clearly show that the application was not offically approved until 12:45 PM on October

20 , 1987 , after the FDIC had received written verification of publication from Mr.

Demers.

Mr. Demers further suggests that because DCRAC has been involved in

negotiations with Meridian and Delaware Trust as a result of a ProtestComment filed by

DCRAC with the Federal Reserve that the FDIC should disregard DCRAC's Protest /

Comment filed against Delaware Trust with the FDIC . Clearly , the FDIC has obligations

under its own regulations and procedures to consider any Protest/Comment filed with the

FDIC alleging violations of the Community Reinvestment Act and must consider any such

Protest /Comment on its own merits regardless of any similar proceedings initiated with

another federal regulatory body.

NEW CASTLE CO. Main Office , 913 Washington Street , Wilmington , DE

TheUnitedWay
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It is DCRAC's position that the FDIC did not comply with its own procedural

requirements and erroneously approved Delaware Trust's application underdelegated

authority despite the timely filing of a Protest /Comment by DCRAC. For the reasons

previously set forth in my letter dated October27, 1987 andasset forth above, DCRAC

is respectfully requesting that the FDIC rescind the approval of the application filed by

Delaware Trust to establish a phantom merger with interim Delaware Trust and deny

Delaware Trust's application until such time as Delaware Trust provides assurances to

' the Delaware communities that it will adopt new policies and practices for more

effectively carrying out its federally mandated Community Reinvestment responsibilities

in low and moderate income neighborhoods.

Sincerely ,

memil R. Zebe
MERRIL L. ZEBE, ESQUIRE

MLZ/cls

cc: State Representative James H. Sills , Jr. ,
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FDIC

Office of the Executive Secretary

NOVEMBER 1987

CERTIFIED - RETURN RECEIPT REQUESTED

Mr. William C. Lickle

Chairman and Chief Executive Officer

Delaware Trust Company

900 Market Street

Wilmington , Delaware 19801

Dear Mr. Lickle :

Subject : Delaware Trust Company

The Board of Directors of this Corporation has today rescinded the Order

issued on October 20 , 1987 , by the Regional Director ( Bank Supervision ) for

the FDIC'S New York Region approving the application of Delaware Trust

Company , Wilmington , Delaware , for consent to merge with Interim Delaware

Trust Company, Wilmington , Delaware . This rescission is based on the need to

consider a comment filed pursuant to the Community Reinvestment Act .

A copy of the Order evidencing this rescission is enclosed .

Sincerely ,

( 83.7ed ) Hoyle L. Robinson

Enclosure
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FEDERAL DEPOSIT INSURANCE CORPORATION

Re : Delaware Trust Company

Application for Consent to Merge ( Phantom )

RESCISSION OF ORDER APPROVING APPLICATION

On October 20 , 1987 , the Regional Director ( Bank Supervision ) for the

FDIC's New York Region , acting pursuant to delegated authority , issued

an Order ( " Order " ) approving the application of Delaware Trust Company ,

Wilmington , Delaware , for consent to merge with Interim Delaware Trust

Company . This phantom merger is part of a plan by which Meridian Bancorp .

Inc. intends to acquire all the outstanding stock of Delaware Trust Company .

The Order states , in part : " There have been no protests to this proposal. "

Following the issuance of the Order , it was discovered that a written

comment protesting the application had been received shortly before the

Order was issued . The comment raised issues relating to the applicant's

compliance with the Community Reinvestment Act .

FDIC regulations require the FDIC , in evaluating a merger application ,

to consider comments received , as well as the applicant's record of

performance under the Community Reinvestment Act . Because the comment

in question was not filed within the 30- day comment period prescribed

in the FDIC's regulations , the FDIC did not consider the comment before

formal action on the application was completed . The Board of Directors ,

in its discretion , has decided that , under the specific circumstances

of this case , the Order should be rescinded to permit the FDIC to consider

the comment received on October 20 , 1987 .

Accordingly , it is hereby ORDERED , that the Order dated October 20 , 1987 ,

issued by the Regional Director ( Bank Supervision ) for the New York Region ,

approving the application of Delaware Trust Company , Wilmington , Delaware ,

for consent to merge with Interim Delaware Trust Company , is hereby

rescinded .

By order of the Board of Directors .

10th day of November , 1987 .

Dated at Washington , D. C. , this

FEDERAL DEPOSIT INSURANCE CORPORATION

( Signed) Hoyle L. Robinson

By: Hoyle L. Robinson
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Attachment F

[ REVISED 3/31/881

SECTION-BY-SECTION SUMMARY

OF THE CONSENSUS VERSION

OF CRA ENFORCEMENT AMENDMENTS

[ Sponsored by : Mr. Kennedy , Mr. Garcia , Mr. Fauntroy , Mr.

Schumer , Mr. Mfume , and Mr. Flake . )

offered as an amendment in the nature of a substitute to

Section 201 of the " Depository Institutions Act of 1988. "

Subtitle A -- Community Reinvestment Act
Enforcement Provisions

Section 201 :

1988."

Short Title : " Community Benefits Amendments of

Section 202 : Findings and Purposes .

Section 203 :
Amendments to the Bank Holding Company Act of 1956 .

( a ) ( 1 ) The Federal Reserve Board may not approve any of the

following applications unless a bank holding company ( BHC ]

achieves a minimum Community Reinvestment rating :

-applications by a BHC to acquire another bank or BHC

( except for federally approved acquisitions of troubled

institutions ) ;

-applications by a bank to acquire another bank and

thereby become a bank holding company ( note : this does not

include simple bank-bank mergers, which are not governed by the

Bank Holding Company Act ) ;

-applications for new powers in securities , insurance ,

real estate , or any other area in which applications are required

under Section 4 ( c ) of the Bank Holding Company Act ;

-applications for interstate banking activities under

Section 3 ( d ) of the Bank Holding Company Act ;

( a ) ( 2 ) The minimum rating is defined as a " 1 " [ excellent ) ,

or a " 2 " ( good ) . However , a bank holding company with a " 3 "

( average ] rating may have its application approved if it makes

commitments to improve in the future ( see below ) .

( b ) A BHC with a " 3 " rating may get preliminary approval of

85-619 0 - 88 - 17

1
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its application . It then has two years to take actions to

improve its rating to a " 2 " or better . After six months , the
Board shall review the BHC to determine whether it has

implemented the programs and policies that will enable it to

improve its CRA performance within two years .

( d ) No affiliation of a bank and a securities firm is

permitted if it would diminish the availability of credit or

deposit services in low- income areas .

( e ) A securities firm wishing to acquire a bank with a poor

CRA rating may do so only if it makes commitments to improve the

acquired banks rating to " good " or " excellent " within two years .

( f ) Imputed ratings : The imputed rating of a BHC is the

rating assigned to the subsidiary with the least favorable

rating , except as provided .

( i ) Any commitments made by the applicant for future

performance are required to be made public .

( j ) Continuing enforcement : If at any time the applicant

BHC receives a CRA rating of " 4 " [ limited effort ] or " 5 " ( poor or

substantial noncompliance ) , or if the applicant fails to fulfill

commitments to improve , then the Board is required to give the

applicant an additional 18 months to improve its performance and

fulfill its commitments . If the regular CRA exam after 18 months

does not show improvement , the Board shall impose civil penalties

proportionate to the size of the institution . [ No requirement to

divest of the new activities is imposed , but the Board retains

its authority to issue cease and desist orders . )

2
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( k ) Definitions .

Section 204 : Amendments to the National Housing Act .

This section applies similar provisions to savings and loan

holding companies.

Section 205 :

1977 .

Amendments to the Community Reinvestment Act of

Section numbers in this part refer directly to the

Community Reinvestment Actl

CRA Section 807 : Notice of examinations . The regulators

are required to publish notices of all CRA examinations in local

newspapers .

CRA Section 808 : The regulatory agencies shall collect

information regarding the performance of depository institutions

in meeting the credit needs of their local communities.

CRA Section 809 : The regulatory agencies are required to

prepare written evaluations of CRA performance , which must be

disclosed publicly . ( Currently , all CRA ratings and reports are

kept secret - even from the banks themselves . ) Sources and

sensitive subjects are not required to be disclosed if the

judgement of the regulatory agency is that such information

should be kept confidential .

CRA Section 810 : Each Federal Reserve bank is required to

prepare and publish a " community profile " for each community
within its district . These community profiles are intended to

give an accurate estimation of the specific credit needs of

particular commuities . CRA evaluations should reflect an

institution's record of meeting those specific community needs .

( The Federal Reserve has already published detailed and

professional community profiles for several communities . )

CRA Section 811 : Performance Rating System .

( a ) The regulatory agencies shall jointly develop

rating guidelines for assigning numerical ratings under CRA .

The goal of the rating process shall be to measure the extent to

which the institution is committing financial and managerial

resources to community reinvestment activities .

3
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needs are more extreme , shall be held to an equivalent , but no

higher , level of resource commitments as institutions in more

prosperous communities .

( b ) A numerical rating shall be assigned at the

completion of an examination based on the guidelines established

under ( a ) above .

( c ) Performance Scale : CRA ratings shall measure the

bank's community reinvestment performance on a comparative basis

relative to the performance of other banks with similar

resources . The rating scale is defined as follows :

1

2

3

4

5

excellent

good

average

limited effort

poor or substantial noncompliance
--

NOTE : This is the same language and the same rating scale that

was approved by the Committee as the Oakar - Schumer amendment to

the Interstate Banking Act in 1985. The language was

substantially changed from H.R. 4022 to accomodate the concerns

raised by several Members about creating a " quota system " under

which some banks MUST fail . While current levels of performance

may imply that some banks OUGHT to fail , this provision does not

create an explicit or implicit " quota system . " Most banks will

probably fall in the good -to - average range , and some will

therefore have to commit to improve their performance in the

future .

CRA Section 813 : In evaluating CRA performance , the

regulatory agencies may take into consideration the activities of

the parent holding company and the activities of nonbank or

nonthrift affiliates which help to meet the credit needs of local

communities and low- income neighborhoods .

Subtitle B -- Agency Reforms

Section 211 : Consumer Divisions .

4

-
-
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( Note : The Federal Reserve already has a separate division

of consumer affairs that is responsible for CRA examinations .
This provision does not create any new bureaucracy . It simply

allocates an existing task to specialized examiners . )

Section 212 : Community Review Boards .

Each Federal Reserve Bank shall establish a " Community

Review Board . " These boards shall be comprised of 16 unpaid

members , including 4 bankers , 4 representatives of community

organizations , 4 representatives of consumer groups , and 4

representatives of civil rights organizations.

5
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ATO

All Federal laws against discrimination 5-1-89

: 1 The Community Reinvestment gion, race, color, national origin,

Act of 1977 – Banks have " continu- receipt of public assistance, or efforts

ing and affirmative obligations to help to exercise consumer rights. The law

i meet the credit needs of their local requires notification of denial in writ

communities , including low- and ing, with the reason specified if the

moderate- income neighborhoods, consumer requests .

consistent with safe andsound oper- The Falr Housing Act - Part of

ation ."

Citizen rights under Community Reinvestment Act

Citizens have a right to fair aciuus Citizens have a right to make their

to credit services, deposit services credit needs and service needs

and other services provided by banks known to a lender and to expect the

and savings and loans.
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How study of home loans in

metro Atlanta was carried out

The Atlanta Journal-Constitu- metropolitan area's median income. owner-occupied housing units to be

tion study of lending patterns These groups were ( 1 ) tracts with gin with ; and, because their rates of

tracked home-purchase and home median incomes above 122 percent growth or decline could not be de

improvement loans made by every of the area median, which were extermined, 33 tracts outside the sev

bank, savings and loan association , cluded because no non -white tracts en-county Atlanta Regional Com

and large credit union in metro At had income above that level ; ( 2 ) mission area.

Janta from 1981 through 1986. tracts below 70 percent of the area After these deletions, the study

i The newspaper used the federal median, which were excluded be focused on 64 middle-income tracts:

Freedom of Information Act to ob cause many of these households 39+ white, 14 black and 11

tain the information on computer would not be able to afford home- integrated .

tape from the federal government, ownership; and ( 3 ) the remaining All lending comparisons were

which compiles it from lenders' re- " middle-income" tracts,which were based on an estimate from census

ports . These institutions are re. further separated into three groups dataof the number of one to four

quired to report the location of of “ lower-middle," " middle-middle " family structu ' es eligible for mort.

each loan by census tract under the and " upper-middle " tracts . ( The gages in each census tract. This es.

federal Home Mortgage Disclosure metro area's median income at the timate was achieved by adding the

Act. The reports were compiled by time of the 1980 census was number of households in free-stand

the Federal Financial Institutions $ 18,355.)
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Therefore the figures leave out

loans made by separate mortgage

companies owned by banks, unaffil

iated mortgage companies, life in

surance companies and individuals,

which altogether make more than

half the home-purchase loans. Con

gress recently expanded the law to

require reporting, beginning with

this year's loans, by bank- owned

mortgage companies.

Bill Dedman researched and wrote series on home loans.

The people who worked on the series

" The Color of Money " was veloped by Calvin Bradford

researcived and written over a and Charles Finn of the Hubert

period of five months by Jour. H. Humphrey Institute of Pub
nal-Constitution staff writer Bill lic Affairs at the University of

Dedman. A native of Chatta- Minnesota. These researchers

nooga, Tenn . , Dedman , 27 , together have nearly 20 years

joined the Journal-Constitution of experience in the field of

in 1987 . community economic develop

The project was supervised ment . Research assistance

by Hyde Post, assistant city was provided by Stan Fitter

editor for special projects, and man , a graduate student in

copyedited by Sharon Bailey. city planning at Georgia Tech .

Dwight Morris, assistant man- The Journal - Constitution

aging editor for special pro- also adapted some methods

jects, supervised the analysis and ranking systems used by

of lending data.
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A tale of two neighborhoods,

one black and one white

By Bill Dedman
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The small shopping centers

'They always find the small- nearGresham Park are not being

A look at Gresham Park , MacLendon

Gresham Park residents in south Dekab earn more money, are better-educated and live in newer homes than

residents of the McLendon area in north -central DeKalb- but they receive one-eighth as many of their home-pur

chase loans from banks and savings and loans. One possible reason: Most residents of Gresham Park are black.

78

N
.
D
r
u
l
d

HillsRd .

Gresham McLendon

Park

% minority

S
c
o
t
t

B
l
v
d
.

McLondon

Ponce de Leon Ave

Gresh : im
.

285

)

M
e
m
o
r
i
a
l

D
r
.

Note: Loan figures-are for 1986-87 . Amounts for home

purchase loans by banks and savings and loansdo not
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Fulton's MichaelLomax : ' If I can't

get a loan ,what black person can ?
By Bill Dedman

over 10 years, the Fletchers would In Fletcher's Mechanicsville " I had remarried ,and we decid

have paid back $ 11,764.82.
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that turned him down, but he did No white - owned institution re
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Poor may be left behind by

as institutions court

the wealthier clients

By Bill Dedman

take cash. For example, the Atlanta Housing Au

thority, landlord for 15,000 low-income house.

holds, has required tenants to pay by check or

money order since 1986 .
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Many low- income Atlantans hare no checking

account. Of residents with annual incomes below

$ 15,000, the number without checking accounts

may be 46 percent, according to a market study

done last year for Trust Company Bank and a

neighborhood coalition.

me down to the bank v open a savings account

when I was a kid. It took 10 years for my balance

to get over $ 100, and when I was a teenager I

must have written three checks a month . But

eventually I'm going to make the bank a profit.

Banks don't seem to want that anymore.”
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Southside treated like

Blacks may shun some home- loan lenders

because they're shunned first, critics say

By Bill Dedman

branches in black and integrated
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ville, but not in East Atlanta or the In effect, lending money to ho

West End.
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Location of bank

and S& L branches

Areas less than 50% black

COBB GWINNETT

...

FULTON
DEKALB

DOUGLAS

R
O
C
K
D
A
L
E

FULTON CLAYTON

DAVE WINK /Staff

Where blacks bank .

Ranking banks by share of non -white customers

Share of Non -white

Institution

DAVE WINK/ Staff
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flected Hoyt's views as late as 1975.' usually don't refer homebuyers to loan, my nayments would have been

In that year, “ The Dynamics of banks and savings and loans. One $280 a munth, " Cullins said.
Change," a HUD publication , de reason is that the banks don't come

fined racial change, or the fear of around looking for business.
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man of Bank South, Frank Burke,, quired to disclose the information from the Northside.

said he was not aware that his to the public. But two of the largest “ He called me and asked for di

branches in black areas were closed savings institutions in Georgia did. rections. He said he didn't work

on Saturday. He said he is mindful volunteer that information to the down here that often,” Clyde said .

of the Community Reinvestment Journal-Constitution for all their of.. “ I knew that was trouble."

Act

-
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white Garden Hills, but by 20 per. ventional loans in white middle- " It is not my intention – nor

cent in black Cascade Heights; 84 class areas, but only 22 percent of should it be the appraiser's job

percent in white Sherwood Forest, theconventional loans in compara- function — to debate the morality of

but 26 percent in black Adams Park; ble black areas where FHA and VA causes' and 'effects.'”

71 percent in white Peachtree Hills, loans predominate, according to the Whatever the cause and effect,

6 percent in black Collier Heights. real estate records.
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Rejection rates
Applicantsturned down for home loans

al Georgia's largest savings institutions

The Atlanta Journal-Constitution asked all banks and savings and loans

in metro Atlanta for their home loan rejection rates, but only these two

institutions provided them .

10 %

Fulton Federal

Savings and Loan

W
W
W

36 %

*

5 %

Georgla Federal

21 %

m . In

0908882908203

O
Percent of

whites rejected

Percent of

blacks rejected

Notes: These two institutions have offices statewide and together

control assets of $5.4 billion, or 33 percent of the assets in Georgia savings
institutions .
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Selling lettuce, he built $3 million

firm , but can't get business loan

-

By BillDedman

-
-
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Small-business lending

Atlanta's most active Small Business Administration lenders

Overall

SBA loan

performance

Rank

1.Trust Co.

2.Southern Fed .

3.Fulton Fed .

4.Bank South

5.C & S

6.NCNB

7.First Atlanta

Score

% of SBA dollars % of SBA dollars

to minority &

How the rankings were determined :

Sources: Southern Finance Project: Small Business Administration ; 1966 Sourcebook of

Demographics and Buying Power for Every ZIP Code inthe USA: Depository Institutions

PerformanceDirectory ; Federal Deposit Insurance Corp .; Federal Home Loan Bank Board .

al

of deposits in those areas. That's

true even if the downtown ZIP code

and bank headquarters are
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Taskmyself,how is it

that so many neighbor

hoods are continuing to

fail , while so many lending

institutions are continu

ing to pass ?'

- Sen. William Proxmire ( D

Vis . ) , chalrman of the Senate

Banking, Housing and Urban
Affairs Committee

5-3-88

May 3 ,1988A test that few banks

fail– in federal eyes

By Bill Dedman
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Law ' The regulators have been haphazard. There's a pattern of
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SCOTT ROBINSON / Statt

'Il'e're not consumer activists – we're regula- with him are Federal Reserve examiner Robert

tors , ' says Ronald Zimmerman ( right ) , vice pres- Kennedy ( left) and examining officer William

ident of the Federal Reserve Bank of Atlanta ; Estes III .

CRA after a long lull. There is still declined , causing community three years, they are really going to

much work to be done . "
groups to seek more investment by be good .”

While the annual examinations banks in their neighborhoods.

have decreased , challenges from Bankers who haven't been chal- 'Process somewhat abused

community groups have increased. lenged should get their records in

For example, the Federal Reserve order before community groups
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Law

From Page 14A serve testified.

Proposed changes in the law
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. Establish a procedure for sents the 10th District A banker by

banks to notify the community and
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Despite “ good citizen ' image, Trust

à

By Bill Dedman

The coalition filed a complaint

with federal regulators last year

against Trust Company's parent ,

Sun'Trust Banks. After negotiating

unsuccessfully with the bank for a

year, the group asked the Federal

Reserve Board to stop a SunTrust

merger. The group claimed Trust

Company was redlining - not lend

ing in working-class and minority

neighborhoods— in violation of the

federal Community Reinvestment
Act.

: SunTrust won, as has every oth

er bank challenged through com

plaints to the Federal Reserve

Board.

i Trust Company says the coali

tion picked the wrong target.

i " I think we get a bad rap," said

Jim Mynatt, first vice president of

Trust Company. " We don't have a

map up there with a redlined dis

trict. "
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speakers at our neighborhood meet

ing complained about Trust Compa



537

negotiations improved .
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May4,1988

Bank protesters in Atlanta

make ready to flex muscle

w
a
s

5-4-88
By Bill Dedman
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Protesters
would be a start. They suggest $ 100

million a year.

85-619 O - 88 - 18
-
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.

noWhere to report discrimination

- National Bank. ( " National" or " N.A." appears in the bank's

name.) Contact the Office of the Comptroller of the Currency,
404-331-4540 or 202-447-1600 .

bank, and changed them into dollar them in our neighborhoods. They

bills. Then they changed them back didn't take it as a compliment, '

to pennies. Then theychanged them | Mrs. Cincotta said.
into dollar bills ....
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which required banks to tell where that low-income and minority peo

they made home loans.

up ."
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‘ Anybody can sit out there and

mouth off

By Bill Dedman
The back door of Taylor's olnice

on Jonesboro Road has threc pecp

holes and a slot – so former ten

ants could watch for cops and re

ceive drug deliveries , he said .

from the airport noise zone.
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cult to obtain in some inner- city

neighborhoods.

stake in its house ? Which family is

less likely to walk away from that

loan ?” he asks . " We make 99 per

cent loans and families don't walk . "

blue around the corner. ”
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Monilns of work,

but lending pool

still bone-dry
By Bill Dedman Constitution , and several partici

pants discussed negotiations.

BAS now being discussed,

the pool would include eight

banks and a total of $10 million,

or about 250 loans.
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Trust Company spokesman.

“ We're not dragging our feet

over here ."

be achieved by a combinationof

bank and government effort. The

banks would offer an interest

rate half a percentage point be

low market rate . The Georgia

Residential Finance Authority

would push that lower by using a

mortgage credit certificate,

which provides a homebuyer a

federal income tax credit of up

to 20 percent of the annual mort

gage interest, in addition to the

normal interest deduction for

homebuyers. Homebuyers could

adjust their tax withholding at

their place of employment to re

ceive the tax credit up front.

effective incomeminimum.



5
4
6

- Self-helptheaimofnon-profithousingcorporations

ByBillDedman
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City Council calls meeting

to review lending patterns

By Bill Dedman cles were based on a Journal-Con

Staff Writer

6 We're going

to ask them if

the numbers are

correct. And, if

they're correct,

what are they

going to do

From Page 1

were described in a Sunday article

in the series.

day " show producers said they

called several Atlanta banks, but all

declined the opportunity to have a

representative onthe program .



-
-
-

i
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City Hall clout could

sweeten home-loan pot

Municipal deposits

a bargaining chip,

activists contend

By Bill Dedman

" There's no question in my

mind that I would approve an ordi

nance like this," Arrington said . " If

it wouldn't pass , what did Martin

Luther King Jr. live for? "

his 1989 campaign for mayor but

also said he was turned down by

two banks for a home-improvement

loan because he lived in the wrong

neighborhood. Lomax opposes link

ingcity deposits to bank lending.
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practical . " more than a billion dollars in pub

lic deposits from local, state and

federal governments – 6 cents of

every dollar in the bank, according

to bank annual reports.

black middle-income neighbor

hoods.

Public deposits

Where governments put public money

10

Bank



550

5

Panel appointed

to probe banks

lending policies

5-5-3

May5 , 1988

Black leaders take series of actions

in response to newspapers' articles

Fulton approves fair housing

ordinance. Page 1B.

1
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1

Banks
perception of a problem, that there

must be a problem, " said Lee Ses

sions, executive vice president of
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ing that “ a couple dozen " new ac

counts have been opened at his

bank this week by former deposi

tors at white-owned banks.

Commission Chairman Lomax :

" I've been disappointed , I might

say, by some of the responses that

have occurred over the last couple

of days, and I'm heartened today to

see somany of the banks represent

ed . I feel that the banks really do

owe not only affirmative action in

regard to this but an apology to the

city as a whole for what has gone

on, whether they've known about it

or not. And I think they owe us an

apology for some of the character.

izations they've made of the black

community. '

Several Southside residents and

business executives attended the

city meeting to say they had been

turned down for loans because of

redlining . One man held a sign :

" Want to be an Atlanta bank presi

dent ? Here's the only tool of the

trade you need – a 'red pencil !"
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ROBERT C. ART*
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Modifying the behavior, attitudes, and norms of the banking industry

and of banking regulatory agencies , in relation to issues of social

responsibility , is an accomplishment of major proportions. The Fed

eral Community Reinvestment Act , ' enacted in 1977 with that am

bitious goal , has succeeded to a significant extent , and is likely to

become increasingly important in coming years . The decade that has

elapsed since 1977 provides a basis for assessment of the approach ,

the numerous inherent flaws, and the successes of the Act .

1. 12 U.S.C. $$ 2901-2909 ( 1982) . The Community Reinvestment Act ( C.R.A. ) is Title

VIII of the Housing and Community Development Act of 1977 , Pub . L. No. 95-128, 91 Stat .

1147 ( 1977 ) .

1072
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1987 / Community Reinvestment

Community groups were incensed with this lack of concern for the

social effects of institutional credit decisions . They pointed to evi

dence that many depository institutions systematically denied loans

to creditworthy individuals residing in disfavored neighborhoods , and

that the practice was often closely correlated with racial discrimina

tion. Some activists attributed malevolence and responsibility for

deterioration of neighborhoods to depository institutions. Many

people called for mandatory lending in neighborhoods from which

deposits were drawn - proposals which the banking industry argued

would be unworkable , counterproductive, and financially disastrous.

Board and Robert E. Barnett , Chairman of the Federal Deposit Insurance Corporation

( F.D.I.C. ) ) . The traditional views of the agencies are discussed in greater detail in infra notes

133-38 and accompanying text. The similarity of views between federal regulators and the

regulated institutions may be partially due to the fact that the agencies ' governing boards are

frequently elected by the institutions , and their funding is derived from the institutions . See

Note , Legislating Against Mortgage Credit Redlining: The Need for a Firmer Commitment,

12 RUTGERS L.J. 151 , 178-79 ( 1980) .

1073
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institution that refused to act to improve its record of serving the

credit needs of its entire community, including low- and middle - income

residents, could be denied permission to open new branch offices,

relocate offices, merge, or complete any of a number of other

transactions that routinely require regulatory approval."

15

communities in which they are chartered .” 12 U.S.C. $ 2901 ( a ) ( 3 ) ( 1982 ) ( emphasis added) .

C.R.A. also instructs the supervisory agency to " encourage such institutions” to help meet

the local community needs . 12 U.S.C. § 2901 ( b ) ( 1982) . The agencies are further instructed to

" assess the institution's record of meeting the credit needs of its entire community, including

low- and moderate-income neighborhoods ... ,” and to “ take such record into account in its

evaluation of an application for a deposit facility ...." 12 U.S.C. § 2903 ( 1982 ) ( emphasis

added ) . The agencies understandably had difficulty determining whether a difference existed

between “ local” and “ entire " communities, and finally determined that no distinction was

intended . The mandatory language of the Act is directed exclusively to the agencies, not the

depository institutions, but the plainly apparent sanctions apply to the institutions, not to the

agencies. No definition of " credit needs " or " community ” is to be found in the Act. Depository

institutions are expected to help meet credit needs,” but no information is provided covering

specifically the method or degree of help , and the goal is qualified by the clause " consistent

with safe and sound operation of such institution [ s] ." 12 U.S.C. $$ 2901 ( b ) , 2903 ( 1 ) ( 1982) .

See also infra note 58 and accompanying text .

1074
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1987 / Community Reinvestment

of C.R.A. " ? The primary force for change has not been the agencies

themselves , but rather community groups which have accrued im

portant new leverage in negotiations with depository institutions . 18

I. POLICY CONSIDERATIONS: THE PROBLEM OF “ REDLINING ” AND

Decisions of private lending institutions can have a major impact

on communities . A spokesperson for the banking industry has de

scribed the availability of mortgage credit as " the lifeblood of the

neighborhood,” and “ absolutely essential for neighborhood preser

vation or improvement. ” 19 Unavailability of private financing is

correlated with depressed housing prices , disrepair, reduced incidence

of owner-occupied dwellings , and ultimately a stigma as a declining

neighborhood . This stigma is exceedingly difficult to overcome and

may lead to further serious deterioration.20 Federal lending or mort

gage insurance does not provide an adequate or effective alternative

17. The records of each of the four regulatory agencies are discussed and compared in

part V of this Article .

1075
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to private credit , and in fact has at times become part of the problem

rather than part of the solution to neighborhood deterioration.21

21. Federal lending is a small fraction of the total mortgage credit market . At the end of

1984, all federal agencies , including the Federal Housing Administration , and the secondary

market agencies such as Federal National Mortgage Authority held only $ 158 billion in

mortgage debt ( less than the holdings of mutual savings banks, the smallest category of

depository institution) , as compared to $2.0 trillion held by all lenders . Fed . Res . Bd . , Financial

and Business Statistics, Table 1.54 , Mortgage Debt Outstanding , 71 Fed . Res. Bull . A39 ( June

1985 ) . Moreover, federal programs can have counterproductive results . The F.H.A. , for

example, liberalized its underwriting standards and created a high-risk insurance fund to

promote loans in urban areas faced with deterioration . 12 U.S.C. $ 8 1715e , f, 1735c ( 1982) .

In operation , the program has in many instances promoted a cycle of bad loans , fast

foreclosures, and neighborhood deterioration . Because lenders are relieved of risk , they have

no incentive to assure that borrowers are creditworthy, or to allow a defaulting borrower to

cure . To the contrary , " points " paid in advance have the effect of providing a premium to

lenders who, after originating an F.H.A. loan , can quickly declare a default, collect on F.H.A.

insurance, then lend the money again , and thus earn additional “ points.” Kratovil, Mortgage

Law Today, 13 J. MARSHALL L. Rev. 251 ( 1980 ) . J. KUSHNER , FAIR HOUSING : DISCRIMINATION

IN REAL ESTATE COMMUNITY DEVELOPMENT AND REVITALIZATION 282-85 ( 1983 ) ; Memorandum

regarding the Policies and Performance of the Federal National Mortgage Association , Comm .

Print , Senate Comm . on Banking , Housing & Urban Affairs, 95th Cong . , 1st Sess . ( Nov. 22 ,

1977) , excerpt reprinted in W. DENNIS & J. POTTINGER , supra note 5 , at 1-9 ; B. BOYER , CITIES

DESTROYED FOR CASH 11 ( 1973 ) , cited in Note , Attacking the Urban Redlining Problem , 56

B.U.L. Rev. 989 , 1003 ( 1976) . See also Duncan , Hood & Neet , supra note 20, at 519-20 . One

study found lenders to be seven times more likely to foreclose on F.H.A. loans than on

conventional loans . Gov. COMM'N ON MORT . PRACS ., REPORT ON HOME OWNERSHIP IN

ILLINOIS — THE ELUSIVE DREAM 54 ( 1974 ) , cited in Note, supra , at 1003. The effect of fast

foreclosure of F.H.A. mortgages has been so devastating in many urban neighborhoods that

F.H.A. programs are widely viewed as part of the problem of neighborhood deterioration

rather than part of the solution . M. PRZYBYLSKI, PERCEPTIONS OF Risk : THE BANKER'S MYTH :

AN EIGHT CITY SURVEY OF MORTGAGE DISCLOSURE DATA 237-38 ( Nat . Train . & Info . Ctr . 2d

ed . 1978) ; Mort. Bankers Ass'n of Am ., Task Force, Redlining: Solution Requires Unified

Approach II ( undated) , reprinted in MORTGAGE BANKER 46 ( Apr. 1977 ) [ hereinafter cited as

M.B.A.A. Task Force, Redlining) ; TRI-STATE REGION . PLAN . COMM'N , “ GREENLINING ” URBAN

NEIGHBORHOODS: A RECONNAISANCE OF ANTIREDLINING REFORMS IN NEW YORK , NEW JERSEY

AND CONNECTICUT AND SOME SUGGESTIONS FOR FUTURE ACTIONS 4 ( Inter . Tech. Rep . 3402

Jan. 1981 ) ( hereinafter cited as TRI-STATE, GREENLINING ) . Reliance entirely on public partic

ipation is unsatisfactory for reasons which extend beyond the administrative problems of

F.H.A. Large quantities of government subsidized credit in a neighborhood can create a

stigma-an indication of excessive risk , further increasing the reluctance of depository insti

tutions to extend conventional credit . W. DENNIS & J. POTTINGER, supra note 5 , at 9-72 .
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least three elements that , though often closely related , are concep

tually distinct : racial and ethnic discrimination , geographic discrimi

nation , and neighborhood disinvestment .

A. Racial Discrimination

redlining , and explained :
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areas " infiltrated ” by minority groups.26 The federal government,

acting through such agencies as the Federal Housing Administration ,27

supported and promoted the proposition that the loss of ethnic

homogeneity inevitably resulted in loss of property values.28 That

26. The mode of expression of race - based appraisal policies became increasingly veiled ,

but the underlying assumptions remained , as indicated by a study tracing the code phrases

used for race in various editions of a widely used text , The Appraisal of Real Estate, published

by the American Institute of Real Estate Appraisers . The 1935 edition stated that " infiltration ”

by " colored people” inevitably led to decline in property values. The term used in 1938 was

“ inharmonious racial group," and in 1960, “ people of a lower economic status and different

social and cultural background.” In 1975 reference was made to a “ shift in the economic ,

social and physical forces creating the environment,” a clause that is both apparently neutral

and inpenetrably vague . Two years later , however , in 1977 , training materials issued by the

appraisal institute contained, as an example of appropriate appraisal analysis, the following:

“ The neighborhood is entirely Caucasian . It appears that there is no adverse effect by minority

groups.” Discriminatory references were finally removed as a result of an agreement settling

a lawsuit brought by the Department of Housing and Urban Development. THE POTOMAC

INST . , Inc. , METRO . Hous . PROGRAM , LENDER'S GUIDE TO FAIR MORTGAGE POLICIES ( 1980) .

For terms of the settlement , see United States v . American Institute of Real Estate Appraisers

of the Nat'l Ass'n of Realtors , 442 F. Supp . 1072 ( N.D. III . 1977 ) , aff'd, 590 F.2d 242 ( 7th

Cir . 1978) . The appraisers' standards were held to violate the Fair Housing Act .
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assumption , when pervasively accepted , can become a self- fulfilling

prophecy.29

B. Geographic Discrimination

A second element of the redlining controversy , and the one most

directly addressed by C.R.A. , is discrimination that focuses not

directly on the race of the applicant for a mortgage loan but rather

realtor should never be instrumental in introducing into a neighborhood ... members of any

race or nationality, or any individuals whose presence will clearly be detrimental to property

values in that neighborhood." Quoted in Zuch v . Hussey , 394 F. Supp . 1028 , 1055 ( E.D.

Mich . 1975 ) ; United States v . School Dist . , 521 F.2d 530, 534 ( 8th Cir. 1975) .
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on the location of the proposed collateral. Lenders generalize that

all properties within certain boundaries are unlikely to retain their

value , and hence are poor security for a loan, without regard to the

characteristics of the particular credit applicant or the specific col

lateral.33 To compensate for the perceived higher risk ,34 loans in that

area are avoided, or are offered on terms less favorable than loans

in other areas.

33. One aspect of the geographic discrimination phenomenon has been the traditional bias

of both private lenders and federal real estate credit agencies in favor of suburbs , at the

expense of urban areas, based on the assumption that neighborhoods inevitably decline as they

age . M.B.A.A. Task Force , Redlining, supra note 21 , at 50 ( “ ' Because “ healthy ' also suggests

relatively new , the implication is clear that anything more than a generation old is nearing the

end of its 'economic life ” ' ) ; M. PRZYBYLSKI, supra note 21 , at 151-56; D. LISTOKIN & S. CASEY,

supra note 19 , at 9 .
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institutions to withhold credit from a neighborhood that was previ

ously all white and displays no objective evidence of physical or

economic deterioration , solely because a few middle - class black fam

ilies have moved in . Another, less apparent , example would be a

decision to extend credit only on single- family dwellings, when vir

tually all of the housing in the area is multiple -family apartment

houses . 37

obtaining information specific to the particular loan applicant or the particular collateral . J.

GUTTENTAG & S. WACHTER, supra note 28. “ [ 1 ] f black loan applicants have lower income

stability than white applicants, and if more definitive information on income stability is costly

to obtain , it is not irrational to redline based on color.” Id . at 14. Rationalizations such as

this point up the need to insert social policy judgments as a factor in private credit decisions ,

and to promote at least minimal standards of equity to individuals from races or neighborhoods

disfavored by lenders who purport to be acting rationally .
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Many policies which are facially neutral may also have the effect

of excluding from consideration disproportionate numbers of loans

on properties in certain neighborhoods . For example , imposing a

minimum loan amount or maximum age of a building to secure a

loan tends to exclude the lower-priced , older buildings which pre

dominate in some urban areas. Some lenders have even specified a

minimum building lot width which is wider than most lots in their

areas, or have limited their lending to types of structures which are

not found in certain neighborhoods . Appraisal techniques may result

in a substantially lower appraised value for a building in one location

than for similar structures elsewhere, resulting in a smaller loan.40

C. Disinvestment

40. Lamb , supra note 28 , at 403.

1082
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Disinvestment is closely related to geographic discrimination , but

the two nevertheless are conceptually distinct . Disinvestment, but not

geographic discrimination , is likely to occur in neighborhoods that

are healthy, thrifty, and mature, with low turnover of real estate and

low demand for mortgage credit . Thus , surplus savings flow to other

areas where the demand is greater . Conversely , geographic discrimi

nation , but not disinvestment, is likely to be present in a neighbor

hood in which credit-worthy applicants are denied for no justifiable

reason and in which savings deposits are very low . Funds from other

areas are needed to meet local demand , but are not forthcoming.

D. Credit Allocation

One approach to the issues of racial and geographic discrimination

and neighborhood disinvestment would be a policy of “ credit allo

cation ” -a term nearly as ambiguous and controversial as the term

" redlining.” The most extreme program of credit allocation would

consist of government-mandated extensions of credit to particular

types of loans , particular neighborhoods, or even particular borrow

ers .

45

45. All congressional committee drafting and consideration of C.R.A. took place before

the Senate Banking Committee . See Hearings on S. 406 , supra note 2 ; S. REP . No. 175 , supra

note 22. The House of Representatives held no hearings on C.R.A. , and there were no

comparable provisions in the House version of the 1977 Housing & Community Development

Act ( of which C.R.A. is a part ) . W. DENNIS & J. POTTINGER, supra note 5, at 9-10.
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Less extreme forms of credit allocation , however , are so well

established they are no longer controversial. The government in many

ways promotes results which would not occur in the economists '

hypothetical free market. Residential real estate finance has been a

particular favorite of the federal government . The Federal Home

Loan Bank Act49 established our system of savings and loan associ

ations for the primary purpose of providing residential real estate

loans.so Originally, in fact, savings and loan associations were re

stricted to lending exclusively on real estate within a very short

geographic radius of a deposit-taking office.si

benefit some of the neighborhoods that were most in need of increased lending , and also too

poor to deposit enough funds to meet their own housing credit needs . Also , it was argued ,

focusing on the extent of lending near deposit-taking offices would permit or even encourage

lenders to maintain offices only in wealthy neighborhoods. See Hearings on S. 406 , supra note

2, at 251 , 265 ( statement of Garth Marston , Chairman of F.H.L.B.B. ) , 15 ( letter from F.D.I.C. ) ,

294 ( statement of M. Todd Cooke , president of Philadelphia Savings Fund Society) , 299 ( state

ment of Ronald Grzywinski, a Chicago banking executive ) .
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Whether such federal efforts are properly designated as “ credit

allocation” is a matter of interpretation . Clearly , however, the con

cept of federal government influence on private credit decisions

originated many decades prior to the Community Reinvestment Act

of 1977 .

II . A NEW MANDATE: THE ACT AND ITS ENFORCEMENT PROCESS

A. The Legislative Concept and Requirements

53. Senator Proxmire, the primary congressional sponsor of C.R.A. stated : “ this was not

a credit allocation plan and I certainly don't see it that way . Whatever we can do to prevent

it from being a credit allocation bill I want to do.” Hearings on S. 406, supra note 2, at 154 .
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( 2 ) Take such record into account in its evaluation of an appli

56. 12 U.S.C. § 2903 ( 1982) .
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B. The Regulatory Framework and Criteria

The sparse provisions of the C.R.A. have been supplemented ,

during the ten years since enactment , by a series of regulations,

examination procedures , and policy statements issued by the federal

financial supervisory agencies. Additional guidance is provided by

published rulings on specific requests for regulatory approval of

branch offices and other changes .

1977 : Defining “ Convenience and Needs of the Community, ” 95 BANKING L.J. 693 , 700

( 1978 ) . See also Note , The Community Reinvestment Act Regulations. Another Attempt to

Control Redlining, 28 CATH. U.L. REV . 635 ( 1979) .
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The record - keeping and mechanical requirements of the regulations

are quite limited and not significantly burdensome.66 Each regulated

institution must ( 1 ) delineate its communities ,67 ( 2) adopt a “ Com

munity Reinvestment Statement” ( hereinafter C.R.A. Statement) , 68

( 3 ) maintain a file of public comments available for inspection by

any member of the public , 69 and ( 4) post a notice in its lobby.7

Although not particulary time-consuming or expensive to prepare ,

these documents are critical in defining and monitoring the institu

tion's performance .

66. The Director of the Federal Reserve System's Division of Consumer and Community

Affairs stated that “ CRA does not involve burdensome operational regulations.” Garwood ,

Regulatory Reform and Consumer Financial Services, 38 Bus . Law. 1295, 1308 ( 1983 ) .

85-619 0 - 88 - 19
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erate-income neighborhoods ” is clearly at the heart of C.R.A.'s

expectations , even though the Act also refers to the “ entire com

munity . '

be relatively poor: only 10, 18 , 19 , and 28 percent , respectively, of their loans were made in

their ( Bronx) community . If the community was defined as the New York metropolitan area

( five boroughs and three nearby counties) , however, their lending record was exemplary: 95 ,

88 , 99, and 88 percent, respectively, of their loans went to the ( metropolitan New York)

community . McCluskey , supra note 31 , at 43 .
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approvals; and the extent of participation by the institution's board

of directors in C.R.A. policy and performance. Another factor is

the institution's financial condition , thereby reserving the possibility

that poor performance in serving credit needs will not be penalized

if the institution is financially unable to perform better . Conspicu

ously absent is a system of weighting, or any indication of the relative

importance of the different criteria.78

78. The omission of ranking or weighting of the twelve criteria was deliberate . Community

Reinvestment Act of 1977 ; Implementation : Supplementary Information, 43 Fed . Reg. 47,144

45 ( 1977) .
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Farmers Home Administration, and state and local governments offer

further possibilities for promoting C.R.A.'s purposes .

C. Data Collection and Analysis

84. Community Reinvestment Aci Examination Procedures, in FEDERAL RESERVE SYSTEM

COMPLIANCE HANDBOOK II.1.39 .
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institution's documents , plus substantial effort and analytic skill . An

important starting point is the information made available pursuant

to the Home Mortgage Disclosure Act of 1977 ( H.M.D.A. ) , which

is applicable to lenders located in metropolitan areas.92

92. 12 U.S.C. $$ 2801-2809 ( 1982) .
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from lower and middle-income neighborhoods, but consistently omit

mention of credit services from advertising directed at those neigh

borhoods.95 Those same banks may actively promote mortgage lend

ing in higher-income neighborhoods ( especially suburbs) , through

such means as advertising, contacts with local real estate agents, and

mailings to depositors . The result is that “ demand ," as measured by

credit applications, appears to be present overwhelmingly in the

higher-income neighborhoods . As a result , the regulations and the

demands of community groups place important emphasis on making

the availability of credit known through advertising and other mar

keting efforts to low- and moderate-income neighborhoods.”
96

Pa . , Application for Consent to Establish a Branch ( Denial ) ( F.D.I.C. June 23 , 1980)

( hereinafter cited as F.D.I.C. Order in re Dauphin ( Denial) ] ; Application to Merge First Nat'l

Bank of Clermont County, Bethel , Ohio , into Soc'y Nat'l Bank of Cleveland , Cleveland ,

Ohio , Under the Charter of Soc'y Nat'l Bank of Cleveland, and with the Title of “ Soc'y

Nat'l Bank ,” at Supplement 2 ( Compt. Curr . Mar. 21 , 1980) ; Letter from John F. Downey,

Regional Administrator of National Banks, to Daniel J. Callahan , President, The Riggs

National Bank of Washington, D.C. ( Apr. 23 , 1981 ) ( perception of Riggs as a “ rich man's

bank ” ) . Decision of the Comptroller of the Currency on the Applications of Dimension

Financial Corp. to Charter 31 National Banks in 25 States ( May 9 , 1984 ) , cited in Lobell ,

Distribution of Consumer Financial Services - Nonbank Banks and Regional Interstate Banking

Zones, 40 Bus . Law. 1075 , 1087 ( 1985 ) ( bank planned to " focus marketing efforts on upwardly

mobile individuals ” ; but application was nevertheless approved) . In one case , a New York

bank sent Bronx residents a “ Get Moving Kit ” emphasizing the availability of residential

mortgage credit in suburban counties . Citicorp, 68 Fed . Res . Bull. 499, 501 ( 1982) ; Statement

of Roger Hayes , New York City Coalition Against Redlining , in Community Reinvestment

Act Compliance: New York City Banks, Hearing Before A Subcomm. of the Comm . on Gov't

Operations, House of Representatives, 97th Cong . 2d Sess . 2 , 5 ( 1982) ( hereinafter cited as

Hearing on C.R.A. Compliance ) .
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or of approved loans is then stated per capita or per housing unit

in different areas. 98 The loan portfolios of competing depository

institutions and mortgage bankers , and Housing and Urban Devel

opment ( H.U.D. ) records of loans insured by the Federal Housing

Administration ( F.H.A. ) may also be used to demonstrate that other

lenders are finding demand . One technique accepted by the agencies

that provides a rough measure of unsatisfied demand is analysis of

municipal real estate registers, 99 which document each title transfer

and indicate whether a mortgage was taken by an institutional lender

or by some other party.100 Underlying this analysis is the presumption

that transactions will generally be financed by sellers only if credit

from institutional sources is perceived to be unavailable.

98. Canner & Cleaver , The Community Reinvestment Act: A Progress Report, 66 Fed .

Res. Bull . 87 , 90 ( 1980) ( stating that Federal Reserve staff has at times used a ratio of

mortgage loans to total transfers ) ; National City Corp. , 67 Fed . Res . Bull . 545 ( 1981 ) ( using

number of deed transfers as a “ proxy " for demand) .
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Application of the Act , regulations and examination procedures

thus entails consideration of a broad range of factors and large

quantities of data. The sophistication and thoroughness of the parties

accumulating and analyzing data may become as important as the

standards themselves .

III . COMMUNITY GROUPS: THE Act's BENEFICIARIES

The effect of C.R.A. in practice ( though not in official federal

policy) depends primarily on the energy , activism , and sophistication

of community groups. Community activism affects both the conduct

of a depository institution and the degree of attention focused on

that lender by the supervisory agency . It can be no mere coincidence

that of all of the dozens of formal rulings issued by the supervisory

agencies which focus particular attention on C.R.A. issues, virtually

all involve challenges brought by community groups.104 It appears

" process.” As the actual lending performance becomes more impressive, an institution will be

under less pressure to demonstrate that its efforts , procedures and internal controls are

consistent with C.R.A. , and vice versa . W. DENNIS & J. POTTINGER, supra note 5 , at 9-13 to
9-14 .

4 Boston

4 New York

4 Philadelphia

7 Cleveland

O Richmond

1 Atlanta

4 Chicago

3 St. Louis

0 Minneapolis

0 Kansas City

O Dallas

1 San Francisco
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likely that a similar pattern exists in cases that do not reach the

stage of a formal decision . 105

A. Relations with Depository Institutions

Con . Adv. Coun ., FEDERAL RESERVE'S IMPLEMENTATION OF C.R.A. , supra note 63 , Table

F6.3 . A different study , focusing on protests received by F.D.I.C. , Federal Reserve Board

( F.R.B. ) , and O.C.C. between enactment of C.R.A. in 1977 and September 1981 , concluded

that most protests were filed in “ the ' old ' industrial sectors of the country. ” Melvin , The

First Thousand Days of the Community Reinvestment Act, J. Com. BANK LENDING 53-54

( July 1982) . The states from which the largest numbers of protests originated , according to

this study , are as follows:

19 New York

11 Pennsylvania

10 Massachusetts

10 Ohio

5 Illinois

5 Michigan

5 Wisconsin

30 All other states

Id . at 54.
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characterize the protesters ' attitudes in a similar manner . ) Requests

to meet with the management of an institution to discuss redlining

issues were frequently met with flat refusal or intransigence, according

to accounts written by community organizations . Vocal public dem

onstrations and campaigns to withdraw deposits were a common

reaction by the groups . 109

bankers—described as living in suburbs and not having knowledge or concern for the institu

tions ' urban neighborhoods — are frequently voiced , and many activists take pride in accom

plishing substantial changes in bank policy without previous background in banking . Id .

passim .
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good relations with community groups risk unfavorable ratings by

regulators, and, perhaps more importantly, challenges to future ap

plications. These challenges can impose substantial costs , even if

ultimately unsuccessful.

ters. 115

Although confrontation remains a strategy in redlining disputes ,

many groups have come to recognize the importance of flexibility

The pragmatic importance of good community relations, and means for promoting it , is

discussed in detail in W. DENNIS & J. POTTINGER, supra note 5 , at 11-35 .

1098



582

1987 / Community Reinvestment

and negotiation with banks , so that mutually acceptable results can

be reached . 116 Community groups sometimes withdraw their chal

lenges or even take affirmative steps to recommend the approval of

a lender's application to supervisory agencies. 117

B. Goals and Results

116. See, e.g., the accounts of several antiredlining campaigns in V. BENEDEK, supra note

37 , at 23 , 24 , 100, passim . Interviews with both community group and supervisory agency

staff members confirmed the point that the most common and successful strategy for community

groups and banks is negotiation in private settings. Telephone conversation with Tom Schraw ,

National People's Action , Chicago , Illinois ( July 3 , 1985) ; telephone conversation with James

W. Lowell, Community Affairs Coordinator, Division of Consumer and Community Affairs,

F.R.B. , Washington, D.C. ( July 3 , 1985) . They agree also that the federal agencies sometimes

facilitate or arrange such meetings , and that results should be publicly announced not as

antiredlining agreements but rather as cooperative initiatives for community improvement. Id .
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focus on increasing advertising and other efforts to market credit

services in their neighborhoods .

another instance a savings and loan association acquiesced to protestors' demands that it

commit 10% of deposits to specific types of loans. F.H.L.B.B. Board members were uncom

fortable with the quota, but chose not to interfere with the agreement. Community Federal

Savings & Loan-St . Louis , Mo. , Res . No. 79-204 , discussed in W. DENNIS & J. POTTINGER,

supra note 5 , at 10-7 to 10-10. Another bank committed specific funds for real estate lending

with a 1 % reduction in interest rates in low- and moderate - income neighborhoods. In re:

Dauphin Deposit Bank & Trust Co. , Harrisburg , Dauphin County , Pa . , Reconsideration of

an Application for Consent to Establish a Branch ( F.D.I.C. Dec. 8 , 1980 ) ( hereinafter cited

as F.D.I.C. Order in re : Dauphin ( reconsideration ) ] . Other examples are cited in G. CANNER ,

CREDIT ALLOCATION , supra note 119, at 7-8 .

1100



584

1987 / Community Reinvestment

enhanced posture for negotiation with lending institutions , and op

portunities to influence the policy of both lenders and regulators. In

exercising these powers , some groups have shown considerable ex

pertise, energy , and imagination .

IV . THE EFFECT ON DEPOSITORY INSTITUTIONS

The responses of banks and savings and loan associations to

C.R.A. have been varied . At minimum , C.R.A. has added a new

element to institutions ' relations with their regulators and with com

munity groups . At maximum, C.R.A. has promoted major changes

in lending policy .

A. Incentives to Comply

zero.126

Other factors, however, cumulatively provide substantial incentives

to depository institutions. Principal among those factors are delay in

processing the application , adverse publicity , and embarrassment.

125. 12 U.S .. 2903.
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The delay in processing may cause arrangements for the planned

acquisition of real estate to lapse, planned construction to be dis

rupted , or competition from other institutions to arise. At minimum,

the lender will be denied , for a period , the business advantages

comtemplated, such as an increase in market share or deposits .

128. As one illustration , fears of negative publicity caused a Tennessee bank to withdraw

an application with the O.C.C. The bank's chief executive officer was concerned that denial

of the application, caused by C.R.A. reasons, would be misinterpreted by the public , since

the Comptroller does not announce his reasons. W. DENNIS & J. POTTINGER , supra note 5 , at

10-40 .

1
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outright deny an application . Depository institutions are subject to

extensive and sometimes highly discretionary supervision throughout

their operations.131 “ Suggestions” and “ encouragement" from su

pervisory authorities , even when not explicitly coercive , are taken

seriously . 132 C.R.A. has tended to reverse the nature of supervisory

criticism . Where once the agencies would criticize for lending locally

( if higher returns were available elsewhere ) , now the agencies will

criticize for failing to lend locally . "

131. One representative of the thrift industry noted , in regard to C.R.A. implementation ,

that “ the supervisory agencies have rather awesome powers and broad discretion in the exercise

of those powers . This is particularly true with respect to examinations, the approval of mergers

and acquisitions , and the approval of applications for new deposit facilities.” R. Dockson,

Testimony on Behalf of the California Savings and Loan League and the Conference of

Federal Savings and Loan Ass’ns on the Community Reinvestment Act of 1977 , before the

Comptroller of the Currency , F.D.I.C. , F.H.L.B.B. , and F.R.B. , 13 ( Apr. 13 , 1978 ) .
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As a result of all of these factors , depository institutions have

strong incentives to be attentive to the record of C.R.A. compliance

that they are developing , and responsive to the requests of community

activists . Even the threat of a protest tends to bring depository

institutions to the bargaining table.136

B. Costs and Effects

Institutions have demonstrated substantial ingenuity in developing

community investment strategies . In a broad variety of permutations ,

institutions have embarked on programs to lend in declining neigh

borhoods for construction, purchase, or rehabilitation , and to offer

these loans at favorable rates . Counselling services or special consid

eration is provided for loan applicants who might otherwise be

denied , and efforts are made to stimulate loan applications from

some neighborhoods.137 Some banks have formed consortia for con

centrated lending in target communities , thereby reducing the risk

assumed by each lender. 138 Many banks have participated in revital

ization programs subsidized or assisted in a variety of manners by

local and federal governments, but relying principally on private

136. Ansbury, supra note 110, at 58 , cols . 1-5 ( reporting comments by a Federal Reserve

official, community groups , and bankers) .
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capital . 139 Lenders also use programs operated by Federal Housing

Administration ( F.H.A. ) , Veterans Administration ( V.A. ) , and Small

Business Administration ( S.B.A ) . Of course , many of these strategies

do entail greater administrative effort and expense than the lenders

would prefer .

V. THE FEDERAL SUPERVISORY AGENCIES

C.R.A. mandated , and has begun to accomplish , a shift in the

attitudes and policies of the four federal financial supervisory agen

cies . The mission of the agencies , the Federal Home Loan Bank

Board , the Comptroller of Currency , the Federal Deposit Insurance

Corporation , and the Federal Reserve Board , had always been to

assure that depository institutions serve the “ convenience and needs ”

of their communities.141 Prior to C.R.A. , however , the agencies

9

139. See, e.g. , F.H.L.B. , N.Y. , PROGRESS THROUGH PARTNERSHIP , A REPORT ON COMMUNITY

INVESTMENT ACTIVITY IN DISTRICT 2 ( N.Y. , N.J. , P.R. ) , June 1978 to Dec. 1979 ( no date ) ( stating

that approximately 99 savings and loans nationally were participating in the F.H.L.B.B. Communi

ty Investment Fund, providing dozens of examples ) ( copies on file at the Pacific Law Journal ) ;

Dennis , The Dual Housing Credit Market, supra note 19 ( providing 21 examples) .
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interpreted this mission as requiring an exclusive focus on financial

" safety and soundness,” promoted by pursuit of maximum income

consistent with very limited risk , for the benefit of the institution's

depositors and shareholders. 142 Thus , for example, if a depository

institution located in New York ( and originally chartered for the

purpose of serving the “ convenience and needs of its community ' ') , 143

could earn a higher interest rate on real estate loans in California ,

the supervisory agencies would criticize the institution for failing to

export capital . 144 The detrimental impact on local loan applicants and

local neighborhoods simply did not enter the equation .

142. Scott , The Patchwork Quilt: State and Federal Roles in Bank Regulation, 32 STAN .

L. REV . 687 , 696-97 ( 1980) ; S. REP . No. 175 , supra note 22 , at 33-35 .
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concentration on “ safety and soundness," and is assigned a low

priority.147

.

147. A survey by F.D.I.C. of F.R.B. , O.C.C. , and F.D.I.C. managers and examiners in

1979 found that compliance with consumer protection laws and regulations was considered to

be the least important aspect of examinations. GEN . Acct. OFF ., EXAMINATIONS OF FINANCIAL

INSTITUTIONS Do Not ASSURE COMPLIANCE WITH CONSUMER CREDIT Laws 7 ( 1981 ) ( hereinafter

cited as G.A.O. , STUDY ) . In 1980, some managers and examiners expressed similar views , and

also concerns regarding limited career opportunities in their consumer compliance role . Id. at

8. The Chairman of F.D.I.C. indicated that the agency was aware of the concerns and was

working to change the perceptions. Letter from Irvine H. Sprague, Chairman , F.D.I.C. , to

William J. Anderson, General Accounting Office ( Oct. 24 , 1980 ) , reprinted in id . 49, 55. A

study for the F.R.B. in 1978 found widespread perceptions among examiners that enforcement

of civil rights law might be inconsistent with their efforts to maintain the safety and soundness

of banks, was not considered highly important by the Federal Reserve Board, and would not

materially advance the examiners ’ careers in the System . W. DENNIS, THE DETECTION AND

CORRECTION OF CREDIT DISCRIMINATION : A REPORT TO THE BOARD OF GOVERNORS OF THE

FEDERAL RESERVE SYSTEM 9 ( 1978) . Five years later , in 1983 , another study of F.R.B. staff

found that few compliance examiners " feel comfortable" advising banks to improve C.R.A.

performance, and several “ thought that their performance in these areas was limited by the

attitude of the management of their Reserve Banks.” Con . Adv . Coun. , FEDERAL RESERVE'S

IMPLEMENTATION OF C.R.A. , supra note 63 , at 4.6 .
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Beyond these basic administrative measures , however , the C.R.A.

compliance program appears to be extremely limited . Among the

most powerful forms of “ encouragement” would be suggestions or

informal communications from agency staff to lender management ,

particularly in the course of periodic bank examinations . In actual

practice , however , these enforcement powers are rarely used . Separate

studies by the General Accounting Office, isi a congressional subcom

mittee , 152 and others , 153 have found that neither informal contacts

nor examination reports are regularly and effectively used to promote

C.R.A. compliance .

NEEDS : A GUIDEBOOK FOR BANKS AND BANK EXAMINERS ( 1979) ( describing dozens of such

programs)
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recently changed . 186 When violations are identified , compliance tech

niques are mild and permissive , rarely going beyond mere moral

suasion.157

156. The Federal Reserve reported , for example , that , in 1982 , its examiners conducted

1,271 interviews with government officials, community groups , and trade associations , in

connection with consumer compliance examinations. BD. Gov. FED . REs. Sys . , 69TH ANN .

REP. 159 ( 1983 ) . Nevertheless, a survey of community leaders by the F.R.B.'s advisory council

in 1983 found that 94 % of the respondents knew about C.R.A. and were actively involved in

community development , but only 30 % had ever been contacted by the F.R.B.'s community

affairs officers . Con . Adv . Coun . , FEDERAL RESERVE'S IMPLEMENTATION OF C.R.A. , supra

note 63 , at 4.5 .

4 .

91

-
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particularly crucial because of the extremely imprecise nature of the

C.R.A. They inevitably send messages to the banking industry as to

the types of conduct that are deemed unacceptable by the regulatory

agencies, and the consequences to be expected .

158. The two compilations of data on disposition of depository institution applications

involving significant C.R.A. issues produced somewhat differing results , probably due to

differences in format and methodology. A community organization offers data that can be

summarized as follows:

F.D.I.C. F.H.L.B.B. F.R.B.

O
N
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To consider the supervisory agencies as a whole , however , is

insufficient . Analysis of the publicly -available data regarding the

policies and the results of the C.R.A. enforcement programs indicates

distinctly divergent patterns among the four agencies.

A. Federal Home Loan Bank Board

Using as an example a single agency in a single year, the F.R.B. considered 1,597 applications

in 1982. Id . at 1.2 .
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recovery began in 1983 and 1984, but earnings are still well below

the performance of the early 1970s.163

163. Mahoney & White, The Thrift Industry in Transition, 71 Fed . Res . Bull . 137 , 137

( 1985 ) . See also Moran , Thrift Institutions in Recent Years, 68 Fed . Res . Bull . 726 ( 1982 ) .

85-619 O - 88 - 20
-
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Use of age or location of the collateral as factors in the appraisal

and loan review process is severely restricted . '70 Excluded from con

sideration are the race, color , religion , sex , or national origin of the

loan applicant and of other persons in the dwelling or its vicinity .

The Board further cautions that consideration of the income level of

the area in which the collateral is located can lead to discrimination

against minorities . 171

( 1986) .
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by the Board . The associations withdraw applications likely to be

denied, thereby avoiding formal public denial.175 Withdrawal under

such circumstances accomplishes the same purpose as denial .

175. Telephone interview with Tom Wall , Director , Office of Community Investment ,

F.H.L.B.B. , Washington , D.C. ( May 12 , 1982 ) . Mr. Wall indicated that the institution takes

steps to improve its C.R.A. record before submitting another application .
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with high loan-to-value ratios only upon special request.182 Finally ,

some associations are admonished to increase lending in low- and

moderate-income neighborhoods 183 and to consider offering additional

types of loans . 184 The F.H.L.B.B. has not hesitated to specify nec

essary changes in a depository institution's lending criteria and pro

grams. 185

a

187

The policy on granting hearings to community groups on C.R.A.

matters is fairly liberal . Any person who files a “ substantial” protest186

and makes a timely request will be granted an opportunity for oral

argument “ at a time and place reasonably convenient to the prot

estants .

B. Comptroller of the Currency

182. Id .

-
-
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recent rulings have not been publicly released , making assessment of

current enforcement efforts difficult .

Consumer Examinations Division , Comptroller of the Currency , Washington , D.C. , to the

author ( Aug. 31 , 1982 & June 28 , 1983 ) . The documents, in chronological order, are as

follows:

>

Protested Nonportested Total

28 8

4

36

11

Approved

Conditionally ap

proved

Withdrawn

Denied

7

4

1

i 4

3 4

Totals 40 15 55
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unfavorable action by the Comptroller) , 190 and some were approved

only after the objections of “ protestants ” were satisfied . 191 Particu

larly significant is the fact that the Comptroller identified selected

bank applications for special attention on C.R.A. matters as a matter

of internal agency procedure , rather than limiting its role to reacting

to protests lodged by community groups . 192 O.C.C. appeared to apply

the " effects test” of discrimination.193 Moreover , the agency consid

ered the burden of proof in resolving protests to be on O.C.C. itself,

rather than on the protestor or the bank . 194

190. Id . Of the four protested applications withdrawn by the banks , one did so by agreement

with a community group , and another coverted to a state charter . Information regarding the

other two was not provided .
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lified by cosmetic improvements and commitments undertaken by the

applicant during and immediately before the Comptroller's consid

eration of the application . The application was denied . 197

“ no evidence of meaningful communication with members of the community,” “ no marketing

or special credit -related programs,” policies tending to discourage loan applicants from " credit

availability between the city of Gary and its surrounding suburban communities,” and “ dramatic

disparities ” for housing-related credite between lower-income and higher-income census tracts . Id .
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were denied or conditionally approved in the early years to convey

to national banks the message that failure to maintain good C.R.A.

performance can have serious consequences . Thereafter, “ encourage

ment” provided through less drastic means received the banks' careful

attention , obviating the need for further denials. Another possibility

is that O.C.C. is no longer as committed to C.R.A. enforcement. In

the absence of current publicly available data, any conclusions would

be speculative .

C. Federal Deposit Insurance Corporation

The Federal Deposit Insurance Corporation ( F.D.I.C. ) was the first

supervisory agency to deny a bank's application because of an

inadequate C.R.A. record—a decision said to have “ sent shock waves

through the banking community . ” 203 The publicly disclosed record

of F.D.I.C. rulings on bank applications is extremely limited , 204 but

does include three denials of bank applications for branch offices.205

In a fourth case, F.D.I.C. granted approval subject to certain con

ditions.206 Although community group objections play an important

objected to a bank's plan to " focus marketing efforts on upwardly mobile individuals.” The

Comptroller found that the plan did not necessarily derogate from the bank's commitment to

serve all segments of local communities . Applications of Dimension Fin . Corp. to Charter 31

Nat'l Banks in 25 States ( Compt . Curr. May 9 , 1984) , cited and discussed in Lobell , supra

note 94 , at 1087 , 1087 n.71 .
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role, 207 at least one of the denials resulted from internal agency

procedures without the prompting of a community group.208

its community so as not to exclude low- and moderate - income neighborhoods , identify those

neighborhoods and communicate with their residents , and establish a loan counseling program .

F.D.I.C. Order in re : Citizens ( Branch ) , supra note 204, no . 2 ; F.D.I.C. Order in re : Citizens

( Merger) , supra note 204 , no . 3 .
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Provident Savings Bank in New Jersey restricted itself to loans on

recently-constructed one- and two - family residences213—a policy that is

not invidious on its face. The effect, however , was a disproportion

ately high rate of rejection on loan applications from low- and middle

income neighborhoods , because a large proportion of the housing

stock in those neighborhoods was older and multiple-family. Minority

group applicants also suffered a disproportionately high rate of

rejection. In addition , the bank's delineation of its community un

reasonably excluded low- and middle-income neighborhoods , and the

bank failed to maintain racial and other data required by regulation .

Intentional discrimination by the bank was not conclusively estab

lished , but the bank's application was nevertheless denied.214

D. Federal Reserve Board

213. F.D.I.C. Order in re : Provident, supra note 204, no . 5 .
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the rules that is markedly less stringent than the other agencies .

( D.C. Cir . 1979 ) .
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agree that C.R.A. was not intended to impose mandatory government

allocation of credit, the F.R.B. at times appears fixated on the issue,

continuously reiterating its resolve not to participate in or counte

nance any form of credit allocation.219 Even when a bank is willing ,

after negotiations with protesting community groups , to commit to

improve credit availability in underserved areas, the F.R.B. is careful

to dissociate itself from any provisions that might be deemed credit

allocation.220 In general , the Federal Reserve System has developed a

reputation as, at best , disinterested in antidiscrimination and other

social policy programs.221

achieve favored social objectives.” Commerce Bancshares, supra note 217 , no . 1 , at 893. See

also several reports in Federal Reserve publications. Bowsher , supra note 23 , at 3 , 6. ( “ The

success of community groups in convincing the press and public that lenders were not serving

older urban areas was primarily the result of skillful publicity rather than substantial confirming

evidence. ” ') ; Canner, Redlining: Research and Federal Legislative Response, 68 Fed . Res . Bull.

610 ( 1982) ( reporting empirical studies of " alleged redlining activities ," and conceding " wide

disparities ” in lending in different neighborhoods , but stating that there is " little evidence to

indicate that any neighborhood has been simultaneously redlined by all bankers ') ; T. BUYNAK ,

supra note 58 .
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When C.R.A. was enacted , commentators expected that enforce

ment by the F.R.B. would be characterized by " leniency . " 222 Resist

ance to change became apparent in the Board of Governor's first

reference to C.R.A. in an order approving a bank application.223 The

F.R.B. announced that C.R.A. had not changed previous law or the

Board's policies , because credit needs had always been included within

the traditional “ convenience and needs” standard applied to appli

cations for bank branches and mergers.224 The F.R.B. then granted

unconditional approval of a protested merger application filed by a

St. Louis bank.225 The circumstances of the decision were so ques

tionable that it evoked immediate protests from the primary sponsors

of C.R.A. in both the House and Senate.226 The chief Senate sponsor

of the legislation wrote that the F.R.B. had “ totally misinterpreted

the affirmative obligations principle” of C.R.A. , construing it instead

as “ requiring nothing more than the absence of overt discrimina

tion . " 227

The F.R.B.'s consumer compliance examiners find few C.R.A.

related problems that they consider serious . The Federal Reserve

comparison , the F.H.L.B.B. found no violations for eight years , and 2,800 violations in the

year following institution of a revised training program . Id . In enforcing Equal Credit

Opportunity provisions, the F.R.B. has been shown to be far more solicitous of the interests

of financial institutions than the statutory rights of consumers. Comment, The Federal Reserve

and the Equal Credit Opportunity Act: A Marriage of Inconvenience, 2 ANN. BANKING L.

Rev. 301 , 307-09 ( 1983 ) .
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System uses the same numerical scale as the other four supervisory

agencies for rating C.R.A. performance by individual depository

institutions , with one being the best performance and five being the

worst . As applied by the Federal Reserve, however , virtually no bank

receives a five and only six percent receive a four or three.228 The

examiners ' ability to identify C.R.A. violations is impaired by the

fact the Federal Reserve System is alone among the four supervisory

agencies in failing to develop a computer -assisted monitoring sys

tem.229 The Federal Reserve System is also alone in failing to require

registers of loan applications. 230

228. In 1982, no bank had a C.R.A. rating of five , and approximately six percent had

ratings of three or four . Discussion , supra note 158 , at 10 ( statement of Mr. Baebel, Senior

Review Examiner, F.R.B. Division of Consumer and Community Affairs ) . The official report

for 1982 supplies additional detail, the usefulness of which is impaired by the fact that the

percentages add up to 105 % . “ About 79 percent of the state member banks received a rating

of 2 ; 12 percent , a rating of 1 ; 13 percent a rating of 3 ; and less than 1 percent, a rating of

4. No bank received a 5.” BD . Gov. FED . RES . Sys . , 69TH ANN . REP. 159 ( 1983 ) . In 1984,

the Federal Reserve Board rejected a recommendation of its Consumer Advisory Council to

revise its C.R.A. rating system . Announcement: Enforcement of Community Reinvestment

Act, 70 Fed . Res . Bull . 108 n.2 ( 1984) .
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recitation of " commitments ” that the bank chooses to make ( rather

than " conditions” that are imposed by the F.R.B. ) in the order

approving the application.234 Ten orders have referred to

commitments235 which usually relate to bank efforts to improve

marketing and communication with the underserved areas of the

community, and to training bank personnel to be aware of C.R.A.

responsibilities.236

that was less than satisfactory . All were approved , but with commitments or substantive

changes to improve C.R.A. performance. Canner, Second , supra note 219 , at 816. However ,

the details of these cases are not publicly disclosed.
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An examination of the particular facts underlying decisions to

approve bank applications provides some insight into the Board of

Governors ' attitudes and standards. In a number of instances , the

decision reached appears plainly incongruent with the seriousness of

the violations and problems recited in the Board of Governors '

orders . Worthy of particular attention are the decisions on applica

tions filed by two banks : AmeriTrust Corporation of Cleveland , 240

and Michigan National Corporation of Bloomfield Fields, Michi

gan.241

In the 1980 AmeriTrust case , data prepared by the bank indicated

that mortgage lending volume was eighteen times greater in high

income neighborhoods than in low- and moderate-income neighbor

hoods . Lower demand for credit in the less -wealthy areas accounted

for much of the disparity, but far from all of it . According to the

Board of Governors , even after adjusting for differences in credit

demand , AmeriTrust was 1.6 times as active in providing mortgage

loans in higher-income areas as compared to less-wealthy areas , and

twice as active in suburbs as compared to the city . Perhaps most

disturbing was the F.R.B.'s determination that AmeriTrust was twice

as active in largely white areas as compared to largely black areas

having similar income characteristics. 242

stated , the Board of Governors has “ resisted strongly any settlement of a C.R.A. protest that

contains a commitment as part of the approval of a bank holding company application that

requires the applicant to provide funds for a specific purpose. We feel that is an inappropriate

use of regulatory powers.” An example of a formal dissociation of the F.R.B. from an

agreement between a community group and a bank , that might be construed as an allocation

of credit , is in Fed . Res . Bank of St. Louis , News Release ( Nov. 30 , 1979) , cited in Canner ,

Second, supra note 219 , at 820. In contrast , the F.H.L.B.B. has no hesitation in specifying

necessary changes in loan policy by a savings and loan association . See supra notes 179-85

and accompanying text.

1127



611

Pacific Law Journal / Vol. 18

Board of Governors, and the bank's advertising in black-oriented

media focused on attracting deposits , not offering credit.244 Relations

with community groups were so abysmal that AmeriTrust refused to

respond directly to their allegations, and the F.R.B.'s staff was unable

to arrange a meeting format to which both sides would agree. 245

39247 As

244. Id . at 240-41.

245. Id . at 239 .

246. Id . at 240-41 .

247. Id. at 241 .

: 248. Id . at 241 n.6 . The commitments were to ( 1 ) improve staff training , ( 2 ) offer either

credit counselling or referrals to other organizations , ( 3 ) make public its real estate appraisal

standards , ( 4 ) “ study the feasibility of making public its lending policies,” and ( 5 ) make public

the commitments numbered ( 2 ) , ( 3 ) , and ( 4) . In the litigation that followed , the F.R.B.'s

decision was affirmed per curiam . Manchester-Tower Grove Community Org./ACORN v .

Board of Governors , 607 F.2d 494 ( D.C. Cir . 1979 ) .
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a member bank based on C.R.A. AmeriTrust was required to main

tain, for at least one year , a register of all inquiries and applications

for real estate loans made in person.249 Even this minimal requirement

was considered too harsh by two of the Governors , who argued for

approval without this “ unwarranted burden . ” ' 250 In comparison , the

F.D.I.C. and F.H.L.B.B. require loan inquiry registers as a matter

of routine , even without a specific finding of “ very serious ” Equal

Credit Opportunity violations.251

249. Ameritrust ( 1980) , supra note 217 , no . 6 , at 242 .

250. Id . ( concurring statement of Governors Wallich and Caldwell ) .

251. 12 C.F.R. $$ 338.4 ( 1986 ) ( F.D.I.C. ) , 528.6 ( 1986 ) ( F.H.L.B.B. ) .

252. V. BENEDEK , supra note 37 , at 36-38 .
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systematically determine its community's credit needs , failed to mar

ket its credit services in low- and moderate -income neighborhoods, and

oriented its advertising in those neighborhoods to deposits rather

than loans. The only favorable factors were that the bank participated

in some S.B.A. , F.H.A. , and Neighborhood Housing Services pro

grams , and owned some securities issued by a state housing devel

opment authority. The Board of Governors approved the application ,

while extracting only " commitments ” by the bank.256

256. Id. at 248-49. The Bank agreed to designate bank personnel to meet with the public ,

to train its staff , to participate in additional ( unspecified ) special lending programs, and to

increase credit marketing efforts in lowand moderate-income areas .
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ments are tolerated if the applicant either discontinues the violations

or promises to do so.260

The Board of Governors has conceded , both as a general matter

and in specific instances , that levels of credit are disproportionately

low in lower-income neighborhoods , and that legitimate economic

factors do not provide a full justification.261 Yet when statistical

evidence documents such a “ disparity ," the Board of Governors has

been alert to any possibility , however remote or hypothetical , that a

variety of market forces might be responsible . The F.R.B. readily

accepts partial and unverified explanations , and states that evidence

of actual discriminatory intent is not available. 262 When exhaustive

allow more realistic opportunities for negotiation and compromise. Whether a public forum

should be provided when private meetings fail is a matter of considerable controversy . One

view is that community awareness and confidence in the system would be enhanced , and that

polarization of the parties has already occurred . The contending position is that public

confrontations are unfairly harmful to banks and impede resolution of differences, and that

the availability of a public meeting could be used by community groups as a bargaining chip

to extract concessions . Id . at 6.6 , A.13 .
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